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Last  weekend  Ed  gave  up  the  "couch  potato"  routine  for  good. 
He  traded  his  easy  chair  in  front  of  the  TV  for  a  captain's  chair  in  his  new  Ford  Expedition.  Of 
course,  Ed  still  likes  to  sit  back  in  comfort  and  enjoy  a  good  adventure.  But  now  he  can  do  it  in 

a  den  all  the  neighbors  will  envy. 


■Competitive  comparisons  based  on  published  1998  competitive  data  "The  Ford  Expedition  was  the  highest  ranked  Full-Size  Sport  Utility  Vehicle  in  J.D  Power  and  Associa; 
1998  Initial  Quality  Study  1"  Study  based  on  a  total  of  58,117  consumer  responses  indicating  owner-reported  problems  during  the  first  90  days  of  ownership  : 


New  1999  Ford  Expedition 

Ranked  "Best  FuU-Size  Sport  Utility  Vehicle  m  Initial  Quality"  byJ.D.  Power 
and  Associates"  Standard  removable  fold-flat  third-row  seat  with  new  roller  system. 

Available  S4L  Triton"''  V8  engine.   Expedition  is  a  Low  Emissions  Vehicle     "  jf(f|||f  l|k 


that  runs  cleaner  than  most  passenger  cars  on  the  road  today.  |.: 


1-800-258-FORDot 
wwwiordvehicles  com 


A  few  miLlion  years  ago,  in  a  cave  lit  by  dim  sunlight, 
man  First  marked  his  presence  in  the  world. 
Announcing  his  ambition  using  Flesh  and  earth. 

Several  hundred  thousand  generations  later, 
man's  desire  remains  steadFast. 

But  the  tools  have  gotten  better.  Smarten  Fasten,^ 

Together  they  have  created  businesses  that  have 

changed  the  world. 
And  in  the  process,  they  have  leFt  their  own  mark. 
A  poetic  circle;  computers  created  by  man, 

used  by  man,  changing  mankind. 
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PAIN 

New  understanding 
of  pain  mechanisms 
and  pathways 
has  led  to  a  series 
of  breakthroughs 
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EDITED  BY  ROBERT  McNATT 
IPO  WATCH 

A  SCALPING  FOR 
HEADHUNTERS 

MEMO    TO    HEIDRICK  & 

Straggles:  Guys,  this  might 
be  just  the  time  for  a  veiy 
long  coffee  break  before  you 
move  ahead  with  youi*  IPO. 

Why?  On  Feb.  11. 
Korn/Ferry  International. 

NICE  START,  BUT... 

IPO      HIGH  RECENT 


its  new  Internet  search  ca- 
pabilities. Its  IPO  was  just 
more  bad  news  for  the  head- 
himting  biz.  Stock  in  the  oth- 
er big  public  seai-ch  finn,  LAI 
Worldwide,  has  plunged  to  G 
fi'om  a  high  of  23  last  year. 

Given  Korn/Ferry 's  11' > 
20-year  compound  gi-owth 
rate,  the  industry  expected  a 
hot  IPO.  says  Scort  Scanlon, 
editor  of  Execuiive  Search 
Rerieir.    But  analyst 
Mercedes    Sanchez  at 
Raymond  James  Finan- 
cial blames  the  disap- 


Heidiick's  lival  and  the  na- 
tion's lai'gest  executive  seaix-h 
firm,  floated  its  stock  at  14. 
Three  days  later,  it  was  at 
12.  That  quick  16*7  price 
drop  disappointed  investors, 
many  of  whom  hungered  for 
the  next  hot  Internet  stock. 
Koi"n/Ferrv  had  boasted  of 


THE  GENDER  GAP 

COLLEGES  FLUNK 
IN  PAY  EQUITY 

(HECK    on    THAT  CLASS 

ceiling  these  days  and  you'll 
find  it  ivy-covered.  A  new 
report  from  the  American 
Association  of  University 
Professors  documents  a 
growing  pay  gap  between 
men  and  women  in  the  pro- 
fessoiiat. 

Men  who  were  full  profes- 
soi"s.  for  instance,  earned  92'7( 
more  than  then*  female  peers 
in  1975.  but  12.5'7  more  than 
them  in  1998,  even  as  more 
women  gained  tenure.  Pay 


disparities  among  associate 
and  assistant  professors  also 
ijTt'W.  though  women  at  the 
^  vest  rank,  instructor. 

iield  then-  gTound.  Over- 
:  all.  says  Ernst  Ben- 
jamin, the  report's  au- 
'\V .  thor:  "Women  ai'e  much 
tJ  more  Ukely  to  be  instiuc- 
tors  and  lectm'ers  and  less 
likely  to  be  full  professors." 

Also,  women  ai'e  clustered 
at  lower-paying,  two-year 
schools.  They  make  up  almost 
half  the  faculty  there,  but 
only  28.3''f  of  the  teachers  at 
reseai'ch  imivei-sities.  It  could 
all  be  due  to  old-boys-club 
disciimination.  says  Benjamin, 
or  other  factoi-s.  like  women's 
gi-eater  reluctance  to  relocate. 
Bias,  however,  can  cost.  Last 
month,  a  Connecticut  jury 
awarded  a  former  Tiinity 
College  professor  S12.7  mil- 
lion, agi'eeing  she  had  been 
denied  tenure  because  of  her 
sex.  Maybe  that  will  throw  a 
little  weed  killer  on  the  ivy- 
choked  ceiling.     Jocni  Oleck 


LAI  WORLDWIDE  12  237.  5%  pointijig  debut  on  a  slow- 
KORN/FERRY        14     14^    11%      'ion  in  liiiing.  due  in  part 

to  last  fall's  stock  mai'- 
ket  turmoil:  "In  this 
business,  tiining  is  every- 
thing. For  Korn/Ferry,  in- 
vestors who  bought  the  IPO 
now  have  a  bad  taste  in  then- 
mouth." 

So  will  Heidrick  &  Strtig- 
gles  decide  to  proceed  with 
its  IPO?  The  firm  declined  to 
comment.  Joan  Oleck 


TALK  SHOW  'k\Ve  need  a  sea  change  in  public  thinking 
about  the  value  of  teaching  and  what  must  be  done  to  ele^ 
this  vital  prof  >sion" 

— Educa'  -n  Secretary  Richard  Riley,  calliugforfedeml 

licensivy  of  teachers 


nization,  says  R 
Holland,  chaum 
ALTS   and  CEO 
Allegiance  Tele 
wiiich  pro\ides  p 
semce  for  busin( 
and    other  1 
users  nations 
The  trade  gToup 
recently  lost  sev 
top  employees  to 
I'rivate  sector 
President  Heat 
Gold,  w^ho  left  last  yeai' 
member    firm  Intern: 
Communications. 

The  trade  group  has  f 
that  spot,  hiring  John  W 
hausen  Jr..  a  fomier  law 
for  the  Senate  Comm 
communications  subcom 
tee  and  co-author  of  the 
Telecommunications  Act 
it  needs  to  fill  others, 
as  a  vacant  general  coui 
slot.  No  one  has  yet  recei 
any  options.  ALTS's  boan 
still  working  out  the  det; 
and  a  final  plan  is  expecte' 
the  next  few  months. 
many  alternative  phone  c( 
panies  doing  well,  the 
wards  of  lobbying  could 
high.  ^Peter  Elsti 


THIS  TELCO  LOBBY 
TAKES  STOCK 

HEY.  ESTABLISHED  COMPANIES 

and  stajtups  alike  offer  stock 
options  to  executives.  Why 
can't  trade  associations  offer 
options,  too"?  Well,  trade  as- 
sociations don't  issue  stock,  ' 
for  one  thing.  But  that's  not  i 
stopping  the  Association  for  I 
Local    Telecommunications  j 
Services  (alts).  The  trade  | 
group  for  small,  alternative 
phone  companies  will  begin 
offering  its  officers  the  right 
to  buy  shares  in  member 
companies. 

The  idea  is  to  attract  and 
retain  top  talent  for  the  org-a- 


THELIST  WHERE  LIFE  IS  CHEAP 


How  to  hold  on  to  your 
cash:  Move  to  the  heartland. 
The  Upper  Midwest  scores 
as  the  best  region  to  earn 
and  save  money,  according 
to  a  survey  ranking  125 
metropolitan  areas.  The  win- 
ning areas  had  the  best 
combination  of  high  house- 
hold income,  high  job  quali- 
ty, low  unemployment,  and 
high  participation  in  retire- 


ANN  ARBOR 


ment  savings 
programs.  They 
also  had  low 
crime  and  rela- 
tively low  hous- 
ing costs,  ele- 
ments that 
helped  put  cities 
in  New  York  and  Californi 
at  the  bottom  of  the  list. 


THE  TOP  FIVE  THE  BOTTOM  FIVE 

1.  ANN  ARBOR.  MICH.      _  121.  MODESTO,  CALiF.  _  _ 

2.  FORT  WAYNE,  IND.  122".  FRESNO.  CALIF.  

3.  NEW  HAVEN-BRIDGEPORT-  123.  LOS  ANGELES- 
STAMFORD-DANBURY-  LONG  BEACH* 
WATERBURY,  CONN.*   1  24VnEW  YORK 

4.  GRAND  RAPIDS-MUSKEGON-  125  JERSEY  CITY 
HOLLAND.  MICH.*   "  

  *  Metropolitan  statistical  areas 

5.  DES  MOINES  data:  reuastar  financial  corp. 
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r  the  years,  the  problems  facing  America's  workplace  fiave  qrown  substantially.  No  matter  what  the  prpbiem 
lave  the  people  and  the  tools  to  solve  it.  And  help  companios,  In  any  business  climate,  avoid  sticky  situaitions. 
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What  can  we  do  to  help  you? 


Up  Front 


MAD  AVE. 

■  AM, 

THEREFORE  I  SPEND 

FORGET  THE  THRILL  OF  A 
new  millennium.  We  are  in 
tlie  age  of  Affirmation 
Advertising.  "I 
Am,"  proclaims 
a  new  TV  ant 


AFFIRMATION: 

sell  Bai-biea  a 


print  campaig 
for  Lotus  Deve 
opment.  "I  Am" 
says  a  soothing- 
voice,  in  new 
spots  from  real- 
tor Cold  we  11 
Banker.  The  "I  Am"  mantra 
also  works  itself  into  Mat- 
tell's  new  Barbie  ads. 

So  what's  the  allure  of  the 
catch  phrase  dii  jour''!  Per- 
sonal empowerment,  say  the 
companies.  Use  om-  product 


and  control  the  fate  of  your 
home,  yom-  PC,  or  even  youi* 
daughter.  There's  a  touch  of 
grandiosity  involved,  too. 
Jean  Kilbourne,  a  visiting- 
scholar  at  Wellesley  College, 
says  companies  want  con- 
sumers to  identify  -with  them: 
"There  has  been  a  lot 
of  narcissism  in  ads 
for  a  long  time  now." 

Maybe  the  ad  biz  is 
just  undergoing  its 
own  brand  of  pack 
journahsm.  "There  is 
no  unique  idea  in 
ad\'ertising,"  says 
Kevin  Powers, 
Lotus'  ad  direc- 
tor. Og-ilvy  & 
Mather  should 
know.  Its  New 
York  and  Los 
But  will  it  Angeles  offices, 
ltd  houses?  separately,  came 
up  with  the  Lo- 
tus and  Mattel  ads.  Even  so, 
Americans  are  late.  Molson 
Breweries  has  used  "I  Am" 
to  impart  an  awareness  of 
Canadian  identity  for  five 
yeai's.  North  of  the  border,  it 
seems.  New  Age  is  old  hat.  □ 


CORPORATE  CULTURE 

WHY  YOUR  WORKERS 
MIGHT  JUMP  SHIP 

TOO  CAUGHT  UP  IX  MEETINGS 

and  business  trips  to  give 
your  star  employee  some 
career-related 
TLC?  Think  educa- 
tional training  is  a 
foofy  waste?  If  so, 
you're  making  a 
mistake,  says  a 
new  poll  by  Inter- 
im Services  and 
Louis  Harris  and 
Associates.  Such 


WHO  WANTS  TO 
QUIT  IN  12  MONTHS 

ALL  WORKERS  21% 

THOSE  DISSATISFIED 
WITH  COMPANY 
MENTORING  35% 


ask  about  training  and  devel- 
opment. Among  employees 
who  say  their  company  offers 
poor  training,  419c  plan  to 
leave  within  a  year.  vs.  only 
VZ^c  of  those  who  rate  oppor- 
tunities excellent. 

High  turnover  isn't  cheap. 
The  survey  pegs 
the  cost  of  losing 
a  typical  worker 
at  $50,000.  So  a 
1,000- worker  com- 
pany with  poor 
training  could  lose 
$14.5  miUion,  wliile 
nonexistent  men- 
toring could  cost 


THOSE  DISSATISFIED 
WITH  COMPANY 

neglect  can  cost     M"^"'''  ^1°'^°..  $9.5  niillion.  Yet  if 

bigmonev.                data  emerging  workforce  vou  ask  a  t\T3ical 

■■                                      STUDY  ' 

Data  from  the  CEO  about  training 
1999  Emerging  Workforce    and   mentoring,   says  Ray 


Study  show  that  35%  of  em- 
ployees who  don't  receive 
regular  mentoring-  plan  to 
look  for  another  job  witliin  12 
months.  But  just  16%  of  those 
with  good  mentors  expect  to 
jump  ship.  And  don't  even 


Marcy,  ceo  of  Interim  Ser- 
-vices,  "theii"  eyes  glaze  over 
Now  we  can  say:  'Here's  the 
cost.'"  Compared  with  a  Ht- 
tle  guidance  fi'om  the  boss  or 
some  extra  training,  that  cost 
is  steep.     Jenuifey  Reingold 


DRAWN  &  QUARTERED 


Sift  iBuimt  Urrald 


GREEN  WATCH 

A  MOUNTAIN  GROWS 
IN  ORLANDO 

SQUEAKY-CLEAN  ORLANDO  HAS 

an  indehcate  problem:  too 
much  dung.  Animals  are  the 
stars  at  many  of  the 
attractions,  such  a 
Walt  Disney  World's 
Animal  Kingdom, 
that  make  it  tourist 
destination  numero 
uno.  But  all  those 
critters  generate  a 
lot  of  animal  waste. 
And  right  now,  sup 
ply  is  outstripping  the 
demand. 

TyiDically,  garden-  FACTORY; 
ers  take  away  lots  of  Compost 
dung.  It's  good  fer- 
tilizer  because  the  animals 
ai'e  fed  liigh-quaMty  diets.  But 
recently,  a  dumpster  filled 
■with  free  lion  and  elephant 
droppings  sat  untouched  af- 


ter a  visit  from  Ringl 
Bi'os.  and  Barnum  &  Ba; 
circus.  The  city  says  th 
weren't  any  takers  beca 
of  the  glut  of  excrement  fi 
Animal  Kingdom  alone:  1, 
tons  in  the  past  18  month 
So  other  Orlando  atti 
tions  with  live  anim 
such  as  petting  z 
and  dinner  theat( 
are  resorting  to  e 
sified  ads  in  local 
'  I  t'l's  and  leaning 
iLirseiies  and  \ 
houses  to  take 
waste.  Disney,  at 
point,  was  even  ^ 
ing  away  manure, 
der  the  cutesy  na 
Pooh's  Poop.  But 
galore  attraction  that  a 
get  someone  to  p 
up  the  waste  has  to  pay 
haul  it  to  a  landfill,  when 
is  turned  into  compost.  Th 
giving  it  away  is  the  co 
ty's  problem.   Dennis  Bk 


THE  BIG  PICTURE 


THE  LURE  OF  FOREIGN  GOODS 

Lower  import  prices  are  holding  down  inflation.  In  fact,  ^ 
import  prices  fell  in  1998  by  the  most  since  1983,  thank' 
to  cheap  oil  and  lower-priced  Asian  imports. 

PERCENT  CHANGE  IN  PRICE  INDEX 
OF  IMPORTED  GOODS 


'92     '93  '94 
▲  PERCENT 

DATA:  DELOinE  &  TOUCHE/U.S  BUREAU  OF  WBOR  STATISH 


FOOTNOTES    Civil  rights  complaints  lodged  against  the  government  by  federal  woi-kers  in  1990:  1 7,000;  in  1997:  29,000 
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YOU  VE  GOT  TO  SEE  IT 


EPSON 


COLOR. 


Our  1440  dpi  lets  you  see  them  in  all  their  glory.  How  many  are  you  able  to  find?  Two? 
Three^  Thanks  to  an  EPSON  Stylus'  Color  printer,  these  amazing  dancers  are  now 
appearing  right  before  your  eyes.  Of  course,  with  other  printers  you  might  see  how 
well  they  blend  in.  But  with  ours,  you  see  how  much  they  stand  out.  All  four  of  them. 

PREStNTING  THE  WORLD'S  FIRST  1440  DPI  INK  JET  PRINTERS. 


Only  Epson'  Color  ink  jet  printers  have  the  PerfectPicture"  Imaging 
System  for:  1440  x  720  dpi  •  Micro  Piezo"  technology  for  a  more  accurate 
dot  'Quick-drying  inks.  Up  to  gPPM  black  on  the  Stylus  Color  850.  PC  and 
Mac  compatibility.  Optional  internal  ethernet.  For  more  information,  call 
1-800-GO-EPSON  (ask  for  Operator3ioo)  or  visit  us  at  www.epson.com. 


Epson  Stylus  Color  850  Standard  ''349 
Epson  Stylus  Color  1520.  Wide  ^99 


Mammum  print  speed  is  9PPM  in  econorriy  mode  Additional  processing  tirrie  will  vary  depending  on  system  ronfiguration,  software  application  and  page  complexity  Prices  may  vary 
Epson.  EPSON  Stylus  and  Micro  Piezo  are  trademarks/registered  trademarks  of  Seiko  Epson  Corp  PerfectPicture  is  a  trademark  of  Epson  America,  Inc  :"^i999  Epson  America,  Inc 


We 


mend  broken  hearts. 


We  're  Pfizer. 

We're  a  leader  in 
cardiovascular  research. 
In  fact,  we  put  our  heart 
and  soul  into  research. 
We  spend  over  two 
billion  dollars  a  year 
looking  for  cures. 
And  that's  why  we 
believe  we're  on  a  path 
to  introduce  more 
new  medicines 
for  more  diseases 
than  anyone  else. 
At  Pfizer,  we  know 
in  our  hearts,  the 
only  thing  incurable 
is  our  passion. 


Life  is  our  lifers  work. 

www.pfizer.com 
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Readers  Report 


DON'T  COUNT  ASIA  OUT 

OF  THE  ATLANTIC  CENTURY' 

I  found  youi'  story  trumpeting  the 
notion  that  the  U.  S.  and  European 
Union  are  "steadily  converging"  a  bit 
odd  in  light  of  the  disputes  between  the' 
two  giants  over  bananas,  beef,  baiiey, 
cell  phones,  au-craft,  and  films  ("The  At- 
lantic Century?"  Cover  Story,  Feb.  8) 
This  has  brought  Washington  and  Bnis- 
sels  to  the  brink  of  a  trade  wan 

Your  readei-s  would  have  been  better 
sei"ved  if  you  had  focused  on  an  item 
that  may  be  more  syjnptomatic  of  futiu-e 
trends:  the  mid-January  meeting  of 
Asia-Em'ope  finance  ministers  in  Fi'ank- 
fuit,  where  Malaysian  ideas  about  capi- 
tal controls  were  echoed  by  Germany's 
leftist  Finance  Minister,  Oskar  La- 
fontaine,  and  others.  The  proposal  by 
Japanese  Finance  Minister  Kiichi 
Miyazawa  that  Asian  nations  should 
abandon  theu'  traditional  dollar  link  and 
peg  their  currencies  to  a  basket  that 
includes  the  yen  and  the  increasingly 
prominent  eiu'o  was  also  gi-eeted  with 
wannth.  Since  the  parliament  of  Japan, 
like  those  of  France  and  Gennany,  has  a 
complement  of  Commiuiists,  not  to  men- 
tion Socialists,  it  may  be  more  realistic 
to  speak  of  a  "convergence"  of  Europe 
and  Asia,  as  against  the  more  consei-v- 
ative  nostnmis  emerging  fi'om  the  U.  S. 

Gerald  Horne 
Chapel  Hill,  N.  C. 

The  photo  of  Mercedes  cars  being 
loaded  onto  a  ship  in  Hamburg  sums 
up  the  theme  of  "The  Atlantic  Centu- 
ly?"  Here  we  see  Gennan  cars  starting 
a  flip,  possibly  across  the  Atlantic,  on 
the  Nissan  Bluebird — when  you  would 
expect  a  ship  by  that  name  to  be  car- 
lying  Japanese  cars  across  the  Pacific. 

Tom  Johnson 
Millbrae,  Cahf. 

WHY  A  10%  TAX  CUT 

IS  NO  SURE  BET  

There's  more  to  the  political  support 
for  a  10%  across-the-board  tax  cut  than 
just  its  distribution  on  the  income  spec- 


tnmi  ("A  c;op  tax  cut:  No  sm-e  vnnnt 
Economic  Ti-ends,  Feb.  8). 

It's  undeniable  that  those  who 
the  most  pay  the  most  to  Uncle  San 
spectacularly  so — and  thus  would  bei 
fit  the  most  fi'om  an  across-the-bo; 
cut.  But  all  worldng  Americans  woi 
get  to  keep  more  of  their  paychcf 
and  the  resulting  boost  to  econon 
growth  would  help  keep  this  year's  t 
pected  downturn  from  sinking  intu 
global  recession. 

The  sooner  we  cut  taxes,  the  nv 
likely  we  are  to  keep  expanding  t 
economy  and  creating  jobs  at  all  U 
els,  particularly  the  lower  end.  Me; 
while,  peace  and  prosperity  may  lia 
temporarily  dulled  Americans'  outr;i 
at  the  highest  tax  burden  in  histd 
But  politicians  know  that  eveiyone  fii 
the  ("EO  to  the  janitor  will  look  n\< 
closely  at  then-  pay  stubs  if  the  econm 
starts  to  sputter. 

Paul  HuLi 
National  Associati 
of  Manufacture 
Washinut 

FOR  AN  ENDURING  ECONOMY. 
STRENGTHEN  THE  WORKFORCE 

Aaron  Bernstein's  article  "Social  ' 
ciuity:  Go  Reflgiu'e"  (News:  Analysis 
Commentary,  Feb.  8)  is  right  on  tai  t 
about  having  a  lot  to  wony  about  i 
garding  our  economy's  long-tt'i 
prospects. 

Oui-  gradually  aging  population  v, 
result  in  a  shrinldng  labor  foi'ce,  wliil 
will  slow  the  growth  of  our  econon 
Increasing  productivity  will  miti.nf 
some  of  the  aging  effect,  but  in  25  to 
years  our  economy  will  be  in  a  we{ 
ened  condition. 

There  are  estimates  of  a  shortfall 
$300  billion  to  $500  billion  arising  1 
tween  the  payi'oll  tax  revenues  and  t 
Social  Secmity  benefits  that  are  payal 
by  that  time.  To  cover  this  shortfall ' 
vrill  have  to  sell  some  mix  of  Social 
ciuity  Trust  Fund  bonds.  Social  Secu 
ty  Trust  stocks,  and  privately  own 
equities,  at  a  rate  of  over  $1  billion 
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!  ORREGTIONS  &  CLARIFICATIONS 

'  "File  your  taxes — and  save  a  tree"  (Per- 
!  )nal  Business,  Feb.  1),  the  phone  number 

lat  electronic  filers  should  call  if  they  want 
j '  pay  their  taxes  by  credit  card  should  have 
j  een  888-2-PAY-TAX. 

j  Guarding  your  laptop — and  its  secrets" 
!  'ersonal  Business,  Feb. 15)  misspelled 
16  name  of  Symantec  Corp. 

the  closed-end  Mutual  Fund  Score- 
jard  (Feb.  15),  Adams  Express  and  Tri- 
antinental  funds  were  inadvertently  omit- 
:d  from  the  equity  fund  listings. 

For  Adams  Express,  BUSINESS  WEEK  rat- 
g,  B+;  Category,  Large-cap  Blend;  Risk, 
)W;  Assets,  $1,687.6  million;  Expense 
3tio,  0.39%;  Net  Asset  Value  return, 
3.4%  for  1998,  and  an  average  25%  a 
lar  for  1996-98;  Fund  Shares  return,  19% 
■r  1998,  and  average  22.6%  for  1996-98; 
id  Yield,  1.8%.  The  fund  was  in  the  top 
jartile  of  equity  funds  for  1996, 1997,  and 
398.  During  1998,  the  fund  shares  trad- 
i  at  a  discount  to  net  asset  value  that 
mged  13%  and  18%. 

For  Tri-Continental,  BUSINESS  WEEK  rat- 
g,  B+;  Category,  Large-cap  Blend;  Risk, 
)W;  Assets,  $3,912.5  million;  Expense 
atio,  0.60%;  Net  Asset  Value  return, 
5.9%  for  1998,  and  an  average  24.3%  a 
iar  for  1996-98;  Fund  Shares  return, 
5.3%  for  1998,  and  average  25.1%  for 
996-98;  and  Yield,  1.6%.  The  fund  was  in 
le  top  quartile  of  equity  funds  for  1996, 
997,  and  1998.  During  1998,  the  fund 
lares  traded  at  a  discount  to  net  asset 
alue  that  ranged  13.9%  and  20.7%. 

ie  introduction  to  "The  Investor  Revolu- 
on"  (Cover  Story,  Feb.  22)  should  have  said 
tat  the  average  equity  mutual  fund  under- 
arformed,  not  outperformed,  the  Standard 
Poor's  500-stock  index  by  nearly  three 
ercentage  points  a  year. 


f.  In  a  weakened  economy,  will  there 
enough  buyers?  Wliat  will  this  sell- 
do  to  the  equities  market?  Will  for- 

:ners  continue  to  underwrite  what 

1  then  be  our  ever-increasing  trade 

icit? 

One  way  to  correct  this  disturbing 
ig-term  projection  is  to  turn  the 
•inking  labor  pool  around.  Congi-ess 
ads  to  adopt  policies  that  result  in 
Teasing  our  productive  labor  pool, 
iucation  and  training,  particularly  for 
i  underachieving  underclass,  would 
ible  us  to  deepen  the  productive  labor 
dI.  At  the  same  time,  such  a  policy 
'uld  reduce  the  social  costs  of  wel- 
e  and  prisons. 

Edward  A.  Bryant 
New  York 


HOW  CAN  A  NEW  RAZOR 

COST  MORE  THAN  A  CAR?  

In  '"Build  a  better  mousetrap'  is  no 
claptrap"  (News:  Analysis  &  Commen- 
tary, Feb.  1),  it  states  that  Gillette  Co. 
spent  neai'ly  $1  billion  on  the  develop- 
ment and  initial  marketing  for  a  single 
dumb  little  gadget,  Mach  3. 

In  "The  traffic  jam  just  got  a  lot 
worse"  (Industries,  Feb.  1),  India's  Tata 
Group  developed  and  put  into  produc- 


tion a  complete  automobile  for  $470 
million. 

Is  Gillette  that  inefficient — or  just 
blowing  smoke  at  business  week? 

Alden  P.  Hendricks 
Cedars,  Pa. 

MAYBE  GM  NEEDS  A  REFRESHER 
COURSE  IN  MARKETING  101 

It  sounds  as  if  General  Motors' 
Ronald  L.  ZareUa  may  have  fallen  out  of 
touch  vrith  a  basic  precept  of  Marketing 


The  specter  of  the  millennium  bug  will  be  less  threatening  for 
those  who  do  energy  or  communications  business  with  Williams. 


Fear  not.  Williams  customers  face  the  future  with  a  level  of  confidence 
that  only  comes  when  you  team  up  with  a  90-year-old  company  boasting 
an  $18-billion  backbone  of  reliability  and  innovation.  Call  us.  And  laugh 
all  the  way  to  the  bank. 

Wil0ms 

Energy  •  Communications  •  Leadership 

1-800-WILUAMS  •  NYSE:  WMB 
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Fujitsu  and  the  Fujitsu  logo  are  registered  trademarks  and  LrfeBook  is  a  trademark  of  Fu|rtsu  Limited  ErgoTrac  is  a  trademark  of  Fujitsu  PC  CorpKjration  Intel,  the 
Intel  Inside  Logo  and  PenDurr-  are  registered  trademarks  of  Intel  Corporation  Microsoft  and  Windows  are  registered  trademarks  of  Microsoft  Corporation  All  other 
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No  matter  what  your  day  brings,  you  brought  the  right  notebook. 

The  reliable  Fujitsu  LifeBook  "  E  Series.  Load  up  the  two  Multi-function  Bays  with  what  you  need  and  go. 
You  can  even  swap  out  options,  without  powering  down.  Great  idea.  And  a  great  value,  with  models  starting 
at  *I499'.  It's  technology  designed  to  let  you  focus  on  more  important  things,  like  your  business. 

Fujrrsu 
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A  CONSERVATIVE 
APPROACH  TO  STOCK  INVESTING 


T.  Rowe  Price  Equity  Income 
Fund,  one  oi  our  most  conser- 
vative stock  funds,  has  outper- 
formed its  Lipper  Category 
Average.  To  seek  substantial 
income  and  long-term  capital 
growth  with  reduced  risk,  the 
fund  invests  in  dividend- paying 
stocks  of  established  companies. 

Past  performance  cannot 
guarantee  future  results.  No 
sales  charges. 


Call  24  hours  for  your 
free  investment  kit 
including  a  prospectus 


$45,000- 


How  $10,000  Invested  12/31/88 
Would  Have  Grown  vs.  Competitors 


40,000- 

35,000- 

30,000- 

25,000- 

20,000- 

15,000- 

1 0000 -I- 
12/! 


■  Equitv  InLc.iiK-  Fund 
□  Lippct  Equity  InLi.tiiL'  Fund; 
Average 


OK^ 


ASK 
ABOUT 


ROTH 
IRA 


1-800-401-5249 

www.  trowepiice.com 


Invest  With  Confidence 
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9-23%.  18.75%,  and  15.18%  are  the  fund's  average  annual  total  returns  for  the  1-,  and  10-year  periods  ended 
12/31/98,  respectively.  Figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital  gain  distributions. 
Investment  return  and  principal  value  will  vary,  and  shares  inay  be  worth  more  or  less  at  redemption  than  at  original 
purchase.  (Source  for  Lipper  d;ita:  Upper,  Inc.) 

Read  the  prospectus  carefully  before  investing.  T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  kif(>4(w^^ 


The  Key  to  the  Corner  Office  is  Within  Your  Reach 


SECRETS 
OF  A  CEO 

COACH 


YOUR  PERSONAL  ITUINING 
GUIDE  TO  THINKING 
LIKE  A  LEADER 
AND  ACTING  LIKE  A  CEO 


D.  A.  BENTON 

,\ull,„,-  of  ll,>.  U.«Uellin!;  I  U.u-  l„  Th.nk  U,C  a  CEO 


"A  must  read  for  anyone  who 

aspires  to  lead  in  the  information 

age,  filled  with  practical,  helpful 

advice  and  information  to  inspire 

and  stimulate  the  best  in  all  of  us." 

— Sol  Trujillo, 
President  and  CEO,  US  West 


Famed  professional  business 
coach  and  best-selling  author 
Debra  Benton  reveals  all  the 
tools  from  her  renowned 
coaching  sessions  to  help 
you  build  confidence,  perform 
at  your  peak,  gain  respect  and 
power,  and  boost  your  career. 


Available  Everywhere  Books  Are  Sold 
Visit  us  at  www.books.mcgraw-hill.com 


Readers  Report 


101  as  it  relates  to  the  nature  of  t 
goods  he  is  selling  ("gm  dealers  arei 
buying  it,"  News:  Analysis  &  Comme 
tary,  Feb.  8). 

It  is  the  task  of  manufacturers 
create  pi'oduct  and  bi-and  different] 
tion  at  their  end  of  the  channel  throui 
advertising  efforts.  To  pull  $500  milli 
in  co-op  ad  dollars  from  dealers  in  t 
cause  of  more  standardization  of  the  a 
vertising  message  is  indeed  "risky," 
your  article  correctly  declares  and 
seconded  by  Mr.  Nasser,  ceo  of  Fo 
Motor  Co.,  who  apparently  does  undf 
stand  tliis  aspect  of  marketing  from  t 
comments  attributed  to  him  within  t 
article. 

Clearly,  the  dealers  have  it  right  tl 
time  in  opposing  a  bad  strategy. 

Barton  L.  Griffi 
Crafton  Hills  Colle 
Yucaipa,  Cal 
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JT  FACE 

,tory  of  America's  Curious  Relationship  with  China,  from  Nixon  to  Clinton 

imes  Mann 

f .  433pp . $30 

HE  WILD  MOOD  SWINGS 
^  U.S.  CHINA  POLICY 


1  the  strange  world  of  U.  S.-China 
liplomacy,  nothing  is  predictable, 
led-baiter  Richard  M.  Nixon  estab- 
is  ties  with  Mao  Zedong's  brutal 
ne  in  1972.  Human  rights  advocate 
ny  Carter  fails  to  notice  any  such 
es  in  China,  a  countiy  that  cracks 
1  on  democracy  activists.  Hawkish 
lid  Reagan  pushes  state-of-the-art 
ary  teclmology  to  Chinese  Commu- 
.  And  George  Bush,  an  "old  friend" 
hina,  sells  sopiiisticated  military 
ware  to  Beijing's  rival,  Taiwan. 
3S  Mann's  illuminating  book,  About 
,  describes  all  such  bizan-e  flip-flops 
.  S.  poUcy  toward  China,  inconsis- 
ies  that  are  still  apparent  today, 
aving  come  up  vdth  a  gi-eat  idea 
I  book,  Mann  executes  it  well.  As 
diplomatic  correspondent  and  for- 
Beijing  bureau  chief  of  the  Los  An- 
Tim,es,  Mann  could  rely  on  first- 
sources.  Many  of  the  key  players 
ved  in  shaping  U.  S.  policy  toward 
a  over  the  past  three  decades  are 
alive.  (Mann  is  also  author  of  Bei- 
Jeep,  a  classic  on  a  troubled  U.  S.- 
a  joint  venture.)  What's  more,  he 
iccess  to  never-before-disclosed  gov- 
lent  documents,  notably  papers  cov- 
<;  Nixon's  secret  diplomacy  with  Clii- 
1  the  early  1970s. 

that  period,  Nixon  and  National 
rity  Adviser  Henry  Kissinger  hoped 
•  overture  with  China  would  bal- 
relations  with  Moscow  and  help 
ide  ways  to  get  the  U.  S.  out  of 
nam.  Later,  the  Carter  and  Reagan 
dnistrations  toughened  then-  stances 
rd  Moscow  while  cozying  up  to  Bei- 
Thi-oughout  the  1980s,  U.S.  Ad- 
strations  wooed  China,  offered  it 
;  and  technology,  and,  as  Mann  says, 
jely  ignored  evidence  of  the  darker 
of  the  Chinese  regime."  This  led 
policy  of  "uncritical  favoritism," 
Mann,    to    the    point  where 
inger,  in  a  secret  memo  to  Nixon, 


noted  that  "with  the  exception  of  the 
United  Kingdom,  [China]  might  well  be 
closest  to  us  in  its  global  perceptions." 

Relations  between  the  U.  S.  and  Chi- 
na were  also  "secretive  in  nature,"  says 
Mann,  forged  by  a  small  gi'oup  of  top 
U.  S.  and  Chinese  officials.  Kissinger  set 
the  tone  for  futm-e  Administrations.  He 
was,  "in  effect,  a  godfather,  the  leader  of 
a  small  cadre  of  men  sei-ving  undei'  him 
who  were  to  guide  American  policy  to- 
ward China  for  the  next  quarter-centu- 
ry," says  Mann.  Kissinger's  style  was 
to  conduct  such  personal- 
ized diplomacy  that  many 
senior  officials  in  the  exec- 
utive branch,  including  the 
State  Dept.,  were  kept  in 
the  dark  on  China  policy. 

The  1989  Tiananmen 
Square  massacre  and  the 
later  collapse  of  the  Soviet 
Union  changed  all  that. 
Suddenly,  there  was  no 
burning  need  to  use  China 
against  Russia.  At  the 
same  time,  China's  repres- 
sive policies  at  home  upset 
many  Americans.  From 
then  on,  both  Congress  and 
American  public  opinion  had  to  figui'e 
prominently  in  U.  S.  policymaking. 

Mann  does  a  good  job  of  showing  the 
Clinton  Administi'ation's  many  about- 
faces.  The  Pi-esident  starts  out  as  a  crit- 
ic of  China,  calling  its  leaders  "butch- 
ers," and  winds  up  going  ftuther  than 
any  of  his  predecessors  in  recognizing 
China's  sovereignty  over  Taiwan. 

Credit  Beijing  with  handling  Wash- 
ington adroitly.  Mann  dismisses  the  no- 
tion that  China's  leaders  fail  to  under- 
stand U.  S.  politics.  "Nothing  could  be 
further  from  the  truth,"  he  claims.  To 
advance  their  agenda,  China's  leaders 
routinely  play  competing  factions  in 
the  U.  S.  government  against  one  an- 
other. In  1977,  Republican  Presidential 
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JAMES  MANN 


aspirant  Bush  got  "lavish  treatment" 
in  China  after  Carter's  overtures  to 
normalize  relations  fell  short  of  Bei- 
jing's expectations. 

Many  former  U.  S.  officials  also 
sought  commercial  ties  with  China  after 
they  were  out  of  office.  That  wasn't  lost 
on  Beijing,  which  treated  them  well,  re- 
alizing many  were  stiU  influential  playere 
"and  might  be  back  in  office  someday," 
says  Mann.  But  Mann  doesn't  mention 
that  China's  leaders  remain  largely  inept 
at  pubhc  relations.  That  prevents  them 
from  improving  their  dismal  image 
among  the  American  public  at  large. 
Premier  Zhu  Rongji,  the  Chinese  leader 
who  most  effectively  deals  with  the 
West,  will  get  a  crack  at  it  when  he 
visits  the  U.  S.  in  April. 

Surprisingly,  Mann  fails  to  discuss 
how  the  massive  economic  changes 
sweeping  China  since  1989  figure  in 
U.  S.  policy.  The  Clinton  Administra- 
tion, he  says,  began  a  new  policy  that 
put  U.  S.  commercial  interests  in  China 
first.  But  that's  only  half 
the  equation:  With  China's 
leaders  committed  to  eco- 
nomic transformation,  they 
must  join  the  world  com- 
munity and  start  playing 
by  its  mles  or  risk  lagging 
behind. 

Mann  also  assumes  the 
U.  S.  can  force  China  to 
change  its  human  rights 
record.  But  that's  naive. 
Beijing  isn't  likely  to  over- 
haul its  political  system  to 
suit  Washington,  the  U.  S. 
should  press  Beijing  to 
honor  individual  liberties, 
but  that  should  not  be  the  sole  focus 
of  foreign  policy.  China,  a  nucleai"  power, 
is  simply  too  vital  to  world  stability  to 
treat  like  some  tin-pot  dictatorship. 

To  avoid  the  vast  mood  swings  in 
U.  S.  policy  toward  China  during  the 
past  thi"ee  decades  requires  "sustained 
attention  at  the  highest  levels  of  the 
U.  S.  goveiTiment,"  says  Mann.  It  is  also 
important  for  the  U.  S.  to  deal  with  Chi- 
na with  its  eyes  wide  open.  America 
can  ill  afford  to  gloss  over  China's 
"darker  side,"  but  neither  can  it  afford 
to  allow  ties  to  unravel.  The  stakes  are 
simply  too  high. 

BY  JOYCE BARNATHAN 
Barnathan  is  business  week's  Hong 
Kong  bureau  chief. 


LINTON  CALLED  CHINA'S  LEADERS  "BUTCHERS" 
BUT  LATER  SIDED  WITH  THEM  ON  TAIWAN 
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Technology  &  You 


BY  STEPHEN  H.  WILDSTROIVI 

LIGHT,  BUT 
NOT  LITE 


Laptops  get  skinnier 
and  more  convenient; 
they're  brawnier  in 
terms  of  features 

Not  long  ago,  serious 
coni])uting  on  a  laptop 
meant  hauling  around 
something  that  looked  and 
felt  like  a  cinder  block.  Sure, 
you  could  get  smaller,  lightei- 
notebooks.  But  they  were 
lightweights  in  every  sense, 
with  slower  processors,  limit- 
ed memory,  and  dinky  disk 
drives. 

Not  anymore.  When  Intel 
Corp.  announced  its  newest 
mobile  Pentium  II  processor 
in  late  January,  with  speeds 
up  to  366  megahertz,  manu- 
factui'ers  immediately  began 
popi^ing  it  into  their  thin  and 
light  laptops.  With  room  for 
loads  of  memory  and  mas- 
sive hard  drives 
these  are  serious 
computers  for 
the  desktop  oi 
the  road,  and 
are  more  than 
adecjuate  foi' 
all  but  the 
most  demand- 
ing of  applica- 
tions. 

SALES    HELP.  S( 

it's  not  suii^rising  that 
for  mobile  executives  who 
have  a  choice,  the  old-style 
"full-size"  laptop,  generally 
weighing  upwards  of  seven 
pounds  and  measuring  two 
inches  or  more  thick,  is  be- 
coming a  thing  of  the  past. 
Large  notebooks  still  domi- 
nate sales.  But  most  ai'e  com- 
jjaratively  low-powered  ver- 
sions targeted  at  consumers 
or  for  coi-porate  uses,  such  as 
equi])ping  a  large  field  sales 
force,  where  low  cost  takes 


precedence  over  power  and 
mobility. 

With  the  new  models,  re- 
duced size  means  gaining  a 
lot  of  portability  while  not 
having  to  give  up  much  in 
performance.  A  comparison 
between  two  ir^M  ThinkPads, 
the  770,  a  traditional  power 
notebook,  and  the  svelte  600 
makes  the  point.  A  366-Mhz 
ThinkPad  770  starts  at  $4,600 
(a  800-Mhz  version  starts  at 
$1,000  less);  it  is  2.2  in.  thick, 
12.3  in.  wide,  10  in.  deep,  and 
weighs  7.7  lb.  The  366-Mhz 


practical  importance.  The 
maximum  memory  in  the  600 
is  288  megabytes,  compared 
with  320  Mb  in  the  700,  but 
either  amount  is  far  more 
than  is  needed  for  most  uses. 
Disk  drives  on  the  smaller 
notebook  top  out  at  6.4  giga- 
bytes, vs.  a  staggering,  and 
probably  excessive,  14.1  Gb. 
The  big  laptop  does  have  a 
few  other  superior  features. 
It  offers  two  bays  that  you 
can  fill  with  any  combination 
of  drives  or  extra  batteries, 
instead  of  the  single  bay  on 
the  660.  And  the  770,  with 
its  bigger  display — 14.1  in.  vs. 
13.3 — and  advanced  multime- 
dia capabilities,  is  clearly  a 
better  performer  for  presen- 
tations or  design  work. 

The  question  a  potential 
user  has  to  ask  is  whether 
those  features  will  ever  be 
used  and  whether  they  are 
worth  the  extra  bulk,  weight. 


Thin  Is  In 


The  IBM  Thinkpad  600  series,  a  thinner,  lighter 
version  of  its  heftier  series  770  counterpart,  is  just 
one  of  a  new  series  of  laptops  with  plenty  of  power 
and  features  but  greater  portability  for  business 
people  on  the  go.  Others: 

NEC  Versa  SX 

Hewlett-Packard  OmniBook  4150 

Dell  Latitude  CPi 

Toshiba  Satellite 
4080XCDT 


version  of  the 
600  starts  at  $3,950 
(again,  the  300-Mhz  model 
sells  for  about  $1,000  less). 
Compared  vrith  the  770,  it's 
nearly  the  same  depth  and 
width,  but  it's  0.8  of  an  inch 
thinner — and  that  can  make 
the  difference  between  the 
laptop  fitting  into  a  briefcase 
or  not.  More  important,  the 
new  ThinkPad  weighs  two 
pounds  less. 

What  do  you  give  up  by 
choosing  the  thinner,  lighter 
model?   Nothing   of  much 


and  cost.  For 
most  laptop  users, 
the  answer  will  be  a  re- 
sounding "no." 

Little  wonder,  then,  that 
the  thin,  light  design  is  boom- 
ing. In  addition  to  the 
ThinkPad  600,  similar  note- 
books equipped  with  the 
fastest  processors  include  the 
NEC  Versa  sx,  Hewlett- 
Packard's  OmniBook  4150, 
and  the  Dell  Computer  Lati- 
tude CPi.  The  Toshiba  Satel- 
lite 4080X(;dt  is  somewhat 
heavier  and  thicker  but  ac- 


commodates both  an  intei 
CD-ROM  drive  and  a  flo] 
drive. 

If  you  are  willing  to  tr 
convenience — but  not  p 
er — for  something  even  t 
ner  and  lighter,  there's 
other  option.  These  notebc 
provide  neither  a  cd-rom 
a  floppy  unless  you  use 
external  drive,  multim( 
base,  or  desktop  docking 
tion,  but  they  get  the  wei 
under  5  lb.  The  ThinkPad 
invented  this  design,  bu 
is  not  being  updated  with 
newest  Pentium  II.  The  i 
HP  OmniBook  900,  at  $4,; 
weighs  just  4  lb.  but  feati 
a  366-Mhz  Pentium  II.  a  1 
in.  display,  and  a  6.4-Gb  Y 
drive.  The  $3,700  (vrithout 
CD-ROM  expansion  unit)  C 
paq  Annada  3500  is  aboui 
oz.  heavier,  but  feature 
13.1-in.  display. 
COOL  CHIP.  One  reason  t 
laptop  makers  were  able 
install  the  fastest  new  pro 
sors  into  these  thin  mo^ 
immediately  is  that 
newest  Pentium  lis  actu 
draw  less  power  and  proc 
less  heat  than  the  older,  s' 
er  chips.  This  happy  circ 
stance  will  not  apply  to 
next  generation  of 
processors. 

This  fall,  I 
plans  to  ship 
first  mo 
Pentium 
^^n^^-  and  later 
"^^^H  ship  a 

technolo 
code-nar 
Geyservi 
that  will  let 
perfast  chips 
at  full  power  w 
connected  to  AC  power 
throttle  them  back  to  ( 
serve  energy  when  rum 
off  batteries.  The  amoun 
heat  generated  in  the  h 
speed  mode  may  preclude 
use  of  these  chips  in  thin 
tops.  But  most  business  u 
don't  need  that  sort  of  sp 
and  today's  laptops  com 
plenty  of  power  for  the 
and  a  computer  that  wil 
just  fine  on  the  desk,  ir 
easy-to-tote  package. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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Sometimes  you  forget  the  milk.  / 
Sometimes  you  forget  the  bread. 
Sometimes  you  forget  the  store  altogether. 


With  every  corner  you're  lost  in  the  stability  of  the  Concorde  LXi's  cab-forward 
architecture  and  low-speed  traction  control,  not  to  mention  the  sound  of  its  225 
hp  Ve.  For  more  information,  call  1.800.CHRYSLER  or  visit  www.chryslercars.com. 
The  new  1999  Chrysler  Concorde.  LX  starting  at  $22,1 15.  LXi  as  shown,  $25535: 


ENGINEERED  TO  BE  GREAT  CARS 


CHRYSLER  CONCORDE 


:  MSRPs  include  destination,  exclude  tax 


Economic  Viewpoint 


BY  JEFFREY  E.  GARTEN 


WHArS  THE  MOST  PROMISING 
EMERGING  MARKET?  JAPAN 


RIGHT  TIME: 

Economists 
say  it's  a 
disaster  area. 
But  there  are 
superb 
opportunities 
in  Japan  today, 
as  many  U.S. 
companies  are 
recognizing 


Jeffrey  E.  Garten  is  dean  of  the  Yale 
School  of  Management.  A  former 
investment  banker,  he  was  Under 
Secretary  of  Commerce  for  interna- 
tional Trade  in  the  first  Clinton  Admin- 
istration {jeffrey.garten@yale.edu). 


Nearly  all  economists  are  deeply  pes- 
simistic about  Japan,  and  their  con- 
cerns are  mirrored  by  apocalyptic 
warnings  from  Washington.  But  global  CEOs 
should  look  beyond  this  hand-wringing  and 
consider  investing  in  Japan  now.  "There's 
more  opportunity  to  make  a  lot  of  money  in 
Japan  over  the  next  10  years  than  anywhere 
else  in  the  world,"  says  Gaiy  C.  Wendt,  who 
recently  stepped  down  as  Chairman  and  ceo 
of  GE  Capital  Services  Inc. 

GE  Capital  late  last  month  bought  Japan 
Leasing  for  $6.5  billion  in  the  largest  foreign 
acquisition  in  Tokyo's  history.  Ge's  str-ategy  is 
fai-r-eaching  but  not  unusual.  In  just  the  last 
year-,  Mer-i-ill  Lynch  &  Co.  has  acquired  the 
entir-e  r-etail  br-anch  of  Yamaichi  Securities  Co., 
and  Universal  Studios  began  building  a  $L5 
billion  theme  park  near  Osaka.  Goodyear  TLr"e 
&  Rubber-  Co.  has  bought  substantial  parts  of 
Sumitomo  Rubber  Industries,  and  Hughes 
Electr-onics  Cori3.  has  gained  control  of  Jai)an's 
Dii'ecTV.  Citigroup  Inc.  moved  to  buy  Nikko 
Seciuities  Co.'s  investment  banking  operation, 
and  For-d  Motor  Co.  may  soon  incr-ease  its 
owner-ship  of  Mazda  Motor  Corp.  Indeed,  in 
the  last  year-,  a  handful  of  dynamic  foreign 
companies  have  poiu-ed  more  investment  into 
Japan  than  anytliing  seen  in  decades.  Do  they 
know  something  others  don't? 
BURST  BUBBLE.  If  you  listened  to  the  doom- 
sayer-s,  you'd  think  the  Japanese  are  somehow 
incapable  of  solving  their-  crisis.  But  the  record 
of  economists  is  awful.  Tliey  wrote  off  Japan 
dur-ing  the  opec  shocks  because  it  was  99%  de- 
pendent on  petr-oleum  imports.  They  didn't  an- 
ticipate the  country's  dramatic  ascent  in  the 
1980s,  nor-  did  they  j^redict  when  and  how  the 
bubble  would  finally  biu-st  in  the  1990s. 

Yes,  the  country  faces  daunting  problems. 
But  cr-itics  ar-e  wi-ong  in  saying  that  Japanese 
officials  ar-e  paralyzed.  This  year-  alone,  Tokyo 
may  commit  nearly  $1  tr-illion,  or  20%  of  gr-oss 
domestic  pr-oduct,  to  stimulating  the  economy 
and  r-ecapitalizing  the  banks — and  it  is  likely 
to  do  mor-e,  including  expanding  the  money 
supply. 

A  stagnating  Japan  is  still  the  world's 
thir-d-lar-gest  economy,  behind  the  U.  S.  and 
the  Eur-opean  Union,  r-epresenting  near'ly 
two-thirds  of  East  Asia's  gdp  and  30%  of 
all  the  wor-ld's  savings — some  $10  tr-illion. 
Even  a  problem-ridden  Japan  has  just  what 
global  companies  seek  today:  a  highly  edu- 
cated and  industrious  workforce,  tremendous 


purchasing  potential,  and  political  stal 

The  acute  crisis,  sad  as  it  is,  also  pro 
unprecedented  opportunities  for  foreign 
parries.  It  is  for-cing  deregulation  and  a  b 
ing  down  of  both  the  cor-por-ate  conglome 
and  the  government  bur-eaucracies.  Cor 
tions  will  institute  U.  S.-style  accounting 
dards  in  April.  And  companies  such  as  T 
Motor  Cor-p.  and  Matsushita  Electric  I: 
trial  Co.  ar-e  granting  perfor-mance-re 
pay  and  shar-e  options  for  the  first  time 

Not  since  the  immediate  postwar  p 
have  Japanese  leaders  in  government 
business  been  so  willing  to  deal  with  fo 
companies — or  so  desper-ate.  A  year  ag' 
example,  it  would  have  been  inconcei 
for  Nissan  Motor  Co.  and  Mitsubishi  M 
to  offer  themselves  up  to  foreign  buyei 
for  Japan's  Central  Bank  to  hire  McKins 
Co.  to  help  reorganize  its  oper-ations. 
eign  companies  positioned  in  Japan  w 
in  on  the  ground  floor  of  the  massive  ir 
ment  necessary  to  satisfy  the  nation's  pe 
demand  for  financial  ser-vices,  state-of-tl 
telecommunications  technology,  and  mi 
housing.  The  upside  potential  is  reflectei 
stock  mar-ket  that  has  lost  nearly  70% 
value  since  1989.  All  told,  CEOs  would  d( 
to  think  of  Japan  as  the  world's  most  pn 
ing  emer-ging  market. 

GE  Capital's  str-ategy  is  instructive 
company  prospected  for  five  years,  . 
moved  decisively.  In  January,  1998,  it  b: 
a  small  consumer  credit  company.  It  foL 
with  increasingly  large  purchases  in  lij 
surance  and  retail  lending.  Then,  wit 
acquisition  of  Japan  Leasing,  it  acqi 
70,000  new  commercial  customers  and  i 
lished  itself  as  a  major  player  in  Jap, 
each  case,  the  pur-chase  was  made  at 
stantial  enough  discount  to  hedge  agai; 
prolonged  r-ecession.  ge  insisted  on  totf  i 
trol  and  quickly  br-ought  in  its  own  < 
fives  and  technology.  It  applied  ess 
American  marketing  savvy  by  being  th'i 
to  sell  some  of  its  key  products  th) 
Japan's  extensive  networ*k  of  Seven-Ee 
convenience  stor-es. 

Granted,  the  Japanese  market  is  n, 
the  fainthearted.  Ciiltural  barriers  rema 
midable,  and  more  economic  shocks  pnK 
lie  ahead.  But  you  have  to  be  there 
want  to  be  a  global  leader,  and  it  ma;t 
generations  before  so  gr-eat  a  window  f 
portunity  opens  again. 
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Romeo  &  Cleopatra? 
Starsky  &  Gretel? 
Laurel  &  Juliet? 

Good  partners  make  a  difference.  Do  you  have  a  financial  advisor? 

Good  financial  advisors  work  with  you,  as  well  as 
for  you.  They  can  make  sense  of  the  thousands 
of  mutual  funds  you  have  to  choose  from.  And 
help  you  plan  out  a  sound  investment  strategy 
for  reaching  your  financial  goals.  Which  is  why, 
at  Kemper  Funds,  we  believe  that  one  of  the 
most  valuable  assets  any  investor  has  is  a  good 
financial  partner. 

For  a  prospectus  on  any  Kemper  Fund  containing  more  information,  including  management  fees  and  expenses,  contact 
Kemper  at  the  number  above.  Investors  should  carefully  read  the  prospectus  before  investing  or  sending  money. 
Stan  Laurel  name  used  under  license  from  Larry  Harmon  Pictures  Corporation.      ©  1999  Kemper  Distributors,  Inc.  1064320 


If  you'd  like  more  information  on  the 
advantages  of  working  with  a  financial 
advisor,  please  call  1-800-KEMPER5 
for  a  free  brochure  from  Kemper. 
www.kemper.com 


m  KEMPER  FUNDS 

Long-term  investing  in  a  short-term  world'' 


Yes,  it's  only  a  vision.  But  what  if  it  came  true?  Heart  and  circulatory  diseases  are  still  the  major  c; 
of  death.  That's  why  the  scientists  at  Hoechst  Marion  Roussel,  our  pharmaceutical  company,  are  pu 
their  hearts  into  research  and  development  to  find  new  ways  of  improving  the  lives  of  cardiac  pati 
So  that  some  day  the  only  cure  necessary  for  an  aching  heart  will  be  a  smile  on  the  face  of  a  love( 


Imagine  lovesickness  being  the  only  thing  that  can  ca 


Hoechst  Marion  Roussel  is  the  pharmaceutical  company  of  Hoechst,  an  international  group  o: 


Economic  Trends 


BY  MIKE  IWCNAMEE 

NO  FIRE  SALE  ON 
BOOMER  ASSETS 

Overseas  buyers  will  step  in 

Who  will  buy  baby  boomers'  accu- 
mulated assets  when  they  retire 
and  need  income?  With  the  far  smaller 
cohorts  of  the  baby  bust  coming  on 
their  heels,  some  experts  forecast  little 
demand  for  boomers'  houses,  stocks,  and 
bonds.  "The  words  'Sell?  Sell  to  whom?' 
may  haunt  the  baby  boomers  in  the 
next  century,"  warns  Wharton  School 
finance  professor  Jeremy  J.  Siegel,  who 
predicts  a  gigantic  fire  sale. 

But  those  fears  are  overblown,  says 
economist  James  M.  Poterba  of  Massa- 
chusetts Institute  of  Technology.  In  a 
paper  for  the  National  Bureau  of  Eco- 
nomic Research,  Poterba  finds  no  his- 
torical evidence  that  demogi"aphic  shifts 
chive  returns  on  financial  assets.  Age-re- 
lated changes  are  so  small  and  gi-adual 
that  they're  swamped  by  other  factors, 
especially  in  the  stock  market. 

One  problem  for  the  alaiTnists  is  that 
markets  move  faster  than  populations. 

THE  ELDERLY 
D0N7CASH  IN 


100  ■ 


AVERAGE  NET  FINANCIAL  ASSETS 
  HELD,  BY  AGE  GROUPS 


30-  35-  40-  45-  50-  55-  60-  65-  70-  75  AND 
34    39    44    49    54    59    64    69    74  OLDER 


▲  THOUSANDS  OF  DOLLARS 


DATA;  JAMES  M.  POTERBA 


"The  life  cycle  of  the  baby  boom  was 
cleai-  by  1965,"  Poterba  points  out.  "For- 
ward-looking markets  could  adjust 
piices  [upwai'd]  long  before  the  boomers 
entered  their  savings  years." 

And  if  histoiy  is  any  guide,  boomers 
won't  consimie  all  their  assets.  Poterba's 
calculations,  based  on  Federal  Reserve 
data,  show  the  elderly  hang  on  to  more 
wealth  than  a  life-cycle  model  of  saving 
and  spending  would  predict  (chait).  Tlie 
uncertainty  of  old-age  medical  and  nui's- 
ing-home  exjDenses  holds  down  spending, 
as  does  a  desire  to  leave  bequests. 

The  baby  boomers'  ace  in  the  hole 
may  be  overseas,  as  developing  nations 
with  young  populations  create  wealth 
and  demand  financial  assets.  That  might 


not  protect  boomers'  home  values:  A 
prosperous  entrepreneur  in  Delhi  prob- 
ably won't  want  a  bungalow  in  Boston. 
But  the  globalization  of  markets,  Poter- 
ba says,  should  put  a  floor  under  to- 
day's stock  portfolios. 


FRIEND  OF  BILL 
AND  BEAR 

Info  tech  has  driven  both  markets 

If  demographics  aren't  moving  the 
stock  market,  what  is?  Information 
technology,  say  Jeremy  Greenwood  of 
the  Univei'sity  of  Rochester  and  Boyan 
Jovanovic  of  New  York  University  in 
an  NF^ER  paper.  The  economists  shed 
light  on  how  it  helps  account  for  both 
the  bear  market  of  the  1970s  and  the 
bull  market  since  then. 

New  technologies,  such  as  comput- 
ers, tend  to  be  developed  in  small,  pri- 
vately held  companies.  These  inventions 
don't  add  any  value  to  the  stock  mai-ket 
until  the  small  companies  go  pubhc  or 
are  accjuired.  In  fact,  the  prospect  of 
new  technology  actually  depresses  stock 
prices.  Greenwood  and  Jovanovic  say, 
because  investors  fear  that  the  ecjuip- 
ment  and  techniques  used  by  the  econ- 
omy's dominant  companies  may  soon  be 
obsolete.  Wliile  the  it  revolution  was 
brewing  in  the  1970s  in  labs  and 
garages,  stocks  fell:  Total  market  capi- 
talization dropped  from  113%  of  gi'oss 
domestic  product  in  1968  to  45%  of  GDP 
in  1974  and  was  no  higher  in  1981.  Of 
course,  it  wasn't  the  only  depressant 
in  the  1970s:  Inflation  and  poor  produc- 
tivity growth  played  a  part. 

As  it  developers  started  going  public 
and  gi-owing  in  the  1980s,  Wall  Street 
sm"ged.  By  1996,  the  market's  value  was 
132%  of  GDP.  Older  companies,  those 
traded  on  major  stock  markets  in  1968, 
accounted  for  less  than  a  fifth  of  the 
1981  to  1996  rise  in  market  cap.  Today's 
strong  market  refiects  the  belief  that 
technology  will  continue  to  pay  off  for  at 
least  another  decade,  Jovanovic  says. 


MORE  PEOPLE 
IN  PEORIA 

The  Rust  Belt's  population  is  up 

The  Rust  Belt  isn't  so  rusty  any- 
more. New  figures  fi-om  the  Cen- 
sus Biu-eau  show  that  many  of  the  Mid- 
west's traditional  industrial  centers  are 
making  strong  comebacks  in  population 


as  they  diversify  their  economic  b; 
Even  vrith  manufactiu-ing  suffeiing  fi 
a  new  onslaught  of  cheap  Asian  gO( 
the  Midwest  enjoys  lower  unempl 
ment  than  the  nation  as  a  whole. 

The  biggest  gainer:  Cedar  Rap 
Iowa,  where  population  gi-ew  7.7%-  fi 
1990  to  1997,  after  -i— 1.. 
falling  0.6%  dm-mg  BIG  REBOUNDS 
the  1980s  (chart).       population  chances 

.  ,  w  'RUST  BELT  METRO  AREA 

Peonas  population 

JL  ^      .  1980-90  IS 

rose    2%    smce    — —  

1990  after  falling    ""ar  rapids -fl.6%  7 

7.3%  in  the  '80s;  siouxcity  -2.1  i 
the  population  of    „„„„„  , 

,  T    1       DETROIT         -2.0  4 

Kokomo,  Ind.,   

rose  3.1%  after  a  iouisvilie    -fl.5  4 

6.5%  drop.  _s  5  3 

The    rust    re-   , 

mover  isn't  being  p^oria       -7.3  ^ 

spread      evenly,  bubuque     -7.8  2 

Population  is  still   

falling  in  at  least  -8"  \ 

J?  ii  •      .  DATA  CENSUS  BUREAU 

10  of  the  regions 
metro  areas,  led  by  a  neighboring 
of  former  steel  towns,  Steubenv 
Ohio,  and  Weiiton,  W.  Va.  That  ar 
population  has  fallen  4.1%  in  the  19' 
for  a  total  drop  of  16.7%  since  1980 


TIPS  TO  PICK  THI 
BEST  EMPLOYEE 

Don't  rely  on  "life"  stereotypes 

You're  choosing  between  two  equ 
qualified  job  candidates:  One  sir 
the  other  man-ied  with  Idds.  Which 
be  the  more  committed  employee? 
stereot^'pe  says  parents  are  more 
tied  and  dependable;  another  says  si 
employees  have  fewer  distractions. 

Both  stereotypes  are  wrong,  s 
workforce  researcher  Mary  B.  Yoi 
an  adjunct  professor  at  Boston  Uni 
sity.  In  a  study  she  wrote  for  the  ( 
ference  Board,  Young  concludes  ' 
status"  has  little  bearing  on  whel 
an  employee  is  "committed  by  choic( 
motivated  by  a  positive  attachmen 
the  firm.  One  of  the  prime  measi 
for  this  desu'able  type  of  commitmei 
the  worker's  general  attitude. 

Wliat  employers  must  watch  out 
Young  says,  ai'e  workers  who  are  "c 
mitted  by  necessity" — who  soldier 
because  they  fear  changing  jobs  or 
ing  fii'ed.  These  dutiful  employees  I 
worse  attitudes  and  are  less  likeh 
help  build  the  organization.  Young  fi 
Maiital  or  pai'ental  status  doesn't 
diet  either  type  of  dedication,  Yc 
says.  Indeed,  manied  workers  vdtl 
cliilch'en  can  ranli  highest  in  either  t 
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JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 


HE  BOND  MARKET 
5  FEELING  THE  HEAT 

Igy  about  the  possibility  of  a  Fed  rate  hike,  it's  pushing  up  yields 


US.  ECONOMY 


BOND  YIELDS 
ARE  EDGING  UP 


30-YEAR 
TREASURY  YIELD 


Did  someone  turn  the  calen- 
dar back  to  last  July?  The 
d  market  is  acting  that  way,  judging  by  the  upturn 
Dng-term  bond  yields  in  recent  weeks, 
lack  in  July,  as  you  may  recall,  the  economy  and 
labor  markets  were  ininning  hot,  and  the  Federal 
serve  was  openly  thinking  about  tightening.  It 
I't,  of  course,  because  a  new  round  of  global  fi- 
eial  chaos  hit  the  U.  S.  markets,  forcing  the  Fed  to 
B  policy  instead.  Moreover,  international  uncer- 
ity  forced  investors  to  seek  the  safety  of  U.  S. 
asury  securities,  pushing  the  yield  on  the  bench- 
•k  30-year  bond  down  to  4.72%  on  Oct.  5. 

But  look  where  we  are 
now.  The  U.  S.  stock  market 
recovered  strongly  and  quick- 
ly, undisturbed  even  by 
Brazil's  huge  currency  deval- 
uation. The  labor  markets  are 
as  tight  as  ever,  and  the  econ- 
omy burst  into  1999  on  the 
momentum  of  its  5.6%  growth 
rate  last  quarter.  Plus,  last 
fall  the  Fed  injected  three 
quarter-point  rate  cuts'  worth 
lew  stimulus  into  an  already  exuberant  economy, 
wonder  the  bond  market — always  fearful  that  too 
;h  growth  will  trigger  more  inflation — is  getting  a 
e  edgy. 

hat  nervousness  pushed  the  30-year  bond  yield  to 
!%  on  Feb.  12,  back  to  the  levels  of  seven  months 
(chart).  Yields  moved  lower  recently  on  Feb.  16, 
ng  to  5.34%,  after  the  Japanese  government  re- 
sed  policy  and  decided  to  buy  Japanese  govern- 
it  bonds  and  openly  support  a  weaker  yen,  follovdng 
easing  of  credit  policy  by  the  Bank  of  Japan  on 
I.  12.  Fears  that  a  flood  of  new  Japanese  debt  would 
both  Japanese  and  U.  S.  rates  were  one  factor  be- 
1  the  recent  shift  in  bond  market  sentiment. 

LL,  THE  TREASURY  MARKET  is  focusing  more  and 
■e  on  the  surprising  strength  of  the  U.  S.  economy, 
ig  v^dth  the  growing  sense  that  the  Fed's  last  quar- 
point  cut  on  Nov.  17  was  one  cut  too  many.  If  rates 
further,  credit-sensitive  sectors,  including  housing, 
)s,  and  business  equipment,  may  suffer.  Those  sec- 
i  were  already  expected  to  cool  from  their  toirid 
i  paces,  and  higher  borrowing  costs  would  slow 
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them  even  more.  Higher  rates  would  also  strengthen 
the  dollar,  making  U.  S.  exports  more  expensive,  putting 
additional  pressure  on  the  trade  deficit. 

For  now,  though,  the  latest  data  justify  the  bond 
market's  new  wony  over  a  superhot  economy.  For  in- 
stance, weekly  claims  for  unemployment  benefits  fell  to 
a  near-record  low  of  281,000  in  the  first  week  of  Feb- 
ruary. Claims  have  been  volatile  recently,  but  the  four- 
week  average  has  also  declined  to  near  its  10-year  low 
hit  last  October.  Coming  on  the  heels  of  January's  ro- 
bust employment  report,  the  claims  data  strongly  argue 
that  the  vigor  in  the  labor  markets  since  November  is 
real,  and  that  increases  in  jobs  and  wages  remain  pow- 
erful supports  for  consumer  spending. 

Indeed,  January  retail  sales,  while  a  notch  softer 
than  in  the  fourth  quarter,  nevertheless  looked  decent, 
especially  given  that  severe  winter  weather  hampered 
shopping,  particularly  in  the  Midwest.  Sales  last  month 
rose  0.2%,  after  averaging  gains  of  1%  per  month 
last  quarter.  However,  retail  buying  still  began  the 
quarter  well  ahead  of  the  fourth-quarter  average,  ris- 
ing at  an  annual  rate  of  4.5%.  Sales  last  quarter 
surged  at  a  9.6%  rate,  powered  by  an  incentive-driven 
surge  in  motor  vehicle  sales. 

Outside  of  cars,  consumers 
are  still  on  a  spree.  After  ris-     JANUARY  DIDN'T  CHILL 
ing  at  a  5.8%  annual  rate  in  HOMEBUILDING 
the  fourth  quarter,  nonauto  re- 
tail sales  have  already  gi-own 
at  a  3.4%  rate  from  the  fourth 
quarter,  with  February  and 
March  still  to  be  counted.  Jan-  single-family 
uary   sales   at  department 
stores,  up  1.5%,  were  espe- 
cially strong,  as  was  shopping 
at  clothing  stores,  up  1%, 
spurred  by  demand  for  cold-weather  items,  which  had 
been  absent  during  unusually  mild  weather  last  quarter. 
Based  on  the  weekly  UR  Redbook  Research  sm-vey,  re- 
tail activity  remained  brisk  through  mid-February. 

ONE  MAJOR  FORCE  behind  consumer  spending  has 
been  the  housing  boom  and  the  desire  to  furnish  all 
those  new  dwellings.  Purchases  of  furniture  and  appH- 
ances,  including  computers,  rose  12.8%  last  year,  the 
lai'gest  increase  in  15  years.  Moreover,  homebuilding  be- 
gan the  year  vdth  surprising  strength  (chart).  Despite 
a  return  to  wintry  weather  in  much  of  the  country, 
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starts  of  new  homes  rose  3.8%  in  January,  to  an  annu- 
al rate  of  1.80  million,  on  top  of  a  5.1%  advance  in 
December.  A  sui'ge  in  new  building  in  the  South  offset 
a  big  drop  in  the  Midwest. 

The  January  level  of  starts  was  the  highest  since 
1986,  but  another  record  year  for  housing  is  not  likely, 
especially  if  long-term  interest  rates  are  bottoming 
out.  Signs  that  the  housing  boom  is  already  peaking  ai'e 
starting  to  crop  up.  Most  recently,  the  homebuilders'  in- 
dex of  market  conditions,  based  on  actual  and  expected 
sales,  along  with  buyer  traffic  through  model  homes,  fell 
in  February  for  the  second  month  in  a  row,  dipping  to 
73%,  from  76%  in  January  and  a  record  78%  in  De- 
cember. And  mortgage  applications  to  buy  a  home 
have  been  trending  downward  since  last  October.  Hous- 
ing activity  remains  at  a  high  level,  but  its  contribution 
to  growth  is  set  to  wane. 

THE  EVER-VIGILANT  BOND  MARKET  is  also  attuned 

to  recent  signs  that  manufacturing,  the  economy's 
weakest  sector  last  year,  may  be  looking  firmer.  One  op- 
timistic sign:  Because  of  strong  overall  demand,  in- 
ventory levels  ended  1998  in  fine  shape,  and  current 
stock  levels  should  not  stand  in  the  way  of  output 
gains  early  in  the  year. 

Inventories  held  by  manufacturers,  wholesalers,  and 
retailers  held  steady  in  December,  as  sales  advanced 
1%.  As  a  result,  the  ratio  of  inventories  to  sales  fell  to 


STOCKPILES  LOOKED  LI 
HEADING  INTO  1999 

1,40  ■  


1.37,  close  to  the  low  for  this  eight-year  expans 
(chart).  In  fact,  during  the  second  half  of  1998, 
grovrth  of  business  sales  outpaced  that  for  invento 
by  the  largest  amount  in  IV-  years — right  before 
Asian  crisis  began  to  hammer  manufacturing. 

After  making  no  headway 
for  most  of  1998,  factory  out- 
put is  beginning  to  recover, 
but  very  slowly.  Overall  in- 
dustrial output  was  fiat  last 
month,  held  down  by  a  drop 
in  mining,  but  production  in 
manufacturing  edged  up  0.1% 
in  January,  follovring  a  simi- 
lar rise  in  December.  Factoiy 
output  began  the  quarter 
ahead  of  its  fourth-quarter  av- 
erage, and  losses  in  factory  payrolls  are  diminishin 

Last  yeai;  weak  global  demand,  stiff  price  competi 
from  abroad,  and  slack  factory  capacity  were  key 
tors  that  allayed  inflation  fears  amid  such  strong  gro 
in  domestic  demand.  If  the  manufacturing  secto: 
firming  up  at  a  time  when  domestic  demand  remains 
domitable,  then  Treasury  yields  might  well  have  furl 
to  climb.  Indeed,  in  a  recent  survey  of  fixed-inc( 
managers,  a  majority  now  believes  that  the  next 
action  is  tightening,  not  easing.  That's  the  first  such 
jority  since  last  July. 
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CANADA 


A  WINDFALL  UP  IVORTH 


0  68  - 


Thanks  to  a  stronger-than-ex- 
pected  economy  and  a  rising 
cuiTency,  the  government  was 
able  to  unveil  a  fiscal  2000  budget 
that  includes  such  goodies  as  a 
tax  cut  and  more  spending  on 
health  care. 

On  Feb.  16,  Finance 
Minister  Paul  Martin 
released  details  of  the 
budget,  which  includes 
a  lai'ger-than-expected 
increase  in  the  person- 
al tax  exemption,  an 
elimination  of  the  3% 
surtax  for  high-income 
earners,  and  $11.5  bil- 
lion (U.  S.  $7.7  billion) 
more  in  spending  for  health  care 
over  the  next  five  years.  Analysts 
were  disappointed  by  the  budget's 
emphasis  on  more  spending  rather 
than  on  more  tax  cuts.  Corporate 
rates,  for  example,  will  not  be 


THE  CANADIAN  LOONEY 
IS  FLYING  HIGHER 
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trimmed,  and  the  government  will 
retain  a  capital  surtax  on  banks. 
Also,  the  plan  did  not  include  spe- 
cific debt-reduction  programs, 
short  of  the  $3  billion  going  into 
the  contingency  reserve.  Canada's 
ratio  of  federal  debt 
to  gross  domestic 
product  is  a  high 
65.3%.  The  ratio  has 
come  down  ft-om 
71.2%  in  1996,  but 
Canada  still  has  one 
of  the  worst  debt  ra- 
tios among  all  the 
major  industrialized 
nations. 
Ottawa's  books  are 
in  the  black  because  a  healthier 
economy  is  boosting  tax  receipts. 
The  budget  is  counting  on  nomi- 
nal GDP  grovrth  of  2.5%  in  1999 
and  3.3%  in  2000.  That's  a  bit 
more  cautious  than  the  consensus 


view  of  pi'ivate  economists  and  1 
means  that  the  government  coull 
end  the  year  with  a  bigger  sur-  i 
plus.  Moreover,  the  Canadian  doS 
lar  has  benefited  from  the  anticii 
pation  of  a  big  Ottawa  wandfall.  i 
Since  the  beginning  of  1999,  the; 
looney  has  risen  4.2%'  vs.  the  V), 
dollar  (chart).  The  rise  improves' 
the  inflation  outlook  and  makes  ; 
Canadian  secui'ities  more  attrac-: 
tive.  It  also  gives  the  Bank  of  ' 
Canada  some  room  to  hold  rates 
steady  even  if  the  Federal  Re- 
serve raises  U.  S.  interest  rates. 

The  economy's  expected  grow 
rate,  however,  won't  be  fast 
enough  to  keep  the  jobless  rate 
on  its  recent  downward  trend. 
The  unemployment  rate  hit  an  i 
year  low  of  7.8%'  in  January  on 
strong  job  growth,  but  economif 
expect  the  rate  to  edge  up  to 
8.3%  by  the  end  of  1999. 
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Retail  solutions  like 

irchandise  ManagemenI  can  help 
you  improve  invenlory  control 
set  promollonal  pricing  based  on 
actual  customer  buying  patterns 


I 


Wholesale  solutions  such  as 

Business  Management  Systems 
can  tielp  reduce  inventory 

nd  costs,  and  olter  more  cttoices 
to  customers  and  suppliers 


Manufacturing  solutions  like 

vanced  Planning  and  Sctieduling 
car.  help  you  reduce  cycle  times, 
achieve  on-time  shipments 
and  ensure  faster  time  to  market. 


A 


usiness  goes  beyond  e-mail 

and  a  Web  site  It's  about 
snnecting  you  to  your  customers, 

employees,  suppliers  and 
sndors  via  intianels  and  the  Web 


e-business  lor  growing  businesi 


-■5  ' 


Keep  hearing  about  supply  chain  management? 
he  right  product  in  the  right  place  at  the  right  time." 

It's  no  longer  theory. 


Now  you  can  put  what  looks  good  on  paper  into  |)rarti(  i'. 

Introducing  tangible,  aflbrdablc  e-i»usiness  solutions  lor 
growing  companies,  from  IBM. 

Customized  solutions  that  can  help  strengthen  your  pcjsition 
in  the  supply  chain. 

So  there's  less  second-guessing.  And  more  connei.ling. 


with  what  you\e  got  and  grow  as  you  grow. 

What  can  you  exiject?  Better  if)recasting,  better  inventory 
control,  hetter  customer  service.  Welcome  to  e-business. 

Visit  www.iijm.com/husinesscenter  or  call  1  888  IBM-2992, 
ext,  H812,  tor  your  free  Business  Assessment  CD-ROM,  designed 
to  identify  ways  lor  your  company  to  integTate  its  supply  chain. 


Whether  youVe  ready  to  send  your  hrst  e-mail  f)r  ready  for      We'll  also  put  you  in  touch  with  an  IBM  Business  Partner  who 
supply  chain  management  (which  links  inventory,  hilling  and      can  tailor  the  right  solution  for  you. 
shipping  to  your  customers  and  suppliers),  these  solutions  work  ^"r-s^^ 

IBM,  the  e-business  logo  and  Solulions  loi  d  small  planel  are  liademarks  of  Internalional  Business  Machines  Coipoialion  in  ine  U  S  and/or  olhei  counlries  ©1998  IBM  Corpoialion  All  nghls  leseived  Solutions  for  a  Small  planet" 
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LEGAL  AFFAIRS 


NOW,  IT'S  INTEL 
IN  THE  DOCK 


The  feds  say  the 
chip  giant  used  its 
data  as  a  weapon  to 
stifle  competition 

Just  a  few  blocks  from  the  federal 
courthouse  where  the  Justice 
Dept.  is  pummeling  Microsoft 
Corp.,  government  lawyers  are 
about  to  take  on  another  titan  of  the 
computer  world.  On  Mar.  9,  the  Federal 
Trade  Commission  will  face  off  against 
Intel  Corp.  in  a  showdown  that,  like 
the  Microsoft  case,  could  determine  how 
these  market-dominating  players  wield 
their  power  with  rivals  and  customers. 

For  sheer  entertainment  value,  the 
Intel  suit  isn't  likely  to  approach  the 
Microsoft  trial,  which  has  been  spiced  up 
with  juicy  E-mails,  snippets  of  Chairman 
William  H.  Gates  Ill's  testimony,  and 
dramatic  moments  such  as  when  Jus- 
tice attorneys  showed  that  a  taped  Mi- 
crosoft demo  was  rigged.  Intel  has  strict 
rules  governing  in-house  E-mails  and 
the  video  testimony  of  its  suave  chair- 
man, Andrew  S.  Grove,  is  not  apt  to 
duplicate  (Jates'  hostile  performance. 
And  while  the  Microsoft  suit  is  unfold- 
ing in  a  federal  courthouse — with  front 
steps  ready-made  for 

^e;r!:-thT^^ei  The  Intel  and  Microsoft  cases  may  well  res 

hearing  will  be  before 


maintain,  for  the  better  say  its  rivals. 

While  Justice  is  trying  to  prove  a 
broad  pattern  of  anticompetitive  behav- 
ior by  Microsoft,  the  ftc's  attack  is  far 
naiTower.  Its  case  focuses  on  how  Intel 
withheld  key  technical  infoiTnation  from 
customers  that,  for  one  reason  or  an- 
other, challenged  the  chipmaker  Because 
access  to  that  information — details  about 
new  Intel  chips — was  essential  for  those 
companies  to  participate  in  the  market, 
Intel  had  huge  leverage.  So,  the  FTC 
will  allege,  the  practice  was  an  abuse 
of  monopoly  power. 

FIREPOWER.  The  FTC  is  relying  largely 
on  the  testimony  of  three  companies — 
Com{)aq  Computer,  Intergraph,  and  Dig- 
ital Equipment,  now  owned  by  Com- 
paq— to  make  its  case.  Executives  from 
these  companies  will  testify  that  Intel 
used  its  dominance  to  limit  competition. 
The  key  allegation:  After  each  one  be- 
came entangled  in  patent  disputes  with 
Intel,  the  chipmaker  cut  off  infonnation 
that  it  supplies  to  key  customers  so 
they  can  design  systems  around  Intel 
chips.  The  ftc  claims  such  retaliation 
helped  Intel  maintain  dominance  be- 
cause companies  would  think  twice 
about  doing  anything  that  would  prompt 
Intel  to  withhold  key  data. 

The  agency's  case  already  has  trac- 
tion. Last  April,  a  federal  judge  in  Al- 
abama T-uled  that  Intel  likely  violated 
antitrust  laws  when  it  cut  off  worksta- 


Micron  Electronics,  a  computer  n 
owTied  by  Micron  Technology,  Intel  I 
to  squelch  introduction  of  a  ch 
(components  that  work  with  an  j 
microprocessor  in  a  computer)) 
would  have  competed  with  Intel  i 
ucts,  according  to  industry  insiders 
Raza,  chief  operating  officer  of 
maker  Advanced  Micro  Devices 
also  is  expected  to  testify  about 


Administrative  Law  Judge  .lames  P.  Ti- 
mony  in  a  simple  hearing  I'oom  at  the 
agency. 

But  the  cases  share  an  imptjrtant  el- 
ement: determining  whether  these  two 
industry  giants  abused  monopoly  power 
If  they  are  found  guilty,  both  could  be 
forced  to  radically  alter  their  behavior. 
In  the  process,  the  course  of  innova- 
tion in  the  industry  could  be  trans- 
formed— for  the  worse,  the  defendants 


tion  maker  Intergraph  after  it  sued  In- 
tel for  refusing  to  pay  royalties  on  de- 
signs that  allegedly  violated  Intergraph 
patents.  The  judge  or-dered  Intel  to  re- 
sume its  business  relationship  with  In- 
tergraph. The  case  is  on  appeal. 

For  added  firepower,  the  agency  may 
call  Dean  A.  Klein,  vice-pre.sident  of  Mi- 
cron Technology  Inc.,  which  makes 
memory  chips.  Klein  could  testify  that 
while  he  was  chief  technology  officer  of 


Intel  tries  to  keep  PC  makers  in  it.i 

To  win  his  case,  Richard  Par-ki 
ftc's  lead  counsel,  must  prove  ■ 
things:  that  Intel  has  monopoly 
that  as  a  monopolist  it  can't  witli; 
intellectual  property  at  will,  at. 
its  actions  ultimately  hurt  comj> 
On  the  monopoly  issue,  the  j. 
ment  alleges  that  Intel's  powei 
entrenched  that  rivals  can't  dent  ii 
share  in  high-end  chips.  The  agi 
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THE  FTC  WILL  CALL: 

DEAN  A.  KLEIN 

Vice-president,  IVlicron  Technology 

DONALD  LEWINE 

Chief  technology  officer, 
Data  General 

JAMES  MEADLOCK 

Chairman,  Intergraph 

WADE  PATTERSON 

CEO,  Intergraph  Computer 

ATIQ  RAZA 

Chief  operating  officer, 
Advanced  Micro  Devices 

FREDERIC  M.  SCHERER 

Economist,  Harvard  University 


INTEL  WILL  CALL: 

HARRY  MANBECK 

General  patent  counsel. 
General  Electric  Co. 

CARL  SHAPIRO 

Economist,  University  of 
California,  Berkeley 


ALAN  J.  SMITH 

Professor  of  computer 
science,  U.C.  Berkeley 

ALBERT  Y.C.  YU 

Senior  VP  and  general  manager, 
croprocessor  Products  Group,  Intel 


loniic's  expert,  Fredeiic  M.  Scherer 
Harvard  University's  John  F. 
Jiedy  School  of  Government,  will  say 
.  the  $2  billion  cost  for  a  new  chip 
it  is  a  huge  banier  to  entry, 
like  Microsoft,  Intel  vnll  counter  that 
luge  market  share  does  not  make  it 
lonopoly — and  it  faces  a  wealth  of 
petition.  AMD  and  Cyi-ix,  for  exam- 
dominate  the  sub-$ 1,000  PC  market. 


laws  require  that  yuu  feed  the  hand 
that  bites  you?"  says  New  York  an- 
titrust attorney  Robert  A.  McTamaney. 
"The  answer  is  no."  The  FTC,  however, 
can  ti"ot  out  prior  rulings  saying  that  a 
monopoly  can't  use  access  to  intellec- 
tual property  as  a  weapon  to  quash 
competition. 

As  in  the  Microsoft  suit,  however, 
the  feds  must  prove  that  harm  was 


tel,  the  company  intends  to  offer  state- 
ments by  IBM,  Motorola,  and  National 
Semiconductor  that  Intel's  actions  had 
no  impact  on  innovation. 

So,  was  anyone  hmt?  George  S.  Caiy, 
a  Washington  antitinist  attorney  and  a 
fonner  ftc  official,  says  that  it  may  be 
enough  for  the  ftc  to  show  that  Intel's 
biggest  sin  was  to  stifle  potential  re- 
seai'ch  and  development.  "There's  an  in- 
ference that  depriving 


large  companies  deal  with  their  competitors  lX4e"^^ 


1  it  vrill  claim  that  if  it  were  a  true 
lopolist,  it  could  raise  prices — rather 
1  di'opping  them,  as  it  routinely  does, 
'ut  even  if  it  were  a  monopolist,  In- 
will  argue,  it  is  free  to  share — or 
share — intellectual  property  with 
imever  it  chooses.  It  argues  that  it 
legitimate  business  reasons  for  cut- 
off the  three  companies  at  the  cen- 
of  the  trial,  companies  that  were  at- 
cing  it  legally.  "Do  the  antitrust 


done.  That  may  be  tough.  Intel  argues 
that  neither  Intergraph  nor  Compaq 
was  producing  chips  when  it  cut  off 
data,  so  chip  competition  wasn't  hurt. 

Digital  was  indeed  a  chip  rival.  But 
Intel  has  a  November,  1998,  deposition 
from  Robert  Palmer,  then  Digital  chair- 
man, in  which  Palmer  testified  that  In- 
tel's conduct  didn't  affect  development  of 
Digital's  Alpha  cliip.  As  for  discom-aging 
others  from  competing  head-on  vrith  In- 


iimovation,"  Caiy  says. 
Intel  is  clearly  worried.  To  hedge  its 
bets,  it  has  begam  working  the  political 
process,  hiring  former  White  House 
counsel  Jack  Quinn  to  lobby  and  bring- 
ing Grove  to  town  to  meet  with  sena- 
tors and  make  Intel's  case.  For  now, 
Washington  can  look  forward  to  an  an- 
titmst  double  featiu'e. 

By  Susmi  B.  Garland  in  Washing- 
ton with  Andy  Reinhardt  and  Peter 
Btirrows  in  San  Mateo 
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THE  MILLENNIUM 


BE  BUG-FREE 
OR  GET  SaUASHEO 

Big  companies  may  soon  dump  suppliers  that  aren't  Y2K-ready 


Why  Big  Business  May  Have 
A  Sinall-Business  Y2K  Problem 


A  January  survey  of 
small-business  owners 
AWARE  OF  THE  Y2K  PROBLEM  55% 
ARE  TAKING  ACTION  TO  FIX  IT  38% 
PLAN  TO  TAKE  ACTI ON  BUT  HAVEN'T  YET  19% 
NO  ACTION  TAKEN  AND  NONE  PLANNED 


and  vendors  to  prove  they're  bug-fr 
A  recent  survey  by  consultants  C 
Gemini  America  says  69%  of  the  2,i 
largest  companies  will  stop  doing  bi 
ness  with  companies  that  can't  p; 
muster.  The  National  Federation  of 
dependent  Business  figures  more  tha 
million  companies  with  100  workers 
less  won't  make  the  cut  and  as  many 
half  could  lose  big  chunks  of  business 
even  fail. 

WEAK  LINKS.  Cutting  thousands  of  c( 
panies  out  of  the  supply  chain  mi; 
strain  supply  lines  and  could  even  cri 
output.  But  most  CEOS  figure  it'll 
cheaper  in  the  long  loin  to  avoid  bugs 
the  fii"st  place. 

Some  small  outfits  are  already  los 
key  customers.  In  the  past  year,  I 
dential  Insui-ance  Co.  has  cut  nine  s 
pliers  from  its  "critical"  list  of  m 
than  3,000  core  vendoi-s,  and  it  contin 
to  look  for  weak  links,  says  Irene  I| 
vice-president 


infomiation  systi 
at  the  company. 
Citibank,  says  V 
President 
Apte,  "cuts  have 
ready  been  mad 
Suppliers  arc 
the  world  are 


E 


DATA:  NATIONAL  FEDERATION  OF  INDEPENDENT  BUSINESS 


KANSAS  BUSINESSMAN  DAV3S:  Short  on.  cash  to  Jix  the  bug 


Lloyd  Davis  is  feeling  squeezed.  In 
1998,  his  $2  million,  2.5-employee 
fertilizer-equipment  business  was 
buffeted  by  the  hai'sh  winds  that  swept 
the  faiTTi  economy.  This  yeai;  his  Golden 
Plains  Agiicultui'al  Technologies  Inc.  in 
Colby,  Kan.,  is  getting  slammed  by  Y2K. 
Davis  needs  $71,000  to  make  his  com- 
puter systems  bug-free  by  Jan.  1.  But 
he  has  been  able  to  rustle  up  only 
$;39,000.  His  bank  has  denied  him  a  loan 
because — ironically — he's  not  Y2K-ready. 


But  Davis  knows  he  must  make  the  fix- 
es or  lose  business.  "Our  big  customers 
aren't  going  to  wait  much  longer,"  he 
fi'ets. 

Golden  Plains  and  thousands  of  other 
small  businesses  are  getting  a  dire  ulti- 
matum fi"om  the  big  cor})orations  they 
sell  to:  Get  ready  for  Y2K,  or  get  lost. 
Multinationals  such  as  General  Motors, 
McDonald's,  Nike,  and  Deere  are  mak- 
ing the  first  quarter — or  the  second  at 
the  latest — the  deadline  for  partners 


n 


ing  the  pinch, 
Inc.  has  wamec 
Hong  Kong  vem 
that  they 
prove  they're  Y2K  ready  by  Apr. 
India,  Kishore  Padmanabhan,  vice 
ident  of  Bombay's  Tata  Consultancy 
vices,  says  repairs  are  imnning  6  ti 
months  Isehind.  In  Japan,  "small 
are  having  a  tough  time  making 
and  are  likely  to  be  the  main  sourc 
any  y2k  problems,"  says  Akira 
general  research  manager  for  Japar 
formation  Service  Users  Assn.  For 
companies    operating    in  emer; 
economies  such  as  China,  Malaysia, 
Russia  are  particularly  hard-press6 
make  Y2K  fixes.  In  Indonesia,  when 
currency  has  plummeted  to  27%  o 
1977  value,  many  companies  still 
consider  y2k  a  priority. 

A  December,  1998"^Worid  Bank 
vey  shows  that  only  54  of  139  dev' 
ing  countries  have  begun  planning 
Y2K.  Of  those,  21  are  taking  stef 
fix  problems,  but  33  have  yet  to  tak 
tion.  Indeed,  the  Global" 2000  Co 
nating  Group,  an  international  gi'oi 
more  than  230  institutions  in  46 
tries,  has  reconsidered  its  Decer 
1998  promise  to  the  U.  N.  to  publi; 
country-by-country  Y2K-readiness 
ings.  The  problem:  A  peek  at  the 
hminaiy  fist  has  convinced  some  g 
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bers  that  its  release  could  cause 
ive  capital  flight  from  some  devel- 
r  countries. 

g  U.  S.  companies  are  not  sugar- 
ng  the  problem.  According  to  Sun 
osystems  (^eo  Scott  G.  McNealy, 
is  "anywhere  from  6  to  24  months 
id"  in  fixing  the  Y2K  problem — one 
lys  could  lead  to  shortages  of  core 
luters  and  disk  drives  early  next 
Unresolved,  says  Guy  Rabbat,  cor- 
;e  vice-president  for  Y2K  at  Solec- 
Corp.  in  San  Jose,  Calif.,  the  prob- 
■ould  lead  to  price  hikes  and  costly 
ery  delays. 

anks  to  federal  legislation  passed 
fall  allowing  companies  to  share 
lata  to  speed  fixes.  Sun  and  other 
companies,  including  Cisco  Sys- 
,  Dell  Computer,  Hewlett-Packard, 
Intel,  and  Motorola,  are  teaming 
put  pressure  on  the  suppliers  they 
•  to  be  least  Y2K-ready.  Their  new 
-Technology  Consortium  on  Year 
and  Beyond  is  building  a  private 
lase  of  suppliers  of  eveiything  from 
drives  to  computer-mouse  hous- 
He  says  the  group  will  offer  tech- 
help  to  laggard  fu-ms — partly  to 
good  faith  if  the  industry  is  chal- 
d  later  in  court.  But  "if  a  vendor's 
p  to  speed  by  April  or  May,"  Rab- 
ays,  "it's  serious  crunch  time." 
IINGS.  Other  industries  are  follow- 
uit.  Thi'ough  the  Automotive  In- 
y  Action  Group,  gm  and  other  car- 
rs  have  set  Man  31  deadlines  for 
Drs  to  become  Y2K-compliant.  In 
h,  members  of  the  Grocery  Manu- 
rers  of  America  will  meet  with 
counterparts  from  the  Food  Mar- 
g  Institute  to  launch  similar  ef- 
Other  companies  ar-e  sending  a 
ing  to  laggards — and  shifting  busi- 
to  the  tech-savvy.  "Y2K  can  be  a 
opportunity  to  clean  up  and  mod- 
>  the  supply  chain,"  says  Roland  S. 
lam,  Jr,  chairman  of  the  boar-d  of 
ir  Electric  Co.  in  Fori  Smith,  Ar-k. 
Washington,  Senator-s  Clmstopher 
nd  (R-Mo.)  and  Robert  F.  Bennett 
;ah)  have  introduced  separate  bills 
ike  it  easier  for  small  companies 
)avis'  to  get  loans  and  stay  in  busi- 
And  the  Worid  Bank  has  shelled 
72  million  in  loans  and  gr-ants  to 
tressed  nations,  including  Ar-genti- 
d  Sri  Larrka.  But  it  may  be  too  lit- 
0  late:  at&t  alone  has  spent  $900 
n  fixing  its  systems, 
vis,  for  one,  is  not  ready  to  quit, 
survived  tornadoes,  windstorms, 
Irought,"  he  says.  "We'll  be  dam- 
yes,  but  we'll  sur-vive."  Sadly,  not 
one  will  be  able  to  make  that  claim. 
Marcia  Stepaiiek  in  New  York, 
Ann  Therese  Palnier  in  Chicago, 
%el  Shari  iyi  Jakarta,  and  bureau 
ts 


COMMENTARY 


By  Mike  McNamee 

THE  STARING  CONTEST  THAT'S 
STALLING  BANK  REFORM 


Could  it  be  that,  after  a  quarter- 
century,  the  planets  have  finally 
aligned  for  an  overhaul  of  the 
U.  S.  financial  system?  It  seems  so. 
Three  big  chunks  of  the  industry — 
banks,  secmnties  firms,  and  insur- 
ers— agree  that  the  old  rules 
restricting  mergers  among  them 


LOOSER  HAND 

Treasury  chief 
Rubin  is  pushing 
for  a  path  that 
would  keep 
oversight  in  his 
office 


should  go.  Republicans  and  Demo- 
crats alike  agree  it's  time  for  reform. 

But  Washington's  biggest  financial 
star-s  remain  out  of  line.  Federal  Re- 
serve Chairman  Alan  Greenspan  and 
Treasury  Secretary  Robert  E.  Rubin 
can't  agree  on  how  banks  should  oper 
ate  securities  and  insur'ance  arms — 
and  on  who  wiU  oversee  the  new 
combinations. 

It's  time  for  these  titans  to 
quit  squabbling.  Greenspan  has 
the  right  idea:  The  risky  busi- 
ness of  underwriting  securities 
and  insui'ance  should  be  kept 
outside  the  walls  of  banks,  in 
separate  affiliates.  This  holding- 
company  setup  would  put  super- 
vision under  the  Fed,  where  GOP 
leaders  and  the  securities  indus- 
try agr-ee  it  should  go.  Even 
banks  ar-en't  fighting  that. 

But  Rubin  is.  The  Treasury  chief 
wants  to  let  banks  conduct  securities 
and  insurance  oper'ations  within  sub- 
sidiaries owned  by  the  bank.  "Finan- 
cial-ser-vices  firms  should  have  the 
choice  of  structuring  themselves  in 
the  way  that  makes  the  most  business 
sense,"  he  says.  Another  benefit  for 
Rubin:  That  approach  would  ensure 
continuing  oversight  by  Treasury's  Of- 
fice of  the  Comptroller  of  the  Curren- 
cy (occ),  which  regulates  national 
barrks.  The  Fed  regulates  holding 
companies  that  own  banks,  so 
Greenspan's  proposal  would  reduce 
the  occ's  role. 


Financial-ser'vices  reform  is  too  im- 
portant to  be  held  hostage  to  biu-eau- 
cratic  egos.  "We  are  more  than  willing 
to  sit  down  and  find  a  way  to  incr-ease 
[Treasury's]  powers,"  Greenspan  told 
the  House  Banking  Committee  on 
Feb.  11.  "And  if  it  comes  out  of  the 
turf  of  the  Federal  Reserve,  so  be  it." 
PUBLIC  TRUST.  The  real  is- 
sues, the  Fed  chief  maintains, 
ar'e  fair  competition  and  prop- 
er use  of  the  feder-al  safety 
net — deposit  insurance  and 
access  to  the  Fed's  emer- 
gency fiinds.  That  backing 
gives  banks  lower  cost  of  cap- 
ital, which,  Greenspan  rightly 
asserts,  should  not  be  used  to 
subsidize  banks  in  securities, 
insurance,  or  other  fields. 
That  safety  net  might  also 
encourage  barrks  to  take  bigger  risks 
than  their  rivals  in,  say,  stock  under*- 
writing,  because  they  know  taxpayers 
stand  behind  their-  losses. 

In  the  end,  Greenspan  is  likely  to 
prevail.  Rubin  has  already  conceded 
that  insurance  underwriting  belongs 
outside  of  banks.  If  the  Fed  chief 


RIGHTIDEA 

Democrats, 
GOP  leaders, 
securities  firms, 
and  even  banks 
back  Fed  chief 
Greenspan's  plan 


gives  Rubin  a  small  concession,  they 
might  strike  a  deal.  What  could  Green- 
span offer?  Senate  Banking  Commit- 
tee Chairman  Phil  Gramm  (R-Tex.)  on 
Feb.  16  proposed  one  idea:  Smaller 
banks  could  imderwrite  secmities  and 
insur'ance  thi'ough  subsidiaries,  while 
other  banks  would  operate  thr-ough 
Fed-regulated  holding  companies. 

Over  the  past  four  year's,  Rubin 
and  Greenspan  have  taken  Treasury- 
Fed  cooperation  to  new  heights.  They 
should  keep  working  together  now — 
to  make  financial  refor-m  a  reality. 

McNamee  cavers  banking  from 
Washington. 
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HEALTH  CARE 


MENDING  MEDICARE: 
WASHINGTON'S  REAL  HOT  POTATO 

The  task  may  be  more  urgent  and  difficult  than  Social  Security 

If  you  think  that 
saving  Social  Se- 
curity looks  diffi- 
cult, try  mending 
Medicare.  Without 
changes,  the  nation's 
$207  billion-a-year, 
clu'onically  ailing  sys- 
tem for  providing 
health  cai'e  to  seniors 
is  projected  to  go 
broke  in  2008.  That's 
decades  before  Social 
Security  could  ex- 
haust its  tmst  fund, 
but  before  77  milhon 
baby  boomers  start 
collecting  Medicare 
benefits.  Sure, 
Medicare  is  a  much 
smaller  progi-am.  But 
confronting  a  deadly 
combination  of  rising 
health-care  costs  and 
inexorable  demo- 
graphics, Medicare 
spending  will  soar  at 
a  faster  rate  than  So- 
cial Security — rising 
ft-om  12%  of  the  bud- 
get today  to  more 
than  27%  by  2030. 

"With  all  due  respect  for  all  the 
hoopla  over  Social  Secuiity,  Medicare  is 
a  far  more  important  and  more  difficult 
issue,"  says  Brandeis  University  health- 
policy  expert  Stuart  H.  Altman,  a 
member  of  the  National  Bipartisan 
Commission  on  the  Future  of  Medicai-e. 
"Any tiling  we  do  still  leaves  a  huge 
gap  bet  ween  the  available  money  and 
the  pi-(>vnim's  cost." 
HARDLEi^SON.  The  White  House  and 
CongTess  are  taking  the  first  tentative 
steps  t(jward  opening  the  debate.  It  is 
not  a  discussion  that  either  side  rehshes. 
Medicare  is  an  enoi'mously  populaj-  pro- 
gi'am,  and  all  the  most  obvious  fixes — 
raising  taxes  to  cover  rising  costs,  limit- 
ing coverage  for  all  participants,  or 
making  wealthier  participants  pay 
more — are  politically  dangerous.  Repub- 
licans discovered  that  the  hard  way  two 
years  ago  when  they  suggested  a  vouch- 
er program,  which  would  have  sent  the 
elderly  to  private  insiu-ance  companies 


MISSION  IMPOSSIBLE 


How  do 
you  fix  the  chronically  ailing 
program  without  cutting  benefits? 


for  coverage.  The  scheme  drew  a 
fii'estorm  of  criticism,  since  as  conceived 
it  would  have  resulted  in  reduced  benefits 
and  forced  many  seniors  into  managed- 
cai'e  networks. 

Now,  the  Democrats — who  take  pride 
of  ownersliip  in  the  program  enacted  un- 
der President  Lyndon  B.  Jolmson — are 
taking  the  rhetorical  lead.  First,  Pi'esi- 
dent  Clinton,  in  his  State  of  the  Union 
address,  proposed  using  15%  of  the  an- 
nual budget  suiplus  to  fill  the  Medicare 
fLUiding  gaps.  He  also  proposed  a  major 
expansion  of  the  progi'am:  coverage  for 
jjrescription  dmgs.  Senator  Edward  M. 
Kennedy  (D-Mass.)  is  expected  to  intro- 
duce a  bill  to  add  chug  coverage  soon.  He 
would  fund  his  plan  vrith  a  tax  on  to- 
bacco; Clinton  wasn't  specific. 

But  Republicans  are  unlikely  to  go 
along  with  any  scheme  that  merely 
tweaks  the  existing  system.  So,  the 
best  hope  for  a  near-term  compromise 
seems  to  be  the  bipartisan  commission. 


which  is  slated  to  offer  a  blueprii 
overhaul  on  Mar.  1. 

Although  there  is  no  consensus 
the  commission  is  exploring  a 
mapped  out  by  Co-Chairman  Ser 
John  B.  Breaux  (D-La.).  Like  the 
voucher  proposal,  his  plan  would  ; 
seniors  to  pick  coverage  offered  by 
vate  plans  with  the  government  pr 
ing  money  needed  towards  the  cost 
basic  premium.  But  one  key  differ 
that  allows  Democrats  to  suppoi 
Breaux  would  presei-ve  a  govemn 
run  fee-for-sei-vice  plan  as  an  optio 
addition,  the  level  of  premium  suj 
would  be  based  on  a  minimum  packaj 
health  benefits  and  not  budget  target 
in  the  OOP  plan.  Those  who  want  i 
generous  plans  would  pay  more  oi 
their  own  pockets. 

But  can  this  compromise  gain  sup{ 
"Why  do  we  want  to  abandon  what 
been  a  decent  progi*am  for  35  years  : 
system  that  may  not  have  sufficient 
tections  for  people?"  says  Represe 
tive  Jim  McDermott  (D-Wash).  W 
more,  "No  one  can  promise  credibly 
this  amount  of  reform  wall  save  a  trei 
dous  amount  of  money,"  says  com 
sion  member  Laura  D'Andrea  Ty 
business-school  dean  at  Univereity  of 
ifoniia  at  Berkeley  and  business  w 
columnist.  "If  there  ai'en't  significant 
ings,  why  take  the  risk  of  m 
changes?" 

The  commission  doesn't  yet  have 
supermajority  (11  of  17  votes)  it  ne 
Swing  voters  like  Tyson  and  Bran( 
Altman  say  they  won't  sign  on  un 
prescription-dnig  coverage  is  added, 
a  scandal  that  Medicai'e  does  not  c( 
dinags,"  says  David  Nexon,  health-( 
adviser  to  Senator  Kennedy.  Alas,  i 
an  addition  would  be  enorTnously  exj 
sive — more  than  .$20  billion  a  yeai 
top  of  already  accelerating  spend 
"Even  in  Washington,  that's  real  n 
ey,"  says  Representative  H.  Thomas  A 
(D-Me.). 

EXTEND  THE  DEADLINE?  So,  Allen, 
Kennedy,  is  offering  his  own  solution. 
Feb.  10,  Allen  and  (36  co-sponsors  in 
duced  a  bill  that  would  provide  40% 
counts  in  presciiption  fhxigs  for  the 
derly — a  proposal  immediately  attac 
by  the  drug  industry.  Di-ugmakers 
the  approach  as  tantamount  to  price  ( 
trols.  But  Republicans  ai-en't  backing 
changes  not  tied  to  some  fundamei 
restnactiuing. 

With  controversies  swirling,  so 
Medicare  Commission  members  wani 
extend  the  Mar.  1  deadline  for  issuin 
report.  That  would  give  them  more  ti 
foi-  detailed  analyses.  So  fai-,  "the  C( 
mission  has  only  touched  the  surta( 
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Bright,  crisp  images 
from  a  Sony  projector. 
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( on  the  couch  with  the  remote.  Especially  when  the  whole  office  starts  fighting  over  it. 
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explains  David  S.  Abemethy,  senior  vice- 
president  for  public  jjolicy  at  hip  Health 
Plans  (whose  ceo,  Anthony  L.  Watson,  is 
a  commission  member). 

The  key  question  is  one  that  neither 
the  commission  nor  Washington  has  faced 
squarely:  How  much  more  are  Ameri- 
cans willing  to  pay — via  government  pro- 
gi'ams  or  from  their  own  pockets — for 
retirees'  health  care?  "We've  put  the  cart 


before  the  horse,  working  on  the  details 
before  having  the  larger  debate,"  says 
hip's  Abemethy. 

Add  to  that  the  political  risks,  and 
the  outlook  for  reform  this  year  is  dim. 
Republican  leaders  in  Congress  fear 
they'll  get  blamed  if  seniors  lose  benefits 
or  are  forced  to  pay  more.  If  Medicare 
is  expanded  to  include  drug  benefits, 
Clinton  will  get  the  lion's  share  of  the 


credit.  And  indeed,  partisan  sphti 
programs  for  the  elderly  have  been 
helpful  to  the  Democrats  at  the 
in  the  past.  The  bottom  hne:  Po 
makers  may  not  be  eager  to  make 
choices  yet,  but  that  red  ink  is  less 
a  decade  away  and  getting  closei 
the  day. 

By  John  Carey,  with  Amy  Ben 
in  Washin 


COMMENTARY 


By  Ellen  Licking  &  John  Carey 


HOW  TO  HEAD  OFF  THE  NEXT  TAINTED-FOOD  DISASTER 


We  thought  we  had  it  beat.  Back  doctors  suspected  a  contaminated  food  recall.  "The  links  to  Bil  Mar  were 
in  the  1980s,  a  nasty  bacterium  souixe.  Using  a  new  sleuthing  mecha-  certainly  not  ironclad,"  says  Mar- 
called  Listeria  monocytogenes  nism  dubbed  PulseNet  that  lets  them  garet  Glavin,  an  FSis  associate 
struck  scores  of  people  who  had  eat-  genetically  "fingeiprint"  bacteria  and  administrator, 
en  contaminated  cheese  and  meat.  shai-e  infomiation  over  a  computer  DODGED  BULLET.  Foitunately,  Sara 
Dozens  died.  Alarmed  regulators  and  network,  they  determined  that  the  Lee  moved  on  its  own.  On  Dec.  22,  i 
companies  leaped  into  action.  By  pas-  same  rare  strain  of  Listeria  was  caus-  pulled  30  million  pounds  of  meat  fi'or 
teurizing  cheese  and  eliniinat-  ing  all  the  cases.  And  when  off!-  supeiTnar'kets  and  shut  down  produc 
ing  most  bacteria  from  ^        cials  at  the  Centers  for  Dis-  tion,  at  an  estimated  cost  of  $76  mil- 
plants,  they  cut  cases  of          ^  -         ease  Control  asked  victims  hon.  "They  saved  a  lot  of  people  fror 
Listeria  almost  in  half.            ^  0<i^t^gm   ^^^^  they  had  eaten,  a  illness  and  death,"  says  CDC  epidemic 

But  the  deadly  bug  is  ogist  Paul  Mead, 

back.  The  past  foiu-  $           THE  SPATE  OF  That's  great.  But  regulators  need 

months  have  brought            ^  ^"Hk*       i  icTrDi*  dcaai    o  authority  to  act  more  boldly  in  fi 

scores  of  illnesses,  more     i  ^  LISTcRlA  RECALLS  ture  cases.  Agiiculture  should  be  abl 

than  a  dozen  deaths,  nine        \^  ^  DEC  22  1998  Sara  ^°  requu-e  recalls  and  to  act  based  or 

major  food  recalls — the  .         '  ..  '^^     ...  threats  to  the  public  health.  Senator 

most  recent  on  Feb.  17— and      ^      *  Lee  recalls  c5U  million  Tom  Harkin  (D-Iowa)  has  introducec 

clear  evidence  of  gaps  in  the  U.  S.'s    '  pounds  ot  hot  dogs  and  lun-  ^  ^^^^  ^^^^  ^^^^       Agriculture  th 

food  safety  net.  The  outbreaks  "bring  P^°'^_'T'5^^?'   power. 

into  question  the  adequacy  of  the  con-  JAN.  22,  1999  Oscar  Mayer  But  the  larger  solution  to  the 
trol  procedures  we  are  relying  on,"  Foods  recalls  28,313  pounds  of  problem  of  Listeria  contamination  i 
says  Tliomas  J.  Billy,  administrator  of  (jgij  rneat  Thorn  Apple  Valley  volves  prevention.  That  means  bet- 
the  Agiicultui-e  Dept.'s  Food  Safety  &  recalls  approximately  30  million  sanitation  practices  at  food-pro- 
inspection  Sei-vice.  Even  industry  is  pounds  of  lunch  products  cessing  plants  and  new 

worried.  "We  have  this  problem,  and   '   technologies — irradiation  and  in- 

we  need  to  fix  it,"  says  Sara  J.  Lily-  FEB.  5,  1999  B.B.  Meat  &  package  pasteurization — to  wipe  ou 

gren,  senior  vice-pre.sident  of  the  Sausage  recalls  about  1,500  bugs  that  settle  on  food. 

American  Meat  Institute.  pounds  of  franks  and  knockwurst.  Industry  dislikes  the  Harkin  bill, 

COLD  IS  NO  COMFORT.  One  reason  ' ' ~ " ' " "p" 7 ' '.V fearing  imwan-anted  recalls.  "We 

Listeria  monocytogenes  is  so  insidious  "-^  '^^f^  ^l^'  think  it's  a  hell  of  a  lot  better  to  so1a| 

is  that,  unlike  most  food-bor-ne  cessing  &  Wholesale  recalls  about  ^he  pi-oblem  of  Listeria  than  to  run 

pathogens,  it  gi'ows  happily  in  your'  ^^^PP-P?^!].   up  to  the  Hill  to  get  changes  in  reca 

refriger-ator.  So,  over  time,  cold  cuts  data:  business  week  authority,"  says  Rosemary  Mucklow, 

in  your  home  can  pack  enough  bacte-  executive  director  of  the  National 

ria  to  cause  nausea,  vomiting,  and  di-  link  emerged — hot  dogs  processed  at  Meat  Assn.  But  companies  and  regu 

an-hea.  In  the  elderly,  pi-egnant  a  Zeeland  (Mich.)  plant  of  Bil  Mar  lators  are  united  in  their  desire  to 

women,  newborns,  and  people  with  Foods  Inc.,  a  unit  of  Sara  Lee  Coip.  fend  off  this  deadly  bacterium.  If  a 

weakened  immune  systems,  the  bug  is  By  Dec.  19,  CDC  epidemiologists  product  is  contaminated,  companies 

often  deadly,  causing  severe  blood  in-  were  sure  Bil  Mar  hot  dogs  had  to  will  jump,  says  Lilygi-en:  "Brand  ecu 

fections,  miscariiages,  and  stillbiiths.  be  r-emoved  from  store  shelves  to  ty  is  gold."  If  so,  and  if  regoilators  g^ 

The  most  worrisome  of  the  recent  prevent  a  public-health  disaster.  But  the  authority  they  need,  soon  it  may 

outbi-eaks  started  last  August,  when  Agriculture  hesitated.  Without  evi-  be  safe  to  r-each  into  your  refrigerat> 

health  officials  spotted  Listeria  poi-  dence  of  contamination  from  the  again. 

soning  in  upstate  New  York.  Within  plant  itself,  officials  couldn't  be  sure  ' 

weeks,  similar  cases  appeared  fi'om  the  courts  would  back  them  up  if  Licking  covers  science.  Carey  cov 

Arizona  to  Connecticut.  By  November,  the  company  refused  a  request  for  a  ers  science  and  health. 


34  BUSINESS  WEEK  /  MARCH  1,  1999 


you're  in  advanced  technology,  and  suddenly  a  new  kind  of 
ance  company  comes  along  that  can  anticipate  potential  risks  . 
help  to  secure  your  earnings  for  the  next  decade,  leaving  you 
to  focus  on  the  next  miracle.  What  could  you  dream  up? 


ACE  Group  of  Insurance  &  Reinsurance  Companies: 

Bermuda  •  Tempest  Re  •  ACE  USA  •  ACE  Global  Markets  ♦  ACE  Europe 


.acelimited.com 


Setting  your  future  free' 


ace  grouD 


News:  Analysis  &  Commentary 


MARKETING 


GUESS  WHO  WANTS 

TO  MAKE  A  SPLASH  IN  WATER 

Will  Coke  and  Pepsi  leave  smaller  bottlers  high  and  dry? 


:o  Inc. 

go,  and      t  ^ 


First  came  the  Cola  Wars.  Next,  the 
Juice  and  Iced  Tea  Wai's.  Now,  bev- 
erage giants  Coke  and  Pepsi  are 
about  to  fight  another  beverage  battle: 
the  Water  Wars.  And  the  market  may 
never  be  the  same. 

The  $4.:^  billion  bottled-water  busi- 
ness has  been  divided  among  countless 
small  regional  players  producing  brands 
such  as  McKenzie  Mist  and  Alaska  Ice 
Age  Premium.  There  are  a  handful  of 
premium  brands  such  as  Evian  and  Per- 
rier.  But  the  biggest,  Poland  Spring, 
has  only  a  7.5%  share.  And  with  bot- 
tled-water consumption  increasing  10% 
annually — triple  the  growth  rate  of  the 
much  larger  but  more  mature  soda 
business — it's  a  tempting  market  for 
both  Coca-Cola  Co.  and  PepsiCo  Inc. 
Pepsi  jumped  in  two  years  ago 
its  Aquafina  has  become  one 
of  the  top  10  brands. 

Now  Coke  is  taking  the 
plunge.  Dasani,  which  Coke 
plans  to  unveil  on  Feb.  19,  isn't  the 
product  of  some  newly  discovered  spiing 
but  municipal  tap  water  that  is  piunfied 
and  distributed  by  Coke  bottlers.  Coke 
says  it  plans  to  tiptoe  into  water  "to  be 
cai'eful  that  we  don't  replace  liigh-mai'- 
gin  soft  drinks  with  low-mai-gin  wa- 
ter," as  CEO  M.  Douglas  Ivester 
has    put    it.    But  analysts 
nonetheless  expect  the  At- 
lanta-based beverage  gi- 
ant's entry  to  cause  seis- 
mic shifts  in  the  U.S 
water  business. 
"Coke  will  be 
a  big  play- 

SCRAM, 
SQUIRT 

Coke 
bottlers  may 
ditch  Naya. 
-  Pepsi 
bottlers 
already  threw 
Avalon  off 
the  trucks 


er — and  fast,"  says  Gaiy  Hemphill,  vice- 
president  of  Beverage  Marketing  Coi^p., 
a  New  York  research  fu-m. 

Indeed,  analysts  predict  that  Coke's 
move  will  dramatically  hasten  the  con- 
solidation already  occurring  in  the  wa- 
ter business.  Most  vulnerable  are  Ver- 
mont Pure,  Evian,  Naya,  and  the 
dozens  of  bottled-water  makers  that 
are  cun-ently  distributed  by  Coke's  vast 
network  of  bottlers.  Naya,  for  instance, 


Pierceton  (Ind.)  headquar- 
ters,  has  already 
Coke's    power,  sa; 
company  President 
Rebecca  Kelly.  A 
Coke  bottler 
who  was  dis- 
tributing an- 
other Indi- 


ana water 


TAKING  AIM 
AT  A  GROWING 
MARKET 


$3.95 

1997 


depends  on  Coke  distributors  for  60%)  of 
its  U.  S.  sales. 

With  the  airival  of  Dasani,  however, 
industry  insiders  expect  Coke  bottlers 
to  boot  Naya  off  their  tinicks,  just  as 
Pepsi  bottlers  pushed  out  Avalon  to 
make  room  for  Aquafina.  "Naya  will 
need  to  find  an  alternative  distributor, 
but  the  problem  is  there  aren't  any  as 
strong  as  Coke's  and  Pepsi's — not  even 
close,"  says  John  Sicher,  publisher  of 
the  Beverage  Digest  newsletter.  Naya 
spokeswoman  Anita  Jarjoui-  says  that 
if  Coke  bottlers  do  drop  Naya,  "we  feel 
confident  we  can  go  to  market  through 
different  methods.  We  have  an  ex- 
tremely strong  branfl." 

Also  vulnerable  are  thousands  of 
small  regional  players  that  can't  match 
Coke's  marketing  tactics.  Whispering 
Springs  Inc.,  which  only  distributes  its 
product  within  a  40-mile  radius  of  its 


offered  retaile 
free  cooler  to  stocl-, 
product,  and  merchants 
pected  Kelly  to  do  the  s 
"We  couldn't  afford  that,  i 
cost  us  a  couple  of  accounts," 
says.  Kelly  says  she's  now  shi 
more  of  her  limited  resoi 
toward  serving  the  office 
ket — although  she  notes 
vously  the  nomoi's  that  the 
Coke  bottler  is  eyeing  that  mt 
as  well. 

IMAGE  PROBLEM?  Still,  fo 
the  soda  giants'  marke 
muscle  and  distribution  m 
there's  no  giiai'antee  that  they'll  be 
to  dominate  the  business.  It's  one  t 
to  convince  consumers  that  C( 
,^         vaunted  secret  fonnula  is  unique 
it  may  have  a  harder  time  pro 
that  its  water  is  the  real  tiling, 
it  could  turn  out  that  Coke's  succe; 
purveyor  of  soda  could  give  it  an  ii 
problem  among  consumei-s  who  buy 
ter  as  a  healthy  alternative  to  the 
sweet  stuff.  "Wlien  you  think  of  t 
you  don't  tliinl^  of  water,"  notes  Ste 
Monaco,  beverage  buyer  for  Tedescl 
Peach  Food  Stores,  a  Massachus 
based  chain  of  136  stores. 

Monaco  already  has  dropped  Ac 
na.  The  Pepsi  product,  which  like  D; 
is  treated  local  water,  did  not  outs 
half-dozen  other  brands  he  stockec 
offered  to  keep  selling  Aquafina 
could  stock  in  the  coolere  the  soda  i 
had  provided.  Pepsi  demuired;  it  d 
want  to  sacrifice  cola  space  for  wa 
For  Coke  and  Pepsi,  that's  the  d 
ma:  how  to  give  water  a  place  or 
shelves  and  in  the  gi'oceiy  bags  wit 
displacing  soda  sales.  But  they 
managed  that  trick  with  teas  and  ji 
And  given  the  gusher  of  demaiu 
water.  Coke  and  Pepsi  won't  rei 
from  this  battle. 

By  Demi  Foust  in  Afh 
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You're  looking  for  a  new  computer. 
But  it's  the  monitor  you'll  be  looking  at. 


If  you're  looking  for  a  new  system,  remember,  the  monitor  Is  the  component 
you  interact  with  most.  So  choose  one  from  a  company  that's  always 
the  first  to  market  leading  edge  technologies.  MultiSync,"'  from  NEC 
Technologies.  Monitors  with  a  heritage  of  engineering  excellence,  ^ 


quality  and  durability.  We  not  only  offer  the  widest  variety  of  LCD 
monitors,  we're  also  one  of  the  few  companies  that  design  and  manufac- 
ture their  own  equipment.  So  next  time  you're  looking  for  a  computer, 
don't  forget  to  look  at  the  monitor.  MultiSync  makes  it  better. , 


NECTechnologies 


To  learn  more,  call  (800)  NEC-INFO,  or  visit  us  at  www/.nectech.com. 


News:  Analysis  &  Commentary 


AIRLINES 


UAL:  LABOR 
IS  MY  CO-PILOT 

Linking  exec  pay  to  worker  satisfaction  may  buy  peace  for  now 


It  may  not  be  exactly  what  manage- 
ment had  in  mind,  but  a  new  per- 
formance-based pay  system  at  Unit- 
ed Airhnes  Inc.  ended  up  giving  the 
carrier  a  critical  edge  during  recent 
stormy  times  in  the  industry:  labor 
peace.  Starting  in  2000,  part  of  the 
compensation  for  top  ual  executives 
will  be  tied  to  worker  satisfaction  as 
measured  by  an  outside  survey  firm. 
The  proposal  is  being  adopted  at  the 
insistence  of  ual's  unions,  which  own 
60%  of  UAL  shares.  Indeed,  ual  is  ap- 
proving the  plan  even  as  rival  Ameri- 
can Airlines  tallies  the  cost — approxi- 
mately $150  million — of  its  latest  labor 
dustup,  a  pilot  sick-out  over  wage  is- 
sues that  scrubbed  hundreds  of  flights 
over  the  Presidents'  Day  holiday. 

Not  surprisingly,  CEO  Gerald  Green- 
wald  and  other  execs  didn't  leap  at  let- 
ting workers  set  their  pay.  "They  out- 
right rejected  it,"  recalls  International 
Assn.  of  Machinists  President  R. 
Thomas  Buffenbarger,  who  says  the 
union  presented  it  to  management  last 
year.  After  that,  the  iam  drafted  a 
shareholder  resolution,  which  would  be 
guaranteed  to  pass,  given  the  union's 
shai'eholder  votes.  That's  when  man- 
agement caved,  union  leaders  say.  "It 
shows  employee  ownership  means 
something,"  says  Buffenbarger.  The 
company  disputes  that  version,  saying 
that  it  long  planned  such  a  change, 
but  moved  faster  because  of  the  iam 
proposal. 


Either  way,  the  result  is  a  cutting- 
edge  compensation  system.  Besides 
employee  satisfaction,  bonus  pay  will 
also  be  based  on  customer  satisfaction 
and  on-time  performance.  Together,  the 
tliree  new  criteria  will  account  for  more 
than  half  of  what  the  top  625  ual 
managers  receive.  "This  is  a  big  change 
for  us,"  says  Bill  Byrne,  a  director  in 
United's  personnel  department. 
DYNAMIC  DUO?  Now,  labor  says  it  plans 
similar  moves  at  other  companies  where 
it  owns  shai-es,  such  as  Northwest  Aii*- 
lines  Corp.  and  Ti'ans  World  Airlines 
Inc.  Later,  it  will  approach  coi^porations 
in  which  it  represents  workers.  But  it 
won't  be  easy.  "I  don't  think  most  man- 
agements would  be  enthusiastic  about 
giving  employees  a  chance  to  say  any- 
thing about  them,"  says  executive-pay 
guru  Graef  S.  Ciystal.  Among  the  few 
that  do  is  Eastman  Kodak  Co.,  where 
employee  satisfaction  accounts  for  20% 
of  executive  bonuses. 

Even  at  United,  the  new  plan  won't 
guarantee  that  labor  and  management 
will  continue  to  coexist.  The  two  sides 
need  to  work  out  a  new  contract  by 
2000  and  pick  a  successor  to  Green- 
wald  later  this  year.  But  labor  enters 
the  talks  with  something  workers  at 
other  ahiines  lack:  They  laiow  the  peo- 
ple upstairs  will  pay  if  things  don't  go 
smoothly. 

By  David  Leonhardt  hi  Chicago  and 
Aaron  Bernstein  in  Washington,  with 
Wendy  Zellner  in  Dallas 


COMPUTERS 

MORE  PALMY 
DAYS  FOR  3C0MT 

It's  launching  new  models, 
but  big  rivals  are  circling 

The  Palm  Pilot  and  its  progeny  h 
created  a  whole  new  market  nicl  - 
truly  useful  handheld  comput- 
These  gizmos,  which  store  addre; 
and  appointments  at  the  touch  of  a 
have  long  been  de  rigueur  among  i 
digerati.  Now,  the  Palm  Computinj^i 
vision  of  3Coni  Corp.  has  bigger  i)li 
On  Feb.  22,  Palm  will  introduce  «, 
snazzy  new  models,  then  try  to  d 
vince  the  world  that  Palm  has  set  \ 
standard  for  handheld  computers.  " 
Pabn  is  evolving  fi-om  a  popular  pr( » 
into  a  whole  industry,"  brags  Ja; 
Roberts,  senior  vice-president  at  .">( 
The  new  models  are  key  to  mal 
good  on  that  boast.  The  $369  Palm  j 
is  an  upgi'ade  of  the  Palm  III  that  oli 


ABRAMS:  A  Net-ready  Pahn  is  ne.r 

more  memoiy  and  a  better  screen,  i 
$449  Palm  V  packs  the  IIIx's  feati 
into  a  package  just  half  the  size.  .'. 
later  this  yeai;  Palm  will  offer  new  t 
vices  for  as  little  as  $199.  The  expand 
product  line  should  help  Palm  boost  se 
fii'om  1.8  million  units  last  year  to . 
million  in  1999  and  4  million  by  2''. 
figm-es  Intemational  Data  Corp.  (iik 
At  tliis  point,  3Com  might  be  expei'^ 
to  coast  a  bit.  Palm  has  about  77*55(1 
the  market,  according  to  Dataquest  t( 
Software  developers  have  ci'eated  S(|t 
2,500  progi-ams  for  the  Palm.  And  cti 
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PEOPLE  IN  A  U  S  T  M  A  L I  A 
E  U  I  L  D   SOME,    P  E  E  T  T  Y 

A  m:  a  z  1  N  €  T  m:  i:  n  €  s 

T  h  e  r  e  "  s   o  m.  e   in  fr  &  n  t   of  t.  k  m  t 

E  I  G  W  H  1  T  E    E  ILJ  I  L  D  I  N  G 

In  25  countries  around  the  world,  from    ^om"'' ""'""''""""'^  "'-o,     more  than  half  the  Toyota  vehicles  sold  in 


Turkey  to  Thailand,  Toyota  vehicles  are  being 
built  by  the  same  people  who  drive  them  - 
local  people.  Here  in  America,  Toyota  directly 
employs  more  than  23,000  people.  In  fact, 


America  are  built  here,  with  many  parts  com- 
ing from  U.S.  suppliers.  That's  why,  to  many 
people,  Toyota  is  more  than  just  a  source  of 
local  transport,  it's  a  source  of  local  pride. 


TOYOTA  People  Drive  Us 

Visil  our  websile  al  ua«av  loyola.corr/usa  or  wrile  Toyota  Motor  Corporate  Services.  9  W  57lh  St .  4900.N2,  New  York.  NY  10019  ®1998 


News  Analysis  &  Commentary 


])ames  like  Coach  do  a  brisk  business  in 
Palm  accessories  such  as  leather  cases. 
All  told,  Palm-related  business  fetches 
revenue  of  $1.2  billion,  more  than  half 
of  that  for  8Com,  figures  analyst  Ken 
Dulaney  of  consulting  fimi  Gaitner  Group 
Inc.  "We've  stmled  to  create  a  new  Palm 
Economy,"  says  Roberts. 

But  rivals  crave  a  piece  of  the  mar- 
ket— without  joining  the  Palm  Econo- 
my. Hewlett-Packard  Co.  and  Compaq 
Computer  Coip.  wall  soon  bring  out  new 
machines  using  Windows  ("E,  a  slimmed- 
down  version  of  Microsoft  Windows  for 
handhelds.  Though  CE  has  not  caught 
on  big  yet,  IDC  projects  that  Windows  CE 
will  be  on  62%  of  handheld  computers 
by  2002 — when  Palm's  share  will  fall  to 
29%.  Other  market  researchers  and 
3Com  dispute  that  scenario. 
NET  PUSH.  Still,  competition  is  rising. 
Another  software  "platform,"  Epoc32,  is 
being  readied  by  Symbian,  a  joint  ven- 
tiu-e  of  Britain's  Psion  Ltd.  and  cell-phone 
giants  Nokia,  Ericsson,  and  Motorola. 
3Com  is  ahead  now,  says  Pnidential  Se- 
cmities  Inc.  analyst  Luke  T.  Szymczak, 
but  "it's  way  too  eaily  to  declai'e  victoiy." 

That's  why  Palm  is  pushing.  It  took 
the  No.  1  spot  in  Eiu'ope  late  last  year 
and  just  rolled  out  a  Kanji  Palm  in 
Japan.  This  summer,  it  will  ship  Palm 
VII,  with  wireless  Internet  access.  The 
Palm  VII  will  be  key  to  another  3Com 
jjush — handheld  computers  that  go  on- 
line. Tlie  cost  of  a  Palm  VII  will  be  part- 
ly subsidized  by  data  services  customer-s 
sign  up  for;  such  as  stock  quotes  from 
E*Ti'ade  or  driving  dir-ections  fr'om 
MajjQuest.  3Com  will  deliver-  data — and 
take  part  of  the  r-evenue — via  a  service 
called  Palm.net.  Robin  Abrams,  named 
pr-esident  of  the  Palm  Computing  division 
on  Feb.  2,  will  head  the  launch. 

3Com  is  also  wori^ing  on  distribution 
and  licensing  deals.  ir^M  and  Symbol 
Technologies  Inc.  now  sell  Palms  to  cor- 
l)or-ate  accounts,  for  examjjle,  and  Qual- 
comm  Inc.  has  built  Palm  softwar-e  into 
its  new  VDq  wireless  phone.  But  can 
Palm  stand  up  to  its  rivals?  Syrnbian's 
backers  ar"e  the  top  names  in  mobile 
commimications.  Micr'osoft  could  be  even 
scarier:  It  has  vast  financial  resour'ces 
and  str'ong  ties  to  software  writers. 

For  now.  Palm  has  an  edge  with  de- 
velopers. But  in  the  end,  they'll  write 
for-  the  platform  with  the  most  user-s,  so 
the  next  two  year's  will  be  crucial. 
Roberts  is  convinced  3Com  can  turn 
Palm  into  its  own  industry  "All  sorts  of 
businesses  will  be  spawned  fr'onr  Palm," 
she  says.  The  trick  will  be  to  kee]) 
swimming  faster  than  the  other  fish. 

Bif  Andy  Reinhiifdt  in  Sai/fa  Clara, 
(■ilk 


COMMENTARY 


By  Paul  Magnusson 


THAT  FOREIGN  CASH  MAY  TAKE  A  TOLL 


The  imports  and  the  money  just 
keep  pouring  in.  In  the  ninth 
year  of  expansion,  the  U.  S. 
economy  exerts  a  pull  felt  in  ever-y 
cor-ner  of  the  globe.  Inflation  is  on 
vacation,  growth  is  strong,  con- 
sirmer's  are  insatiable,  and  equity 
mari<ets  are  rising.  So  the  U.  S.  is 
where  nations  aim  their  exports  and 
wher-e  global  investor's  send  their 
funds. 

Certainly,  that  hrrge  influx  can  be 
viewed  as  "a  r-eflection  of  good 
news — that  most  people  see  the  U.  S. 

as  a  gr-eat  place  to  in-   

vest,"  notes  Br'ookings 
Institution  economist 
Bar-ry  P.  Bosworth. 

But  ther'e's  another-, 
less  benign  way  to 
view  the  situation. 
Even  though  the 
inexpensive  irrr 
ports  and  the 
flood  of  capital 
are  helping 
lift  the  econo- 
my, they  ar-e 
also  producing  a 
recor-d  deficit  in  the 
nation's  cur-rent  ac- 
count, the  measur-e  of 
all  the  goods,  services, 
and  money  flowing 
into  and  out  of  the  coun- 
tr-y.  The  deficit  pr-obably 
hit  $227  billion  in  1998 
and  could  r-each  $310  bil- 
lion this  year — a  recor-d 
3.5%'  of  gross  domestic 
product,  according  to 
Standai-d  &  Poor-'s 
DKi,  an  economic  forecasting  service. 
NOT  FOREVER.  Today,  the  U.  S.  econ- 
omy is  in  great  shape  to  five  with 
that  lopsided  equation.  But,  war-ned 
Tr-easur-y  Secretar-y  Robert  E.  Rubin 
at  a  FelD.  17  pr-ess  confer-ence,  "the 
international  system  cannot  sustain 
indefinitely  the  lar-ge  cur-rent  account 
imbalances  that  have  been  created 
by  the  disparities  in  gr-owth  and 
openness  between  the  U.  S.  and  its 
major  tr-ading  partners."  His  pr-e- 
scription:  faster  growth  by  U.  S. 
treading  partner's. 

Federal  Reser've  Chairman  Alan 
Greenspan  is  also  wary  of  the  grow- 


A  huge  deficit 
is  O.K.  only 
while  the  U.S. 
prospers 


ing  current-account  deficit.  His  con- 
cerns center  on  the  obligations  the 
economy  is  incirr-ring:  All  those  for- 
eign investor-s  expect  a  r-eturn  on 
their  money  and  all  those  imported 
goods  have  to  be  paid  for  "The  con- 
tinued increase  in  our-  net  exter-nal 
debt  and  its  growing  servicing  costs 
clear-ly  ar-e  not  sustainable  indefinite 
ly,"  Gr-eenspan  said  in  congr-essional 
testimony. 
DIRE  SCENARIO.  Why  worry?  No  or 
expects  the  LI.  S.  economy  to  fall  oi 
a  current-account  cliff.  By  itself,  th 

  deficit  isn't  powerful 

enough.  But  in  combi- 
nation with  other- 
problems — a  falling 
dollar  or  a  bearish 
stock  market — today's 
virtuous  economic  cy- 
cle could  reverse. 
Indeed,  the  ex- 
ternal debt 
could  emerge 
as  a  major 
for'ce  in  a  ne^ 
vicious  cycle: 
When  the  econ 
onry  slows  down, 
the  hot  money  that 
has  pour-ed  into  the 
U.  S.  would  seek  higl 
er  retur-ns  elsewhere, 
perhaps  in  Eur-ope  or  ii 
recovering  economies 
of  Southeast  Asia.  To 
compete  for  money  to 
keep  paying  for  the  exte: 
nal  debt,  the  U.  S.  would 
have  to  r-aise  interest 
r'ates,  which  would 
cur'b  gr'owth. 

That's  a  dir'e  scenario.  And  it  coul( 
be  avoided  if  other  nations  fulfill  Ru- 
bin's wishes  and,  thr'ough  faster 
gr'owth,  bring  trade  closer  to  balance 
That  would  be  a  painless  way  to 
wean  the  U.  S.  fi'om  its  addiction  to 
for'eign  goods  and  investment  and 
would  pr'ove  that  the  global  economj 
can  wor-k  efficiently.  For  now,  it's  not 
a  bad  idea  to  keep  an  eye  on  the  cur 
r-ent-account  number-  as  the  one  dowr 
side  of  America's  cm-r-ent  pr'osperity. 

Magnusson  covers  trade  from 
Washington. 
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CHOLESTIN  IS  NO 
DRUG,  SAYS  A  JUDGE 


HEADLINER:  MICHAEL  DELL 


A  DELUGE  FOR  DELL 


In  his  new  book,  Direct 
From  Dell:  Strategies  That 
Revolutionized  An  Indus- 
try, Michael  Dell  muses 
on  moves  by  Com 
paq,  Hewlett- 
Packard,  and 
IBM  to  use  the 
direct-sales 
model  that 
made  Dell  Com- 
puter a  success. 
The  test,  he  says, 
will  be  how  Dell 
fares  as  rivals  change. 
"Time  vdll  tell,"  he  vmtes. 

Not  much  time,  it  seems. 
Wall  Street  is  worrying 
that  Dell's  gi'owth  is  slow- 
ing. On  Feb.  16,  the  Round 
Rock  (Tex.)  company  re- 
ported that  revenue  for  the 
fourth  quarter  rose  38%,  to 
$5.17  billion — less  than  ex- 
pected. Earnings  met  ex- 


pectations, rising  49%.  But, 
says  Merrill  Lynch's 
Steven  Milunovich: 
"They're  not  going  to 
grow  50%  forever." 
What  upsets 
the  Street? 
■^o.  f  Competition, 

■ and  Dell's  ab- 
sence from  the 
sub-$l,000  PC 
market,  the 
fastest-growing 
segment.  "We  don't 
see  any  fundamental  shift 
in  the  overall  competitive 
landscape,"  says  CFO  Tom 
Meredith.  Stili,  Dell  says  it 
is  assessing  the  cheap-PC 
market  even  as  it  pushes 
ahead  in  servers  and  work- 
stations. And  it  has  a  plan 
to  please  investors:  a  2-for- 
1  stock  split. 

By  Ira  Sager 


lETTHAT 

EPS  ON  EXPANDING 

'ENTURE  CAPITALISTS  ARE 
it,  the  explosive  gi'ow^h 
ntemet-related  businesses 
oniy  just  begun.  A  Feb. 
survey  by  Pricewater- 
seCoopers  shows  that  in- 
.ments  in  Net-related  ven- 
;s  in  1998  soared  to  $3.5 
on,  up  66%  from  a  year 
ier.  "The  Internet  is  the 
•r  app,"  says  Kirk  Walden, 
onal  director  of  the  study, 
irall,  a  record-setting 
27  billion  in  ventui'e  mon- 
ivas  spent  on  everything 
a  software  to  medical  de- 
s,  a  24%  jump  from  1997. 
den  says  the  leap  in  such 
!sting  shows  no  signs  of 
;ing.  It  doesn't  hurt,  ei- 
•,  that  venture  capitalists 
I  invest  in  startups  can 

IJI.MI.UIJIM 

AMEX  ANNEX 

a  marriage  made  in 
)ermarketing  heaven, 
erican  Express'  smali- 
siness  cardholders  wilt  get 
counts  of  up  to  10%  on 
computers  under  a  new 
Ex-IBM  alliance  announced 
Feb.  16.  The  news  helped 
>h  AmEx  shares  up  2%,  to 
after  the  alliance  was 
lounced.  The  two  compa- 
s  will  link  their  Web  sites 
allow  AmEx  customers  to 
MBM  products  online.  IBM 
)s  other  companies,  from 
leral  Express  to  Kinko's, 
t  provide  American 
iress  small-business  cus- 
lers  with  discounts. 
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expect  lush  paybacks  when 
their  ventures  go  public. 


CHALK  ONE  UP  FOR  MAKERS 

of  dietary  supplements.  On 
Feb.  16,  a  federal  disti-ict 
com!  judge  in  Utah  noted  that 
Cholestin,  a  product  made  by 
Nu  Skin  Enterprises  sub- 
sidiaiy  Pharmanex  to  promote 
healthy  cholesterol,  is  a  di- 
etary supplement  and  not  a 
drug.  The  ™ling  set  aside  a 
Food  &  Dmg  Administration 
decision  in  May,  1998,  banning 
the  importation  of  red-yeast 
rice  for  the  manufacture  of 
Cholestin.  The  fda  had  con- 
tended that  Cholestin  was  a 
drug.  The  agency  is  review- 
ing the  niUng.  The  fda  had 
argued  that  a  Cholestin  com- 
ponent was  chemically  identi- 
cal to  the  active  ingi-edient  in 
Merck's  Mevacor 


delta  air  lines'  .jump  in  on- 
time  performance  during 
1998 — from  woi'st  to  third 
among  major  carriers — might 
have  been  even  better  if  not 
for  problems  at  Atlantic 
Southeast  Airlines,  a  com- 
muter line  that  feeds  Delta 
flights  in  Dallas  and  Atlanta. 
ASA  was  plagued  by  flight 
delays  and  cancellations,  and 
at  one  point.  Delta  had  to  take 
over  baggage  handling  for 
ASA  in  Atlanta.  So  on  Feb.  16, 
Delta  offered  $700  million  for 
the  72%  of  ASA  it  doesn't 
already  own.  Delta  aims  to 
run  ASA  as  a  subsidiary — 
with  a  separate  pay  scale — in 
hopes  of  avoiding  the  labor 
strife  American  Airlines  has 
faced  with  Reno  Air. 


THE   CLINTON  ADMINISTRA- 

tion  is  pushing  for  more  mea- 


sures to  stem  global  bribery  of 
government  officials.  On  Feb. 
15,  an  Organization  for  Eco- 
nomic Cooperation  &  Devel- 
opment accord  went  into  ef- 
fect, requiting  member  coim- 
tries  to  ban  any  payoffs  to  for- 
eign officials  by  business  out- 
fits. Tlie  Administration  wants 
to  take  tilings  a  step  fuither 
by  penalizing  those  coimtries 
that  accept  the  bribes.  One 
idea:  persuade  the  Interna- 
tional Monetary  Fund  and 
World  Bank  to  take  corrap- 
tion  into  consideration  when 
making  lending  decisions.  The 
U.  S.  also  wants  more  coun- 
tries to  outlaw  bribe  taking. 

LIVENFS 

GOUERDAMMERUNG 

the  LAST  ACT  IS  NEAKING  AT 

Broadway  producer  Livent, 
which  filed  for  Chapter  11  re- 
organization in  November, 
1998.  More  than  10  companies 
ai'e  consideiing  buying  part  or 
all  of  Livent — including,  possi- 


bly, Walt  Disney.  If  Disney 
winds  up  as  Livent's  owner, 
it  will  be  an  odd  finale; 
Michael  Ovitz,  Livent's  main 
shai'eholdei;  was  ousted  fi:'om 
Disney  in  1997.  Other  possi- 
ble bidders,  which  were  re- 
ported by  Canada's  Natiotml 
Post,  include  Cablevision  Sys- 
tems, Ogden,  SEX  Entertain- 
ment, and  Back  Row  Pi-oduc- 
tions.  SFX  says  it  has  looked  at 
certain  assets.  Tlie  other  com- 
panies declined  to  comment. 
Livent  hopes  to  make  a  deal 
by  the  end  of  Mai'ch. 

ET  CETERA . . . 

■  Levi  Strauss  reported  a 
13%  drop  in  1998  sales,  to  $6 
billion,  citing  weak  demand. 

■  egghead.com  scored  prime 
advertising  spots  on  MSN, 
Microsoft's  online  network. 

■  H.J.  Heinz  will  shut  15  to  20 
plants  and  cut  jobs  to  free  up 
more  money  for  marketing. 

■  American  Airlines  esti- 
mated its  pilots'  recent  job 
action  cost  $150  million. 


CRACKING  DOWN  ON 
OVERSEAS  BRIBES 


A  FRESH  TRIBUTARY 
FOR  DELTA 


BUSINESS  WEEK  /  MARCH  1,  1999  41 


"To  REC:OME  A  I^liLLVDl'*]!^  I>J  KIN^VNCLiNj;.  SEKVIC^KS,  CjIIAWE  li^NJVK  OF  TeXAS 
NEEDED  TO  r:QT  Il»  MORIC  TILVX  l.OOO  KTl]I^VriO]V!SHII'  MANTAtiERS  AJVD 

I>K01)i:<  T  fSHIX  IAI.ISTS  WITH  A  TRUE  COMPETITIVE  ADV^JVTAGE" 

Nobody  works  banker's  hours  anymore.  At  Chase  Bank  of  Texas,  bringing  good  ideas  to  clients  is  a  24x7  proposition. 
To  leverage  its  knowledge  about  its  clients,  Chase  Bank  of  Texas  chose  Siebel  Enterprise  Applications  to  provide  its 
bankers  with  the  most  comprehensive  client  information  system.  Now,  their  bankers  have  become  true  "relationship 
managers",  offering  clients  value-added  financial  services  across  business  lines.  The  result?  Cross-selling  income 
has  soared  dramatically  and  client  retention  is  up  sharply.  To  find  out  how  Siebel  can  make  your  organization  more 
competitive,  call  1-800-273-9913  or  visit  Siebel  at  www.siebel.com. 


SAN  MATEO  •  CHICAGO  •  BOSTON  •  NEW  YORK  •  LOS  ANGELES  •  LONDON  •  SYDNEY  •  PARIS  •  MUNICH  •  TOKYO  •  MEXICO  CITY 


■1999  Siebel  Systems.  Incorporated.  Siebel  is  a  trademark  of  Siebel  Systems,  Incorporated  and  may  be  registered  in  certain  jurisdictions. 


Washington  Outlook 


ITED  BY  PAULA  DWYER 


LONG,  DARK  NIGHT 

OR  THE  RELIGIOUS  RIGHT 


Inti!  recently,  Tinky  Winky — one  of  the  stars  of  the  wikl- 
ly  populai-  Teletubbies  kids'  TV  show — symbolized  nothing 
more  than  the  triumph  of  silliness.  Now,  the  amoi-phous 
pie  space-munchkin  has  come  to  signify  something  else: 
ng  times  for  the  Religious  Right. 

'hiistian  conservatives  suffered  a  shattering  defeat  in  the 
eachment  trial  of  President  Clinton.  The  merciuial  Rev- 
id  Pat  Robertson  has  been  forced  to  reclaim  the  presi- 
;y  of  the  Christian  Coalition  after  a 
^hy  hiatus.  And  Reverend  Jerry 
A'ell's  decision  to  attack  Tinky  as  a 
lally  ambiguous  advocate  of  the  gay 
tyle  drew  coast-to-coast  snickers, 
[any  conservative  Christians  still 
t  accept  the  fact  that  two-thirds  of 
jricans  tliinli  Clinton  committed  per- 

in  covering  up  the  Lewinsky  affau* 
it  want  him  to  stay  on  the  job  by 
same  margin.  "Our  people  are  dis- 
ced that  Clinton  got  off,"  says  Jim 
berich,  executive  director  of  the 
iouri  Chiistian  Coalition.  "Someday 
)le  are  going  to  find  out  that  being 
nservative  Christian  is  not  equiva- 

to  wearing  a  scarlet  letter" 

WOFFISH.  ScaiTed  by  the  impeachment  fiasco,  some  Hill 
leaders  are  rnashing  to  distance  themselves  from  reli- 
s  activists  faster  than  you  can  say:  "Get  thee  behind 
House  Speaker  J.  Dennis  Hastert  (R-Ill.)  pledges  ac- 
modation  vrith  Democrats,  while  working  to  keep  anti- 
tion  riders  off  of  appropriations  bills.  And  many  gi'ass- 
s  officials  say  that  the  only  way  to  erase  the  gop's 
dful  disapproval  ratings  is  to  shelve  all  the  moralizing  in 
r  of  more  engaging  issues  such  as  tax  cuts,  education 
rms,  and  a  leaner  government. 


iipistian 


PAT  ROBERTSON      liappier  dayf 


Christian  groups'  absolutism  "scares  the  hell  out  of  voters 
in  the  middle"  of  the  political  spectnom,  says  independent  poll- 
ster John  Zogby.  New  Jersey  Governor  Christine  Whitman 
told  a  recent  gop  leadei'ship  conference  in  Miami:  "We  have 
got  to  get  away  fi"om  the  perception  that  all  we  cai*e  about  is 
whether  oi'  not  Teletubbies  are  gay." 

How  are  Christian  conservatives  reacting  to  such  chal- 
lenges? According  to  Morton  C.  Blackwell,  a  Virginia-based 
religious  activist  and  Republican  Na- 
tional Committee  member,  a  top  priori- 
ty will  be  "working  to  get  House  [im- 
peachment] managers  reelected." 
Democrats  have  tai'geted  many  of  them 
for  defeat  in  2000. 

Beyond  that,  the  Chi-istian  Coalition 
will  soon  roll  out  a  legislative  agenda 
that  blends  secular  planks  (ending  the 
marriage  penalty,  promoting  school 
choice,  backing  a  Star  Wars  antimissile 
system)  with  calls  for  a  ban  on  late- 
term  abortions,  parental  consent  for 
teens  seeking  abortions,  and  moves  to 
combat  religious  persecution  overseas. 
"Our  issues  are  in  the  center  of  public 
opinion,"  says  Randy  Tate,  the  coali- 
tion's executive  dii-ector.  "I  don't  see  how  nmning  away  from 
oiu'  agenda  helps  Republican  prospects." 

But  there's  trouble  ahead.  The  Religious  Right  shows  no 
signs  of  unifying  behind  Dan  Quayle,  Steve  Forbes,  or  any 
other  socially  conservative  gof  Presidential  contender.  Mean- 
while, semi-spiritual  Texas  Governor  Geor-ge  W.  Bush  soars. 
"It's  a  time  of  adversity,"  sighs  one  religious  activist,  "but 
maybe  that  will  energize  people  to  get  involved  in  oui'  cause." 
After  all,  miracles  do  happen. 

By  Lee  Walczak, 


with  Richard  S.  Dunham 


CAPITAL  WRAPUP 


FERNET  TAXES 

jast  Octobei*,  Congress  passed  leg- 
ition  that  was  supposed  to  resolve 
!  vexing  issue  of  how  to  tax  Inter- 
;  sales.  With  E-commerce  sizzling, 
!  timing  looked  perfect. 
The  measure  imposed  a  three-year 
ratorium  on  Net  taxes  and  set  up  a 
e-ribbon  commission  to  devise  a 
n  tax  system  for  both  electronic  and 
il-order  sales.  The  panel — which  in- 
des  AT&T  Chaii-man  C.  Michael 
mstrong  and  Netscape  GEO  James 
Barksdale — was  given  18  months  to 
ift  a  plan. 

But  four  months  later,  the  group 


has  not  met.  It  has  no  staff  and  no 
chairman.  A  spat  over  its  makeup  may 
force  Congress  to  rewrite  the  law. 
Worse,  in  this  poisonous  atmosphere, 
the  gi'oup  may  never  resolve  the  is- 
sues it  faces — even  if  squabbles  over 
its  makeup  ai'e  settled.  "This  is  just  a 
disaster,"  says  Donald  M.  Giiswold,  a 
tax  partner  at  accountants  kpmg. 

The  panel's  work  is  critical  to  state 
and  local  tax  collectors,  who  project 
they'll  lose  $10  biUion  a  year  by  2002 
as  E-commerce  booms.  It's  also  impor- 
tant to  online  sellers,  who  want  a  uni- 
form tax  system  in  all  50  states. 

House  and  Senate  leaders  were  sup- 
posed to  pick  eight  state  and  local  reps 


and  eight  representing  E-commerce, 
consumers,  and  Main  Street  retailers. 
They  goofed  and  chose  nine  from  in- 
dustry and  seven  from  local  govern- 
ment. No  business  member  will  quit 
and  no  Hill  leader  vrill  vrithdraw  his 
choice.  A  mediation  attempt  by  Vice- 
President  Al  Gore  has  failed  so  far. 

The  only  other  solution  is  to  add 
members.  But  state  and  local  officials 
feel  the  panel  still  will  be  stacked 
against  them.  "The  appointments  are 
so  biased,  we  may  be  better  off  having 
this  whole  effort  collapse,"  says  Na- 
tional League  of  Cities  lobbyist  Frank 
Shafroth.  He  may  get  his  wish. 

By  Howard  Glecktnan 
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FALL  OF  AN 
OLIGARCH 

Can  Vladimir  Potanin  save  his  empire? 


Last  April,  Vladimir  0.  Potanin 
proudly  celebrated  the  fifth  an- 
niversaiy  of  his  Oneximbank,  then 
one  of  Russia's  most  powerful  fi- 
nancial institutions.  At  a  press  confer- 
ence, the  once-media-shy  Russian  mag'- 
nate  acclaimed  Oneximbank 's  $;i7  billion 
in  assets — and  declaimed  it  on  the  way  to 
becoming  one  of  the  world's  largest 
banks.  All  across  Moscow,  Potanin  plas- 
tered billboards  with  the  image  of  the 
ancient  god  Zeus  proclaiming  that  Onex- 
iiiibank  could  "withstand  the  elements." 


Hardly.  Less  than  a  year  later, 
Potanin's  empire  is  disintegrating.  Onex- 
imbank owes  almost  $2  billion  to  for- 
eign and  domestic  creditors  and  has  vir- 
tually no  assets.  In  Febi-uary,  it  became 
the  fu'st  Russian  commercial  organiza- 
tion to  default  on  $250  milhon  in  Euro- 
bonds. From  its  peak  in  October,  1997, 
the  market  capitalization  of  Potanin's 
three  big  industrial  holdings — Sidanko 
Oil,  Svyazinvest  Telecommunications, 
and  Norilsk  Nickel — has  dropped  from 
about  $31  billion  to  $3.8  billion.  As 


Oneximbank  approaches  its  sixth 
niversary,  Potanin  is  stioiggling  to  s 
what  he  can  of  his  empire — and  sta 
nancially  alive.  ''Last  year,  [we]  v 
talking  about  raising  capital.  Now  w 
thinking  in  temis  of  sui"viving,"  he  s 

Potanin  is  not  alone.  Russia's  six 
er  banking  tycoons — Russians  call  t 
"oligai'chs" — have  been  brought  to  t 
knees  by  falling  commodity  prices,  1 
sia's  financial  crisis,  and  their  own  g 
and  mismanagement.  The  govemm( 
default  and  ruble  devaluation  last  s 
mer  exposed  the  oligarchs  as  Krei 
insiders  whose  vast  fortunes  deper 
more  on  political  connections  and  ma 
speculation  than  business  acumen. 

Now,  the  collapse  of  the  banking 
coons  is  setting  off  a  new  scramble 
assets  in  Russia,  as  creditors  go  i 
distressed  companies.  The  winners 
likely  to  be  the  country's  cash-sti 
energy  giants,  Lukoil  and  Gazprom, 
perhaps  other  companies  favored 
Prime  Minister  Yevgeny  M.  Prima 
an  old-guard  Communist  who  want 
cui'b  the  financiers'  power.  Says  Mil 
Berger,  editor-in-chief  of  the  Mos 
daily  Segodnya:  "The  [banking]  oliga 
have  money  enough  to  live."  It's  wi 
believed  that  most  have  stashed  mil 
in  bank  accounts  outside  Russia.  ' 


44  BUSINESS  WEEK  /  MARCH  1,  1999 


WINNERS  AND  LOSERS  AMONG  RUSSIA'S  HCOONS 

VAGIT  Y.  ALEKPEROV,  48:  As  founder  and  CEO  of  Lukoil, 
Russia's  first  oil  holding  company,  his  star  is  still  rising, 
despite  falling  oil  prices.  Lukoil  is  one  of  the  few  Russian 
companies  still  able  to  attract  foreign  investment. 

BORIS  A.  BEREZOVSKY,  53:  Once  close  to  Boris  Yeltsin, 
he's  under  attack  by  Prime  Minister  Yevgeny  M.  Primakov  and 
is  in  danger  of  losing  stakes  in  TV  network  ORT  and  Aeroflot. 

MIKHAIL  M.  FRIDMAN,  34:  Although  he  keeps  a  lower  pro- 
file and  has  been  more  cautious  than  other  tycoons,  he  is 
now  going  after  assets  of  distressed  banks  and  companies 
that  suffered  heavily  in  Russia's  financial  collapse. 

VLADIMIR  A.  GUSSINSKY,  46:  Moscow's  media  magnate, 
he  is  slashing  ad  rates  at  his  daily  newspaper,  weekly  maga- 
zine, and  TV  networks.  But  he  stands  to  gam  as  election 
campaigns  for  Parliament  and  President  heat  up. 

MIKHAIL  B.  KHODORKOVSKY,  35:  Russia's  financial  crisis 
nearly  wiped  out  his  Menatep  Bank  and  forced  him  to  swap 
30%  of  his  Yukos  oil  company  in  exchange  for  debt.  But  he 
persuaded  the  Central  Bank  to  keep  Menatep  alive  with  loans. 

VLADIMIR  O.  POTANIN,  38:  The  first  financier  to  default 
on  a  corporate  Eurobond,  he  may  be  forced  to  give  up  assets 
of  his  oil  holding  company,  Sidanko.  His  Oneximbank,  once 
one  of  Russia's  most  powerful,  is  $2  billion  in  debt. 

REM  L  VYAKHIREV,  55:  Chairman  of  Gazprom,  the  world's 
largest  natural-gas  company,  is  gaining  in  stature  as  export 
revenues  grow  and  other  tycoons  fail.  Gazprom  may  be  a 
prime  source  for  election  campaign  financing. 
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they  have  lost  their  in- 
fluence," he  adds. 

In  many  ways,  Po- 
tanin  has  fallen  the  far- 
thest. He  was  the  most 
Western-oriented  of 
Russia's  tycoons.  Flu- 
in  French  and  English,  which  he 
ected  as  a  Soviet  trade  official  in 
1980s,  he  talked  about  building  a 
sparent,  Western-style  industrial 
:lomerate  with  shareholdei-  protec- 
5.  Those  aims  made  him  not  only  a 
ing  of  President  Boris  N.  Yeltsin's 
•mei-s  but  also  an  acceptable  paitner 
le  eyes  of  foreign  investors.  But  his 
uent  contact  with  Westerners  also 
ved  him  to  rack  up  much  bigger 
l-cuirency  debt,  which  he  now  can- 

pay 

!AH.  It  only  took  Potanin  two  years 
urn  his  Oneximbank  into  Russia's 
est  private  financial  institution  after 
ding  it  in  1993.  Using  political  con- 
ions,  he  persuaded  Yeltsin's  refonu- 
to  sell  the  countiy's  most  lucrative 
•gy  and  minerals  assets  to  him  and 
■r  bankers  in  exchange  for  cheap 
s.  Among  other  assets,  Potanin 
)ped  up  Sidanko,  then  the  country's 
3  oil  producer,  as  well  as  Norilsk 
eel  and  Svyazinvest. 


Potanin  then  succeeded  in  attracting 
foreign  investors  to  his  holdings.  In  late 
1997,  British  Petroleum  paid  Potanin 
$571  million  for  a  10%  stake  in  Sidanko. 
Through  a  series  of  government  auc- 
tions, Potanin  and  his  partners  had 
picked  up  a  96%  stake  for  just  $530 
million  two  years  before.  Meanwhile,  in- 
vestor George  Soros  put  up  $980  million 
of  Potanin's  $1.8  billion  bid  for  25%  of 
state-owiied  telecom  company  Svyazin- 
vest in  July,  1997.  Potanin  also  man- 
aged to  borrow  a  total  of  $600  million 
through  syndicated  loans  fi'om  foreign 
banks  and  Eurobonds. 

Russia's  financial  crisis  ended  the  pai- 
ty.  The  default  on  short-term  govern- 
ment bonds  wiped  out  many  banks  that 
held  huge  batches  of  this  paper,  making 
it  harder  for  institutions  like  Onexim- 
bank to  pay  their  hard-cun-ency  debts. 
As  one  of  the  most  exposed,  Potanin  is 
now  a  pariah  in  the  eyes  of  foreign  in- 
vestors. Soros,  in  his  recent  book  The 
Crisis  of  Global  Capitalism,  calls  his 
holding  in  Svyazinvest  "the  worst  in- 
vestment" of  his  career.  Now,  his  and 
Potanin's  25%-  stake  is  worth  about 
$500,000.  Meanwliile,  BP  msiders  say  the 
company  I'egrets  its  decision  to  buy  into 
Potanin's  oil  company — even  though  bp 
publicly  says  it  plans  to  hold  onto  its 


stake.  Quips  Potanin:  "Now  that  I  am 
not  an  oligarch,  no  one  wants  to  speak 
English  to  me  anymore." 

Foreign  investore  ai'en't  the  only  ones 
attacking  Potanin.  In  regions  across 
Russia,  both  local  governments  and 
creditors  have  filed  bankruptcy  suits 
against  subsidiaries  of  Potanin's  Sidanko 
Oil.  The  suits  ostensibly  seek  payment 
of  back  taxes  and  delinquent  energy 
bills.  But  the  real  prize  could  be 
Sidanko's  oil  assets.  One  bankmptcy  suit 
is  believed  to  have  been  staited  by  a  ri- 
val of  Potanin's,  banker  Mildiail  M.  Frid- 
man.  He  controls  another  oil  giant,  Tyu- 
men Oil  Co.,  and  wants  to  win  control  of 
Sidanko's  biggest  jjroduction  unit. 

It  could  take  months  for  the  coiuts  to 
decide  the  fate  of  Potanin's  oil  company. 
In  the  meantime,  like  other  tycoons, 
Potanin's  key  strategy  is  to  preserve 
Ms  industrial  holdings  and  develop  what 
he  can.  He  recently  set  up  a  new  hold- 
ing company,  InteiTos-Pi'om.  It  includes 
his  giant  Norilsk  Nickel,  which  benefit- 
ed from  the  ruble  devaluation  and  is 
making  money  on  exports — and  other 
smaller  industrial  assets  such  as  Penn 
Motors  and  Novolipetsk  Metal  Co. 
HUMBLED.  But  he's  not  giving  up  on 
banking.  Potanin  created  a  new  insti- 
tution called  Rosbank  after  some  of 
Oneximbank's  foreign  creditors  seized 
money  from  the  overseas  accounts  of 
Oneximbank's  clients.  It  was  a  bid  to 
hold  on  to  his  clients.  Subsequently, 
most  of  Oneximbank's  healthy  ac- 
counts— such  as  Norilsk  Nickel — trans- 
ferred their  fimds. 

Is  Potanin  tiying  to  shield  his  assets 
from  his  creditor's  by  channeling  them  to 
the  new  Rosbank?  Critics  charge  that 
he  is.  Potanin  argues  that  he  plans  to 
merge  Oneximbank  into  his  new  finan- 
cial institution,  once  its  debts  are  re- 
stnictured.  That  means  creditors  will 
get  paid  something  for  their  losses,  al- 
though probably  pennies  on  the  dollar. 

Tycoons  like  Potanin,  though  vastly 
diminished  in  power,  are  hoping  to  stay 
alive  enough  financially  to  play  Russia's 
influence  game  another  day.  In  the  first 
round,  Potanin  and  the  other  financiers 
used  connections  and  most  of  theii'  mon- 
ey to  speculate  in  risky  financial  instiTi- 
ments,  such  as  Russian  Treasury  bills. 
Now,  a  humbled  Potanin  admits  that 
neither  Oneximbank  nor  Russia  can  so 
easily  withstand  the  elements  as  his  ads 
claimed.  "You  cannot  fight  nature.  If 
you  try  to  ignore  or  go  against  market 
rules,  you  cannot  succeed,"  he  says. 
However  Potanin  plays  in  the  next 
round,  Russia's  economy  is  unlikely  to 
be  tightly  controlled  by  ohgarchs  again. 
By  Patricia  Kranz  in  Moscow 


BUSINESS  WEEK  /  MARCH  1,  1999  45 


International  Business^ 


COMMENTARY 


By  Stephen  Baker 


WHY  PHILIPS  SHOULD  TEAR  ITSELF  APART 


Philips  President  Cor  Boonstra 
faces  some  painful  questions 
these  days.  Mention  the  Dutch 
giant's  failed  venture  in  mobile 
phones,  and  he  winces.  Ask  him  if  he 
likes  his  job,  and  you  get  a  wan 
smile.  "On  the  record?"  he  asks 
sheepishly. 

The  reticence  is  understandable. 
Boonstra  has  just  closed  the  books 
on  a  demoralizing  1998,  during  which 
Philips'  earnings  on  continuing  opera- 
tions dropped  56%,  to  $606 
million.  Now  comes  the 
toughest  decision  he  may 
ever  face:  After  years  of 
ceaseless  restructuring, 
should  he  break  up  the  $34 
billion  company?  His  answer 
should  be  a  resounding  yes. 

Breaking  up  Philips  would 
be  wrenching.  It's  a  national 
institution  in  the  Nether- 
lands, with  233,000  employ- 
ees worldwide.  But  as 
Philips  confronts  the  Inter- 
net age,  staying  whole  may 
be  its  greatest  handicap. 
And  with  European  stock 
markets  close  to  records,  the 
moment  is  ripe.  Boonstra 
should  divide  PhUips  into  its 
main  businesses:  semicon- 
ductors, consumer  electron- 
ics, and  lighting.  Allowing 
each  to  trade  sepai'ately,  an- 
alysts reckon,  would  boost 
market  capitalization,  now 
$25  billion,  by  30%  to  60%. 

More  important,  creating  nimbler, 
stand-alone  units  would  give  Philips 
what  it  has  always  lacked:  speed.  The 
company  has  long  been  blessed  with 
great  brains.  Its  labs  came  up  with 
such  winners  as  the  compact-disk 
player.  But  its  marketers  fumbled 
away  leadership  in  such  technologies 
to  the  Japanese.  In  the  Web  world, 
even  zippy  Asian  competitors  are 
hard-pressed  to  keep  pace.  Can  Boon- 
stra coax  out  new  generations  of 
products,  from  digital  TVs  to  mobile 
phones,  fast  enough?  It's  unlikely  if 
he  shies  away  from  radical  surgei-y. 

Performing  it  would  give  Philips 
the  agility  it  needs — and  may  not  re- 
quire big  changes  in  management. 
Look  at  ASM  Lithography,  a  maker  of 


semiconductor  equipment  that  strag- 
gled as  pait  of  Philips.  Wlien  it  was 
spun  off  in  the  early  1990s,  managers 
drove  it  to  market  leadership.  Its 
market  cap  quintupled,  to  $5  bilHon. 
Philips'  rival  Siemens,  following  the 
same  logic,  plans  to  spin  off  its  semi- 
conductor unit  within  a  year. 

Boonstra  could  free  the  same  spii- 
it  by  cutting  loose  his  $5  billion  light- 
ing division  and  the  $3.6  billion  semi- 
conductor unit.  And  he's  no  stranger 


Boonstra  seems  to  be 
backing  away  from 
radical  surgery. 
That's  a  bad  move 


to  the  task.  As  ceo  for  the  past  two 
years,  he  has  sold  off  60  businesses, 
including  longtime  loser  Grandig  and 
music  gem  PolyGram,  trimming 
down  an  unwieldy  conglomerate  into 
a  fairly  focused  company.  Into  the 
bargain,  he  has  a  war  chest  of  $3.3 
billion  from  the  PolyGram  sale. 
A  full-scale  breakup  is  a  logical 


next  step.  But  Boonstra  is  flinching 
apparently  determined  to  ease  up  o 
restractuiing.  Like  his  predecessors 
he  now  pins  his  hopes  chiefly  on  im 
proved  marketing  and  cost-cutting. 
This  is  a  big  letdovra.  "Every  butch 
er  they  hire  turns  into  a  masseuse,' 
gripes  Michael  Kraland,  president  o 
Trinity  Capital  Partners  in  Paris. 

Boonstra's  plan  is  to  market  a  ho 
of  new  products  that  are  all  Philips 
TVS  and  Web-surftng  cell  phones 

powered  by  in-house  chips 
and  boasting  the  company' 
flat  screens  or  Uquid-cryst; 
displays.  It's  integrated  pr 
duction — and  it  goes 
straight  against  the  trend 
high  tech.  Smart  companie 
now  focus  on  specialties  ar 
contract  out  practically 
everything  else.  Nokia 
Corp.  has  raced  to  leader- 
ship in  mobile  phones  by 
handling  design,  marketing 
and  software — and  outsom 
ing  for  semiconductors.  Th 
result  is  bhndingly  fast 
product  development. 

Boonstra  should  not  nee 
much  convincing  on  this 
point.  Two  years  ago  he 
launched  a  $2.5  bilhon  cell 
phone  joint  venture  with 
Lucent  Technologies,  pre- 
dicting that  it  would  sup- 
plant either  Motorola, 
Ericsson,  or  Nokia  in  the 
top  three  by  2000.  But  coc 
dinating  product  design,  marketing, 
and  chip  development  proved  too 
tough.  Plagued  by  delays,  Boonstra 
pulled  the  plug  last  November — bu 
not  before  a  $420  mOlion  loss.  "We 
got  a  big  scar  on  our  nose,"  Boonst 
admits. 

Scaired  as  he  is,  Boonstra  can  n< 
longer  avoid  radical  action.  Cost-cui 
ting  and  tinkering  with  the  product 
portfolio  might  have  been  right  for 
the  TV  age.  For  the  sprint-or-die  In 
ternet  markets,  here's  betting  that 
few  pint-sized  Phihps  companies 
would  ran  a  whole  lot  fastei'  than 
their  big  daddy  in  Amsterdam. 

Baker  covers  technology  from  th* 
Paris  bureau. 
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:  ■  Do  computer 
makers  believe  that 
-r  every  time  they 
come  out  with 
new  product, 
I  get  a  new  budget? 


Realit)^  check:  If  you've  invested  in  technologies  like 
OpenVMS  or  NonStop  Himalaya'^  you  count  on 
them  to  run  your  business — and  they  do  it  well.  But 
with  IT  rapidly  evolving,  there  are  opportunities 
you'd  like  to  seize.  So  Compaq  is  extending  these 
ivironments  to  incorporate  elements  like  Web-enabled  capabilities,  Windows  NT" 
iteroperability  and  64-bit  performance.  Which  means  your  IT  infrastrucmre  can 
main  firmjy  in  place  while  new  applications  like  e-commerce  come  on-line.  We 
^er  not  just  systems  but  software,  services  and  solutions  to  make  it  all  work 
)gether.  So  your  past  investments  will  continue  reaping  future  returns. 
3  learn  more,  call  1-800-AT-COMPAQ.  Or  visit  www.compaq.com/investment. 
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JAPAN 


THE  BOND  MARKET 
THAT  SHOOK  THE  WORLD 

Tokyo's  about-face  has  brought  calm  for  now,  but  more  nasty  surprises  he  ahead 

The  effect  was  electrifying.  When  Fi- 
nance Minister  Kiichi  Miyazawa  an- 
nounced on  Feb.  16  that  his  min- 
istiy  would  snap  up  $3.4  billion  worth  of 
Japanese  govemment  bonds  in  the  en- 
suing six  weeks,  investors  rejoiced.  Fi- 
nally, they  figiu'ed,  the  government  was 
showing  it  would  be  the  buyer  of  last 
resort  for  its  own  bonds.  That  meant 
the  govemment  bond  market  would  not 
collapse,  as  had  been  feared.  Bond 
prices  soared,  bringing  yields  down  to 
1.9%  from  recent  highs  of  2.4%.  And 
with  a  slew  of  officials  also  talking  down 
the  Japanese  ciuTency,  the  yen  slid  to  a 
two-month  low  of  118  to  the  dollai-.  Lat- 
er the  same  day,  as  Wall  Street  re- 
opened after  the  Presidents'  Day  holi- 
day, U.  S.  bonds  rallied,  too,  and  yields 
came  back  from  the  six-month  high  of 
5.43%  reached  the  previous  Friday. 

So  everything  is  hunky-doiy,  right? 
Wrong.  True,  pohcymakers  aU  over  the 
world  welcome  the  temporary  easing  of 
the  squeeze  inflicted  on  then-  economies 
by  rising  Japanese  bond  yields,  which 
push  up  their  own  interest  rates  and 
threaten  to  choke  gTowth.  But  Miyazawa 
didn't  go  far  enough  to  promise  long- 
teiTO  relief.  Expect  the  Japanese  bond 
market  to  have  more  nasty  surprises  as 
policymaker's  grope 


MIYAZAWA 


for  a  solution. 

Here's  the  prob- 
lem: Japan  has 
already  promised 
$700  billion  in  tax 
cuts  and  aid  to  ail- 
ing banks  and 
companies.  So  it 
doesn't  have  much 
scope  for  further 
fiscal  action.  In- 
stead, U.  S.  Tr-easury  Secretary  Robert 
E.  Rubin  calls  for  Japan  to  use  "all  pos- 
sible policy  tools"  to  kick-start  its  econ- 
omy. Rubin  and  others  want  Japan  to 
refloat  its  sinldng  economy  on  a  flood  of 
liquidity,  mof's  bond  buying  won't  create 
that  liquidity.  In  effect,  the  ministiy  is 
taking  money  out  of  one  pocket — the 
vast  tmst  funds  that  it  manages,  such 
as  the  $2  trilhon  in  the  postal  savings 
system — and  putting  it  in  another. 


Under  heavy 
pressure  from 
the  LDP,  the 
Finance  Minister 
promised  to  buy 
government 
bonds 


What's  needed  now  is  for  the  Bank  of 
Japan  to  buy  bonds,  effectively  mone- 
tizing the  debt  and  juicing  Japan  with 
new  cash.  "[Rubin  and  others]  v/ant  the 
Bank  of  Japan  to  step  in,"  says  one  in- 
ternational monetary  official. 

But  the  bank,  led  by  Governor 
Masaiai  Hayami,  steadfastly  refuses  to 
jump  into  the  bond  market  as  a  big- 
time  buyer'.  On  Feb.  12,  it  made  a  token 
cut  in  shor-t-ter'm  r'ates,  trimming  them 


to  0.15%  ft'om  0.25%.  Hayami  will 
take  rates  to  zer-o,  but  he  won't  \\ 
the  r-uhng  Liberal  Democratic  Par-t 
blank  check  to  spend  Japan  into  fi' 
oblivion,  as  he  sees  it.  And  it  was 
obstinacy  that  helped  push  U.  S.  1 1 
bonds  up  the  same  day  as  Hayai 
rate  cut. 

Wliy  all  the  drama  about  the  ai'( 
wor'ld  of  the  Japanese  gover^nment  1  ' 
mar'ket?  Simply,  it's  massive.  Alrei 
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itroducing  insurance  and  investments  from  a 
ame  you  can  trust.  GE. 

)r  every  step  you  take  in  lif  e,  you  can  trust  GE  to  help.  Over  five 
lillion  people  already  turn  to  tlie  GE  Financial  Assurance  family 
companies  for  mutual  funds,  life  insurance,  annuities,  long  term 
ire  insurance,  supplemental  healdi  insurance  and  auto  insurance. 
)when  you  think  of  insurance  and  invesmienLs,  think  oi  CiE. 

isit  us  at  www.ge.com/financial. 

\Ne  bring  good  things  to  life. 

?E  INSURANCE  •  MUTUAL  FUNDS  •  ANNUITIES  •  LONG  TERM  CARE  INSURANCE  •  AUTO  INSURANCE  •  SUPPLEMENTAL  HEALTH  INSURANCE 

urance  and  investment  products  available  from  the  GE  Financial  Assurance  family  of  companies.  Mutual  funds  and  variable  insurance  products  are  offered  by  Capital  Brokerage 
rp..  Member  NIASD/SIPC,  and  available  tfirough  select  broker  dealers.  Capital  Brokerage  Corp.  does  business  as  GE  Capital  Brokerage  Corporation  in  IN,  MN,  NM  andTX. 
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Pouring  more  money  into  the  economy  would  be  'like  i 
morphine  injection  to  keep  a  dying  patient  alive" 


$2.5  trillion  woith  of  such  bonds  ai'e  out- 
standing and  at  some  point  this  year, 
says  J.  P.  Moi'gan  &  Co.,  the  mai'ket  will 
siu-jjass  the  U.  S.  Ti-easuiy  Bond  mai'ket, 
now  the  world's  biggest,  in  size.  Indeed, 
with  budget  deficits  of  10%  of  gToss  do- 
mestic product,  Japan  is  heading  for  a 
huge  government  debt  binge  (chait)  that 
will  make  it  an  even  bigger  factor  in 
setting  world  interest  rates. 

In  effect,  Japanese  official  debt  mar- 
kets have  gi'own  such  a  long  tail  that 
they  can  wag  the  global  dog.  That's 
shown  by  the  market  action  of  Feb.  16, 
which  was  the  complete  reverse  of  what 
happened  on  Dec.  21.  Then,  the  Min- 
istry of  Finance  announced  it  would 
stop  buying  government  bonds  on  the 
market.  That  decision  sent  both  bond 
yields  and  the  yen  into  orbit.  Indeed, 
until  Miyazawa  blinked  in  February, 
Japanese  long-tenn  interest  rates  had 
tripled,  to  2.4%,  while  the  yen  had  ap- 
preciated 24%>  since  last  fall. 
BIG  BRAWL.  For  yeai-s,  Japan  has  been  a 
massive  exporter  of  capital — helping  to 
keep  U.  S.  and  other  global  intei-est  rates 
lower  than  they  might  othei-wise  have 
been.  But  in  January,  Japan  suddenly 
starting  sucldng  in  fimds  from  around 
the  world.  Japanese  investore,  most-  •»«>" 
ly  life  insurers  attracted  by  im- 
proving returns  at  home,  sold  off 
$8  billion  worth  of  foreign  bonds 
and  stocks.  Meanwliile,  global  bond 
fimds,  long  undei-weight  in  Japan, 
pumped  $6  bill'on  into  Japanese 
bonds  because  with  a  mix  of  liigher 
Japanese  rates  and  cuiTency  gains 
they  could  earn  more  than  a 
straight  play  on  U.  S.  bonds. 

So  when  Miyazawa  meets  with 
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tion  to  keep  a  dying  patient  alive,"  says 
Ronald  Bevacqua,  a  senior  economist 
with  Merrill  Lynch  &  Co.  in  Tokyo. 

The  LDP  simply  panicked  when  it  saw 
the  havoc  being  wreaked  by  high  inter- 
est rates  and  a  strong  yen.  Heavily  in- 
debted constiTJction  companies  and  big 
exporters,  two  powerful  groups  in 
Japan,  were  being  badly  squeezed.  So 
the  party  tried  to  pressure  the  Bank 
of  Japan  to  piint  yen,  kick  the  money 
supply  into  overdrive,  and  start  buying 
a  big  chunk  of  the  $350  billion  of  new 


JAPAN  FLIP-FLOPS  ON  BONDS 

DEC.  21  Government  announces  plans  to 
issue  $600  billion  of  bonds  in  FY  1999,  up 
24%  from  last  year. 

DEC.  21  Finance  Ministry  says  it  will  stop  buy 
ing  bonds  in  the  market.  Yields  soar. 

JAN.  29  U.S.  Treasury  Secretary  Rubin  urges 
Japan  to  use  "all  possible"  tools  to  kick-start 


government  debt  to  be  issued  this  y 
But  with  Hayami  digging  in  his  h( 
the  LDP  strong-aiTned  Miyazawa.  Ju 
week  before  his  Feb.  16  about-face 
had  professed  to  be  blase  about  Jap 
rising  interest  rates.  But  "mof  is 
reflecting  the  will  of  the  politicians," 
ures  Hiroslii  Kuribayashi,  an  econoi 
with  Barclays  Capital. 

And  the  ldp  hasn't  given  up 
Hayami,  either.  Piime  Minister  K 
Obuclii  called  for  a  debate  in  the  Die 
prod  the  central  bank  to  do  more, 
some  think  it's  only  a  matter  of  t 
before  boj  caves  in.  The  Japanese  n 
ey  supply  is  creating  a  bottleneck 
the  economy  because  it  is  gi'owing 
barely  perceptible  3.6%  annual  r 
"Unless  we  see  a  double-digit  inert 
in  the  money  supply,  the  problem 
going  to  go  away,"  says  Jeremy  Fi 
senior  foreign-exchange  strategist 
BankBoston  Corp.  He  thinks  the 
could  easily  tumble  to  130  to  the  d( 
by  the  end  of  March. 

But  like  so  many  other  dimension 
Japan's  economic  mess,  this  merely 
ates  a  whole  new  set  of  trade-offs 
the  yen  tanks,  it  will  create  all  sort 
mayhem  in  Asian  markets,  which 
■~»  40%  of  Japan's  armual  exports, 
sides,  lower  interest  rates  w( 
take  the  pressui'e  off  debt-bui"d€ 
companies.  So  they  could  ea 
dodge  painful  restructuring  nee 
to  bum  off  Japan's  excess  capa 
in  autos,  semiconductors,  and  st 
Japan  would  also  forgo  a  gol 
opportunity  to  get  the  banks 
on  theii'  feet.  Until  the  latest  pc 
reversal,  a  sizable  spread 
emerging  between  short-temn 


Rubin  and  other  finance  ministers     l^^.^'l^l'^l'^'   rowing  rates  and  long-term  lem 


from  the  developed  world  in  Bonn 
on  Feb.  20,  he'll  certainly  get  an- 
other earful  about  the  need  to  keep 
Japan's  bond  beast  in  a  cage.  But 
he's  more  attuned  to  the  huge  po- 
litical brawl  at  home.  Fiscal  con- 
sei-vatives  at  mof  and  the  central 
bank,  mostly  bureaucrats,  are 
ranged  against  would-be  big 
spenders  in  the  LDP.  The  party 
faces  a  tough  general  election  with- 
in the  next  18  months,  so  its  back- 
benchers are  angling  to  inject  mas- 
sive amounts  of  government  money 
into  the  economy,  regardless  of  the 
impact  on  the  nation's  overall  sol- 
vency. "It's  like  a  morphine  injec- 


FEB.  10  Government  spokesman  Hiromu  Nona- 
ka  urges  U.S.  to  consider  buying  government 
bonds  to  help  Japan,  as  Japan  did  for  the  U.S. 
m  thel980s. 

FEB.  12  Bank  of  Japan  cuts  overnight  lending 
rates  to  0.15%  from  0.25%  and  promises  to 
expand  the  money  supply.  But  bond  yields  jump 
60  basis  points,  to  2.1%,  and  the  stock  market 
droops. 

FEB.  16  Finance  Ministry  makes  an  about- 
face  and  commits  to  buy  $3.4  billion  of 
bonds  through  March.  The  bond  market, 
stock  market,  and  dollar  soar. 

DATA  BUSINESSWEEK 


rates.  Imagine  the  windfall  if 
banks  could  have  raised  funds 
less  than  1%^  in  the  interbank  n 
ket  and  then  lent  the  stuff  ou' 
5%'.  This  kind  of  steep  yield  cu 
helped  U.  S.  banks  regain  profit; 
ity  in  the  eai'ly  '90s.  It  could  h 
done  the  same  for  Japanese  lend 
So  once  again,  Japan  seems 
be  feinting  left  and  right  to 
the  pain  of  radical  restructur 
Domestic  political  imperatives 
driving  policy.  But  now  the  Jai 
ese  bond  markets  are  so  big 
when  they  sneeze,  the  rest  of 
world  catches  cold. 

By  Brian  Bremner  in  To 
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For  on-call  pickup  of  your  urgent  air  shipment,  or  to  find  the  nearest  of  more    [  ^ 
than  60,000  drop-off  locations,  just  call  1-800-PICK-UPS  or  visit  ups.com.  jQp^ 


MOVING  at  the  SPEED  of  BUSINESS? 


There's  an  Easier  Way  to  Reach  Your  SAP  Data 
and  the  Right  Decisions. 


SAS  Software  is  the  Real  Breakthrough. 


You've  invested  millions  in  your  ERP  system. 

Looking  for  a  way  to  turn  all  that  data  into 
information — and  true  competitive  advantage? 
You're  ready  to  expand  your  business  Seeking 
a  reliable  way  to  evaluate  profits,  monitor  costs, 
and  manage  budgets?  You're  anxious  to  satisfy 
customer  needs  and  stakeholder  demands. 
Waiting  for  one  consistent  version  of  the  truth  — 
from  every  corner  of  your  enterprise? 

SAS  software — from  the  world's  leader  in  decision 
support — lets  you  get  down  to  business  with 
SAP  AG's  R/3  — or  any  other  data. 


♦  Achieve  a  rapid  return  on  your  ERP  Investment 

♦  Enhance  profitability  through  data  mining 

♦  Unleash  the  business  potential  of  R/3,  other  ERP 
systems,  or  other  data  sources — using  integrated 
SAS  capabilities  for  CRM,  balanced  scorecard, 
quality  improvement,  and  more 

SAS  software  leverages  strategic  partnerships  and 
is  Year  2000  compliant  and  platform  independent. 

Visit  us  at  www.sas.com/erpsolutions  for  more 
information  and  to  request  our  free  guide: 

Maximizing  Return  on  Your  SAP  AG  R/3  Investment. 
Or  give  us  a  call  at  919.677.8200. 


SAS  Institute  Inc.  The  Business  of  Better  Decision  Making. 
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HINA'S  ARMS  BUILDUP: 

I  THE  PAPER  TIGER  GROWING  CLAWS? 


!he  revelation  that  China  is  building  up  its  missile  arse- 
nal across  the  Taiwan  Strait  from  Taipei  seemed 
to  confirm  every  Sinophobe's  worst  fear:  A  modernized 
pie's  Liberation  Army,  packing  stolen  high-tech  weapons 
inology,  was  finally  flexing  its  muscles.  The  reality 
ir  more  complex.  Despite  that  menacing  array  of  missiles, 
na's  army,  navy,  and  air  force  are  mainly  ill-equipped 

badly  trained.  Yet  the  Chinese  are  more  committed 
1  ever  to  building  a  military  their  neighbors  must  fear 

respect.  Responding  to  this  challenge  will  be  one  of 
ihington's  trickiest  foreign  policy  tasks, 
'or  now,  the  chasm  between  China's 
rations  and  capabilities  is  enormous, 
ling  has  plenty  of  priorities  that  call 
a  tough  military  machine.  The  top  i 

is  to  prevent  Taiwan  from  declaring 
ipendence.  China  also  wants  to  de- 
1  an  industrial  base  that  has  migi'ated 
he  coast;  protect  its  interests  in  the 
mtially  oil-rich  South  China  Sea;  and 
)ai'e  for  future  dustups  with  the  likes 
apan,  the  U.S.,  and  a  nuclear-armed 
a.  Eventually,  China  wants  to  acliieve 
iminence  in  the  Pacific  and  recognition 
me  of  five  global  powers  beside  the  U.  S.,  Japan,  Russia, 

Europe. 

TARY  "MUSEUM."  Beijing,  however,  faces  a  long  march  be- 
achieving  such  lofty  goals.  For  the  most  part,  the  2  million- 
People's  Liberation  Army  is  "the  world's  best  miHtaiy  mu- 
tt," sniffs  Robert  A.  Manning  of  the  Council  on  Foreign 
itions.  Soldiers  have  shouldered  the  same  weapons  f^or 
■e  decades  and  haven't  fu-ed  an  angiy  shot  in  two. 
'ther  services  are  no  better  off.  A  Pentagon  i-eport  last 
called  the  Chinese  navy's  anti-submarine  warfare  gear 
limentary."  Lacking  an  effective  amphibious  force,  the 
tary  won't  be  able  to  invade  Taiwan,  which  has  a  pretty 
ih  army  and  a  sophisticated  air  force  of  its  own.  As  for 


GUNG  HO:  The  uavy  wantis  itew  skips 


China's  air  force,  pilots  average  less  than  two  houi-s  a  week  in 
the  air,  with  little  night  or  bad-weather  training.  Paul  H.  B. 
Godwin  of  the  National  War  College  concludes  that  for  the 
next  decade,  China's  miUtaiy  won't  "be  anything  more  than  a 
nuisance." 

But  China's  militaiy  ambitions  cannot  be  discounted.  Now 
that  Beijing  has  forced  the  pla  to  divest  its  business  inter- 
ests, the  generals  have  more  time  to  overhaul  their  com- 
mands. The  army  has  already  built  up  a  respectable  capacity 
in  the  short-range  conventional  missiles  needed  to  attack 
Taiwan.  The  Defense  Ministry  has  bought  foui"  modem  sub- 
marines and  is  haggling  over  two  mis- 
sile-firing destroyers  fi'om  Russia,  which 
could  be  the  start  of  a  long-term  plan  to 
build  a  larger  navy.  China  is  using  Is- 
raeli and  Russian  equipment  to  build  an 
air  force  that  can  match  the  capability 
American  forces  had  in  the  1991  goilf  wai; 
-■-  -    '  according  to  Richard  D.  Fisher  Jr.  of  the 

Heritage  Foundation.  That  should  be 
enough  to  keep  the  pressui'e  on  Taiwan. 
"They  hope  to  take  Taiwan  over  with- 
out blowing  it  to  bits,"  says  William  C. 
Tiiplett  H,  a  noted  China  hawk. 
Instead  of  aii'craft  earners  and  bombers,  China  is  investing 
heavily  in  electronic  jamming  and  intercept  techniques  to 
thwart  the  Pentagon's  satellite-based  combat  communica- 
tions, just  in  case  the  U.  S.  gets  in  Beijing's  way.  The  pla 
may  be  working  on  such  Buck  Rogers  stuff  as  anti-satellite 
laser  weapons.  "This  is  an  area  where  it  can  at  least  reach 
rough  parity,"  says  one  China  watcher. 

Clinton  Administration  ofJicials  admit  China's  buildup  beai's 
watching.  The  U.  S.  itself  may  not  be  threatened  anytime 
soon.  But  over  the  long  haul,  the  pla's  modernization  could 
drastically  alter  the  balance  of  power  in  Asia. 

By  Stan  Crock  in  Wasliington  and  Joyce  Barnafhan  in 
Hong  Kong 


GLOBAL  WRAPUP 


■RMAN  PLAN  CAUSES  FLAP 

jrerman  Chancellor  Gerhard 
hroder  ignited  a  controversy  on 
)b.  16  when  he  griped  about  a  "cam- 
ign"  against  Germany  to  force  its 
nks  and  companies  to  pay  repara- 
>ns  for  Nazi  era  crimes.  Schroder 
IS  aiming  at  U.  S.  trial  lawyers,  but 
some,  the  remark  seemed  callous. 
The  brouhaha  illustrates  the  prob- 
ns  a  new  German  fund  faces, 
hroder  wants  any  money  to  go  di- 
etly  to  victims  and  their  heirs,  not  to 
vyers.  He'd  like  victims  to  agree  not 


to  take  part  in  separ-ate  lawsuits  and 
he  also  wants  to  avoid  delaying,  or 
scuttling,  Deutsche  Bank's  proposed  $10 
billion  acquisition  of  Banker's  Trust. 

The  World  Jewish  Congress  wel- 
comed Schroder's  plan.  But  U.  S.  trial 
lavvyers  attacked  it.  And  some  Gennan 
companies  doubt  that  any  deal  can 
stop  the  lawyers  from  pui'suing  class 
actions. 

ISRAEL  CROATiA  MEND  FENCES 

►  The  Israeli  defense  industry  is 
expanding  its  reach  into  Eastern 
Europe.  Croatian  President  Franjo 


Tudjman's  1997  apology  to  Israel  for 
Croatia's  cooperation  with  the  Nazis 
during  World  War  II  cleared  the  way 
for  closer  military  ties  and  led  the 
two  nations  last  year  to  establish 
diplomatic  relations. 

Now,  Israel  is  to  upgrade  Croatia's 
25  MiG-21  fighters.  Under  a  deal 
signed  on  Feb.  14,  work  on  the  $100 
milUon  contract  will  be  performed  at  a 
plant  near  Zagreb  by  Elbit  Ltd.  and 
Israel  Air-craft  Industries  Ltd.  The 
two  companies,  which  are  Israel's 
largest  defense  contractors,  are  also 
upgi'ading  Romania's  MiG-21's. 
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EXECUTIVE  SEARCH 


BIG  HEADHUNTER 
IS  WATCHING  YOU 

Spencer  Stuart  is  earning  lucrative  fees  by  sizing  up  the  talent  at  M&A  targets 


If  L.  Dennis  Kozlowsld,  cliainnan  and 
CEO  of  Tyco  International  Inc.,  is 
known  for  anytiiing,  it's  his  nose 
ffir  the  deal.  He  has  done  110 
of  them  sijice  lie  became  ceo  in 
1992,  building  a  successful 
$22  billion  company  with 
low  staff  turnover.  So 
why  would  the  dean  of 
dealmaking  need  to 
bring  in  an  execu- 
tive-search firm  to 
do  a  secret  review 
of  management  tal- 
ent at  such  tai'gets 
as  U.S.  Surgical 
Corp.   and  amp 
Inc.  befoi'e  plung- 
ing ahead? 

Because,  says 
Kozlowski,  failing 
to  scrutinize  the 
people  as  intensely 
as  you  do  the  books 
is  a  recipe  for  disas- 
ter. "We're  very  ca- 
pable of  reviewing 
products  . . .  distiibution, 
customers,  etc.,"  he  says 
"Wliat  we  don't  know  about  ' 
is  the  details  and  backgi-ounds 
of  some  of  the  executives  in  the  or- 
ganization we're  consideiing  acciuiring." 
It's  an  obvious  point,  but  one  that  many 
companies  are  only  now  waking  up  to: 
One  of  the  big  reasons  mergers  fail  is 
management  problems.  Although  com- 
panies often  spend  many  hours  and 
many  millions  poring  over  the  financials 
and  the  sti-ategic  fit,  they  pay  little  at- 
tention to  crucial  personnel  issues  until 
it's  far  too  late.  "If  there's  a  missing 
link  in  the  due-diligence  process,"  says 
Dennis  C.  Carey,  vice-chairman  of 
Spencer  Stuart  U.  S.,  the  country's 
thii-d-largest  search  fii-m,  "it  is  in  hu- 
man capital  and  intelligence." 

So  that's  why  Spencer  Stuait,  pitcliing 
its  skill  at  assessing  the  good,  the  bad, 
and  the  ugly  of  management,  has  stepped 
into  the  void.  Nor  does  it  huit  that  the 
service  is  much  more  profitable  than  its 


oth 
a  p 


HUMAN  DUE  DILIGENCE: 
WHArS  INVOLVED? 

•  Secret  assessment  of  talent  at  a 
potential  acquisition,  using  inves- 
tigative reporting  tactics,  interviews 
with  ex-executives  and  others 

•  In-depth  analysis  of  manage- 
ment after  a  merger  is  announced 
or  completed,  using  interviews 
with  the  executives,  their  direct 
reports,  and  former  employees 

•  Appraisal  of  company's  existing 
management  for  succession  plans 


core  business  of  placing  top  executive 
new  jobs.  For  Wall  Street-size  fees 
Global  Intelligence  (gi)  gi'oup  will 
a  potential  buyer  a  secret  re] 
on  top  executives  at  a  post 
target  that  finds  out  wl 
the  talent  resides- 
doesn't.  The  comp; 
along  with  rival  E 
Zehnder  Intemati 
and  a  few 
also  offers 
merger  human- 
ital  review,  as 
as  a  talent  a 
for  success 
planning  pur] 
es.  Despite  s( 
etliical  and  pr 
cy-related  i 
cerns  about 
tactics  used,  c 
panies  such  as 
Ameritrade, 
Tyco  all  say  Gi 
given  them  an  edg 

Ji^   then-  deals.  "Why 
wrong  to  underst 
what  the  competition 
in  the  way  of  human  c 
.  tal?"  asks  J.  kandall  Mad 

\      aid,  GTE  Coip.'s  executive  vice-p 
ident    for    human  resources 
administration.  "Tliis  is  just  another  f 
of  benchmarking." 
HUNTING  FOR  JEWELS.  How  does  a 
man-capital  audit  work?  Before  a  mei 
takes  place,  it's  a  inLx  of  coiporate  ir 
ligence-gathering  and  investigative 
porting;  Spencei-  Stuart  has  even  h 
joui'nalists  such  as  John  J.  Keller, 
merly  of  The  Wall  Street  Jour, 
Spencer  Stuait  consultants,  whose  nor 
job — reci-uitment — requu-es  them  to 
lyze  people  and  then-  skills,  ai'e  aske( 
assess  a  gi'oup  of  managers  at  a  poss 
acquisition  tai-get.  Without  revealing 
is  paying  the  bills,  they  intei-view  5  t( 
fomier  co-workers  and  others  with 
sonal  knowledge  of  a  company's  cult 
and  its  top  managers'  talents  and  qui 
"Most  clients  want  to  know  where 
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jewels  are,  not  where  the  alcoholics  ai'e," 
Carey  says. 

At  the  end,  consultants  deliver  a  re- 
port— written  oi-  oi-al — that  gives  a  snap- 
shot of  each  person  and  of  the  company 
cultui'e.  Reports  might  list  an  executive's 
strengths  and  wealmesses  or  rate  each 
member  of  the  management  team,  with 
the  top  score  for  someone  who  must  be 
retained.  "We've  done  about  a  dozen," 
says  Tyco's  Kozlowski.  "I  pick  up  the 
phone  and  mention  a  number 
of  people."  Within  a  week  or 
so,  he  gets  his  info.  "[Spencer 
Stuai-t  is]  light  about  75%  of 
the  time,"  he  says.  Although 
neither  AT\T  nor  Spencer  Stu- 
ail  will  comment,  one  soui'ce 
close  to  AT&T  says  Spencer 
Stuait  did  a  Gi  project  on  the 
proposed  Tele-Communica- 
tions Inc.-AT&T  merger,  in- 
cluding a  review  of  TCi  Pi'esi- 
dent  Leo  J.  Hindery  Jr 

The  secrecy  involved 
means  there's  no  independent 
way  to  verify  ci's  quality.  Yet 
perhaps  because  Spencer 
Stuart  previously  has  done 
executive  searches  for  all  of 
its  GI  clients  so  far,  it  seems 
to  be  drawing  on  a  resei-voir 
of  trust.  In  1998,  the  compa- 
ny booked  24  gi  projects 
worth  some  $10  million — 4% 
of  its  fiscal  1998  revenues  of 
$257  million — with  most  in 
projects  coming  from  pre- 
merger investigations.  Carey  won't 
name  names,  but  he  says  five  or  six  of 
those  reports  helped  the  client  decide 
not  to  go  foi"ward  with  the  deal.  "We 
have  no  complaints,  none  at  all,"  says 
Peter  G.  Peterson,  chairman  of  the 
leveraged-buyout  finn  Blackstone  Group, 
referring  to  the  two  Gi  projects  com- 
pleted— one  an  evaluation  of  a  manage- 
ment team,  the  other  an  acquisition  that 
made  sense  only  if  the  tai'get  had  po- 
tential top  ttilent  in  the  ranks,  lliat  deal 
has  since  gone  through. 
RISKY  BUSINESS?  Another  satisfied  cus- 
tomer is  gte's  MacDonald.  Long  a  client 
of  Spencer  Stuait,  he  asked  for  the  gi 
gi'oup's  appi-aisal  after  gte  announced  its 
August,  1998,  deal  to  buy  Puerto  Rico 
Telephone  Co.  Rather  than  scoping  them 
out  fi'om  afai",  he  liad  Gl  sit  dowTi  with 
prtg's  executives  for  a  formal  talent  as- 
sessment. In  the  end,  (;i  came  up  with 
the  saine  conclusions  as  MacDonald's  own 
staff.  Why,  then,  spend  tlie  money?  "It 
was  a  medical  second  opinion,"  says  Mac- 
Donald.  GTE  has  also  brought  in  Gl  to 
evaluate  other  deals — including  some  that 
never  got  done — and  is  using  it  to  help 


with  its  planned  merger  with  Bell  At- 
lantic Corp. 

But  if  plenty*  of  CEOs — and  even  some 
of  Spencer  Stuiut's  rivals  in  management 
consulting  and  seai'ch — praise  the  con- 
cept, the  secretive  approach  neverthe- 
less raises  some  thorny  issues.  "We 
would  ne\'er  get  into  tliis,"  says  James  A. 
Hatch,  global  leader  of  the  people  strat- 
egy and  human  resomx-es  management 
practice  at  Aithm-  Andersen  &  Co.  "It's 


"Most  clients  want  to 

know  where  the 
jewels  are,"  says  a  top 
Spencer  Stuart  exec 


too  risky  to  stait  evaluating  people  from 
a  distance."  He's  not  the  only  one  who 
sees  a  danger  Garry  G.  Matliiason,  senior 
paitner  at  employment-law  fii-m  Littler 
Mendelson,  thinks  recent  changes  to  the 
Fair  Credit  Reporting  Act — which  re- 
quii'e  that  people  be  told  if  they're  being 
investigated — iniglit  limit  com.panies'  abil- 
ity to  do  third-paity  investigations.  A 
company  could  be  paiticulaiiy  at  risk  if 
someone  'Vere  teiTninated  based  on  in- 
foiTnation  that  was  false,"  he  says.  "We 
think  it  is  a  significant  concem." 

Another  problem  could  aiise  if  woixl  of 
Spencer  Stuart's  sleuthing  were  to  get 
around.  Although,  like  most  high-end 
seai'ch  firms,  it  is  known  for  its  ability  to 
keep  a  secret,  there's  always  a  chance 


that  someone  the  headhunters  tal 
will  pass  the  news  on  to  the  target  o 
investigation.  Some  worry  that  t 
could  be  harmed  if  an  executive  discc 
after  a  merger  that  he  or  she  had 
secretly  vetted  by  new  management, 
presumption  "is  that  the  relationship 
Spencer  Stuart  is  better  than  the 
tionship  between  the  sources  and 
candidate,"  says  David  A.  Lord,  p 
dent  of  consultant  Executive  Searcl 
fomiation  Services. 

Despite  those  issues,  C 
iU'gues  that  the  advantag 
secrecy  far  outweigh 
risks.  He  adds  that  Gi 
the  saine  legally  and  ethi 
sound  approach  as  checki 
candidate's  references  di 
a  seai'ch.  Moreover,  merj 
and-acquisitions  law  let 
acquii-er  fire  anyone  it  wi 
Still,  as  a  legal  pro  tec 
Spencer  Stuait  gives  mo 
the  negative  findings  t^ 
(iients  orally. 
GOOD  MOVE.  Nor  does  C 
liave  to  feai" — for  now — 
petition  fi'om  the  big  mar 
ment  consultants.  Althou 
might  seem  a  logical  e) 
sion,  none  has  made  a 
play  in  the  field.  McKins( 
Co.,  for  example,  think: 
style  work  is  veiy  diffe 
from  its  specialty  of  hel 
companies  adapt  to  the 
cultiu'e  created  in  a  me 
Walt  Slull,  a  senior  consultant  in  Mc 
sey's  postmerger  management  pra( 
says  such  work  could  get  the  com] 
involved  in  internal  politics.  "We're  ] 
to  get  into  individual  managemeni 
sessment,"  says  Shill.  "It  compron 
om-  ability  to  be  objective." 

CiuTently,  Sjjencer  Stuart's  only  st 
rival  in  the  field  is  Egon  Zehnder  Ii 
been  doing  post-merger  appi-aisals  a 
managers  at  companies  for  several  y 
although  it  hasn't  yet  branched  out 
doing  secret  evaluations.  That's  goo( 
Spencer  Stuait,  which.  Like  most  c 
executive  headhunters,  may  soon 
a  shot  in  the  arm.  Even  though  se 
fii-ms  have  been  growing  like  g 
busters,  Cai-ey  thinks  the  cun-ent  n 
er  boom  could  cause  some  20%  of 
clients  to  disapiaeai-  in  the  next  five  y 
"This  is  an  example  of  the  new  a 
that  seai'ch  fimis  need  to  get  into," 
Executive  Seai'ch  Infonnation  Sen 
Lord.  "The  lights  ai'e  on  in  their  ofE 
And  with  m&a  at  an  all-time  high, 
ai"en't  likely  to  go  out  any  time  sooi 
By  Jennifer  Reingold,  with  Peter 
Strom,  ill  New  York 
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WE'VE  SPENT  15  YEARS  OBSESSING 
ABOUT  COLOR  PRINTERS 
AND  ALL  WE  THINK  ABOUT  IS 


HOW  TO  GET  LOADED. 


LOADS  FAST,  PRINTS  EVEN  FASTER. 


ol6rat>vork.coin 


Take  it  from  us,  we  know  what  should  go  into  a  printer.  Our  ColorStix®  ink  is  a  good  example.  Since 
each  color  has  a  unique  shape,  loading  the  Tektronix  Phaser®  840  printer  is  as  easy  as  loading  a  staplejr. 
And  just  as  quick.  In  fact,  everything's  quick.  Print  speed  is  twice  as  fast  as  a  typical  color  laser.  So  :  > 
easy  in,  easy  out  could  be  this  printer's  motto.  But  that's  exactly  the  kind  of  thinking  we  put  into  all 
our  printers.  So  you  can  think  about  more  important  things.  Like  how  to  celebrate  seeing  color  at  work. 
Take  a  load  off  your  mind  by  calling  1-877-362-6567  ext.  1578.  The  call  is  free  and  so  is  all  the  black  ink 
you  will  ever  need.  You  can  learn  more  at  www.coloratwork.com 

©  1999  Tektronix.  Inc.  Tektronix.  Phaser,  and  ColorStix  are  registered  trademarks  of  Tektronix.  Inc. 
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TELECOMMUNICATIONS 


DOC  EBBERS' 
MIRACLE  DIET 

The  tight-fisted  CEO  is  remaking  MCI  in  WorldCom's  image 


WorldCom  Inc.  ceo  Bernard  J. 
Ebbers  didn't  waste  any  time  in 
showing  MCI  Communications 
Corp.'s  senior  bi'ass  tiiat  tlie  free- 
spending  days  of  the  second-largest 
long-distance  com- 
pany were  over. 
When  he  sum- 
moned MCl's 
top  20  execu- 
tives to  a  pow- 
wow in  Destin, 
Fla.,  last  -July 
— two  months 
before  the  two 
companies  merged — 
he  gave  them  several 
weeks'  notice.  Why? 
He  wanted  the  execs, 
who  were  accustomed  to 
plush  corporate  jets  and 
first-class  comfort,  to 
scrounge  up  discount  airfares. 
When  they  got  there,  more 
surprises  awaited:  Instead 
of  finding  the  usual  compa- 
ny limos  that  would  whisk 
them  to  their  hotels, 
they  had  to  elbow  their 
way  to  the  rental-car 
counter.  No  buffet  was 
set  up  for  their  ar- 
rival. And  they  had 
to  double  up  in  hotel  rooms. 

Ebbers — knowni  as  "Bernie"  through- 
out the  industiy — was  just  as  welcom- 
ing. First  on  the  meeting's  agenda:  He 
warned  that  anyone  who  left  the  room 
during  the  presentation  couldn't  return 
until  the  break.  Then  he  told  them  that 
under  the  WorldCom  regime,  they 
would  have  to  submit  monthly  rev- 
enue statements — or  "monrevs" — 
so  he  personally  could  police 
then'  spending.  "It  was  a. tough 
change,"  says  one  Mci  exec. 

Since  WorldCom  complet- 
ed its  $37  billion  acquisi- 
tion of  MCI,  Ebbers  has 
brought  a  new  slim-fast  man- 
agement approach  to  the  long-distance 
company.  To  pay  for  the  deal,  he 


promised  Wall  Street  that  he  would 
slash  $2.5  billion  in  costs,  rising  to  $5.6 
billion  by  2002.  About  half  the  savings 
in  1999  would  come  from  putting  then- 
customers'  phone  and  Internet  traffic 
on  each  other's  networks  to 
avoid  leasing  links  from 
other  companies.  What's 
more,  Ebbers  wants  to 
ax  MCi's  overhead — one 
of  the  industry's 
cushiest  at  30% 
of  revenues — to 
about  23%  this 
year.  As  part  of 


that  effort,  MCi  WorldCom  Inc.  has  i 
off  2,215  workers  so  far. 

But  there  are  some  who  fret  1 1 
Ebbere  will  take  his  penny-pinching  \\ ' 
too  far.  MCI  veterans  say  that  if  the  ( : 
deepen,  it  could  destroy  the  comj):: 
key  strength — the  marketing  magi< 
helped  break  AT&T's  monopoly.  MCI  is  - 
ply  different  fi'om  WorldCom,  they 
gue.  Wliile  WorldCom,  based  in  .Jack.-. 
Miss.,  has  focused  on  small  to  mid.- 
businesses,  Wasliington-based  MCi  exci 
at  snagging  consumei-s  and  high-end  i  ■ 
porate  customer's — markets  where 
need  to  spend  money  to  make  mm  . 
"Tlie  world  has  changed  for  Beme,"  s ' 
a  foiTner  mci  exec.  The  company  in.- 
Ebbers  won't  cut  core  sales  and  marl 
ing — he'll  cut  back  office  staff  instea( 
CRITICAL  WEAKNESS.  Just  as  impoiljl 
Ebbers  lacks  several  key  strategir 
sets  even  after  combining  the  two  <  i 
panies.  One  critical  wealmess:  mci  Wi  ' 
Com  has  no  presence  in  the  boom: 
wireless  industry.  Ebbers  has  resis  i 
buying  a  wii-eless  company  because 
service  hasn't  been  important  to  In 
ness  customers.  But  analysts  thinl- 
service  is  too  popular  to  ignore 
longer.  Moreover,  mci  WorlcU 
lacks  a  broad  local-sei"vice  nil 
ing  for  residential  custoiru- 
Even  in  New  York,  where 
company  said  it  would  offer  h 
sei-vice,  it  has  taken  only  iiii 
steps.  "Watch  what  they  do,  i 
what  they  say,"  sr 
James    G.  Culk 
president  of  Bell 
lantic  Corp. 
Still,  Ebbei-s'  hii 
stakes  gamble  to  t;( 
over  mci  seems  tn  , 
paying  off.  On  Feb.  i 
MCI  WorldCom  report 
fomth-quarter  reveii 
sm-ged  14%-,  to 
lion  for  the  combiu 
companies,  wMe  net  i 
come  hit  $428  million  ; 
ter  a  loss  in  the  year-<  ■ 
lier  period.  Investoi-s  > 


To  pay  for  MC  , 
Ebbers  promisd 
$2.5  billion  in 
cost  cuts  this 
year,  rising  to  $5.6 
billion  by  2002 
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When  the  employees  of  Capital  One 
had  some  things  to  say  about  their 

unusual  working  conditions, 
they  went  straight  to  the  authorities. 


The  autlior 
ities,  that  is,  who 
publish  a  sun'ey  in 
Fortune®  magazine. 
The  ones  who  travel 
the  country  every 
year  and  compile  the 
1 00  best  companies 
to  work  for  in 
America.  After  talking  to  27,000 
employees  nationwide  —  including 
many  of  ours  —  Capital  One  landed 
prominently  at  #41  on  the  list. 

Were  we  honored?  Who 
wouldn't  be,  alongside  Intel, 
Starbucks,  Nordstrom.  Sun 
Microsystems  and  L.L.  Bean. 
Actually,  tmth  be  known,  we  were 
ranked  even  higher  than  they  were. 

So  what  does  it  take  to  make 
this  list,  let  alone  tine  top  half  of  it'.'  A  lot. 

The  survey  considered  pay, 
benefits,  vacation,  child-care  and  dress 
code.  But  they  also  measured  things 
that  only  the  people  who  work  there 
can  describe  and  quantify.  Like  tmst  in 
management.  Pride  in  work,  .lob  secu- 
rity. Openness  of  communication 


IheBjsl  Mutual  Funds  tor  1999 

FlMTUNE 

BEST 


COMPANIES 
TO  WORK  FOR 


between  management 
and  workers  at  all  lev- 
els. And.  not  to  be 
underestimated,  how 
much  fun  people  have 
at  work.  We  scored 
high  on  all  counts. 

At  Capital  One, 
our  associates  (the 
word  we  use  instead  of  employees) 
come  first.  All  full-time  associates 
receive  medical,  vision  and  dental 
coverage  starting  the  tlrst  day  on  the 
job.  Not  to  mention.  10  paid  holi- 
days, 3  family  care  days  and  3  weeks 
of  vacation  the  vei^  first  year  on  the 
job. 

We  don't  just  help  pay  for 
child-care,  we  go  out  and  tnid  it  for 
eveiyone  who  needs  it.  And  of 
course,  there  is  a  great  401 K  plan  and 
casual  dress  all  week  long.  But  the 
ways  we  respect  our  associates  go 
beyond  that. 

People  at  Capital  One  are 
rewarded  for  performance,  not  for  the 
position  they  happen  to  hold.  Eveiy- 
one is  offered  stock  in  the  company. 


And  always  at  a  15%  discount. 

Everyone  is  eligible  for 
cash  incentives.  Everyone  is  eligible 
for  100%  tuition  reimbursement 
when  they  continue  their  education. 

So  what  about  this  concept  of 
fun  111  the  workplace'.'  Capital  One  man- 
agers have  a  quarterly  "flin  budget"  for 
eveiy  person  they  manage,  to  make  sure 
work  and  play  stay  in  balance. 

Does  all  this  really  translate 
into  a  great  place  to  work'?  Looking 
at  the  numbers,  93%  of  the  people 
who  work  for  Capital  One  are  happy 
with  their  benefits.  90%  voted  this  a 
fun  place  to  work.  And  95"'o  say  they 
are  proud  to  work  here. 

Capital  One  is  one  of  the 
leading  credit  card  issuers  in  the 
country,  and  we  continue  to  experi- 
ence extraordinaiy  growth.  We  now 
employ  more  than  10,000  people 
nationwide.  If  you're  not  one  of  us, 
maybe  you  should  be.  For  more 
infoiTnation  on  the  many  positions 
available,  visit  our  website  at 
www.capitalone.com. 


Capital 


Capital  One  is  an  Equal  (Ipponunily  Enipluyer  coi 
\\c  prumulc  a  dnjt;-iVcc  t 


lilted  to  di\crsilv  in  llic  v\orkplai:e 
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the  stock  soaring  5.5%  that  day, 
to  $80.44.  "We  are  continuing  to 
gain  confidence  in  oiu'  ability  to 
execute,"  Ebbers  told  analysts  at 
the  time.  Indeed,  WorldCom  out- 
performed  every   other  major 
phone  company  last  year,  boosting 
its  stock  137%,  vs.  60%  for  Sprint 
Coi-\).  and  24%-  for  AT&T. 

And   Ebbers  doesn't  plan  on 
slowing  down.  He  has  positioned 
MCI  WorldCom  to  capitalize  on  the 
fastest-gi'owing  segments  of  the  tele- 
com industry — data  and  international 
services.  With  the  globe's  largest  In- 
ternet backbone,  MCl  WorldCom's  data 
business  is  on  a  pace  to  triple,  to  $23.2 


HOW  BERNARD  EBBERS 
IS  TIGHTENING  MOrS  BELT 


DONT  GO  NEAR  THE  WATER  WorldCom 
removed  all  the  water  coolers  from  MCl's  Wash 
ington  headquarters.  It's  a  symbol  of  the  new 
penny-pinching  attitude.  Now  staffers  drink 
tap  water  or  buy  their  own  bottles. 

ARE  TOWELS  EXTRA?  MCI  executives 
who  visit  WorldCom's  Jackson  (Miss.) 
headquarters  tend  to  bunk  at  the  $59-a- 
night  Hampton  Inn — owned  by  Ebbers. 
In  the  past,  MCI  executives  stayed  at 
places  like  the  Ritz-Carlton,  where 
rooms  run  $200  or  so. 


billion,  by  2002,  estimates  Sanford  C. 
Bernstein  &  Co.'s  analyst  Tod  A.  Ja- 
cobs. By  contrast,  AT&T's  data  rev- 
enues wiW  be  $13.9  billion,  according 
to  Jacobs. 

Foreign  shores  may  be  just  as  lu- 
crative. By  building  its  own  commu- 
nications networks  overseas,  MCi 
WorldCom  is  expected  to  boost  in- 
ternational sales  40%'  annually,  to 
about  $5  billion,  in  2002.  "They're 
going  to  go  thi'ough  Europe  and 
the  rest  of  the  world  and  take 
market  share  from  the  fat  and 
happy  incumbents,"  says  Jeffrey 
Heil,  director  of  equity  invest- 
ments at  the  University  of  Cali- 
fornia, a  large  shareholder. 

A  key  advantage  in  the  U.  S. 
and  abroad  is  that  Mci  World- 
Com is  deteiTiiined  to  build  its 
own  network — and  not  rely 
on  competitors  like  the  Baby 
Bells.  "We  don't  want  to  ne- 
gotiate with  48  other  phone 
companies  to  do  something," 
.says  John  W.  Sidgmoi-e,  Mci  WorldCom's 
vice-chair-man. 

BUY  "N'  SLASH.  Ebbers'  secret  to  success 
is  ti'ied  and  true.  Since  the  former  high 
school  basketball  coach  got  into  the 
phone  business  in  1983  with  the  pur- 
chase of  tiny  long-distance  reseller  LDDS, 
he  has  bought  67  phone  companies, 
changing  their  name  to  WorldCom  in 
1995.  After  buying  companies,  he  slash- 
es expenses  and  consolidates  all  traffic 
on  a  single  network.  Small  wonder  that 
his  first  yacht  was  named  Acjuasitions. 

Ebbers  is  applying  the  same  bot- 
tom-line philosophy  at  MCI  WorldCom. 
On  Sept.  27,  the  new  company's  top 
sales  managers  gathered  at  the  Amer- 
ica's Center  in  St.  Louis.  The  folksy 
PJbbers  told  stories  to  help  set  the  pri- 


GOODBYE  CORPORATE  JETS. 
HELLO  COACH  Top  execs  are  encour- 
aged to  fly  with  low-cost  carriers  like 
Southwest  Airlines.  To  get  even  cheaper 
rates  and  direct  flights  to  Mississippi, 
they're  driving  30  miles  to  Baltimore-Wash- 
ington International  Airport.  On  Southwest, 
that  can  mean  a  round-trip  fare  to  Jackson  of 
$186,  instead  of  $2,872  for  a  first-class  seat 
on  Delta.  Meanwhile,  WorldCom  has  sold  off 
three  of  MCl's  corporate  jets. 

HAIL,  GOOD  FELLOW  Ebbers  has  eliminated  the 
use  of  cushy  corporate  cars  for  everyone  but  Chair- 
man Bert  Roberts  Jr.  and  himself.  Now  execs  hail  cabs 
or  rent  cars. 

SORRY,  I  CANT  AFFORD  FRIES  WITH  THAT  Execs  are 
keeping  receipts  for  any  business  lunches  over  $5.  In  the 
past,  they  didn't  need  any  paperwork  for  their  expense 
reports  unless  bills  topped  $25. 


orities  for  the  new  company.  He  said 
that  one  employee  who  is  a  single 
mother  had  been  able  to  send  her  kids 
to  college  because  of  her  WorldCom 
stock.  Another  woman  had  recently 
been  able  to  buy  a  house  in  a  better 
neighborhood  thanks  to  her  WorldCom 
shares.  The  point:  Employees  should 
focus  on  boosting  shareholder  returns. 
He  then  told  them  that  eveiyone  would 
receive  stock  options. 

Tlie  new  ethos  of  sacrificing  expenses 
for  profits  is  spreading  throughout  the 
organization.  Ebbers  sold  three  of  M(  'I's 
five  corporate  jets  and  eliminated  com- 
pany cars  for  eveiyone  but  liimself  and 
Chair-man  Bert  C.  Roberts  Ji'.,  the  for-- 
mer  Mcl  chair-man.  And  at  the  end  of 
last  year,  the  water-  coolers  disapi:)eai-ed 
fr-om  MCl's  headquai'ters  in  Washington. 


"It  sent  a  signal  that  tin 
not  the  old  MCi,"  says  one 
mer  mci  exec.  Wlrile  some 
ployees  feel  such  ti-ivial  co 
cutting  is  silly,  many  with  n 
stock  options  in  hand  ai'e  in  fa' 
of  tr-imming  the  fat. 
It  helps  that  Ebbei's'  down- 
ear-th  attitude  has  made  liim  po] 
lar  among  wor-kers.  Often  clad 
jeans  and  cowboy  boots,  the  c 
drops  in  unannounced  to  MCI  e 
ployees'  offices  for  an  informal  hellc 
something  that  MCl's  Roberts  die 
do.  One  seci-etary  mistook  Ebbers 
the  fax-machine  repairman. 

He  doesn't  live  like  a  tyi:)ical  CEO, 
ther-.  He  likes  to  hang  out  with  friei 
in  Jackson  at  casual  restaui'ants  1 
Tico's  Steakhouse.  The  57-year-old 
voi'ce  is  living  temporar-ily  in  a  mod 
double-wide  trailer  home  on  his  s 
bean  fai-m  while  he's  building  a  hoii 
He  i-ides  liis  tractor  for  fun.  His  pr-i 
indulgences  are  a  new  yacht,  cal 
Countach,  and  an  enoi-mous  tract 
land  in  Bi'itish  Columbia. 

Ebbers'    cowboy    ways  n 
change  how  mci  ti-eats  custome 
In  the  past,  MCl  sought  big-na 
accounts  such  as  nasdaq  for 
credibility  and  the  brand-bu: 
ing  these  projects  bi-ought.  I 
under  Wor-ldCom,  these  de 
nray  be  evaluated  on  whetl 
they  haul  in  enough  dou| 
"Large  deals  ar-e  havinti  't 
be  justified  pur-ely  on  lu. 
number-s,"  says  an  mci  e. 
who  r-ecently  left. 
The  cultiu-al  changes 
likely  to  lead  to  the 
par-tur'e  of  some  key  : 
staffers.  Insiders  qu 
tion  the  futui-e  of  Tir 
thy  F.  Pr-ice,  former  MCI  preside 
and  now  CEO  of  MCi  WorldCom's  cc 
munications  business.  Wliile  Price 
been  a  champion  of  expensive  sales  p 
motions,  Ebber-s  may  pull  the  plug 
such  goodies,  includirrg  the  MCi  Clas 
PGA  tour-nament.  The  contr-ast  in  sty 
has  led  to  widespr'ead  nimor's  that  Pr 
is  on  his  way  out.  The  company  insi 
nothing  is  amiss. 

As  MCI  WorldCom  hits  the  roc 
post-honeymoon  phase,  telecom  vet 
ans  think  Ebbers  should  keep  some 
the  old  MCI.  "I  hope  the  culture  t' 
emerges  will  be  a  balance  between 
two,"  says  fomier-  mci  exec  Stephen  '\ 
Rump.  So  far  though,  mci  Wor-ldCoir 
looking  a  lot  nror-e  like  Wor-ldCom  tl 
hke  mci.  ] 
By  CaUierine  Yang  in  Washvngt\ 
with  Peter  Elstrom  in  New  York 
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iround  Seruices 


UJorldmide  Netujork 


Cuisine  Fine  Cuisine 

Skypass  Club  Skyphone 
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Isn't  it  obvious? 


Post-it®  Software  Notes  work  inside  your 
computer  just  as  simply,  and  vividly,  as  our 


original  paper  notes  work  on  the  outside.  They 


even  have  alarms  to  cut  through  clutter.  We 


understand  your  need  to  communicate 
quickly  and  easily,  at  home  or  office.     1**°^*  n. 
That's  part  of  our  unique  coiporate  spirit,  whicl 
lets  us  make  the  leap  fwm  nCCd  tO,., 

Innovation 


©  3M  1999 


For  a  free  3U-du\  sample  of  Posf-it®  Software  Notes  for  Windows®  98/95/NT.  visit  Intern, 

http://www.3m.com/psn0tes.  "  Wi nd<nvs"  is  u  legLUercil  trademark  at  Microsoft  Corporatii 


evelopments  to  Watch 


ITED  BY  NEIL  GROSS 


iNUFACTURING 
IRHEADS  AGAINST 
iLARIA  

LARIA   IS   ONE  CRAFTY 

asite.  It  changes  its  form 
eral  times  in  the  course  of 
ading  the  body,  reproduc- 
in  the  hver,  and  bursting 

to  infect  blood  cells.  Not 
7  does  this  enable  malaria 
5tay  a  step  ahead  of  the 
nune  system,  but  it  also 
{es  developing  a  vaccine  a 
dishly  difficult  task, 
"o  fight  back,  scientists 
e  been  trying  to  find  ways 
)rime  the  immune  system 
inst  more  than  one  of 
aria's  stages.  In  what  may 
a  promising  step  forward, 
!am  of  researchers  led  by 
af  A.  Lai  at  the  Centers 

Disease  Control  put  to- 
ler  a  synthetic  gene  made 
of  21  pieces  of  dna  taken 
n  nine  different  malaria 
es  representing  four  dif- 
mt  stages  of  the  parasite, 
experiments  described  in 

February  issue  of  the 
'ceedings  of  the  National 
idemy  of  Sciences,  the  re- 
rchers  then  immunized 
oits  with  the  protein  made 
n  the  gene.  They  showed 
;  the  rabbits  responded  by 
dng  antibodies  capable  of 
icking  and  possibly  block- 
the  parasite  in  several  of 
stages. 

liat's  better  than  just  one 
?e.  But  scientists  caution 
:  humans  vaccinated  with 
synthetic  protein  proba- 
wouldn't  be  protected 
inst  malaria.  For  one  thing, 
artificial  protein  doesn't 
e  the  same  shape  as  nat- 
l  malarial  proteins.  So  an- 
dies  generated  in  response 
:  not  be  ideal.  Also  missing 
way  to  deliver  the  vaccine 
.hat  it  stimulates  killer  T- 
5  as  well  as  antibodies.  But 
he  long  struggle  against  a 
asite  that  kills  up  to  3  mil- 
people  a  year,  the  new 
roach  may  point  toward 
ntual  success.  John  Carey 


A  REALLY  mSTANT  REPLAY 

A  LOT  OF  FOOTBALL  FANS — NOT  TO 

mention  players,  coaches,  and  team 
owners — hope  they  never  see 
another  season  like  1998.  It  was 
so  riddled  with  officiating 
gaffes  that  the  National  Foot- 
ball League  will  almost  surely 
bring  back  instant  replays  as  an 
officiating  resource.  'The  nfl  kicked  instant  replays  off 
the  gridiron  after  the  1991  season  mainly  because  it 
took  officials  so  long  to  trot  to  the  sidelines  and  review 
a  close  play  on  a  monitor. 

Tony  Vema,  the  TV  director  who  "invented"  instant 
replays  for  the  1963  Army-Navy  game,  wants  a  shot  at 
repeating  his  breakthrough — with  instant-instant  re- 
plays. He  has  helped  develop  a  digital  video  recorder 
the  size  of  a  cell  phone.  It  stores  90  seconds  of  "endless 
loop"  video  on  silicon  chips,  so  there's  no  tape  to  rewind. 
Verna  says  officials  usually  could  inspect  a  slow-motion 
replay  without  calling  a  halt  in  the  action. 

The  World  Soccer  Federation  is  also  interested  in  the 
gadget — and  could  be  an  even  bigger  market.  That's 
why  David  A.  Brein,  president  of  Los  Angeles  startup 
Scanz  Communications  LLP,  has  gambled  several  milhon 
to  develop  the  Scanz  Scanner.  Eventually,  Brein  says, 
fans  might  tote  Scannors  to  games,  or  rent  them  at  a 
stadium,  to  double-check  the  officials.  Otis  Port 


TIME  TO  BELLY  UP 
TO  THOSE  VIRTUAL 
BEER-BAR  ADS 

ADVERTISING   IS  A   FACT  OF 

life  on  the  World  Wide  Web. 
But  on  the  Net's  far  frontier, 
in  online  communities  where 
inhabitants  assume 
personae  called  ava- 
tars and  roam  togethei- 
through  graphical  vii  - 
tual  worlds,  ads  ai'e 
taking  on  a  subtle  new 
demeanor.  Instead  of 
blinking  and  flashing  at 
you  like  the  Web's 
ubiquitous  "banner 
ads,"  the  new  solicita- 
tions tend  to  be  unas- 
suming objects  tucked  in  the 
corner  of  a  virtual  room, 
plaza,  or  cybermall.  You  get 
the  message  only  if  you  hap- 
pen to  chck  on  the  object. 

The  pioneer  of  this  new 
species,  known  as  an  "ad  ob- 
ject," is  WorldsAway,  a  vittual 


world  nin  by  Fujitsu  Systems 
Business  of  America  Inc.  In 
January,  with  little  fanfare, 
WorldsAway  began  placing  Al- 
legi'o  jukeboxes  in  some  of  its 
online  bai"s  (illustration).  Click 
on  the  box,  and  it  dispenses 
virtual  CD  objects  that  play 
music  clips  and  link  back  to 


the  main  Web  site  of  Allegi'o 
Music,  an  independent  distrib- 
utor of  classical,  jazz,  and 
comedy  cos.  And  that  innocu- 
ous-looking flower  pot  in  the 
town  square?  Click,  and  it 
may  let  you  order  a  bouquet 
fi-om  PC  Flowers.  □ 


A  special  diet  for  dairy 
cows  lets  them  produce  milk 
that  yields  high-quality  but- 
ter, which  spreads  like  mar- 
garine— straight  from  the 
fridge.  So  say  researchers  at 
csiRO  Animal  Production  lab 
in  Blacktown,  Australia.  It's 
the  saturated  fats,  they  say, 
that  make  butter  solid  at  low 
temperatui'es.  Feed  the  cows 
canola  and  soybeans,  and 
softer,  healthier  fats  are  dis- 
tributed thi'oughout  the  meat 
and  milk. 

■  A  bowlful  of  cnmchy  yel- 
low-brown pops  resembling 
the  popular  Kix  cereal  con- 
tains some  hidden  health 
benefits.  It's  20%  soy,  which 
means  it  might  actually  be 
helpful  in  preventing  heart 
disease  and  breast  and 
prostate  cancer  This  com/soy 
cereal — aimed  at  adults  and 
children — is  the  latest  at- 
tempt by  food  scientists  at 
the  University  of  Illinois  at 
Urbana-Champaign  to  break 
Americans'  widespread  re- 
pugnance toward  soybeans 
and  products  made  from 
them.  The  new  cereal  got  a 
thumbs-up  from  a  panel  of 
400  tasters,  and  the  re- 
searchers are  now  in  talks 
with  several  cereal  manufac- 
turers. A  fmit-flavored  soy- 
and-yogurt  drink  called  YoSo 
is  also  in  the  pipeline. 

■  Scientists  at  Robert  Gor- 
don University  in  Aberdeen, 
Scotland,  have  a  new  weapon 
against  microsystins — poten- 
tially deadly  toxins  that  are 
sometimes  found  in  drinking 
water  Wlien  they  Uned  a  wa- 
ter tank  with  a  thin  film  of 
titanium  dioxide,  filled  the 
tank  with  water,  and  then 
exposed  it  to  ultraviolet  Ught, 
a  chemical  reaction  caused 
the  toxins  in  the  water  to 
break  down.  To  make  such 
an  approach  more  economi- 
cal, reseai'chers  ai'e  now  hop- 
ing to  rejigger  the  film  so 
that  it  responds  to  natural 
sunlight. 


FOR  FURTHER  INFORMATION:  Go  to  Business  Week  Online  at  America  Online  or  E-mail  dtwmar@businessweek.com 
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TURNAROUNDS 


GABLE,  PHONE.  INTERNET... 
WHO  YA  GONNA  GALL? 

Tandy's  boss  is  betting  big  on  plans  to  wire  the  high-tech  home 


Leonard  H.  Roberts  wants  to  sell  you 
the  panoply  of  consumer  electronics 
and  telecommunications  gadgets 
needed  to  plug  into  the  Information 
Age.  The  new  chief  executive  of  Tandy 
Corp.  also  wants  to  come  out  to  your 
home  to  install  and  service  them.  One 
day  in  the  not-too-distant  future,  he 
says,  Tandy's  ubiquitous  RadioShack 
chain  will  be  your  one-stop  shop  for 
new-millennium  technology.  "We  want 
to  be  known  as  the  home  connectivity 
store,"  says  Roberts,  who  took  over  as 
('EO  on  Jan.  1. 

The  what?  "Home  connectivity,"  says 
Roberts,  is  all  about  making  it  easier  for 
even  the  least  technology-savvy  house- 
hold to  integi-ate  its  Internet,  cable  or 
satellite  TV,  and  local-  and  long-distance 
calling  services.  With  technology's  in- 
creasing complexity,  installing  all  these 
services  and  making  them  work  togeth- 
er is  not  easy.  "Everyone's  building  the 
big  engines,  but  no  one's  building 
the  tracks,"  he  says.  "We're  build- 
ing the  tracks." 

His  goal  is  to  gi"ab  as  much  as  10%  of 
the  nascent  market  for  high-tech  home 
installation  and  integi'ation  services.  In- 
come would  come  fi'om  installation  and 
repair,  and  also  from  commissions  on 
selling  the  products  and  services.  Al- 
though the  market  is  unproven — with 
few  of  these  technologies  in  the  average 
home  today — Roberts  says  RadioShack 
can  accelerate  their  adoption,  "just  as 
we  did  in  the  '70s  with  the  CB  radio,  in 
the  '80s  with  the  personal  computer, 
and  in  the  '90s  with 
wareless  and  satellite." 
NEW  FOCUS.  His  vision  is 
a  sti'etch  foi'  those  who 
think  of  RadioShack  as 
mostly  a  purveyor  of 
cheap  electronic  dodads. 
Indeed,  it  might  be  a 
pipe  dream  if  it  weren't 
for  the  sui"prising  turn- 
around the  CEO  has  al- 
ready engineered  at  the 
7,000-store  chain.  In  the 
six  years  since  Roberts 
came  in  to  run  the  Radio- 
Shack division,  Tandy  has 


Sprint 


AFTER  A  ROCKY  YEAR, 
TANDY  IS  ON  AN  UPSWING 
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CEO  ROBERTS:  Sprint  products  have  been  big  sellers 


slimmed  dovra,  exiting  money-losing  ven- 
tures such  as  consumer-electronics 
superstore  Incredible  Universe  and 
Computer  City  to  focus  entirely  on  Ra- 
dioShack. And  under 
Roberts,  RadioShack  it- 
self has  revived.  Analysts 
expect  the  company  to 
report  fiscal  1998  earn- 
ings on  Feb.  25  of  about 
$242  million,  up  nearly 
12.5%  over  the  previous 
year  on  sales  up  8%,  to 
$3.6  billion. 

Investors  have  taken 
notice,  pushing  Tandy's 
stock  up  39%,  to  52'/s, 
from  a  recent  low  of  38 
in  December  Once-vocal 
critics  of  the  company. 


including  investors  and  franchisees: 
now  singing  its  praises.  "Roberts  li 
what  needed  to  be  done  to  repos 
RadioShack,"  says  Matthew  D. 
chui'ch,  whose  family  is  one  of  Taii 
largest  shai'eholders  and  only  two  y. 
ago  was  one  of  its  unhappiest.  "I'n 
cited  about  everything  he's  plan 
to  do." 

The  CEO,  who  had  spent  his  cai-e 
food  and  restaui-ant  companies  l)i 
moving  to  RadioShack,  found  this 
cess  by  refocusinjJi 
retailer  on  sei-vice.  .1 
ing  its  longtime  si: 
"The  Technology  S 
in  favor  of  a  more ' 
tomer-focused  appri 
he  added  services- 
repairs,  an  ordel 
phone  gift  deUvery.: 
an  in-store  kiosk  fo 
dering  100,000  har- 
find  items.  An: 
David  C.  Childe  of  I 
gan  Keegan  &  Co. : 
mates  that  the  rn 
service  alone  has  a; 
$80  million  to  $100' 
lion  a  year  to  Tail 
top  line. 

RESIDUALS.  Exit] 
products  were  impn 
or  replaced.  R:] 
Shack's  core  busim! 
the  cables,  connec] 
and  batteries  that  > 
vide  45%  of  net  ]  i 
and  80%  of  store 
fic — was  shored  up; 
promotional  progi 
and  a  battery  "n 
within  a  store."  i 
though  private-  i 
products  remain  5( 
sales,  Roberts 
doned  the  policy  of  only  selling  hi 
brands.  Since  1996,  RadioShackt 
been  pushing  everything  from  Pc 
star  satellites  to  Sprint  cellular  ph 
and  Compaq  PCs.  Today,  Sprinta 
Compaq  boutiques  inside  stores  i 
gi'own  to  38%  of  Tandy's  sales,  ma 
the  chain  a  major  player  in  t< 
brands.  "RadioShack  is  hugely  in) 
tant  to  us,"  says  Sprint  COO  Romi 
LeMay.  Early  this  summer,  Radio^it 
is  expected  to  replace  its  poorly) 
forming  private-label,  audio/video"( 
sumer  electronics,  with  either  K( 
Sony  Corp.  products. 

The  new  vendors  and  the  foci 
service  have  created  an  entirely! 
revenue  stream  for  RadioShack:  re.'iJ 
sales.  If  RadioShack  sells  a  cust 
Sprint  PCs  seivice  or  Piimestar  sai 
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$1.2  Million 


American  Century's  Growth  Fund 
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Time  Well  Spent 


Obviously,  we  can't  assure  you  that  American  disciplined  approach  we  used  the  Inst  27  years. 

Century's  Growth  Fund  will  turn  $10,000  into  Call  American  Century  at  1-800-345-2021  to 

a  million  dollars  over  the  next  27  years.  But  find  out  more  about  a  growth  fund  that  can 

we  can  assure  you  we'll  continue  the  same,  make  very  good  use  of  your  time. 


Please  ask  for  a  prospecUis  with  more  complete  information,  including  charges  and  expenses.  Be  sure  to  read  it  carefidly  before  you 
invest.  Naturnlly,  pmst  pcrfonnance  can't  guarantee  future  results.  The^e  figurei  are  for  hin'stor  Cfass  Shares  and  assunie  all  divideiidf  were 
reinvested.  Please  consult  a  prospectus  for  information  about  other  share  classes.  Investment  return  and  the  value  of  your  principal  ivill  fluctuate, 
and  the  final  value  of  your  investment  may  be  more  or  less  than  what  you  started  with.  'Although  the  Growth  Fund's  initial  inception  date  was 
10/31/58,  its  performance  for  the  period  slioivn  corresponds  with  American  Century's  implementation  of  its  current  investment  philosopln/  and 
practices  on  6/30/71.  Funds  Distributor,  Inc.  ©1999  American  Century  Services  Corporation  bwk389-i  id 
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service,  for  example,  the  company  not 
only  pockets  a  percentage  of  the  sale — 
it  also  gets  a  chunk  of  every  monthly 
bill,  which  now  averages  $40  a  pop. 
Those  monthly  residuals,  says  Roberts, 
are  "pure  profit."  Last  year,  they  added 
million  to  the  chain's  earnings  before 
interest  and  taxes.  By  2000,  Roberts 
estimates  that  will  have  grown  to  $100 
million — the  equivalent  of  400  new 
stores  per  year. 

Outsiders  are  impressed.  "Roberts 
has  done  a  gi'eat  job  of  constantly  find- 
ing ways  to  link  into  consumer's'  month- 
ly bills,"  says  George  F.  Sutton,  an  ana- 
lyst with  investment  bank  Dain 
Rauscher  Wessels.  Thanks  in  part  to 
residuals,  sales  at  stores  open  at  least  12 
months  should  in- 
crease 7%  this  year, 
analysts  say. 

Now,  Roberts  is 
hoping  to  up  the 
ante  on  competitors 
such  as  low-cost  su- 
perstores Best  Buy 
Co.  and  Circuit  City 
Stores  Inc.,  direct- 
mail  outfits,  and  the 
Internet  by  adding 
even  more  services 
with  his  push  into 
"home  connectivity." 
Since  he  cannot 
count  on  new  stores 
for  growth — accord- 
ing to  Tandy,  some 
94%  of  Ameiicans  al- 
ready live  or  work 
within  five  minutes 
of     one     of  Ra- 


one  phone  line.  "No  one  else  is  doing 
what  RadioShack  is  doing,"  says  ana- 
lyst Scot  Ciccarelli  of  investment  bank 
Gerard  Klauer  Mattison  &  Co.  "This  is 
their  market  to  take." 

Still,  getting  fleets  of  sei-vice  vans  up 
and  running  quickly  won't  be  easy: 
Tandy  faces  some  pretty  daunting  lo- 
gistical problems.  Roberts  plans  to  fi'an- 
chise  out  as  much  as  half  of  the  busi- 
ness, in  part  because  francliise  fees  will 
help  offset  training  costs.  But  that  also 
increases  the  risks  that  RadioShack 
could  lose  control  over  the  quality  and 
consistency  of  its  seiTice. 

And  even  if  Roberts'  vans  hit  the 
streets,  financial  success  may  not  be 
as  quick  or  assured  as  he  would  like. 

RadioShack  has  yet 
to  earn  a  dime  from 
this  new  arena,  but 
he  boldly  predicts  an 
additional  $100  mil- 
lion a  year  in  resid- 
ual earnings  from 
the  business,  start- 
ing in  2002.  So  far, 
analysts  are  com- 
fortable with  that 

high-speed  Internet  services  IJ^""^?'  "^^''^ 

_.°^_r   based  on  an  assump- 

■  Market  everything  from  satel- 

htes  to  PCs  to  cables  that 

allow  consumers  to  transmit 

and  receive  information  at 

rapid  speeds  and  earn  the 

store  ongoing  residual  sales 

commissions 


PLUGGING  INTO 
THE  FUTURE 

RADIOSHACK'S 
GROWTH  STRATEGY 

■  Convince  consumers  that 
RadioShack  is  the  place  to  learn 
about  new  technology  for  the 
home,  such  as  videophones  and 


Install  and  repair  those  home 


7,000   than  three  times  the 


dioShack's 
stores — Roberts  fig 
ures  the  chain's  momentum  will  come 
from  selling  both  hardwai-e  and  ser- 
vices, then  installing  and  linking  them 
together  inside  a  customer's  home. 
ROLL  "EM.  To  do  that,  some  10,000  wliite 
RadioShack  installation  vans  should  hit 
the  road  over  the  next  three  to  four 
years.  Testing  began  in  a  number  of 
undisclosed  cities  in  Januaiy,  offering 
PC,  satellite,  and  home-theater  installa- 
tion, as  well  as  consumer-electronics  re- 
pairs and  telecom-systems  upgrades. 
Tandy  won't  say  how  much  it  plans  to 
invest,  though  it  does  expect  capital 
spending  to  remain  about  $100  million  a 
year.  The  progi'am  is  expected  to  in- 
tensify later  this  year  as  Sprint  rolls 
out  its  constantly  connected  Internet 
service,  Integrated  On-Demand  Net- 
work, to  residential  customers.  ION  will 
])rovide  high-bandwidth  lines  that  allow 
customers  to  send  faxes,  hold  videocon- 
ferences,  and  make  phone  calls  all  from 


data  and  entertainment  systems 


tion  that  1  million 
users  will  order 
many  more  services 
through  RadioShack. 
But  to  achieve  his 
target,  those  users 
will  have  to  pay  an 
estimated  average 
monthly  service  bill 
of  $150"^,  That's  more 
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average  $40  monthly 
bill  they  currently  pay. 

The)-e  will  be  competition,  too.  Al- 
though they  aren't  yet  targeting  this 
business.  Best  Buy  and  Sears,  Roebuck 
&  Co.  have  installation  and  repao'  units 
in  place  for  other  products  and  are 
looking  into  this  market.  And  Ra- 
dioShack's  partner.  Sprint,  is  not  go- 
ing to  be  the  only  company  providing 
integi'ated  commimications  in  the  home. 
RadioShack  is  in  negotiations  with 
Road  Runner  and  At  Home  Corp.  to 
offer  its  cable  Internet  services,  but 
stiff  competition  in  the  overall  field  is 
likely  from  AT&T,  the  Baby  Bells,  and 
other  cable  providers.  If  Roberts  has 
succeeded  in  bringing  RadioShack  back 
to  life,  he's  still  got  a  ways  to  go  befoi'e 
he  transforms  it  into  the  Maytag  Man 
for  the  Internet  Age. 

By  Stephanie  Anderson  Forest  hi 
Fort  Worth,  with  De'Ann  Weimer  in 
Chicago  and  bureau  reports 


Know  thy  customer.  New  Business  Intelligence  software  tools  can  help  you 
make  the  most  of  all  the  data  that  streams  into  your  business  every  day. 


c-busincss 


3y,  you  might  manage  it  differently.  Lessthan  10% oi  corporal,  data  is*  ver 

age  the  "other  90%"  of  your  data  assets  and  turn  ljusiness-as-usual  into  Business  hitelhgence.  So  you  can 
;ad  them.  Identify  and  reward  best  customers.  And  give  your  people  on  the  spot  the  tools  to  make  better-informed 
oday's  results.  Speaking  of  results,  visit  vvww.soltware.ibm.com/bislrat  _  _ 

Solutions  for  a  small  planet"         ~  ~ ~~  T 


tries 


Montreal  is  turning  account  data  into  customer  insights  that  alloiv  it  to  sci  re  each  client  as  a  market  seirmenl  of  one. 
'.  Healthcare  "x-rays"  data  in  over  10(1  million  patient  and  provider  files  to  discover  -  and  share  -  hest  pract ices. 
'Dutch  clothing  giant,  is  weaving  jiroducers  and  customers  into  global  supply  chains  that  are  seamless  and  smooth. 
S  Authority  manages  globally  and  executes  locally  by  analyzing  sales  of  sports  gear  in  167  local  markets  as  they  happen. 


Your  chips  come  from  a  company  r '  •. 

protected  by  us 


Your  soft  drink  ,; 

comes  from  a  company 

frotect.0i)y  US 


Your  TV  cones  from  a  company 


protected  by 


;And  yes,  we're  working  on  the  slippers 


Frito-Lay.  Pepsi.  Philips.  :  ■■ .  ^■■v".  y^--  . 

Today,  more  of  the  world's  leading  companies  demand  ADT  security  solutions  than 
any  other.  Perhaps  it's  our  125  years  of  experience.  Or  our  unique  design  approach 
we  call  Security  Architecture!"  Or  our  commitment  to  world  class  monitoring  and 
customer  service.  Whatever  the  reason,  you'll  find  ADT  is  exactly  what  your  world 
calls  for.  To  hear  more,  use  your  phone  (probably  from  another  company  protected  by 
us)  to  call  us  at  561-988-3896.  And  ask  for  our  President,  Mike  Snyder.  ^. 


SECURITY  THE  WORLD  DEMANDS" 


jCa  INTERNATIONAL  LTD.  COMPANY 
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Plan  Checkup  How  can 
you  judge  the  quality  of  your  compa- 
ny's medical  coverage?  Here's  a 
Qi      J  guide  to  some  clinical  benchmarks 
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Lean  On  Me  How  about  starting  a  business  on 
the  understanding  that  each  partner  is  going  to 
have  at  least  two  kids?  A  tale  of  two  women  who've 


business  has  never  been  greater 
among  the  young.  Their  t  ech 

sawy-and  the  long  expan- 


sion-have made  it  more  doable     worked  it  out  happily 
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Sond  Traders  Smaller,  more 

ntimate  networking  groups, 
ncluding  ones  that  target  a  par- 
icular  demographic  or  industry, 
ire  better  for  forging  ties 
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Under  30  page  22 

Executive  Sweets  Caria 
Baudillo  parlayed  a  meringue 
recipe  into  an  expanding  oper- 
ation that's  wowing  Puerto 
Rico.  Nothing  fluffy  about  that 


Reliab  Lab  Omni  Computer 
Products  recruits  a  third  of  its 
telemarketers  from  a  popula- 
tion of  recovered  addicts,  alco- 
holics, and  ex-felons.  It's  a  heck 
of  a  management  challenge. 
The  payoffs  are  special,  too 


ATlMliEJUNE 

Finance  This  week,  check  out  our  series  on  venture 
capital — ^who  has  it  now,  how  to  get  it,  and  intemev/s 
with  some  .of  the  hottest  financiers. 

Taxes  More  for  you,  less  for  the  IRS. 


enterprise. businessweek.conf I 
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COUNTERFEITS  I 
A  OlSPROPORTIONA 
OF  BAD  CHECK  LOSSE 


THE  TROUBLE  WITH 
HOMEMADE  CHECKS 


D 


NUMBER  DP 
CASES 

DATA  AMERICAN  BANKI 


esktop  publishing  now  makes  it 
easy  to  print  your  own  checks. 
But  unless  the  account  number 
is  printed  with  special  ink,  called 
MICK  (magnetic  ink  character  recognition)  ink,  you  may  have  problems 
with  your  account,  micr  ink,  which  is  magnetized  so  high-speed 
machines  can  read  it,  costs  30%  to  50%  more  than  regular  inks  and  can't  be  used  with 
laser  printer.  But  checks  without  it  can't  be  processed  automatically;  the  machine  dump 
them  into  a  pile  that's  done  by  hand.  The  result:  slower  processing  and  possibly  addition! 
bank  charges.  Worse  yet,  checks  without  mu  r  raise  fraud  flags,  because  they're  mor 
likely  to  be  counterfeit  and  fake  checks  are  to  blame  for  big  losses,  says  the  American  Bankers  Assn.  (chart).  An 
banks  are  seeing  more  problem  checks  these  days.  Jerry  Heinz, 
manager  of  check  processing  at  PNC  Bank  in  Pittsburgh,  has  seen 
a  30%'  increase  in  machine-processing  rejects  in  recent 

years.  Thus  the  push 
for  MICR.  "We  just  want 
the  problem  to  go 
away,"  Heinz  says. 


PATENTLY  USEFUL 


"He  didn 't  take  it  seriously  until  he  s 
first  check. " 

—Puerto  Rican  pastry  mogul  Caria  Baudillo,  21l 
attitude  of  her  investment  banker  husband  tovi 
company  Carta's  Sweets  Corp.  (page  ENT  22) 


OWS  BEST 


verything  you  needed  to 
know  about  business  you 
learned  in  kindergarten — or 
from  Mom.  That's  the 
essence  of  a  new  book, 
Wear  Clean  Underwear-. 
Business  Wisdom  from 
Mom,  by  small-business 
columnist  Rhonda  Abrams  (above). 
She  takes  notorious  Mom  homilies — 
"quit  picking  on  each  other," 
"share" — and  shows  how  they  can  be 
applied  to  business.  A  bonus;  touching 
anecdotes  from  entrepreneurs  about 
what  they  learned  from  their  mothers. 
It's  $22.95  from  Villard  Books;  call 
800  793-2665.  For  excerpts,  go  to 
enterprise.businessweek.com 


Getting  a  patent  is  an  arduous  process.  Some 
excellent  Web  sites  can  at  least  make  it  com- 
prehensible, and  offer  free  research  tools: 

BACKGROUND 

PATENT  PORTAL 

(www.vcilp.org/~rgruner/patport.htm) 
Tips  for  novices  and  experts  plus  databases  of 
patent  attorneys  and  services. 

UNIVERSITY  OF  CALIFORNIA,  SAN  DIE60 

(scilib.ucsd.edu/subjectdir/patents.html) 
Internet  patent  resources,  tutorials  on  Web 
searching,  and  reviews  of  public  and  commer- 
cial patent  search  sources,  including  specialty 
databases  such  as  biotech  and  AIDS. 

SEARCHING 

U.S.  P/.W  OFFICE  (www.uspto.gov) 
The  government  wellspring  of  patent 
data.  All  rommercial  patent  services 
use  USPTO  info,  but  the  government 
updates  less  frequently. 

INTELLECTUAL  PROPERTY  NETWORK 

(patent.womplex.ibm.com) 
IBM  compiled  the  database  for  internal  use, 
then  opened  it  to  the  public.  For  fun,  try  the 
Gallery  of  Obscure  Patents. 

DATA  BUSINESS  WEEK 


WHAT  PI 
SALES? 

Compare  y(i: 
sales  depai.i 
expenses  wl 
peer  group . 


'Average  per  sales  1 
representative  I 


IN  LIEU  OF  EXPENSIVE  Y2K  FIXES,  34%  OF  SMALL  BUSINESSES 
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WHY  NOT? 

IRITY  OF  SMALL  BUSINESS 
<S00  NOT  OUTSOURCE  BECAUSE... 

lose  control  52% 

jensive  37% 

3  unfamiliar  with  outsourcing  1 2% 

on't  know  outsource  firms  1 0% 

ality  of  work  is  poor  9% 


OURCED 
l-HOUSE 


S 


I  mall  businesses  haven't  fully  embraced  outsourcing. 
.The  latest  annual  survey  of  small  companies  by  the 
Arthur  Andersen  Enterprise  Group  shows  less  than 
half  (42%)  outsource;  an  additional  3%  plan  to  do  so  within 
five  years.  What  about  the  58%  who  don't  outsource?  Fear 
of  losing  control  is  a  key  deterrent.  If  that's 
you.  The  Outsourcing  Institute  plans  an 
online  seminar  for  entrepreneurs  in  March. 
Meanwhile,  there's  background  at  its  Web 
site,  www.outsourcing.com. 


Who  Buys 
The  Most  Bytes 

Average  annual  spending 
on  technology 
by  small  businesses 

TYPE  Of  COMPANY 


ANKING/FIfMMe 
LEGALSERViCES 
iNisURANGE 


ENTERPRISE  ONLINE 


News  and  advice  from  our 

small  business  Web  site,  - 
enterprise,  businessiveek.  corn 

PIGGY  BANKS 

Why  are  you  whipping  out  your  credit 
card  more  often  to  finance  your  busi- 
ness? Maybe  it's  because  your  local 
lender  got  merged  out  of  existence.  The 
San  Francisco  branch  of  the  Federal 
Reserve  recently  studied  changes  in 
small-business  lending  and  found  that 
from  Sept.  30,  1996,  to  Sept.  30,  1998, 
the  number  of  small  banks  in  California 
markets  declined  18% — vs.  a  7.7%  drop 
for  all  banks.  Nonlocal  lenders,  meaning 
those  without  a  branch  in  a  given  mar- 
ket, are  filling  the  gap — sort  of.  Take 
California  City,  near  the  Mojave  Desert.  It 
has  only  two  local  banks,  but  18  out-of- 
town  lenders  provide  70%  of  small-busi- 
ness loans  by  dollar  value.  The  problem 
is  that  out-of-towners  usually  offer  high- 
cost  loans  via  credit  cards  and  use  less- 
flexible  credit  scoring  formulas. 

KEEPING  UP? 

Even  companies  that 
aren't  very  tech-savvy 
are  going  nuts  for  the 
Net.  A  new  study  from 
International  Data  Corp, 
finds  businesses  with 
fewer  than  100  employ- 
ees are  spending  an 
increasing  share  of  rev- 
enues on  new  technolo- 
gy, with  a  focus  on  the 


$20,324 
'9,462 
8,294 

i^ANU^CTyRiNO:::::/^  htemet.Plug:and-play 

BUSINESS  SERVICES  7,698    items  that  don't  require 

RETAIL  TRADE  4,514 

DATA:  INTERNATIONAL  DATA  CORP 


technical  sophistication 
are  most  popular. 


the  latest  survey  on  sales  department  budgets  fivm  the  Institute  of  Manage- 
iministration.  Most  surveys  break  out  salaries  by  region,  job,  or  industry 
I  offers  studies  that  view  averages  by  company  size.  Web  .site:  www.ioma.coni. 


COMPANY  SIZE  IN  MIUtOKS 


<$4 


$4-$19 


$20-$99 


>$100 


FAINMENT  BUDGET 

$6,700 

$5,900 

$9,400 

$8,400 

L  BUDGET 

7,300 

10,700 

14,900 

12,700 

i  AND  BONUS 

51,000 

61,600 

66,000 

67,300 

DATA 

INSTIIUTE  OF  MANAGEMENT 

&  ADMINISTRATION 

SCAM  ALERT 

If  an  "AT&T  technician"  calls  asking  you 
to  press  90#,  don't.  It's  a  trick  con 
artists  use  to  hijack  your  phone  lines — 
and  run  up  your  bill.  The  Federal  Com- 
munications Commission  says  business- 
es are  complaining  about  scammers  who 
pose  as  utility  employees  "investigating" 
technical  problems — sometimes  asking 
to  have  the  call  transferred  to  an  outside 
line.  For  more  details  on  phone  fraud, 
visit  the  FCC  Web  site  at 
www.fcc.gov/ccb/enforce/welcome.html. 

For  the  full  stories,  click  Online  Extras  at 
enterprise.businessweek.com 


JLY  BUYING  NEW  SOFTWARE;  24%  ARE  BUYING  HARDWARE 


RSON  ENTERPRISE  GROUP 
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Startups 


THIS  GENERATION 
IS  ALL  BUSINESS 


Young  entrepreneurs  ride  waves  of  technology,  cheap  capital,  and  boundless  optimism 


To  stiut  a  wholesale  computer  luisi- 
ness  in  1996,  Joshua  Z.  Tabin, 
then  '11,  cashed  out  his  IRA  and 
sold  the  goodies  he  had  bought 
with  commissions  eai'ned  as  a  computer 
salesman:  a  p.mw,  a  Jeep  Cherokee,  and 
five  luxury  watches.  He  borrf)wed  on 
credit  cards,  fi-om  liis  family,  and  against 
his  home.  Then,  when  he  had  the 
$150,000  he  needed,  he  launched  Chica- 
go-based Tahin  Technology  Inc.  "It  was 
all  01'  notliing,"  says  Tabin.  "All  tlu'ough 
my  life  I've  craved  freedom." 

With  $5.(5  million  in  sales  last  year 
and  $112,000  in  profits,  Tabin  has  satis- 
fied his  craving  for  now.  But  all  or  noth- 
ing at  27?  Freedom  as  an  early  career 
goal?  Crazy  as  it  sounds  to  some  el- 
ders, Tabin  isn't  even  an  eccentric.  In 


his  generation,  he's  uiie  of  the  crowd. 

No  doubt  about  it:  Entrepreneurship 
is  hot.  And  why  not?  Booming  new 
technologies  in  a  nine-year  economic  ex- 
jjansion  have  spawned  a  class  of  rich, 
youthful,  CEO  role  models.  At  the  same 
time,  the  obstacles  to  going  it  alone 

have    shrunk    in    a  ENTREPRENEURS 

di'eamy  envn-onment   

of  low  interest  rates  and  plentiful  capi- 
tal. Personal  prosperity  is  another 
spiingboard.  "Mom  and  Dad  will  back 
them — it's  a  graduate  course  with  no 
degi'ee,"  says  John  P.  Jaquette,  execu- 
tive db'ectoi"  of  Cornell  University's  En- 
trepreneurship &  Personal  Enterprise 
Program. 

Who  are  these  whippersnappers? 
Many,  it  turns  out,  got  a  taste  of  entre- 


preiieui'ship  as  teenagers  and  grew:! 
cynical  about  a  corporate  world  U. 
downsized  their  parents.  They're  id 
nically  savvy,  passionate,  and  keeii 
make  their  mark — light  now. 

"We  don't  want  to  look  back  on 
lives  and  say,  'What  if?' "  says  Seal 
Smith,  30,  a 
launched  Coalil 
America  Inc.  in  Atlanta  in  1995  v 
his  twin  brother  Scott — and  netted  c 
$1.9  million  last  yeai-.  As  college  grad 
1991,  they  knew  they  wanted  to  s' 
their  ovm  company.  The  actual  busir 
idea — helping  corporations  select  n 
aged-care  providers — came  later. 

Youthful  dreams  of  entrepreneurs 
seem  to  be  on  the  rise.  Ten  years  { 
when  Gerald  E.  Hills,  Coleman  Chal 
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Who  can 
help  you 
manage 
the  details 
of  your 
dream? 


You  have  goals  for  your 
business  and  for  yourself. 
But  when  you  have  a 
dream,  it  helps  to  have 
someone  minding  the 
details. 

Talk  to  your  American 
Express  financial  advisor. 
We  can  address  a  range 
of  personal  and  business 
issues  such  as  cash  flow, 
tax  planning,  retirement 
planning,  plus  benefits  for 
you  and  your  employees. 
With  the  expertise  and 
insight  you  need  to  make 
smarter  decisions.  So 
you  can  take  control  of 
your  future. 

Do  more  for  your  business 
and  for  yourself.  Call 
1-800-GET-ADVICE  and 
own  your  world. 

www.americanexpress. com/advisors 


'97  American  Express  Financial  Corporation 


Financial 
Advisors 
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Startups 


Eiitrepreneurship  at  the  University 
of  Illinois  at  Chicago,  first  surveyed 
1,000  college  students  on  whether 
they  hoped  to  have  their  own  busi- 
ness, 52%  did.  By  last  year,  that 
number  had  soared  to  72%. 

The  real-world  impact  is  a  bit 
harder  to  assess;  until  recently,  no 
one  tracked  business  fomiations  by 
the  founder's  age.  But  thei'e  are 
plenty  of  indications  youtliful  entre- 
preneurship  is  surging.  Take  the 
membership  of  The  Executive  Com- 
mittee, an  organization  of  .5,500  c'K(  )s 
of  companies  with  at  least  $750,000 
in  sales.  From  1986  to  1998,  the 
number  of  members  under  40  gi-ew 
by  714%',  and  those  under  30  gi-ew 
600%..  Total  membership  increased 
500%'.  Another  sign:  The  Young  En- 
trepreneurs Organization  (VP^o), 
whose  members  must  be  under  40 
with  revenues  of  at  least  .$1  million, 
has  gTowTi  to  2,300  since  its  launch 
in  1987.  In  the  fii-st  phase  of  a  major 
long-term  study,  the  National  Fed- 
eration of  Independent  Business  found 
40%  of  those  who  started  new  busi- 
nesses in  1997  were  under  35,  and  23% 
were  under  30.  Early  data  suggest 
they're  succeeding  and  failing  at  about 
the  same  rate  as  older  and  presumably 
more  experienced  business  owners. 
TECH-SAWY.  What's  driving  this  trend? 
More  than  anything  else,  it's  the  video- 
game generation's  ease  with  technology. 
Take  Gregory  Carson,  27.  The  owner  of 
.$8  million  Echolink  Interactive  Inc. 
started  progTamniing  comjuiters  in  the 
third  grade.  His  big  break  came  as  a 
computer-science  student  at  21,  when 
he  stalled  liis  Web  design  and  consulting 
business.  He  launched 
the  San  Diego  fiini 
with  nothing  more  than 
a  computer,  a  boiTowed 
office,  and  $1,000,  but 
he  shares  uath  many  of 
liis  peers  a  heady  sense 
of  histoiy:  "We're  revo- 
lutionizing the  retail 
business  and  the  distii- 
bution  of  information," 
says  Carson. 

The  Internet  lets 
!ess  teclinically  oriented 
pi'ople  "start  a  compa- 
ny and  make  a  differ- 
ence in  the  world," 
say::  Ted  R.  Dinter- 
smitl.,  general  partner 
at  Bston-based 
Charlet  River  Ven- 
tures, wjiieh  invests  in 
Web  comp;inies.  What's 


PARTY  ON:  Event  plainn  r  Ji  luiifer 
Gilbert  started  out  ivith  a  database 

important  is  not  the  bits  and  bytes,  but 
understantling  how  to  use  the  Web  as  a 
tool  to  serve  a  market. 

For  example,  two  years  ago,  Charles 
River  and  two  other  ventiu'e  capitalists 
backed  25-year-old  Stacey  A.  Lawson 
and  her  partner,  whose  business  offered 
engineering  fii-ms  an  online  database  of 
valves,  gears,  and  other  components  in 
three-dimensional  view.  Lawson  devel- 
oped the  concept  as  an  academic  exer- 
cise at  Harvard  business  school,  then 
realized  its  value.  Recently,  she  sold  the 


Youthful  Influences 

The  young  entrepreneurs  of  the  '90s  are  a  new  breed,  but  they 
didn't  invent  themselves.  Recent  trends  in  business  and 
technology  have  helped  make  entrepreneurship  hot. 


BUSINESS  TREND 

THE  COMPUTER  REVOLUTION 
THE  INTERNET 

DOWNSIZING 
OUTSOURCING 

COLLEGE  ENTREPRENEURSHIP 
PROGRAMS 

ABUNDANT  FINANCING 


IMPACT  ON  ENTREPRENEURSHIP 

Puts  a  tech-savvy  generation  ahead  of  its  elders 

Creates  easy  access  to  new  markets  and 
allows  cheap,  sophisticated  research 

Lessens  interest  in  corporate  career  ladders 

Produces  opportunities  for  small  businesses 

Gives  students  basic  skills 
Makes  startups  viable 


company,  InPart  Design — in  wli] 
she  held  a  10%.  stake — to  Pai'amei 
Teclmology  Coip.  in  Waltham,  Ma., 
for  about  .$45  million.  Lawson  is  ;1 
a  bit  stunned  at  her  rapid-fu'e  s; 
cess.  "If  there  had  been  no  Int' 
net,"  she  says,  "I  would  have  tali 
a  more  traditional  route  in  techno 
gy  or  software  and  climbed 
ranks." 

FACADE.  The  low  cost  of  technok; 
helps  savvy  young  people  gi'ab  oth 
non-Web  markets — and  create  s 
prising  business  models.  The  sini 
but  crucial  technology  behind  .Ji 
nifer  P.  Gilbert's  New  York-ba;( 
event-planning  business,  "save  ( 
date,"  is  a  PC  database  with  ab 
800  entries.  Gilbert  worked  foi- 
event-planning  fii-m  and  started 
own  business  at  age  25,  match 
clients  at  no  cost  to  appropri: 
venues  and  vendors  who  pay  he ; 
commission.  Like  Carson,  she  be^i 
with  a  phone,  a  fax,  and  a  cottijiu'! 
covei-ing  exioenses  by  pledging  a  | 
centage  of  ftitm-e  pi'ofits  to  her  landlu 
As  a  side  benefit,  voice  mail,  E-ml 
and  other  technologies  provide  a  gi' 
facade  for  a  young  face.  "People  di 
see  that  you're  20  years  old,"  s; 
Verne  C.  Hamish,  founder  of  yeo  ; 
owner  of  a  management-training  sei ; 
for  entrepreneurs. 

Technology  isn't  the  only  youthquM 
out  there,  of  com-se.  Tliere's  one  on  c;  i 
pus,  too.  Kids  want  to  study  entrep 
nem'ship,  and  120,000  of  them  are  do ; 
it.  More  than  1,400  U.S.  colleges  n' 
offer  courses,  up  from  1,050  in  19. 
For  some  students  it's  a  way  to  chd 
out  this  cai'eer  option;  others  know  \v 
they  want  from  1; 
start,  such  as  Dan 
Frey,  27,  who  stuil 
entrepreneiu'ship  at 
J.  L.  Kellogg  Gradu.i 
School  of  Managemii 
at  Northwestern  I' 
versify.  His  goal  wa- 
say,  "I  made  that  h;' 
pen."  Now  he  has.  * 
1997  graduate,  he  j 
founded  the  Univi'i 
ty  Alumni  Funds  i 
which  plans  to  pack; 
investment    produ  - 
for  alumni  associalii 
and  then  market  tii 
online. 

How    did    he  ii 
launched  so  cjuick 
Frey's  generation 
setting  sail  on  a  se;i 
money.  For  Frey,  i 
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i^w  liiici  Coipariiiion  All  nghis  reserved.  Intel  and  Pentium  are  registered  irademarks.  and  MMX  i-s ;» trademark  of  Iniel  Corporation. 


Authorized 
Solution 
Provider 


For  1999 


Robert  McDaniel 

Intel  Certified 
Professional 


Connect  with  your  Intel' 
Authorized  Solution  Provider. 


Independent  Reseller 


If  you  don'l  have  time  lo  think  about  speeds  and  speeifieations. 
vou  need  an  Intel'  Authorized  Solution  Provider  (ASP).  Eaeh  InteP 
ASP  has  certified  individuals  on  staff  who  have  graduated  from  an 
intensive  training  program.  They're  proheicnt  in  everylhmg  from 
PCs  and  servers  to  networks  and  the  Internet.  That  means  you'll  get  a  broad  range  of  technology  solutions  that 
work  now  and  into  the  future.  So  you  can  focus  on  other  things  — like  running  your  business.  To  find  the  Intel  ASP 
nearest  you,  visit  our  Web  site  at  www.inlel.com/IntelASP  or  call  toll-free  1-877-24-INTEL. 


started  with  $250,000,  raised  from  sev- 
eral angel  investors  he  met  tlii'ough  per- 
sonal connections.  Wliile  the  amount  of 
angel  capital  can't  be  quantified,  ven- 
ture funds  are  at  an  all-time  high,  with 
$12.2  billion  invested  in  1998.  Easy  bank 
credit  and  the  gi-owing  availability  of 
credit  cards  help  too.  And  young  en- 
trepreneurs ai'e  tapping  their  friends 
and  family,  who  are  flush  wath  unprece- 
dented stock  market  gains. 
FULFILLMENT.  Plentiful  capital  aside, 
there  are  social  reasons  for  this  risk- 
taking.  Delayed  child-rearing,  for  one, 
has  become  the  norni,  lea\ang  more  time 
for  budding  entrepreneiu's  to  build  theii" 
dream.  And  the  economic  boom  has  fos- 
tered an  optimism  untouched  by  memo- 
ries of  wai-  or  the  Depression.  For  many 
of  today's  young  people,  the  priority  is 
personal  fulfillment.  "They  no  longer 
want  to  be  a  cog  in  a  wheel,"  says 
Fordham  University  jjrofessor  of  entre- 
preneurship  Kate  A.  McKeown. 

Yet  for  all  the  generational  differ- 
ences, yovmg  entrepreneurs  show  re- 
markable appreciation  for  their  elders, 
whom  they  collect  as  advisers  and  cor- 
porate officers.  "They  are  savvy  enough 
to  understand  the  value  in  diversity  of 
thought,"  says  Laurie  Moss,  national 
marketing  director  in  Grow1;h  Company 
Services  at  Deloitte  &  Touche. 

Take  A.  Marley  Majcher,  who  earned 
an  undergTaduate  degree  in  mai'keting 
and  worked  for  a  food  wholesaler  before 
stalling  Abiento  Restaiu'ant  &  Catering 
in  Pasadena,  Calif.,  five  years  ago  at 
age  23.  In  a  generational  switcheroo, 
she  liu'ed  her  father,  a  gastroenterologist 
and  real  estate  investor,  as  part-time 
CFi).  As  Majcher's  sole  source  of  initial 
capital,  he  had  a  vested  interest  in  the 
company's  success. 

This  generation  of  entrepreneurs, 
steeped  in  the  modern  culture  of  self- 
help,  has  embraced  networking — and 
it  pays  off.  Such  associations  as  yeo 
and  TEC  provide  practical  tips  and 
psychological  support  for  often  isolated 
entrepreneurs,  yeo  member  Justin 
Fallon  recalls  how  three  years  ago,  at 
the  tender  age  of  26,  he  was  "burnt 
out."  At  18,  he  had  started  Access 
Marketing  Inc.,  which  sells  tickets  to 
major  sporting  and  entertainment 
events,  and  he  was  weary  of  the  day- 
to-day  giind.  In  a  postgi'ad  course  and 
at  YEO,  he  learned  how  to  build  a  man- 
agement team.  "It  renewed  my  ener- 
gy," he  says. 

Burned  out  at  26?  Renewed  at  27? 
Sounds  crazy,  but  it  probably  means 
this  is  one  trend  with  some  strong, 
young  legs  to  run  oi;. 

By  Hilari/  Rosenb;  ly  in  New  York 

For  more  on  young  entrepreneurs,  click  Online 
Extras  at  enterprise.businessweek.com 
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SCHMOOZE 
CONTROL 


Need  to  network?  Here's  how  to  find  the  right  group 


Don't  look  for  Gerald  Reaster  at 
the  local  Chamber  of  Commerce 
meeting.  It's  not  cutting-edge 
enough  for  this  58-year-old  re- 
filled Navy  officer,  wiio  nms  a  foiu-yeai- 
old  Web  design  fh-m  called  Tink's  Web 
Pages  from  his  home  in  Escondido, 
Calif.  The  chapter  resisted  using  E-mail 
to  communicate  with  members  and  re- 
cently canceled  many  of  its 
events  for  home-based 
businesses. 

Instead,  Reaster  prefers  the  weekly 
meetings  of  the  North  County  Business 
Exchange  (ncbe),  one  of  a  new  breed  of 
networking  gToups,  which  has  about  20 
members.  "The  small-business  gi'oups 
are  wiiere  it's  at,"  he  says.  "I've  gotten 
more  business  and  referrals  there,  and 
we  share  more  information." 

Hundreds  of  smaller  and  more  inti- 
mate networking  gi'oups  like  NCBE  have 
sprung  up  over  the  past  decade,  fol- 


lowing the  rising  tide  of  entreprene 
ship.  Well-established  national  n 
working  groups,  which  set  up  srr 
local  chapters  for  small  businesses, 
growing,  too.  Founder  Ivan  Misr 
says  Business  Network  Internatior 
a  14-year-old  San  Dimas  ( Calif.  )-bas 
organization  with  some  1,200  chapte 
opened  more  chapters  in  the  fi 

CONNECTIONS  ^^.f 
  than  it  did  in  its  n 

10  years.  His  gi'oup  lets  business  ov 

ers  exchange  sales  leads  and  otl 

information. 

Of  coui'se,  large  groups  like  Indus 

trade  associations  or  the  Chamber 

Commerce  can  still  fit  into  your  n 

working  strategy.  But  some  entrep 

neui's  complain  these  organizations  foi 

more  on  political  lobbying  and  the  ne( 

of  larger  companies.  Moreover,  it's  toi 

for  most  entrepreneurs  to  make  s 

cessful   connections  at  these  lai 


RISING  TIDE:  Hundreds  of  smaller 
and  more  intimate  groups  have 
sprung  up  over  the  past  decade 
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.  ^ACCPAC  for  Windows  helped  Toymax  International,  Inc.  ■  ■  ■  I 

integrate  financial  reporting  and  boost  productivity  by  90%. 


..if 


"ACCPAC  is  always  re-invt'iiting  itself  and  pushing  the  frontiers  of  what  really  is  going  to  be  the  accounting  future." 
— Jonalhao  Muir,  Controller,  Toymax  International,  Inc. 


What  will  ACCPAC  do  for  you? 

From  the  Laser  Challenge®  game  system  to  Spice  Girls® 
figures,  business  can  be  fun.  Just  ask  Toymax. 
Eight  years  into  business,  and  with  almost  $100  million  in 
annual  sales,  Toymax  relies  on  ACCPAC  for  Windows  for  its 
consolidated  financial  reporting  across  its  ever-expanding 
global  toy  development  empire. 

.  With  the  help  of  New  York-based  Pyramid  Consulting,  Inc., 
Toymax  found  that  migrating  from  a  DOS-based  financial 
ma;nagement  system  to  ACCPAC  for  Windows  was  child's 
play.  And  going  public  was  simplified  with  ACCPAC  for 
Windows  multi-currency  and  multi -company  capabiUties. 
ACCPAC  for  Windows  tight  integration  with  Microsoft 
Excel  resulted  in  sophisticated,  automated  financial 
reporting,  easily  established  audit  trails,  and  customized 
monthly  AP  accrual  reports,  improving  productivity  at 
Toymax  by  a  dramatic  90%.  And  ACCPAC  for  Windows 
seamless  integration  with  third  party  applications  has, 
among  other  things,  significantly  helped  Toymax  save 


money  and  time  by  tracking  the  cost  of  development  and 
manufacturing. 

Moving  forward,  ACCPAC  for  Windows  Common  Object 
Model  (COM)  support  will  enable  users  at  Toymax  to 
view  and  update  data  using  tools  such  as  Visual  Basic  for 
Applications  (VBA)  and  MS-Query.  And  ACCPAC  for 
Windows  eBusiness  application,  the  e.Advantage  Suite™,  will 
make  it  even  easier  for  customers  and  vendors  to  do  business 
with  Toymax  on  the  Web  in  the  future.  This  leads  to  further 
improved  business  processes  and  enhanced  productivity. 
In  fact,  ACCPAC  for  Windows  gives  Toymax  everything  it 
needs  to  manage  the  entire  financial  information  flow  within 
the  company. 

Which  leads  to  one  playful,  but  important  question: 

What  will  ACCPAC  for  Windows  do  for  you? 

To  find  out,  visit  us  at  WWW.accpaC.com,  or  call 

1.800.808.7000. 


□□n't  Just  Manage  The  Bottom  Line... 

Improve  It! 


ACCPAC 

I  N  T  E  R  N  AT  I  d  N  A  L 


Toymax  is  a  trademark  of  Toymax  International,  Inc.  Visit  Toymax  at  www.toymax^com.  , 
Windows  is  a  trademark  of  Microsoft  Corporation.  ©1999  ACCPAC  INTERNATIONAL,  INC.  All  Rights  Reserved'.., 
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groups,  which  tend  to  have  high 
turnover  from  meeting  to  meeting.  That 
makes  it  hard  to  form  a  tnie  bond  vdth 
a  particular  person.  "It  tal<es  six  con- 
versations to  really  make  a  contact," 
says  Lynne  Waymon,  a  networking  ex- 
pert and  co-founder  of  training  firm 
Waymon  &  Associates,  based  in  Silver 
Spring,  Md. 

Smaller  groups,  including  niche-ori- 
ented ones  that  target  a  particular  de- 
mogi'aphic  or  industiy,  are  moi-e  con- 
ducive to  forging  strong  ties.  You  can 
also  have  a  greater  say  in  setting  the 
agenda.  Sales  leads  tend  to  be  more 
productive,  ton. 

CLOSE  AND  PERSONAL.  Attorney  David 
McDowell,  for  example,  belongs  to  sev- 
eral organizations,  including  Le  Tip  In- 
ternational, which  franchises  sales  re- 
ferral gi'oups  around  the  countiy.  But 
he's  most  loyal  to  the  Community  Busi- 
ness Network,  a  group  for  gay  and  gay- 
friendly  businesses  in  Southern  Califor- 
nia. "If  I  go  to  a  meeting  at  the 
Chamber  or  Le  Tip,  nobody  hugs  any- 
one," says  McDowell.  In  contrast,  one 
client  referred  to  liini  by  a  ('BN  member 
drove  two  hours  out  of  his  way  to  Mc- 
Dowell's Laguna  Beach  law  firm, 
Ellsworth  &  McDowell. 

Although  many  owners  use  network- 
ing gi'oups  to  market  their  goods  or  ser- 
vices, dii-ect  pitches  ai-e  often  taboo  with 
the  new  breed.  Bmce  Stout  got  so  tu-ed 
of  being  bombarded  at  netwoi'king  clubs 
that  he  stalled  Ms  own.  The  Rainmakei-s' 
Foi-um,  in  New  York  City  in  1997.  The 
group,  which  now  has 
nine  chapters,  helps 
members  exchange  in- 
foiTnation  and  resoui'ces, 
not  sales  leads.  "Net- 
working is  not  about 
tiying  to  get  leads,  but 
about  getting  to  know 
who  I  am,"  he  says. 

The  seminars  and  fo- 
iiims  these  groups  offer 
can  be  as  useful  as  the 
contacts.  Doiyne  Valen- 
tine joined  the  Austin 
(Tex.)-based  Entrepre- 
neur's Assn.,  which  fo- 
cuses on  veiy  small  ser- 
vice companies,  before 
buying  her  Parcel  Plus 
Inc.  shipping  franchise 
in  .June,  1996.  Valentine 
learned  entrepreneurial 
basics  in  the  group's 
Street  mba  program. 
She  then  pitched  her 
business  plan  at  their 
semiannual  Show  Me 


Marketing 


FACE  TIME:  Don't  join  an 
organization  unless  you  really  feel 
comfortable.  Visit,  and  talk  to  the 
members,  because  ''you  can't 
network  without  bonding" 


The  Monev  conference  and  raised 
$45,000. 

A  small,  intimate  networldng  club  can 
also  ftmction  as  a  support  group.  For 
example,  Carey  Earle,  an  Internet  con- 
sultant in  Manhattan  for  the  biggest 
corporations,  belongs  to  several  net- 
working groups,  but  she  recently  start- 
ed hosting  monthly  gatherings  at  her 
home  to  discuss  lifestyle  issues  that  she 
wouldn't  nomially  bring  up  with  clients. 

How  do  you  choose  a  group  that  will 
work  for  you?  First,  decide  what  your 
goals  are.  "Tliink  tlu'ough  who  you  need 
to  build  youi'  business  and  where  they're 
going  to  be,"  says  Marjorie  Brody,  net- 
working exj^ert  and  author.  Talk  to  other 
entrepreneiu's  and  search  the  Net.  Then 
weigh  whether-  the  benefits  will  justify 
the  sometimes  steep  up-front  cost.  Stout 
purposely  set  the  annual  fee  for  The 
Rainmakers'  Foirmi  at  a  relatively  liigh 
$2250  to  "iTile  out  the  wannabes."  Othei-s 
just  ask  member's  to  cliip  in  for  brealrfast. 


Meeting  the  Right  Folks 

Networking  groups  vary  widely  in  size  and  focus.  Here's  a  sampling. 
For  more  networking  groups,  click  on  Online  Extras  at 
enterprise.businessweek.com 

TYPE                          ;  WHAT  THEY  OFFER 

EXAMPLES 

PEER  GROUP       ;  Strategic  advice  and 
:  counseling  from  fellow 
entrepreneurs  with 
similar-size  companies 

Young  Entrepreneurs 
Organization,  MIT  Enterprise 
Forum 

SALES  REFERRAL  1  Potential  clients 
OR  LEAD              suggested  by  other 
GENERATION       :  members  of  the  group 

Business  Network  Intl. 
Profnet,  Inc. 

NICHE-              -  A  common  bond  with 
ORIENTED          ;  other  members 

:  (e.g.,  women,  techies) 

Chicago's  Gay  &  Lesbian 
Professional  Networking  Assn. 
Asian  Business  Assn. 

INFORMAL          '  More  control  of  the 
group's  agenda; 
;  connections  with  like- 
;  minded  owners 

North  County  Business 
Exchange,  The  Executive 
Network  of  Sarasota 

DATA:  BUSINESS  WEEK 

If  a  gr-oup  seems  to  meet  yom-  nee( 
ask  to  sit  in  on  a  meeting  or-  two.  "Soi 
people  like  gi'oups  that  ar-e  loose,  wh 
others  like  structur-e  and  feel  a  ki 
feeklatsch  is  a  waste  of  time,"  not 
Nancy  Roebke,  whose  five-year-old  n 
working  organization,  Profnet,  has 
chapter's  on  the  Easterni  seaboar'd. 

Talk  to  members  and  leaders.  "Ma 
sure  they're  people  you  like,"  r-eco: 
mends  Jan  Triplett,  co-director  of  t 
Entrepreneiu's  Assn.,  "because  you  ca 
networ'k  without  bonding." 
BY  INVITATION  ONLY.  No  single  grwp 
likely  to  meet  all  of  your  netwoi-ki 
needs.  Alan  Adams,  founder  of  Adar 
Translation  Ser-vices  m  Austin,  belon 
to  Tiiplett's  gr'oup  as  well  as  Tire  Alt( 
native  Boartl,  a  Denver-based  or-ganizati 
that  cr-eates  small,  invitation-only  chf 
ters  of  CEOs  at  similar-size  compani( 
Adams  ofl:en  taps  the  local  gxoivp  for  h( 
with  per'sonnel  issues  but  tm-ns  to  t 
mor-e  Mgh-powered  CEOs  at  The  Alt( 
native  Board  for  advi 
on  cor-porate  matters. 

If  you  can't  find  t 
right  group,  then  sti 
your  own,  says  n( 
working  expert  Wa 
mon:  "That  way,  y 
can  choose  who  gets  ir 
Braice  Stout  starts  ea 
new  chapter  of  T 
Rainmaker's'  Forirm 
gathering  together  thr' 
or'  four  well-connect 
business  people  w 
provide  the  fir'st  genei 
tion  of  members.  "A 
suggestion  is  to  ma 
strong  r-elationships  wi 
5  to  10  people,"  he  sa,^ 
"It's  in-depth  r'elatio 
ships  that  r'eally  cr'ea 
business."  That  just  cc 
firms  what  you  alwa 
suspected:  Smaller  is  ( 
ten  better-. 

By  Edith  Updike 
New  York 
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CLEAN,  SOBER,  AND 
GOOD  FOR  BUSINESS 

Ex-substance  abusers  power  Omni's  telemarketing 


w 


usual 


hen  he's  searching  for  sales- 
people, Omni  Computer  Prod- 
ucts President  Gerald  W. 
Chamales  turns  to  some  un- 
reciuiters:  parole  and  probation 
officers,  social  workers,  and  recoveiy- 
program  mentors.  He  knows  their  re- 
feri'als  will  have  histories  of  addiction 
and  sometimes  nonviolent  crime,  which 
can  punch  big  holes  in  a  resume.  But  to 
Chamales  that  represents  potential,  not 
problems.  "They're  coming  out  of  a  des- 
perate situation,  and  that's  what  we 
look  for:  people  who  are  desperate  to 
change  theu'  lives.  They  tend  to  work 
harder  to  prove  themselves,"  he  says. 

Chamales,  46,  s])eaks  from  experi- 
ence. He's  a  recov^'i-ing  chug  and  alcohol 
abuser  himself  who  bottomed  out  as  a 
homeless  youth  on  the  streets  of  Venice, 


Calif.,  25  years  ago.  From  the  company's 
beginning  he  has  made  hiring  the  hard- 
to-employ — and  managing  them  with 
the  tenets  of  recoveiy  programs — a  key 
pait  of  Omni's  corporate  strategy. 

Today,  a  third  of  his  120  telemar- 
keters  fall  into  this  catego-  WORKFORCE 
i-y.  ihey  have  helped  build 


Omni  fi'oin  a  staitujj — laimched  19  yeai's 
ago  in  Chamales'  Venice  Beach  apart- 
ment with  $1,300  boiTowed  on  a  credit 
card — to  a  280-employee  national  sup- 
plier and  manufacturer  of  Rhinotek- 
brand  printer  cartridges,  paper,  and  re- 
lated products. 

Chamales  estimates  the  privately 
held  company,  which  occupies  40,000 
square  feet  in  Carson,  Calif.,  grossed 
$28  million  last  year,  with  sales  to  such 
blue-chip  clients  as  Walt  Disney  Co. 


ROLE  MODEL:  CEO  Clunnales  linns, 
had  alcohol  and  drug  problems 

and  Federal  Express  Corp.  Or 
doesn't  alert  clients  to  its  hiring  p 
cies,  but  it  doesn't  hide  them,  eitl 
and  no  one  seems  to  mind.  Some  S8 
agents  even  discuss  their  perso 
struggles  with  custoniers. 

It  turns  out  that  a  life  hustling 
the  streets  can  be  good  training 
telemarketing.  Chamales  says  thi 
workers  are  unusually  persuasive- 
useful  skill  when  you're  making  25 
30  cold  calls  day.  The  results  surpr 
even  Stephen  Marcus,  a  Califor 
judge  who  heads  a  comt-mn  rehab  p 
gram  from  which  Chamales  has  hir 
"Hard  as  it  is  to  belie 
these    people    are  gc 


workers,"  Marcus  says. 

It  is,  indeed,  surprising.  Addicts 
alcoholics  cost  the  economy  $314  billio 
yeai'  just  from  absenteeism,  not  to  m 
tion  any  hidden  damage  their  pert 
mance  does  to  their  employers.  The 
ference  at  Omni  is  that  people  do 
have  to  cover  up.  "An  employer  m 
liires  recovering  people  is  hiring  peo 
who  acknowledge  they  have  a  probk 
and  some  of  those  costs  could  be  avc 
ed,"  savs  Scott  Robertson,  administra 
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SYMANTEC 


NORTON 


The  smartest 

way  to  keep  your 
computer  working 


Antivirus 


NORTON 


Utilities 


NORTON 


CrashGuard 


NORTON 


Web  Services 


One  Suite  Way  to  Gear  Up 
for  Top  Performance. 

Introducing  Norton  SystemWorks.  Complete  versions  of  the  latest  award-winning 
utilities  for  Windows  95  and  Windows  98  from  Symantec  Corporation  -  now  available  for  the 
first  time  ever  in  a  single  integrated  suite.  Geared  to  work  together,  they  eliminate  the  confusion 
of  choosing  from  all  the  different  utilities  on  the  shelf.  Just  shift  up  to  Norton  SystemWorks  and 
you  have  even/thing  you  need. 

The  smartest  way  to  keep  your  computer  working.  Norton  SystemWorks  protects, 
maintains,  fixes  and  fine-tunes  your  system.  Easily  customized,  you  can  choose  whether  you  want 
Norton  SystemWorks  to  run  automatically  in  the  background,  or  personalize  it  to  suit  the  way  you 
prefer  to  manage  and  maintain  your  system. 

An  incredible  value.  Along  with  complete  versions  of  five  award-winning  utilities,  Norton 
SystemWorks  features  a  FREE  Bonus  Pack  that  includes  Norton  Mobile  Essentials  ,  Visual  Page  , 
WinFax  Basic  Edition,  and  pcANYWHERE  Express.  $500  worth  of  software  for  just  $69.95!* 
More  than  30  million  customers  have  relied  on  Norton  products  to  protect  their  computers. 
And  at  this  price,  shouldn't  you? 

Gear  up  for  top  performance.  Go  to  your  local  reseller  to  get  five  award-winning 
utilities  plus  a  FREE  bonus  pack  for  one  amazing  price  -  just  $69.95! 


'Manufacturer's  suggested  retail  price 


SYMANTEC. 


Symantec,  the  Symantec  logo,  Norton  AntiVirus.  Norton  Utilities.  pcAN'A/VHERE,  and  WinFax  are  registered  U.S.  trademarks  of  Symantec  Corporalton 
Norton,  Norton  SystemWorks.  Norton  CrashGuard,  Norton  Web  Services,  Norton  Mobile  Essentials,  Norton  CleanSweep.  and  Symantec  Visual  Page 
are  trademarks  of  Symantec  Corporation.  Windows,  and  the  Windows  logo  are  registered  trademarks  of  Microsoft  Corporation.  All  other  brand  names 
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Companies 


Omni's  retention  rate  is  higher  for  its  rehabbed  workers 
than  for  those  from  the  regular  workforce 


at  Glendale  Adventist  Alcohol  &  Dnig 
Services,  in  Glendale,  Calil". 

Managing  those  workers  is  no  simple 
matter.  It  takes  special  supeivisors  to 
do  the  job.  Take  Joe  Hiller,  senior  vice- 
president  of  sales.  He  came  to  Omni  in 
the  summer  of  1984 — 40  days  sober  af- 
ter more  than  a  decade  of  substance 
abuse — decked  out  in  his  father's  ill-fit- 
ting suit.  "I  didn't  even  know  how  to  tie 
a  tie,"  says  Hiller.  His  fii"st  check,  com- 
mission only,  was  $27.  Within  a  year, 
he  had  moved  into  management. 
HONOR  SYSTEM.  Before  Chamales  will 
hire  anyone  with  a  troubled  past,  he  de- 
mands 30  days  of  sobriety 
in  a  treatment  program. 
He  forgoes  drug  tests,  re- 
lying instead  on  his  own 
instincts  and  the  honor  sys- 
tem. Applicants  ai-e  given  a 
50-question  multiple-choice 
test  to  detect  qualities  as- 
sociated with  Omni's  top 
sellers  and  to  help  weed 
out  "50-yard-dashers," 
smooth  talkers  who  won't 
last.  The  company  actual- 
ly has  an  incentive  to  hire 
the  ex-felons — a  credit  of 
up  to  $2,400  on  their  fij-st- 
yeai'  salaiy  under  the  fed- 
eral Work  Opportunity  Tax 
Credit  ProgTam. 

Once  hired,  telemar- 
keters learn  the  company's 
well-defined  inles.  Although 
they  don't  visit  clients,  sales 
agents — all  of  whom  get 
5%  commission  and  earn  $250  to  .%1(KJ  jjer 
week  for  the  fii'st  year — have  to  dress 
professionally.  "We  come  here  broken  or 
Umping,  and  the  comj^any  shows  us  the 
path,"  says  Alan  Jacob,  49,  once  a  heroin 
addict,  now  vice-president  of  sales  man- 
agement. "Tliere  are  a  lot  of  guidelines 
and  stnictiu'e  here  beciiuse  we  need  that." 

Managei's  balance  that  strictness  with 
sensitivity  to  pei-sonal  jM'oblems  that  can 
mar  peribnnance.  To  help  employees  re- 
store credit  or  finance  a  cai;  for  instance, 
Omni  has  disbursed  $250,000  in  loans. 
Another  technique  is  to  assign  a  mentor 
to  each  new  employee.  Ex-addicts  often 
need  help  with  such  basic  etiquette  as 
shaking  hands.  "Twenty  yeai's  ago,  I  had 
trouble  looking  into  ]3eople's  eyes,"  ad- 
mits Chamales,  who  was  raised  in  foster 
homes  and  started  drinking  at  14.  And 


mentors  help  ease  the  emotional  roller 
coaster  of  commission  sales  itself,  which 
can  take  a  toll  on  anyone. 

How  do  employees  from  the  regular 
workforce  feel  about  their  ex-addict  col- 
leagues? They  can  be  "more  sensitive," 
says  Judy  Vallembois,  a  sales-adminis- 
tration manager,  misinterpreting  even 
routine  brusqueness  as  harsh  criticism. 
But  "they're  a  lot  more  creative  and 
more  fun  to  be  around." 

All  this  support  results  in  lower 
tiuTiover,  especially  diuing  the  fii-st  yeai; 
when  the  telemarketers  are  earning  the 
least  foi'  the  company.  Among  Omni's  re- 


RECOVERY  ZONE 

Managers  at  Omni  Computer  Products  use 
some  unconventional  techniques  to  tap  the  talents  of 
ex-addicts  and  alcoholics.  Here's  how  they  do  it: 

VIEW  RECOVERING  EMPLOYEES  AS  LONG-TERM  INVESTMENTS  Some  will 
suffer  setbacks.  Others  need  to  deal  with  legal,  health,  or  family 
problems  caused  by  past  drug  abuse.  Be  flexible. 

Vi/HEN  HIRING,  SET  SOBRIETY  STANDARDS  AND  SCREEN  INTENSIVELY  Prospects 
should  demonstrate  30  days'  sobriety  and  participation  in  a 
recovery  program.  Probe  commitment  to  change  with  multiple 
interviews  and  written  tests. 

PROVIDE  IN-HOUSE  MENTORS  Mentors  offer  reassurance  and  discipline 
to  newly  employed  and  sober  workers.  Ex-substance  abusers 
often  need  counseling  on  basic  social  and  workplace  skills. 

BE  OPEN  WITH  OUTSIDERS  Turn  your  dedication  to  recovering  workers 
into  a  selling  point.  Most  people  have  a  friend  or  relative  undone 
by  drugs  or  alcohol.  That  offsets  the  stigma  attached  to  addiction 


habbed  workers,  the  fu'st-year  I'etention 
rate  is  15%,  while  only  8.5%  of  those 
fi-om  Omni's  regular  workforce  are  left 
after  12  months.  Such  attrition  would  be 
dismal  in  most  businesses,  but  experts 
say  it's  quite  solid  for  telemarketing. 

Workforce  longevity  makes  other  sav- 
ings possible.  Many  telemarketers  rely 
on  sophisticated  customer-contact  soft- 
ware, which  costs  from  $3  million  up  to 
$25  million,  for  a  300-seat  call  center 
These  systems  pi'ovide  more  back- 
ground data  than  Omni's  long-term  ac- 
count executives  need;  they  have  much 
of  it  in  their  heads.  Omni  didn't  bother 
upgrading  its  antiquated  Dos  system  to 
Windows  until  last  year. 

Omni's  rehabilitating  mission  works 
for  high-level  recruitment,  too.  Earlier 
this  year,  Chamales  began  introducing  a 


retail  Rhinotek  hne.  To  lead  the  pus 
he  hired  David  Bledeen  and  Jeiry  D; 
Bledeen  is  a  recovering  addict  and  c 
founder  of  Naked  Juice,  a  startup  £ 
quired  in  1987  by  Chiquita  Brands  1 
ternational  Inc.  Dix  lost  his  share  of 
$19  million  lug-nut  business  because 
substance  abuse.  Chamales  says  th 
under  other  circumstances,  he  would; 
be  able  to  hire  executives  with  th 
pedigree. 

To  be  sm'e,  not  eveiy  day  is  sunshi 
and  success.  Chamales  weathered  t\ 
death  threats  10  years  ago.  A  bor 
scare  five  years  ago  shut  operations  1 
half  a  day,  causing  abo 
$50,000  in  lost  sales.  A 
$25,000  in  supplies  evaj 
rated  some  years  ago.  I 
has  identified  only  one 
the  culprits — a  reh 
worker  whom  he  had  fan 
EARLY  SIGNS.  The  mo 
common  problem  is  r 
lapse.  Onmi  mentors  kn( 
the  early  signs:  absenct 
tai'diness,  bizaire  behavi 
a  lack  of  focus,  two-ho 
lunches.  Six  months  aj 
Hiller,  Chamales,  and  me 
tor  Cai-ole  Gaiiand  stepp 
in  when  Kelly  McFadd( 
32,  started  drinking  ag£ 
after  4k;  diy  years.  Aft 
talks  and  two  sick  leav* 
Hiller  says,  "we  got  to  t 
end  of  om*  rope.  She  w 
coming  to  work  drur 
spilling  food,  telling  us  s 
had  cancer."  They  gave  her  an  ultin 
tum:  i-ehab  or  teirnination.  Omni  help 
hei'  find  a  treatment  program,  and  c 
leagues  covered  her  accounts,  so  s 
wouldn't  come  back  broke. 

Some  might  read  this  as  a  cautiona 
tale.  Not  Chamales.  "Kelly  is  one  of  o 
very  solid,  top-producing  executive: 
he  says.  "To  find  one  of  her  caliber 
not  easy."  Back  at  work  after  a  fe 
months,  she  tries  to  convey  her  appi 
elation:  "This  is  my  home,  my  family. 

Chamales  has  ambitious  plans  for  1 
workers.  "Two  hundred  twenty  milli 
in  gross  sales  by  2002,"  Chamales  sa^ 
"That's  the  big  haiiy  goal."  And  if  th 
expansion  causes  stress,  not  to  won 
Omni's  new  call  center  has  a  discrei 
well-lit  coanseling  room. 

Bjj  Ed  Leibowlt:  in  Los  Angel 
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It  takes  an  investment  banker  who  understands  sound  fundamentals,  as  well  as  certain  intangibles. 
It  takes  expert  research  to  identify  the  potential  for  real  growth  before  everyone  else  does. 
It  takes  the  ability  to  finance  that  growth,  through  institutional  and  individual  investors. 
And  it  takes  the  support  of  knowledgeable  stockbrokers  everywhere  who  believe 
in  a  name  they  can  taist.  Josephthal.  Perhaps  that's  why  so  many  people 
put  their  eggs  in  Josephthal's  basket  for  initial  public  offerings. 


J  o  s  e  p  h  t  h  a  1 

BROKERAGE  ■  INVESTMENT  BANKING 


We  See  Opportunity 

Before  It  KnOCks 

200ParkAvenue   New  York,  NY  1 0 1 66  888.830.4639  www.josephthal.com  MemberNYSE.NASD,  SIPC 
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Management 


A  CHECKUP  FOR  YOUR 
HEALTH  PLAN 

Online  data  help  gauge  quality  of  care 


Eddie  Toohey  knew  it  was  time  to 
make  a  change  in  his  company's  in- 
demnity health  plan.  The  18  em- 
ployees at  his  Brown  Hearing  Aid  Cen- 
ters, based  in  Orange,  Tex.,  had 
complained  repeatedly  about  the  high 
co-pa.\anents  and  limited  coverage.  Wliile 
Toohey  wanted  to  switch  over  to  a  man- 
aged-care plan  and  was  even  willing  to 
pay  a  little  more  for  a  good  one,  he 
didn't  know  how  to  choose.  What  he 
needed  was  a  set  of  benclimarks  to  help 
judge  a  plan's  quality. 

To  get  started,  Toohey  obtained  sev- 
eral pamplilets  fi"om  the  Employer  Qual- 
ity Partnership  (eqp),  a  Washington 
(D.  C.)  business  consortium  spearheaded 
by  the  Business  Roundtable  to  address 
the  health-care  needs  of  smaller  em- 
ployers. These  guides,  which  are  also 
available  on  the  Web  at  www.eqp.org, 
helped  him  ask  the  right  questions  when 
comparing  health  plans.  Now,  Toohey 
says,  "I  am  recjuesting  tiuTiover  rates.  If 
members  are  dropping  out,  that's  not  a 
good  sign." 

EASY  ACCESS.  Almost  60%  of  large 
companies  with  more  MEDICAL 

than  10,000  employees   

routmely  use  quality  indicators  to  choose 
their  health  plans,  according  to  a  1998 
survey  by  the  Washington  Business 
Group  on  Health  and  Watson  Wyatt 
Worldwide,  a  benefits-consulting  fii-m  in 
Bethesda,  Md.  But  small  employers 


haven't  always  had  easy  access  to  such 
data  or  even  known  of  its  existence. 
Recent  efforts  by  such  groups  as  the 
E(JP  consortium  are  helping  to  dissemi- 

QQY£P^Qg      nate  the  information. 

  Quality  is  gauged 

by  a  number  of  factors,  such  as  access 
to  care,  which  includes  the  ability  to 
see  specialists  or  use  an  emergency 
room  while  out  of  town.  It's  also  mea- 
sm-ed  by  the  coverage  of  specific  clinical 
treatments  and  by  consumer  satisfac- 


Weighing  a  Plan 

How  good  is  your  plan?  Check  it  against  national  norms.  A  sampling: 

1997  NATIONAL    TOP-RANKED  NAME 
CLINICAL  MEASURES                                       PLAN  AVERAGE  PLAN 

Women  aged  52-69  given  at  least  one 
mammogram  in  the  past  two  years 

1  ~  

71.3% 

88.9% 

NorthMed, 
Traverse  City,  Mich. 

j  Coronary  patients  35  and  older  who  got 
!  beta  blockers  after  a  heart  attack 

74.0% 

99.1% 

 i 

Tufts  Health  Plan, 

Boston  1 

i  Women  who  begin  prenatal  care  within 
;  the  first  13  weeks  of  pregnancy 

83.1% 

99.0% 

Blue  Cross/Blue 
Shield  of  Mass.,  Boston 

\  Diabetes  patients  31  and  over  who  re-      39.0%  76.1% 
1  ceived  an  eye  exam  within  the  last  year 

DATA:  NATIONAL  COMMIHEE  FOR  QUALITY  ASSURANCE 

Group  Health  Cooperative  | 
of  Eau  Claire,  Wis.  j 

i 
i 

tion.  "Good  quality  doesn't  necessan 
cost  more,"  says  eqp  Executive  Du-ec 
Peter  Segall. 

How  can  you  judge  a  particular  pi; 
One  of  the  best  sources  is  the  Natioa 
Committee    for    Quality  Assuraii 
(NCQA),  a  nonprofit  Washington  th  i 
tank  that  publishes  the  industiy  bil 
Quality  Compass,  available  on  a  $2, 
CD-ROM.  The  think  tank's  data,  w  h 
are  purchased  for  the  most  part  ■ 
large  corporations  and  insurance  1  >  > 
kers,  compare  plans  by  rating  menil 
satisfaction  and  treatments  for  spei 
illnesses.  However,  you  can  get  a  i' < 
synopsis  of  this  information,  "li 
State  of  Managed  Care  Qualit 
Available  at  the  NCQA  Web 
(www.ncqa.oi-g),  this  report  rex  u 
:!00  managed-care  plans. 
SEAL  OF  APPROVAL.  Foi  exani| 
check  out  the  clinical  measun-- 
quality,  such  as  the  rate  of  m.anii  1 1 
raphy  screening.  The  Web  site  ui 
a  national  average  for  all  the  pi; 
in  its  database.  Then  you  can  ;i 
your  insurance  broker  or  a  plan  ; 
ministrator  for  a  specific  pl;i 
screening  rate  and  do  your  m 
:    comparison  (table). 

At  the  Web  site,  you  also  can 
on  a  summary  of  the  ncqa's  acc 
tation  report.  This  rates  each  h' 
plan  on  its  degree  of  compliance 
six  quality  measures,  including  ai  < 
to  care  and  responsiveness  to  meml'. 
complaints,  "nc'cja  accreditation  is  I 
the  Good  Housekeeping  seal  ol 
proval,"  says  Carl  Dickerson,  secre 
treasiu'er  of  the  Calilbmia  Associatii  n  > 
Health  Underariters  Foundation. 

A  handful  of  states'  health  deji;! 
ments  are  doing  their  part  to  li 
small  businesses,  too,  by  translati 
the  NCQA  data  into  managed-care 
port  cards.  Sherrin  Altiere,  who  h; 
dies  employee  benefits  at  Gordon's  C 
ner  Water  Co.  in  Marlboro,  N.J.,  fu 
her  state's  report  card  useful.  "I  ( 
now  tell  exactly  how  our  Prudeni 
HMO  stacks  up  against  11  other  HMf 
says  Altiere.  Maryland,  Texas,  Ut 
and  New  Mexico  are  also  issuing  1 
reports,  with  New  York  and  Misso 
set  to  join  this  spring. 

Some  critics  fear  that  all  this  d. 
could  be  overwhelming  to  consum« 
And  to  be  sure,  these  resources  wc 
eliminate  the  headache  of  choosing 
health  i)lan.  But  they  could  help  ei 
the  pain. 

Bij  Jotshua  Ke^idall  in  Baltim 

For  more  help  choosing  health  plans,  die 
Online  Extras  at  enterprise.businessweek.ee 
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www.onsale.com 


AOL  Keyword:  Onsale 


Phiilip  Raclyn  ;  

PhiiHp  has  p  ~'' 
his  own,  (It 

And  beca      this  m'  ' 
to  sp  e  tin^ 

office  worK. 

J  Phillip  oft 
on  his 
the  r 

spend ;    ,  _       ^    .  - 
For  Phii:  . 

O  !      L  i   i        O  I   S  i  i  : 


3S.  He  is  a  veterinarian, 
.very  pet  as  if  it  wer 


"  to  him,  he  want 
a  less  time  doing 


Wir         NT  Workstation 
ws  98.  And,  as 
/von't  have  to 

'J  m 

'nts.  Windows  N' 
^...icv     .  as  more 


Microsoft 

J  go  'COi)V? 

1  'SOOt  WINDOWS  for  a  free  guide 


"Performance  tests  compared  Windows  NT  Workstation  4  0  to  Windows  98  operating  systems  using  Ziff  Davis*  (ZD's)  Winstonec©  98  1.0  on  computers  with  64MB  of  RAM.  Tests  performed  without  verification  by  ZD,  ZD  makes 
representations  or  warranties  Wmstone  is  a  registered  trademark  or  trademark  of  ZD  Inc  in  the  U.S  and  other  countries  For  more  information,  visit  http://www  microsoft.com/windows/ntworkstation 

C'1999  Microsoft  Corporation.  All  rights  reserved  Microsoft,  Windows,  the  Windows  logo.  Windows  NT  and  Where  do  you  want  to  go  today''  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  Sta 
and/or  other  countries. 
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The  Entrepreneur's  Life 


BY  ROBIN  P.  SCHATZ 

A  PERFECT 
BLENDSHIP 

After  20  years,  these  co-executives  remain  partners 
and  best  friends  in  work  and  in  life 


I have  always  viewed  business  partnership  as  an 
unstable  chemical  compound — at  best.  Stir  in  friend- 
ship, and  you  surely  would  have  an  explosion.  Then  I 
met  Gail  Tessler  and  Norma  Menkin,  best  buds  for  over 
two  decades  and,  for  more  than  16  years,  co-presidents 
of  Gainor  Staffing  (as  in  Gail  and  A'^orma),  now  a  20- 
employee,  $10-million  temporary 
and  permanent  staffing  firm  in 
New  York  City. 

Gail,  46,  and  Norma,  48,  often 
wonder  if  they  were  sisters  in 
another  life.  In  this  one,  they've 
been  maids  of  honor  at  each  oth- 
er's weddings  and  godmothers  to 
each  other's  children.  Together 
they've  survived  I'ecessions, 
chicken  pox,  pregnancies,  and  un- 
happy dealings  with  silent  part- 
ners they  eventually  bought  out. 

This  tender  tale  stalls  in  1977. 
Gail,  a  recent  college  gi'ad,  an- 
swered a  help-wanted  ad  from 
Nonna,  a  former  teacher  and 
newly  minted  manager  at  a  New 
York  staffing  fu'm.  It  was  fiiend- 
ship  at  fii'st  sight,  almost.  Nomia 
initially  mistook  GaO  for  a  secre- 
taiial  aj^plicant  and  asked  if  she 
could  type.  "I  said,  'Type?  I  just 
got  out  of  college,' "  recalls  Gail. 
Norma  called  Gail  at  home  re- 
peatedly to  apologize  and  wound 
up  hiring  her.  Within  a  month, 

Gail  had  become  a  manager,  too,  and  soon  they  were  su- 
pei-vising  70  people  between  them.  They  roomed  together; 
they  took  classes  together;  they  planned  theii-  weddings. 
WELL-CONCEIVED.  In  June,  1982,  the  duo  started  Gainor. 
"The  business  was  founded  with  the  understanding  that 
we  were  going  to  each  ti-y  to  have  at  least  two  children," 
says  Norana.  So  the  partners  made  a  stiiking  pact:  They 
resolved  to  take  tunis  having  babies.  "NoiTna  went  fu-st 
because  she  was  older,"  says  Gail,  as  if  nothing  could  be 
more  fair. 

This  well-conceived  plan  easily  could  have  failed.  "For- 
tunately, tlie  stars  were  in  the  right  place,"  says  NoiTna. 
Over  a  six-yenr  period,  they  each  had  two  babies,  at  per- 
fectly alteiTiating  18-month  intervals.  "For  a  while,  eveiy 
time  we  had  a  meeting  with  the  bank,  one  of  us  would 


HAPPY  TOGETHER:  Menkin  and  Tessler 


be  pregnant,"  says  Norma.  The  money 
men  may  have  looked  askance  at  this 
nonstop  fertility,  but  Gail  and  Norma 
made  it  work.  They  took  a  six-month  ma- 
ternity leave  with  each  child  and  over- 
lapped at  work  so  the  transitions  were 
smooth.  For  a  while,  Gail  contemplated 
having  a  third  child  and  staging  home 
permanently.  Norma  was  distraught.  She 
couldn't  go  on  without  Gail. 

But  they  have  gone  on — together.  To 
this  day,  they  remain  virtually  inter- 
changeable in  dealing  with  each  other's 
kids,  the  clients,  and  employees.  (Indeed, 
an  assistant  leaves  me  a  message  from 
"Normagail"  before  he  laughingly  corrects  himself.)  And 
they  keep  on  juggling,  like  circus  pros,  accepting  the  fact 
that  family  concerns  will  compete  for  their  attention, 
whether  it's  arranging  summer  camp  or*  attending  a 
school  play.  "When  we  do  the  to-do  list  for  a  regular  or- 
dinary day,"  says  Nonna,  "it's  one  part  business  and  one 
l^art  personal." 

COMPLEMENTS.  Norma  and  Gail 
can  finish  each  other's  sentences, 
liut  they're  hardly  clones.  Nomia 
IS  happiest  schmoozing  with 
clients,  making  speeches,  and  con- 
cocting big-picture  strategies. 
( lail  would  just  as  soon  curl  up 
with  a  good  spreadsheet.  Those 
|)ersonality  differences  cause  oc- 
casional sparks — as  when  they  la- 
loored  over  a  new  sales  brochure. 
"The  brochure  became  such  a  te- 
ilious  thing,"  says  NoiTna.  "I  did- 
n't want  to  deal  with  it  anymore. 
I  wanted  to  go  on  to  something 
else."  Gail's  insistence  on  perfec- 
tion prevailed.  "We've  always 
been  very  up-front,"  says  Gail. 
"We  can  yell  and  scream  and  dis- 
agree on  a  business  level  and  not 
take  it  personally." 

Granted,  such  a  partnership  is 
rare.  It  seems  to  be  the  product 
of  some  uncommon  planetary 
alignment.  Years  ago,  when  Nor- 
ma  was  a  teacher,  she  impulsivelj 
visited  a  gy]jsy  to  talk  about  her  love  life.  The  gJT^sy 
peered  into  the  tea  leaves  and  saw  something  else. 

"She  said,  'You  are  going  to  be  in  a  business  which 
you  know  nothing  about  right  now.  You  are  going  to  be 
very  successful  and  make  a  lot  of  money,' "  Norma 
laughs.  Curiously,  this  happened  at  42nd  Street  and  Fiftl 
Avenue — Gainor's  present-day  location.  "Maybe  it  was 
fate,  after  all.  I've  never  had  this  with  anyone  else  in  mj 
hfe,"  Norma  says.  "This  has  always  worked.  It  can't  be 
questioned,"  chimes  in  Gail.  "It's  just  perfect.  It  just  is." 
Whatever  it  is,  it's  a  priceless  asset — and  an  inspiration 
to  cynics  like  me. 

To  share  your  own  story  about  partners,  send  E-mail  to: 
robin  schatz@businessweek.com. 
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e  admit  it.  Four  thousand 
>ms  in  our  catalog,  over 
o  million  available  by  spe- 
ll order,  and  we  got  a  little 
nchy  trying  to  name  every- 
ng.  It's  a  good  problem  to 
ve,  and  the  result  of  our 
nmitment  to  doing  things 
ittle  differently  at  Office 
rniture  USA.  See,  we  deal 
;h  a  lot  of  the  nation's  top 
inufacturers.  We  make  the 
ne  deal  with  all  of  them: 
ive  us  your  best  stuff  at 
ur  best  prices,  and  we'll 
e  you  a  lot  of  business  in 
urn."  It's  a  good  deal  for 
:rybody.  Even  better,  once 
set  the  price  of  a  partic- 

r  item,  we  guarantee  it  tions.  There  is  no  buyer's  thing  when  you  visit  any  Every  time.  And  we  have  the 
•n't  change  for  an  entire    remorse  thinking  you  could     one  of  our  nationwide         kind  of  fun  that  only  the 

have  gotten  a  better  deal      showrooms.  It's  consistent,     crayon  makers  understand. 


"WE'VE  GOT  SUCH  A  WIDE 

VARIETY  OF  STUFF, 
I'VE  SEEN  CHAIRS  IN  ABOUT 

EVERY  COLOR  YOU 
CAN  IMAGINE.  MY  FAVORITE 

IS  RENDEZVOUS  LEMON. 
JUST  BECAUSE  I  LIKE  SAYING 
RENDEZVOUS  LEMON." 


•L. 


0^. 


L 


Ben  Hopkins, Truck  Dn^ 
Office  Furniture  USA 


J  u 


ir.  This  way,  you  don't 
/e  to  worry  about  waiting 
sales  or  special  promo- 


because,  frankly,  there  isn't     and  all  consistently  good.      OFFICE  FURNITURE 

USA 


one.  And  you'll  see  the  same    You  get  just  what  you  want. 

A  whole  new  set  of  values. 


www.officefurniture-usa.com 
877-FIND-OFUSA 
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Under  30 
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kuertd  Kic-o's  self-pro- 
'claimed  "New  Queen 
of  Merengue," 
Car  la  Haeussler  Baudillo, 
doesn't  reign  in  Latin 
dance.  Her  title  comes 
fi'om  the  aiiy  egg-white 
confections  that  turned 
this  spiiited  mother  of  two 
into  the  island's  top  maker 
of  gourmet  pastries. 

It  all  began  with  a  craving  after  the  birth  of  her  fu-st 
child,  Carlos,  in  1993.  Baudillo,  now  27,  started  whipping 
up  egg  whites  and  sugar,  creating  bite-size  miniatures  of 
a  favorite  Caribbean  dessert,  merengue,  with  less  sugar 
than  most  recipes.  When  they  sold  like  hotcakes  at  her 
parents'  gourmet  cafe,  she  saw  gi-eater  potential.  Baudil- 
lo went  store  to  store  with  the  tiny  treats,  selling  on 
consignment,  and  eventually  landed  accounts  with  the  is- 
land's top  supermarket  and  movie  theater  chains. 

Soon,  Carla's  Sweets  Corp.  outgi'ew  kitchens  hke  baby 
Carlos  did  clothing,  moving  four  times  in  five  years.  Ex- 


SUCCESS 
IS  SWEETS 

HOW  CARLA  BAUDILLO  WHIPPED  UP  A  BUSINESS 


w\A  fni-  a  recent  .$15( ),(.)< lit  ii 
bank  loan,  she  financed  ex 
pansions  with  cash  flow, 
benefiting  fi-om  a  90%  tax 
break  for  island  manufac- 
turers. She  now  offers  14 
items:  seven  Caribbean  fa- 
vorites such  as  pasteUlli- 
tos  de  guayaba,  an  aiiy 
guava  pastry,  and  assortec 
brownies  and  cookies.  Las 
year  her  25  workers,  many  subsidized  through  the  U.  S. 
welfare-to-work  program,  cooked  up  $650,000  in  sales. 

Baudillo  comes  from  a  long  line  of  entrepreneurs,  and 
her  family  has  been  key  to  her  success.  Her  father 
loaned  an  early  $2,000,  and  a  sister  designed  her  logo. 
Carla  also  poached  her  husband,  Cai'los  A.  Perez,  36, 
from  investment  bank  Oriental  Financial  Group  to  han- 
dle finances.  "He  didn't  take  it  seriously  until ...  he  saw 
that  fu'st  check,"  she  says.  There's  nothing  like  the  ka- 
cliing!  of  the  cash  register  to  make  a  mei-eitgue  swing. 

By  John  Paul  Marino  hi  Bayainon,  Puerto  Ria 
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le  communications  company.  One  online  bill, 
e  flat  monthly  payment.  Up  to  30%  off. 


I  Multiple  providers.  Multiple  bills.  Ttiis  has  been  the  story 

^^^J^^l  of  your  business'  communications  life.  But  now  there's 
^^^^^^V  Teligent.  Suddenly  everything  is  available  from  one  com- 

^^^^^  pany.  For  one  predictable  flat  monthly  charge.  Local.  Long 
llstance.  High-speed  Internet.  All  for  up  to  30%  less  than  you're  currently 
Mylng  for  these  services.  We  simply  take  the  average  of  several  months' 
;harges  and  discount  that  amount.  That's  what  you  pay  every  month* 
Jur  interactive  online  billing  system,  e-magine, "  gives  you  an  unparalleled 

>1998  Teltgent,  Inc    'Certain  lerms  and  conditions  apply  See  youf  Teligent  lepresenlative  tor  complete  details 


ability  to  view  and  analyze  your  account.  Right  through  your  Internet  browser. 
You  can  sort  and  track  calls,  download  data,  even  pay  your  bill  right  online. 

We've  made  it  our  mission  in  life  to  see  that  small  and  mid-sized 
companies  get  the  same  advantages  as  the  bigger  guys.  And  It  all 
comes  courtesy  of  our  little  12-inch  antenna  on  the  roof  of  your 
office  building.  So  go  ahead,  jump  for  joy.  ^^"^ 
We  understand.  For  more  information.      f^m  ■■ 
visit  us  al  www.teligent.com.  V 


Teligent 

The  Smart  Way  To  Communicate ' 


In  1989,  from  their  home,  two  guys,  three  dogs,  and  a  59<t  biscuit  cutter  set  out  to  make  the  world's  best  d 
treats.  The  result?  Five  stores,  a  cooking  show  and  Great  Dane-size  demand.  American  Express®  Small  6usir» 
Services  was  there,  extending  credit  when  no  one  else  would.  And  this  year,  when  they  open  50  new  stoj 
our  equipment  financing  program  will  reduce  their  cash  outlay. 

Ai!  delivered  with  our  usual  person-to-person  (-to-canine)  service.  ^  j  ^^iM<.7.]K»»ttir«>iB9J«itBicAN!i 
1  800-SUCCESS  or  visit  www.americanexpress.com. 


Small  BusiD 
Services 


overnment 


TIES 


IICH  DALEY'S 
[IND  OF  TOWN 

fe  is  good  in  Chicago-and  that's  good  for  the  mayor 


THEN  AND  NOW 

Unlike  his  iron-fisted  father,  Hizzoner  Richard  J. 

Daley  (left,  at  the  1968  Democratic  convention), 
Mayor  Daiey  (above,  center)  has  reached  out  to  the 
city's  minorities  and  broadened  his  coalition 


he  warm-up  speakers — ministers 
and  commimity  activists — whipped 
up  the  crowd  packed  into  an  in- 
ner-city YMCA  with  talk  of  an  eco- 
lic  rebirth.  It  was  the  main  attrac- 
,  though,  who  really  struck  a  chord 
1  the  largely  African-American  au- 
ice  on  Chicago's  South  Side — a  part 
own  pock-marked  with  litter-strewn 
where  white  pols  rarely  venture, 
layor  Richard  M.  Daley  rattled  off  a 
ng  of  city-sponsored  projects,  but 
crowd  gave  its  wannest  reception  to 
finger-jabbing  promise  to  reconstnict 
city's  education  system.  "I  can  build 
he  buildings  you  want  here,  but  if  I 
't  provide  a  high  school  graduate 
li  an  education  to  get  a  job,  I've 
id,"  the  mayor  thundered. 
Certainly,  Daley's  visit  to  the  Wood- 
n  community  just  days  before  the 
I.  23  primary  (the  de  facto  election) 


could  be  seen  as  simple  electioneeiing. 
His  opponent,  former  Black  Panther 
founder  and  four-temn  Democratic  Rep- 
resentative Bobby  Rush,  52,  has  a 
strong  reservoir  of  support  among  the 
city's  black  community.  But  those  who 
have  watched  Daley,  56,  during  his 
three  terms  see  a  street-smart,  pop- 
ulist pol  who  seems  genuinely  deter- 
mined to  transform  "the  city  that 
works" — as  Chicago  was  called  under 
the  reign  of  his  father,  Hizzoner 
Richard  J.  Daley — into  one  that  works 
for  all  the  people. 

A  visitor  to  Chicago  today  finds  a 
flmTy  of  new  hotels  and  retail  constrac- 
tion  stretching  off  Micliigan  Avenue's 
"Magnificent  Mile."  Thanks  to  $5.2  bil- 
hon  in  public  and  private  spending  over 
the  past  decade,  life  is  returning  to 
ragged  parks  and  beaten-down  commu- 
nities. Not  everywhere,  and  not  evenly, 


to  be  sm-e.  And  Rush  has  scored  points 
with  impassioned  claims  that  "there  ai'e 
two  Cliicagos,"  where  the  poor  and  job- 
less "are  not  even  on  the  radar  screen 
as  far  as  the  power  structure  is  con- 
cerned." But  to  Woodlawn  community 
activist  Yaniei'  Moore,  "Daley  seems  the 
better  choice.  He's  helping  the  schools, 
he's  kind  of  tough  on  crime,  and  he's 
better  on  the  issues." 

Polls  suggest  that  Daley  is  likely  to 
cruise  to  an  easy  victory.  That  would 
fuither  liighhght  liis  gi'oundbreaking  ed- 
ucation reforms  and  bring  him  addition- 
al clout  in  Washington.  Ties 
between  the  mayor,  a  key 
network  of  influential  power 
brokers,  and  the  White  House 
run  deep — beginning,  of 
course,  with  liis  brother.  Com- 
merce Secretary  William  M. 
Daley.  Most  important  is  the 
mayor's  long-standing  connec- 
tion to  Vice-President  Al 
Gore.  "He's  incredible,"  says 
Gore.  "You  have  to  say  he  is 
one  of  the  . . .  most  effective 
mayors  in  the  country.  If  I 
were  a  citizen  of  Chicago,  I 
would  vote  for  him." 

Of  course  he  would.  Anoth- 
er Daley  term  is  crucial  to 
Gore's  hopes  for  captiuing  lUi- 
nois  in  the  2000  primary  and 
general  election.  And  what 
does  Daley  expect  in  retm-n? 
He  could  use  help  in  his  cra- 
sade  to  crack  down  on  the 
sale  of  handguns.  In  Novem- 
ber, Chicago  filed  a  $433  mil- 
lion suit  against  handgun 
manufacturers  and  scores  of 
suburban  gun  dealers,  who, 
Daley  argues,  are  flooding  the 
city  with  illegal  weapons.  He  needs 
more  federal  funding  for  affordable 
housing  and  for  ailing  mass  transit. 
Above  all,  he's  after  more  school  aid  for 
his  cherished  educational  overhaul.  "We 
want  an  understanding  of  our  prob- 
lems," says  Daley,  a  harsh  critic  of 
Washington.  "Many  times,  they  don't 
understand  what's  going  on  in  Ajnerica. 
It's  that  Beltway  mentality." 
MISSION  IMPOSSIBLE.  The' plain-spoken 
Daley,  who  jots  down  notes  about  pot- 
holes and  abandoned  buildings  as  he's 
being  driven  through  town,  has  never 
appeared  to  harbor  any  ambitions  be- 
yond the  Second  City.  "He  could  have 
been  governor  or  senator,  but  he  gen- 
uinely Ukes  being  mayor-,"  says  Chicago 
lawyer  and  former  Illinois  Attorney 
General  Neil  F.  Hartigan.  In  recent 
years,  Daley  has  weather-ed  scandals  in 
the  fir-e  and  poUce  departments  and  ma- 


Government 


jor  ethical  lapses  among  some  of  his 
closest  political  aides— front-page  sto- 
ries reminiscent  of  the  old  Chicago.  But 
Daley  himself  has  not  been  tarnished, 
and  he  is  hkely  to  be  best  remembered 
for  doing  what  many  inside  and  outside 
the  city  thought  was  close  to  impossible: 
turning  around  a  broken-down,  coiTup- 
tion-riddled,  big-city  school  system. 

In  1995,  after  the  state  legislature 
handed  control  of  the  school  system  to 
the  mayor,  Daley  swiftly 
made  two  key  decisions:  He 
sent  his  chief  of  staff,  Gery 
J.  Chico,  to  head  the  Board 
of  Education,  and  he  made 
his  hyperkinetic  budget  di- 
rector, Paul  Vallas,  ceo  of 
the  school  system.  They 
moved  immediately  to  elimi- 
nate a  $1.3  billion  budget 
deficit,  regain  investor  confi- 
dence, and  issue  $2  billion  in 
bonds  for  capital  improve- 
ments. They  also  managed 
to  secure  labor  peace  with  a 
long-term  teacher  contract. 

But  progress  in  reading 
and  math  scores,  dropout 
rates,  and  graduation  rates 
wouldn't  have  materialized 
without  a  tough-love  pro- 
gi'am.  Perhaps  most  impor- 
tant was  the  controversial 
decision  to  end  "social  pro- 
motion"— the  routine  pass- 
ing of  kids  from  elementary 
to  middle  school  and  from 
there  to  high  school  regard- 
less of  performance.  To  help 
youngsters  who  are  held 


steady  loss  of  jobs,  especially  industrial 
ones,  to  the  suburbs.  For  now,  it  looks 
as  though  the  exodus  may  be  ending, 
thanks  in  large  part  to  the  clever  and 
extensive  use  of  an  economic  tool  called 
tax  increment  financing  (tif).  In  67  tifs,' 
Daley  is,  in  essence,  partnering  with 
private  enterprise  to  provide  infra- 
structure and  direct  grants  in  return 
for  new  businesses,  jobs,  and  homes. 
On  abandoned  industrial  land  known  as 


TOUGH  LOVE  IN  CHICAGO 

How  Mayor  Daley  and  his  team  have  begun  turning 
around  the  430,000-student  public-school  system 

WIANAGEMENT  Daley  &  Co.  has  rooted  out  corruption, 

eliminated  a  $1.3  billion  deficit,  and  committed  $2  billion  _ 

^°  .^L^i"?      A^A^O'S        .^^i'.^J':'?."^.^^.".^.^:   building  to"house  "starti^p; 

ACADEMIC  PERFORIMANCE  Chicago  has  cracked  down 
on  poorly  performing  principals,  ended  "social  promotion" 
to  the  next  grade  for  underachievers,  and  put  in  support 


Immergluck,  vice-president  of  the  Woe 
stock  Institute,  an  economic  think  tar 
questions  whether  all  the  tax  brea 
have  been  necessary.  "A  lot  of  the  c 
velopment  in  the  tifs  would  have  ha 
pened  anyway  because  of  the  strong  j 
gional  economy,"  he  says. 

Daley  is  unapologetic,  and  irreprei 
ible,  roUing  out  a  never-ending  stream 
proposals.  To  blunt  attacks  that  his  n( 
housing  development  plans  in  run-doA 
areas  will  create  pressui 
on  existing  homeovraers, 
gained  City  Council  appro' 

HIGH  MARKS 

President  Clinton 
hailed  Daley's 
package  of  education 
reforms  as  a  model  for 
the  countiy 


in  early  February  for  lo 
cost  loan  packages  of  $10,( 
to  $18,000  to  assist  Soi 
Side  residents  in  upgrad: 
their  homes.  That  sa: 
week,  he  unveiled  a  hij 
tech  business-developm( 
strategy,  marshahng  $iO  r 
lion  in  tax  subsidies  and 
vestments  from  city  pens 
funds  to  provide  seed  capi 
and  to  purchase  a  Lc{ 


systems — from  after-school  programs  to  summer  school. 


For     all     of  Dale 
progi'ess,  there  are  fractii 
debates  ahead.  He's  at  m  - 
with     Governor  Gem' 


back,  the  school  board  be-   ' —    Ryan — and 


Rush- 


gan  offering  a  battery  of 
special  classes,  summer 
school,  and  tutoring— efforts 
hailed  by  President  Clinton 
in  his  State  of  the  Union  ad- 
dress as  a  model  for  the  country. 
JOB  MIGRATION.  StOl,  thei'e's  no  question 
that  the  schools  have  far  to  go.  "You 
have  to  be  sober  about  this,"  concedes 
Vallas,  who  notes  that  the  bulk  of  ele- 
mentary and  high  school  students  are 
reading  and  computing  well  below  na- 
tional norms.  "But  high  standai'ds  and 
high  expectations  have  gotten  eveiybody 
to  work  harder."  And  the  school  system's 
progress  is  turning  the  heads  of  some 
early  skeptics.  "The  business  community 
loves  this  administration,"  says  John  Ay- 
ers,  executive  director  of  the  Leadership 
for  Quality  Education,  a  business-backed 
education-reform  group,  "but  we're  only  a 
quarter  of  the  way  there." 

While  schools  are  Daley's  highest  pri- 
ority, he  also  has  been  gi-appling  with  a 


THE  FUTURE  Test  scores  still  trail  national  norms,  so  an 
array  of  programs  from  a  new  high  school  curriculum  and 
more  magnet  schools  to  expanded  early-childhood  learning 
programs  and  a  teachers'  academy  are  in  the  works. 


Goose  Island  on  the  city's  North  Side, 
Daley  boasts  of  creating  5,000  new  jobs 
at  companies  from  Federal  Express 
Cor"p.  to  Sara  Lee.  On  a  fomier  illegal 
waste  dump  on  the  heavily  blighted 
West  Side,  Daley  persuaded  Don  Jack- 
son, CEO  of  Central  City  Productions 
Inc.,  to  build  a  400-employee,  $150  mil- 
lion studio  to  produce  television  pro- 
gi'amming  aimed  at  African  Americans. 
Some  $25  million  in  city  support,  pri- 
marily loans,  helped  Jackson  make  his 
decision. 

Rush  and  other  critics  claim  that  the 
development  schemes  have  favored  de- 
velopers friendly  with  the  mayor  They 
also  gripe  that  small  businesses  and 
longtime  homeowners  are  being  pushed 
out  of  newly  gentrifying  areas.  Daniel 


nascent  plans  for  a  third 
port  outside  the  city  ;c 
Daley's  control.  A  new 
ley  term  will  coincide 
the  return  of  public-hou 
control  to  the  city — seized  by  the 
in  1995 — and  the  challenge  of  repla. 
at  least  11,000  high-rise  apartnu 
that  are  being  leveled. 

What's  more,  the  number  of  big  c 
porate  headquarters  in  Chicago  is 
dining.  And  the  health  of  the  big 
tui'es  exchanges,  which  employ  150 
people  directly  or  indirectly,  is  also  t 
coming  increasingly  worrisome  as  eic- 
tronic  trading  spreads.  Daley  put 
down  to  the  ebb  and  flow  of  jobs 
business.  "How  do  you  stop  it?  V 
get  new  CEOs  and  entrepreneurs," 
says.  And  he  probably  will.  If  D; 
can  make  the  city  work  for  everyi 
almost  anything  seems  possible. 

By  Riclmrd  A.  Melcher  in  ChicM 
with  Ricliarxl  S.  Dtmlvam  in  Washiru\ni 
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wears  starched  shirts  to  the  office, 
wears  spit-polished  shoes  to  meetings, 
hasn't  worn  pants  all  week. 


who  is  he  sleeping  with? 


Westin 

HOTELS  8.  RESORTS® 

Even  the  most  buttoned-up  people  relax 
at  a  Westin  resort.  So  don't  pack  much. 
And  plan  on  wearing  even  less. 

Choose  your  travel  partner  wisely.® 

Call  your  travel  agent  or 

1-800-WESTIN-l 

www.westin.com 


BUMPING  AGAINST 
THE  CEILING 

Profit  growth  is  slowing  as  companies  feel  the  squeeze  of  rising  wages  and  flat  prices 


It  had  all  the  makings  of  a  classic 
Houdini-like  escape.  As  eai'ly  fomth- 
quaiter  reports  tiiclded  in  fi'om  bell- 
wethers like  AT&T  Corp.  and  Mi- 
crosoft Corp.,  U.  S.  corporate  profits 
looked  like  they  would  dodge  Wall 
Street's  dire  expectations.  Sti-ong  Chiist- 
mas  sales  showed  that  consumers  were 


still  feeling  frisky,  which  helped  melt 
fears  that  calamity  was  washing  ashoi'e 
from  Asia  and  Latin  Amenca. 

Alas,  the  final  profit  numbers  are  in 
for  1998,  and  they  tell  a  more  sobeiing 
tale.  Dragged  down  by  bad  news  from 
Big  Oil,  steelmakers,  and  heavy-equip- 
ment companies,  net  income  from  con- 


tinuing operations  before  extraordin 
items  fell  3%  in  the  fourth  quarter 
the  900  companies  on  BUSINESS  we: 
Corporate  Scoreboard.  It  was  a  fit 
finish  to  a  weak  year.  The  Scorebc 
companies  barely  eked  out  a  2%  e: 
ings  gain  fo)'  all  of  1998,  recording  t 
slowest  growth  since  1991. 


The  Leaders  in  1998  Sales  and  Profits 


THE  TOP  25  IN  SALES 


THE  TOP  25  IN  EARNINGS 


1998  SALES 

PERCENT  CHANGE 

1997 

1998  PROFITS 

PERCENT  CHANGE 

1997 

IN  MILUONS 

FROM  1997 

RANK 

IN  MIUIONS 

FROM  1997 

RANK 

1 

GENERAL  MOTORS 

$161,315 

-6% 

1 

1 

FORD  MOTOR 

$22,071 

219% 

4 

2 

FORD  MOTOR 

144,416 

-6 

2 

2 

GENERAL  ELECTRIC 

9,296 

13 

2 

3 

WAL-MART  STORES 

132,235 

17 

4 

3 

EXXON 

6,440 

-24 

1 

4 

EXXON 

103,060 

-16 

3 

4 

MICROSOFT 

6,360 

63 

11 

5 

GENERAL  ELECTRIC 

100,469 

11 

5 

5 

IBM 

6,328 

4 

7 

6 

IBM 

81,667 

4 

6 

6 

INTEL 

6,068 

-13 

3 

7 

CITIGROUP 

76,431 

6 

16 

7 

CITIGROUP 

5,807 

-13 

25 

8 

PHILIP  MORRIS 

57,813 

3 

9 

8 

PHILIP  MORRIS 

5,372 

-15 

6 

9 

BOEING 

56,154 

23 

12 

9 

MERCK 

5,248 

14 

8 

10 

MOBIL 

53,566 

-19 

7 

10 

AT&T 

5,235 

23 

9 

11 

AT&T 

53,223 

3 

10 

11 

BANKAMERICA 

5,165 

-21 

26 

12 

BANKAMERICA 

50,777 

3 

47 

12 

WAL-MART  STORES 

4,158 

25 

15 

13 

HEWLETT-PACKARD 

47,061 

10 

14 

13 

SBC  COMMUNICATIONS 

4,068 

143 

51 

14 

SEARS,  ROEBUCK 

41,322 

0 

15 

14 

PROCTER  &  GAMBLE 

3,956 

9 

13 

15 

PROCTER  &  GAMBLE 

37.602 

2 

17 

15 

CHASE  MANHATTAN 

3,782 

2 

12 

16 

MERRILL  LYNCH 

35,853 

10 

22 

16 

AIG 

3,766 

13 

16 

17 

KMART 

33,032 

3 

20 

17 

AMERITECH 

3,606 

57 

35 

18 

CHASE  MANHAHAN 

32,379 

6 

23 

18 

COCA-COLA 

3,533 

-14 

10 

19 

TEXACO 

31,70 

-32 

11 

19 

BELLSOUTH 

3,527 

8 

19 

20 

BELL  ATLANTIC 

31,566 

5 

24 

20 

FANNIE  MAE 

3,444 

12 

27 

21 

FANNIE  MAE 

31,499 

13 

29 

21 

MORGAN  STANLEY  DEAN  WIHER  3,393 

28 

32 

22 

ENRON 

31,260 

54 

50 

22 

ALLSTATE 

3,294 

6 

24 

23 

COMPAQ  COMPUTER 

31,169 

27 

37 

23 

BRISTOL-MYERS  SQUIBB 

3,141 

-2 

22 

24 

PENNEY  (J.C.) 

31,113 

7 

26 

24 

BANK  ONE 

3,108 

5 

59 

25 

AIG 

30,847 

10 

28 

25 

JOHNSON  &  JOHNSON 

3,059 

-7 

17 
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!learly,  much  of  the  problem  reflects 
popularity  of  special  charges  for 
•gers,  restructurings,  and  other 
isactions.  On  an  operating  basis,  re- 
s  look  a  lot  better.  So  far,  operating 
lings  for  the  430  companies  in  the 
idard  &  Poor's  500-stock  index  that 
3  already  reported  are  up  3.9%  for 
fourth  quarter,  and  3.5%  for  last 
according  to  First  Call  Coi-p.  Still, 
:lear  that  Corporate  America's  prof- 
xpress  has  hit  the  brakes.  And  a 
iensus  of  economists  expects  zero 
ivth  in  net  income  in  the  coming 
•.  Concludes  David  H.  Resler  of  No- 
a  Securities  International  Inc.:  "Gen- 
ing  strong  profit  gi-owth  is  tough 

0  these  days." 

hat's  hard  to  figure  when  the  U.  S. 
lomy  overall  is  booming.  Growth  of 
gross  domestic  product  jimiped  to  a 
9  annual  rate  in  the  fouith  quarter 
hit  4.1%  for  all  of  1998,  the  third 
ight  year  that  gi'owth  was  near  4%. 
itering  the  economy  was  strong  con- 
er  spending,  up  4.8%  for  the  year 
porations  added  theii'  own  fuel  with 
)om  in  capital  spending,  up  11.9% 
year,  as  companies  aggi'essively  up- 
led  their  computer  systems. 
GING  TOUGH.  So  what's  the  problem 

1  profits?  Many  companies  are 
fht  in  a  classic  squeeze  between  ris- 
pay  and  stagnant  prices.  The  roaiing 
lomy  has  produced  tight  labor  mar- 
— and  climbing  wages.  Even  with 
iuctivity  rising  during  the  fourth 
ter  at  the  healthiest  rate  in  nearly 
e  years,  unit  labor  costs  last  year 

■  2%.  Yet  businesses  on  average 
d  raise  their  prices  only  0.7%,  as 

■  were  restrained  by  cheap  imports 
stubborn  customers. 

he  biggest  winners  in  1998  found 
s  to  boost  sales  of  high-margin  prod- 
.  The  top  incUvidual  profit  generator 
Ford  Motor  Co.,  with  net  income  of 
1  billion,  up  219%.  About  $16  bil- 
of  that  came  from  the  spin-off  of  its 
)ciates  First  Capital  financing  unit. 
»  ,  Ford's  operating  income  was  up 


10%,  making  it  the  world's  most  prof- 
itable carmaker,  thanks  largely  to  sales 
of  ultraprofitable  sport-utility  vehicles. 
General  Electric  Corp.  was  nmner-up 
in  the  profits  sweepstakes,  with  $9.3 
billion  in  net  income,  up  13%',  due  in 
part  to  surging  demand  for  locomotives 
ii'om  railroads  trying  to  imtangle  system 
snarls. 

Software  firms  rode  the  gi'owth  of 
the  Internet  and  a  flowering  of  E-com- 
merce.  A  healthy  chunk  of  the  industiys 
advance  came  from  Microsoft's  re- 
markable 63%  profit  gain,  to  $6.4  bil- 
lion. Even  more  impressive:  Microsoft 
lifted  its  net  profit  margins  over  40%  in 
the  fourth  quarter,  from  32%  a  year 
earlier.  Strong  demand  for  Windows  98 
operating  systems  and  softwai'e  for  Net 
servers  drove  Microsoft's  sales  up  27%. 

But  elsewhere  in  techland,  the  Asia 


crisis  and  a  glut  of  U.  S.  PC  inventories 
combined  to  deflate  profits  for  makers  of 
chips  and  computers.  Prices  fell  across 
the  board  for  the  fii'st  half  of  the  year, 
then  stabilized,  allowing  chip  giant  Intel 
Corp.  to  post  a  record  final  quarter. 
However,  that  couldn't  stave  off  Intel's 
fii'st  annual  profit  decline  in  a  decade,  a 
13%  drop  to  $6.1  billion. 
ENERGY  WOES.  Still,  that  was  better 
than  the  results  at  Compaq  Computer 
Coi-p.,  which  recorded  the  single  biggest 
loss  for  the  year — $2.7  billion — after  it 
took  a  huge  $3.2  billion  wiite-off  for  re- 
search and  development  on  its  acquisi- 
tion of  Digital  Equipment  Corp. 

Other  profit  disasters  bubbled  up  in 
the  oil  patch,  where  inflation-adjusted 
crude-oil  prices  were  at  their  lowest 
point  in  12  years.  Earnings  in  the  coal, 
oil,  and  gas  group  plummeted  56%  last 


A  Spotlight  on  1998  Profits 


AFTERTAX  PROFITS, 
QUARTER  BY  QUARTER 

PERCENT  CHANGE  FROM 
SAME  PERIOD  OF  PRECEDING 
YEAR,  ALL  INDUSTRIES 

BREAKING  DOWN 
THE  LATEST  QUARTER 

AS  REPORTED  -3% 

WITHOUT  COAL,  OIL,  &  GAS  +7% 


CHANGE  IN  AFTERTAX 
PROFITS  FROM  1997 


INDUSTRIES  WITH  THE  BIGGEST 
DOLLAR  CHANGE  IN  1998 

Early  optimism  on  profit  growth  has 

evaporated.  Earnings  for  1998  were  up 

2%,  the  worst  result  since  1991,  and 

revenue  growth  of  6%  was  the  smallest 

increase  since  1993.  Much  of  the 

blame  goes  to  the  oil  sector.  As  the 

price  of  oil  collapsed,  so  did  profits 

from  refining.  The  computer  business 

was  hurt  by  the  $2.7  billion  loss  at 

Compaq,  but  Microsoft's  63%  profit 

surge  powered  the  software  industry. 

Among  food  processors,  Sara  Lee 

and  Quaker  Oats  bounced  back 

from  losses  of  a  year  earlier. 

Autos  were  a  bright  spot,  but  the 

industry's  success  was  bolstered 

by  Ford's  $16  billion  gain  on  its 

spin-off  of  Associates  First  Capital. 

Simply  put,  1998  was  a  poor 

year  for  profit  growth.  Will 

1999  follow  the  trend?         ►  billions  of  dollars 

&  POOR'S  COMPUSTAT  A  DIVISION  OF  THE  McGRAW-HILL  COMPANIES 


Corporate  Scoreboard 


yeai;  while  the  petroleum  sei-vices  sector 
recorded  a  47%  drop.  At  Exxon  Corp., 
the  largest  oil  company,  profits  tumbled 
24%,  to  $6.4  billion. 

Basket-case  economies  in  Asia  and 
Latin  America  continued  to  take  a  toll 
on  heavy  industry.  Last  year,  Cateipillai- 
Inc.  saw  its  net  income  slide  9%,  to  $1.5 
billion,  as  foreign  orders  evaporated  for 
its  construction  equipment.  Meanwhile, 
cheap  foreign  imports  helped  knock  steel 
sales  down  25%'  at  the  leading  domestic 
producer,  usx-U.  S.  Steel  Group,  where 
profits  fell  19%,  to  $364  miUion. 

Financial-services  companies  took 
some  of  the  biggest  hits  overseas.  Mer- 
rill Lynch  &  Co.  got  stomped  by  the 
collapse  of  worldvdde  bond  markets  af- 
ter Russia's  debt  default  in  August. 


Ford  led  the  way 
with  a  big  spin-off 

and  sales  of 
high-margin  SUVs 


That  dragged  down  Merrill's  yearly 
earnings  by  35%,  to  $1.3  billion.  But 
profits  soared  29%,  to  $348.5  million,  at 
Charles  Schwab  Corp.  The  difference? 
The  discount  broker  does  no  interna- 
tional banking  or  bond  trading,  but 
came  up  big  with  its  bet  on  Internet 
stock  trading.  Says  Michael  A.  Flana- 
gan, head  of  researcher  Financial  Ser- 


vice Analytics  Inc.:  "In  1998,  the  b 
thing  on  Wall  Street  was  to  stay  hon 

What  are  the  odds  that  foreign 
geymen  will  make  more  mischief 
Corporate  America  in  1999?  The  (. 
ventional  wisdom  is  that  the  wors 
over.  "Things  are  pointing  up  in  Koi 
Thailand,  and  much  of  Asia,"  says  H 
A.  Johnson,  economist  vdth  First 
bany  Corp.  "That's  encouraging  for 
U.  S."  On  the  other  hand,  it  looks 
domestic  growth  might  now  be  si 
ing.  In  December,  economists  surve 
by  BUSINESS  WEEK  expected  gdp  gi-o 
to  slow  to  about  2%-  in  1999.  No  woi: 
few  economists  are  forecasting  a  (|i 
return  to  double-digit  earnings  gi"uv: 

By  Larry  Light  with  Kathleen  Mi 
gan  i)i  New  York,  and  bureau  repo. 


HOW  LONG  CAN  AMERICANS  KEEP  SPLURGING? 


i 


Bill  Palmer  is  naturally  a  little 
tight  with  his  money.  His  first 
move  with  every  paycheck  is  to 
stash  a  good  chunk  of  it  in  iras  for 
himself  and  his  wife.  Then  there's 
the  college  trust  and  Roth  ira  con- 
tributions for  his  sons,  aged  8  and 
10.  "The  last  big  thing  we  bought 
was  a  piano  three 
years  ago,"  says  the 
51-year-old  Delta 
Airlines  pilot. 

Call  it  a  sui'vival 
mechanism  devel- 
oped in  the  1980s, 
when  Palmer  suf- 
fered through  sevei- 
al  furloughs.  But 
lately,  he's  loosening 
up  in  spite  of  him- 
self. And  why  not? 
His  job  is  solid  and 
the  retirement  ac- 
counts are  swelling. 
On  Jan.  1,  Delta's  pilots  got  a  2% 
pay  hike — their  first  in  six  years. 
Now,  Palmer  is  pondering  a  new  car, 
and  in  July,  he  plans  to  take  the  fam- 
ily on  an  Alaskan  cruise.  "The  purse 
strings  are  comfortable  right  now," 
concedes  the  Denver  native. 
ON  CALL.  For  many  other  U.  S.  con- 
sumers, those  purse  strings  got 
dovraright  loose  in  1998.  Americans 
are  spending  money  as  fast  as  they 
make  it,  thanks  to  real  income 
growth  of  3.1%  last  yeai;  rising  real 
estate  prices,  and  a  bull  market  that 
has  helped  the  average  American 
household's  net  worth  soar  28%  in 


HEADED  BACK  DOWN 
TO  EARTH 


CONSUMER  SPENDING  GROWTH 

REAL  CHANGE  FROM  YEAR  EARLIER 


0  .-.J. , 
Ql  Ql 
'96  '97 

A  PERCENT 


FORECAST 

DATA:  COMMERCE  DEFT,.  STANDARD  &  POOR'S  DRI 


the  past  three  years,  to  $353,000.  To 
the  suiprise  of  virtually  eveiy  econo- 
mist, consumer  expenditures,  which 
account  for  two-thirds  of  the  U.  S. 
economy,  grew  by  a  remarkable  4.8% 
last  year.  "They  have  jobs.  Their  rel- 
atives have  jobs.  Their  incomes  are 
gi'ovring.  There's  not  a  lot  to  worry 
about  right  now,"  ex- 
plains David  Wyss, 
chief  economist  for 
Standard  &  Poor's  dri. 

Can  they  keep  it  up 
tlirough  1999?  The  an- 
swer will  be  key  to  the 
profitability  of  indus- 
tries ranging  from  au- 
tos  and  housing  to  re- 
tail and  health  care. 
Consumer  optimism 
prevented  a  dismal 
1998  earnings  picture 
from  getting  ugly. 
Now,  with  business 
and  government  spending  expected 
to  slow  and  the  trade  deficit  expand- 
ing, consumers  may  again  be  called 
upon  to  save  the  day. 

Most  economists  say  consumers 
will  come  through,  albeit  with  slight- 
ly less  oomph.  The  two  key  factors 
that  drove  spending  increases  last 
year  remain  in  place.  Fii'st,  with  un- 
employment holding  well  below  5%, 
labor  is  still  a  seller's  market.  Fol- 
lowing last  year's  2.4%  real  gain  in 
wages — the  largest  increase  since 
1977 — DRI  expects  an  additional  in- 
crease of  1.9%  in  1999.  Second,  the 
astoundingly  strong  stock  market  has 


Ql 

,'99 


U.  S.  consumers  feeling  particularly 
rich.  The  Standard  &  Poor's  500- 
stock  index  rose  26.7%  in  1998,  its 
fourth  consecutive  year  of  20%-plus 
increases.  Many  seem  to  feel  they  i 
can  spend  that  paycheck  and  more,  - 
and  their  stocks  will  more  than  mak 
up  for  it.  It  will  take  more  than  a 
crisis  in  Asia  to  shake  that  feeling.  | 
RATE  HIKE?  Still,  it  would  be  almost  i 
impossible  for  consumers  to  maintaii| 
last  year's  pace.  Falling  interest  f 
rates  fueled  record  home  sales  of  5.11 
million,  pushed  up  housing  starts  byl 
9.5%,  and  sent  sales  of  light  vehiclesl 
up  3.3%.  Most  economists  expect  ihm 
Fedei-al  Reserve  to  raise  interest  * 
rates  in  1999.  Kenneth  J.  Matheny 
an  economist  with  Macroeconomic 
Advisers  LLC  in  St.  Louis,  expects 
consumer  spending  to  slow  to  3.3% 
which  would  still  be  the  second-best] 
year  in  this  economic  expansion. 

That  more  modest  consumption 
also  is  likely  to  be  spread  less  even-j 
ly.  Some  casualties  early  in  the  yeai 
will  be  the  strongest  performers 
fi'om  1998,  DRi's  Wyss  says — housinjp 
and  autos.  He  also  expects  slower  i 
gi'owth  of  spending  on  personal  con 
puters  and  nondurable  items  such  a 
clothing.  On  the  other  hand,  sectors 
that  typically  lag  behind  home  sales 
such  as  furniture  and  appUances, 
should  remain  robust.  Consumers 
may  have  enough  new  homes  with 
enough  new  cars  in  the  garage.  But 
don't  expect  them  to  turn  miserly 
anytime  soon. 

By  Andrew  Osterland  in  Chica, 


Fourth  Quarter  &  Full  Year  1998 
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ssary 


;S:  Includes  all  sales  and 
operating  revenues.  For 
3,  includes  all  operating 
lues. 

■ITS:  Net  income  from  con- 
ig  operations  before  extra- 


ordinary items.  For  banks,  prof- 
its are  net  income  after  security 
gains  or  losses. 

MARGINS:  Net  income  from  con- 
tinuing operations  before  extraor- 
dinary items  as  percent  of  sales. 
RETURN  ON  COMMON  EQUITY: 

Ratio  of  net  mcome  available 


for  common  stockholders  (most 
recent  12  months)  to  latest 
available  common  equity, 
which  includes  common  stock, 
capital  surplus,  and  retained 
earnings. 

PRICE-EARNINGS  RATIO:  Based 
on  Feb.  5,  1999,  common- 


stock  price  and  corporate  earn- 
ings from  continuing  operations 
before  extraordinary  items  for 
most  recent  12-month  period. 
EARNINGS  PER  SHARE:  For 
most  recent  12-month  period. 
Includes  all  common-stock 
equivalents. 


MPANY 


SALES 


PROFITS 


-INDUSTRY  COMPOSITE 


EROSPACE  &  DEFENSE 


MARGINS 

4TH 

CHANGE 

12 

CHANGE 

4TH 

CHANGE 

12 

CHANGE 

4TH  4TH 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER  QUARTER 

1998 

1997 

1998 

1997 

1998 

1997 

1938 

1997 

1998  1997 

$MIL. 

% 

$MIL. 

% 

SMIL. 

% 

SMIL. 

% 

%  % 

8575.4 

5 

5853888.4 

6 

78350.9 

-3 

354177.1 

2 

5.1  5.5 

RETURN  ON 

COMMON  12 
EQUITY       PRICE-  MONTHS' 


ENDING 
12-31 

15.3 


RATIO 
2-5 


PER 
SHARE 


30  1.85 


JSTRY  COMPOSITE 

38169.4 

20 

133256.2 

11 

1205.8 

199 

4782.8 

36 

3.2 

1.3 

15.8 

21 

2.36 

4NT  TECHSYSTEMS  (9) 

274,4 

2 

1077,5 

-2 

18.0 

0 

69.8 

39 

6.6 

6.7 

54,2 

15 

5,41 

NG 

17099.0 

46 

56154,0 

23 

465.0 

NM 

1120.0 

NM 

2.7 

NM 

9,1 

32 

1,15 

)ANT  TECHNOLOGIES 

640,5 

83 

2426,9 

127 

29.6 

26 

142.0 

47 

4.6 

6.7 

22,0 

9 

3.79 

;ral  dynamics 

1466,0 

33 

4970,0 

22 

96.0 

16 

364.0 

15 

6.5 

7.5 

17,2 

21 

2,85 

STREAM  AEROSPACE 

741.3 

37 

2428.0 

28 

64.5 

45 

225.3 

-7 

8,7 

8.2 

179,8 

17 

3,00 

;H£E0  MARTIN 

7180,0 

-9 

26266.0 

-6 

125.0 

-66 

1001.0 

-23 

1.7 

4.7 

16,7 

14 

2,63 

PORT  NEWS  SHIPBUILDING 

537,0 

25 

1862,0 

9 

17.0 

NM 

66.0 

NM 

3,2 

NM 

31,7 

15 

1,85 

FHROP  GRUMMAN 

2536.0 

1 

8902.0 

-3 

17.0 

-85 

214.0 

-47 

0.7 

4.7 

7,4 

22 

3,07 

:iSION  CASTPARTS  (9) 

361.2 

11 

1449.8 

16 

25.7 

19 

99.7 

27 

7,1 

6.6 

15,5 

9 

4,07 

9STRAND 

532.0 

9 

2005.0 

14 

61,0 

11 

226,0 

20 

11,5 

11.2 

41.5 

13 

3.99 

ED  TECHNOLOGIES 

6802,0" 

10 

25715  0 

6 

287.0 

18 

1255.0 

1 7 

4.2 

3.9 

27  9 

5  05 

JSTRY  COMPOSITE 

105410.2 

0 

383554.3 

-2 

3579.8 

-13 

28079.9 

78 

3.4 

3.9 

49.7 

6 

9.39 

:ARS  &  TRUCKS 

UP  COMPOSITE 

88697.9 

-2 

321455.8 

-5 

3073.9 

-16 

25742.8 

88 

3.5 

4.0 

62.4 

5 

12.36 

1  MOTOR 

37903,0 

-5 

144416.0 

-6 

1043.0 

-42 

22071.0 

219 

2.8 

4.5 

92,6 

3 

17,76 

:RAL  MOTORS 

46366.0" 

-2 

161315.0 

-6 

1772.0 

8 

2956.0 

-53 

3.8 

3,5 

19.7 

21 

4.18 

STAR  INTERNATIONAL  (2) 

2225,0 

15 

7830.0 

24 

144,0 

106 

299.0 

99 

6.5 

3,6 

37,6 

8 

4.11 

;ar 

2203.9 

17 

7894.8 

17 

114.9 

-13 

416.8 

21 

5,2 

7.1 

23.4 

8 

5.30 

•ARTS  &  EQUIPMENT 

UP  COMPOSITE 

12741.1 

22 

46539.5 

18 

327.7 

-13 

1468.6 

19 

2.6 

3.6 

14.3 

14 

2.28 

N  INDUSTRIES 

688,2 

15 

2498.7 

6 

20,4 

18 

78  4 

21 

3.0 

2,9 

13.9 

12 

3.23 

i-WARNER  AUTOMOTIVE 

489,2 

5 

1836.8 

4 

31.8 

17 

94.7 

-8 

6.5 

5,8 

13.0 

11 

4.00 

\ 

3031,8 

2 

12463,6 

5 

135.0 

16 

534.1 

67 

4.5 

3.9 

18,7 

13 

3.20 

OIT  DIESEL 

552.5 

0 

2250,6 

4 

10.3 

30 

28.0 

-6 

1.8 

1.4 

7.5 

20 

1.13 

RAL  MOGUL 

1475.5 

256 

4468.7 

147 

36.1 

196 

91.9 

28 

2.4 

2.9 

4,9 

33 

1.67 

;0RP(1) 

478.7 

8 

1737.5 

11 

32.3 

47 

83.8 

-39 

6.7 

5,0 

26,5 

10 

1.99 

S  LEMMERZ  INTERNATIONAL  (11) 

443,9 

20 

1612.7 

44 

19.7 

81 

53.9 

NM 

4,4 

2  9 

26,0 

18 

1.67 

STOWN  AMERICA  INDUSTRIES 

253.9 

34 

966.1 

49 

9,8 

452 

39.0 

312 

3.9 

0,9 

38,9 

4 

3.85 

2905.8 

36 

9059,4 

23 

-19,1 

NM 

115.5 

-45 

NM 

3,2 

8.9 

23 

1.70 

<IV  INDUSTRIES  (10) 

580.2 

3 

2318,1 

7 

-13,0 

NM 

59.1 

-45 

NM 

4.8 

9.7 

16 

0.94 

TOR  AUTOMOTIVE  (3) 

944.0 

4 

3869,0 

12 

40.0 

25 

155,0 

37 

4.2 

3,5 

58.3 

8 

2.24 

NE  MFG.  (9) 

284,4 

6 

1085,4 

6 

17.3 

-3 

74,7 

6 

6.1 

6.7 

16.5 

12 

2.48 

iOARD  PRODUCTS  (6) 

276,2 

-2 

1080.6 

-2 

4.9 

-45 

37,2 

18 

1.8 

3.1 

13.1 

8 

2.20 

l\SH  NATIONAL 

326,8 

22 

1292.3 

2.2 

-56 

23,3 

53 

0.7 

2.4 

6.3 

14 

0.99 

IRE  &  RUBBER 

JP  COMPOSITE 

3971.2 

-1 

15559.0 

-1 

178.1 

83 

868.6 

13 

4.5 

2.4 

18.1 

12 

3.35 

lAG 

275.0 

7 

1059.7 

29 

18.5 

-72 

59,3 

-51 

6.7 

26,1 

13,0 

14 

2.63 

'ER  TIRE  &  RUBBER 

496.2 

1 

1876.1 

3 

38.1 

10 

127,0 

4 

7.7 

7,1 

14.6 

13 

1.64 

'YEAR  TIRE  &  RUBBER 

3200.0 

-2 

12623.2 

-3 

121.5 

NM 

682.3 

31 

3.8 

NM 

19,5 

12 

4.31 

urth  quarlef  ended  Nov,  30,  (2)  Fourth  quarter  ended  Oct.  31.  (3)  First  quarter  and  most  recent  12  months  ended  Dec.  31.  (4)  First  quarter  and  most  recent  12  months  ended  Nov.  30.  (5)  First  quarter  and  most 
12  months  ended  Oct.  31.  (6)  Second  quarter  and  most  recent  12  months  ended  Dec.  31.  (7)  Second  quarter  and  most  recent  12  months  ended  Nov,  30.  (8)  Second  quarter  and  most  recent  12  months  end- 
31  (9)  Third  quarter  and  most  recent  12  months  ended  Dec.  31.  (10)  Third  quarter  and  most  recent  12  months  ended  Nov.  30.  (11)  Thud  quarter  and  most  recent  12  months  ended  Oct.  31.  (12)  Fourth  quar- 

led  Jan,  31,  'Sales  include  exctse  taxes.  """Sales  include  other  income.  **'Sales  mclude  excise  taxes  and  other  income.  tRevenues  from  major  subsidiaries  not  included  in  consolidated  sales.  Earnings  per  share 
latest  12  months,  not  necessarily  for  end  of  most  recent  fiscal  year;  they  include  all  common-stock  equivalents  but  exclude  extraordinary  items.  NA  ^  not  available.  NM  =  not  meaningful. 

DATA:  STANDARD  &  POOR'S  COMPUSTAT  SERVICES,  A  DIVISION  OF  THE  McGRAW-HILL  COMPANIES- 
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uunruRHic  ouuncDUHnu 

COMPANY  SALES 


PROFITS 


4TH 

CHANGE 

12 

CHANGE 

4TH 

CHANGE 

12 

CHANGE 

4TH 

4TH 

EQUITY 

PRICE- 

MOf 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS 

EAR 

1998 

1997 

1998 

1997 

1998 

1997 

1998 

1997 

1998 

1997 

ENDING 

RATIO 

P 

SMIL 

SMIL 

SMIL 

SMIL 

% 

% 

% 

12-31 

2-5 

SH 

INDUSTRY  COMPOSITE 

80824.8 

5 

319032.2 

8 

8304.4 

-12 

37255.3 

-3 

10.3 

12.3 

14.1 

20 

2. 

(A)  DANns     t A9  1 

GROUP  COMPOSITE 

29832.6 

5 

117009.7 

8 

3377.6 

5 

12384.3 

-6 

11.3 

11.4 

15.2 

19 

2. 

RANK  OF  NFW  YflRK 

1497  0 

_2 

5793  0 

2 

313  0 

5 

11920 

g 

20  9 

19  5 

218 

22 

OHnfVDUo  ( \jn 

2040  1 

1 7 

7609  0 

13 

206  9 

-12 

792  0 

-10 

10  1 

13  4 

16  2 

1 3 

2905  0 

-10 

_l 

95  0 

-54 

-6  0 

NM 

3  3 

6  4 

-0  9 

NM 

-0 

PHA^^F  MANHATTAN 

834 1  0 

7 

32379.0 

1 146.0 

3 1 

3782.0 

2 

13  7 

112 

16  2 

18 

FIR<\T  MARYI  AND  RANPflRP 

366  1 

_2 

1526  5 

20 

34.9 

26 

218. 1 

44 

9  5 

7  4 

10  6 

NA 

FIFFT  FINANPIAL  GRQUP 

2616.0** 

20 

15 

415.0 

24 

1532.0 

12 

15.9 

15  3 

17  0 

16 

2 

MBNA 

1459.7'- 

20 

5195.1 

15 

238.3 

27 

776-3 

25 

16.3 

15.5 

31,6 

26 

0 

MELLON  BANK 

1538.0 

10 

5814.0 

13 

222.0 

14 

870.0 

13 

14.4 

14.0 

19.0 

20 

3 

MORGAN  (J. P.) 

4290.0'" 

-5 

18425.0 

4 

89.0 

-67 

963,0 

-34 

2,1 

6.0 

8,8 

22 

4 

PNC  BANK 

2151.0 

20 

7936.0 

15 

285.0 

8 

1115,0 

6 

13,3 

14.7 

18,2 

14 

3 

REPUBLIC  NEW  YORK 

865,2" 

-13 

3522,6 

-6. 

104.4 

-10 

248,0 

-45 

12,1 

11.7 

8.8 

19 

2 

STATE  STREET 

1118.0 

20 

4234.0 

24 

110.0 

9 

436,0 

15 

9,8 

10.8 

18.8 

26 

2 

SUMMIT  BANCORP. 

645.6 

5 

2525,4 

7 

117.1 

4 

455.8 

26 

18,1 

18.2 

17,1 

14 

2 

GROUP  COMPOSITE 

23076.9 

6 

90871.8 

8 

1628.1 

-49 

11646.6 

3 

7.1 

14.6 

14.3 

22 

2 

RANK  HNF 

6394  0 

2 

95595  n 

5 

226.0 

-75 

3108.0 

3  5 

14  3 

15  8 

1 9 

2 

rnMFRirA 

819.5" 

0 

3219.9 

\ 

157.8 

13 

507. 1 

14 

19.3 

17.0 

21,1 

16 

3 

POMMFRPF  RANP^HARF^ 

245  0 

g 

942  5 

g 

40  4 

1 0 

1 50  1 

13 

16  5 

16  2 

14  5 

15 

2 

FIFTH  THIRD  RANPflRP 
ririn  ininu  DHnuunr 

676  9 

7 

2654.9 

10 

1 50. 1 

25 

476, 1 

3 

22.2 

19.0 

15  0 

37 

1 

FIRSTAR 
r  mo  1  Hn 

897  6 

1 0 

3501  6 

13 

13  0 

-90 

430, 1 

-15 

1  5 

16-4 

12  2 

44 

\ 

HIINTINf^TRN  RANP^HARF^ 

608  9 

4 

2437  6 

5 

31.2 

-66 

301 ,8 

3 

5. 1 

15-4 

13,6 

22 

1 

KFYPflRP 

1858  0 

7 

7100,0 

3 

260,0 

5 

996,0 

g 

14,0 

14,3 

16,2 

14 

2 

MARSHALL  &  ILSLEY 

567.5" 

6 

2190.4 

20 

83.5 

11 

301.3 

17 

14.7 

14,0 

13.4 

22 

2 

MERCANTILE  BANCORPORATION 

726.0 

4 

2934,0 

16 

90.2 

-14 

375.3 

52 

12,4 

15,0 

11.5 

18 

2 

NATIONAL  CITY 

2097.8" 

1! 

8070,8 

12 

291.3 

0 

1070.7 

-5 

13.9 

15.4 

15.3 

21 

3 

NORTHERN  TRUST 

667.2 

10 

2574,7 

14 

91,6 

13 

353.9 

14 

13.7 

13,3 

19.2 

27 

3 

OLO  KENT  FINANCIAL 

380.5 

5 

1504.3 

6 

37,9 

-20 

198.8 

0 

10.0 

13.0 

16.2 

24 

1 

U.S.  BANCORP 

1983.0 

12 

7664,0 

11 

349,2 

21 

1327.4 

58 

17,6 

16,3 

22.2 

17 

1 

WELLS  FARGO 

5155.0 

5 

20482,0 

6 

-194.0 

NM 

1950.0 

-22 

NM 

13.2 

9.5 

29 

1 

GROUP  COMPOSITE 

26426.8 

5 

105325.5 

9 

3082.4 

8 

12403.3 

-6 

11.7 

11.3 

12.9 

20 

2 

RANKAMFRIPA 

1 2293  0*  * 

-4 

50777  0 

3 

1 152  0 

-20 

5165.0 

-2 1 

9,5 

1 1 ,4 

11,2 

21 

2 

BB&T 

780  5 

12 

3009  2 

10 

136  5 

53 

501.8 

39 

17.5 

12.8 

18.2 

21 

1 

PnMPA^^  RANP^HARFS 

352  9 

9 

1357  0 

9 

39.4 

_3 

180.9 

g 

11.2 

12.5 

15.6 

15 

FIR^T  AMFRIPAN 

463  6 

1845  3 

g 

57  8 

3 

2114 

-15 

14.6 

14.7 

12.8 

22 

1 

FIR<^T  TFNNF<\^FF  NATIDNAI 

620  0 

40 

2119  3 

32 

65  5 

13 

226.4 

15 

10.5 

13,1 

20.6 

22 

1 

FIR^T  IINinN 

5545  0 

16 

2 1 543  0 

1 5 

857 ,0 

49 

2891.0 

7 

15.5 

12,0 

16.8 

17 

^ 

HIBERNIA 

294.8 

11 

1138,7 

14 

47,9 

43 

178,6 

23 

16-3 

12,6 

14.1 

15 

1 

REGIONS  FINANCIAL 

796.0 

15 

3072,5 

14 

127.0 

38 

421.7 

6 

16.0 

13.3 

14.1 

19 

] 

SOUTHTRUST 

773.2 

16 

2943,3 

18 

98.0 

20 

368.6 

20 

12-7 

12.3 

13.5 

16 

SUNTRUST  BANKS 

1879.1 

9 

7392,1 

12 

157.9 

-38 

971.0 

1 

8.4 

14.7 

8.7 

22 

SYNOVUS  FINANCIAL 

358,7 

12 

1331,2 

10 

54.2 

15 

187.1 

13 

15.1 

14,7 

18.4 

33 

t 

UNION  PLANTERS 

767.5" 

10 

2883.1 

5 

27.6 

-31 

225.6 

-34 

3.6 

5.7 

7.8 

28  - 

WACHOVIA 

1502,4 

9 

5913,8 

12 

241.6 

NM 

874.2 

47 

16.1 

0,3 

16.4 

20 

t 



(D)  BANKS  -  WEST  &  SOUTHWEST 

GROUP  COMPOSITE 

1488.5 

6 

5825.3 

10 

216.4 

18 

821.1 

7 

14.5 

13.1 

14.0 

14 

1 

FIRST  SECURITY 

501,6 

15 

1895,1 

21 

67.3 

16 

247.7 

15 

13.4 

13,3 

15.4 

15 

PACIFIC  CENTURY  FINANCIAL 

324,7 

0 

1311,5 

6 

35,0 

6 

107,0 

-23 

10.8 

10  2 

9.0 

17 

UNIONBANCAL 

114  1 

1  /  .■' 

14  4 

15.3 

13 

INDUSTRY  COMPOSITE 

27674.1 

0 

112091,1 

-3 

620  2 

-54 

6461.6 

-23 

2.2 

4,9 

13.1 

27 

AIR  PRODUCTS  &  CHEMICALS  (3) 

1274,6 

3 

4958,8 

4 

126,4 

-21 

512  7 

9-9 

13,0 

18.5 

14 

CABOT  (3) 

409.0 

-6 

1621.4 

-3 

31.8 

1 

121.9 

23 

7.8 

7,2 

17.2 

16 

CROMPTON  &  KNOWLES 

401.8 

-6 

1796.1 

-3 

80,9 

812 

183.2 

99 

20.1 

2,1 

274.7 

8 

CYTEC  INDUSTRIES 

352.4 

-2 

1444.5 

12 

32.0 

4 

124.7 

10 

9.1 

8.5 

28.9 

g 

DOW  CHEMICAL 

4441.0" 

-8 

18441.0 

-8 

146.0 

-59 

1310  0 

-28 

3.3 

7,5 

17.3 

16 

DUPONT 

6099.0*" 

3 

24767.0 

3 

781.0 

NM 

1648.0 

15 

12.8 

1.2 

15.0 

39 

EASTMAN  CHEMICAL 

1037.0" 

-10 

4481.0 

-4 

-2,0 

NM 

249.0 

-13 

NM 

2.4 

12.9 

14 

FERRO 

339.7 

1 

1361.8 

-1 

17,1 

6 

69.3 

NM 

5.0 

4.8 

30.3 

14 

FULLER  (H.B.)(1) 

361.1 

3 

1347.2 

3 

9,0 

-28 

16.0 

.  -60 

2.5 

3.6 

4.8 

36 

GEON 

301.2 

-4 

1284.4 

3 

-3,0 

NM 

13.8 

-39 

NM 

1.1 

6.1 

42 

GRACE  (W.R.) 

372.4 

2 

1463.4 

-1 

-209,4 

NM 

-145.7 

NM 

NM 

NM 

-44,8 

NM 

GREAT  LAKES  CHEMICAL 

317.2 

-3 

1394.3 

6 

-7,8 

NM 

48.6 

-32 

NM 

NM 

4,4 

45 

HANNA  (M.A.) 

534.2 

-4 

2285.9 

4 

2,1 

-87 

30.3 

-53 

0.4 

2.8 

5,6 

17 
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RPORATE  SCOREBOARD 


iMPANY 


SALES 


PROFITS 


MARGINS 


4TH 
QUARTER 
1998 
$MIL. 


CHANGE 
FROM 
1997 

% 


12 
MONTHS 
1998 
$MIL 


CHANGE 
FROM 
1997 
% 


4TH 
QUARTER 
1998 
SMIL 


CHANGE 
FROM 
1997 
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2.52 

lULUAN  (A.)  (4) 

258.6 

-2 
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-1 

12.8 

2 

52.4 
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5.0 

4.7 

14.4 

11 

1.53 

UTIA 

667.0 

-9 

2835.0 

-5 

55.0 

511 

249.0 

30 

8.2 

1.2 

NM 

10 

2.03 

RA  INDUSTRIES 

364.4** 

-7 

2552.0 

0 

-36.8 

NM 

-26.2 

NM 

NM 

12.4 

-3.3 

NM 

-0.35 

3N  CARBIDE 

1289.0 

-16 

5659.0 

-13 

67.0 

-54 

403.0 

-40 

5.2 

9.6 

16.5 

14 

2,91 

C(6) 

422.4 

31 
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11 

1  39 

CO 

4 OH  'f 

1  '< 

I'-i41  5 

1  1 
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USTRY  COMPOSITE 

45671.8 

6 

168168.7 

9 

3461.0 

28 

12716.4 

16 

7.6 

6.2 

22.4 

31 

2.38 

;gheny  teledyne 

975,0 

3923.4 

-3 

73,3 

-18 

241,2 

-27 

7,5 

9  0 

18.0 

18 

1.22 

EDSitiNAL 

3872.0 

-1 

15128.0 

5 

352.0 

12 

1331.0 

14 

9.1 

8.0 

26.5 

19 

2.32 

G 

352.2 

-9 

1407.9 

-4 

20,5 

-1 

102.0 

233 

5.8 

5.3 

27,0 

12 

2.22 

ERAL  ELECTRIC 

28637.0** 

7 

100469.0 

11 

2671.0 

14 

9296.0 

13 

9.3 

8.8 

25.0 

35 

2.80 

1  OFFICE  SOLUTIONS  (3. 

1382.1 

1 

5636.5 

5 

28.7 

-22 

-91.4 

NM 

2.1 

2.7 

-9.3 

NM 

-0,80 

.(5) 

249.9 

5 

1099.8 

3 

14.5 

-21 

89.7 

31 

5.8 

7.8 

11.6 

30 

0.72 

MARK  INTERNATIONAL 

748.9 

13 

2739.1 

14 

41,2 

98 

136,1 

31 

5,5 

3.1 

14.0 

16 

2.11 

NECQ 

1877.0 

0 

7597.0 

5 

-60.0 

NM 

255.0 

-29 

NM 

4.1 

9.6 

21 

1.51 

FRON 

2595.0** 

11 

9683.0 

12 

1200 

19 

443,0 

19 

4  6 

4.3 

13.5 

28 

2.68 

r 

2927.3 

5 

11886.5 

10 

117.4 

NM 

476.8 

NM 

4.0 

NM 

29.3 

13 

3.83 

INDUSTRIES  (3) 

796.0 

34 

3510.0 

25 

23,0 

-4 

6.0 

-96 

2,9 

4.0 

0  6 

NM 

-0  02 

'11 

250.5 

-8 

1059.4 

-3 

10.1 

-74 

225.8 

733 

4.0 

14.4 

39.0 

6 

1.94 

1 

609.9 

n 

2542,1 

37.6 

41 

150.6 

54 

6.2 

4,4 

23,8 

18 

1.52 
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399.1 
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11.8 

NM 

62.5 

296 

3.0 

NM 

20,2 

33 

0.61 

USTRY  COMPOSITE 

80285.6 

5 

305890.7 

5 

3635.1 

-33 

21964.5 

-9 

4.5 

7.1 

23.9 

31 

1.67 

APPAREL 

lUP  COMPOSITE 

6725.9 

-7 

27940.1 

-2 

267.5 

-23 

889.5 

-46 

4.0 

4.8 

10.2 

29 

1.22 

WN  GROUP  (11) 

412.0** 

-5 

1560.6 

0 

12.9 

NM 

8.4 

NM 

3.1 

NM 

3.9 

34 

0.46 

.WOOD  (8) 

509.8 

1 

1815.6 

9 

17.5 

6 

44.3 

8 

3.4 

3.3 

10.9 

13 

2.02 

;(7) 

1913.0 

-15 

8949.6 

-9 

68.9 

-51 

238.2 

-70 

3.6 

6.3 

7.4 

59 

0.82 

■WEST  GROUP  (11) 

485.7 

-2 

1928.9 

8 

15,9 

-54 

41.9 

-53 

3.3 

7.0 

9.0 

15 

1.18 

UPS-VAN  HEUSEN  (11) 

374.4 

-9 

1313.5 

-6 

14,0 

-4 

-31,1 

NM 

3.7 

3.5 

-13,6 

NM 

-1  14 
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444.6 

10 
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1.27 
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-82 

NM 
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38 

0.42 
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274.9 
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1180.1 

-A 
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NM 
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NM 

NM 

3.6 
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iERLAND 

262.5 
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NM 
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-85 

NM 
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NM 

0.34 

IG-MEYERS  (10) 
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7 
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17 
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NM 
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NM 

0.9 

NM 
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NM 
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280.1 

6 

1066.7 

7 
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23 
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22 
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34 
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48 
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6.0 

11,8 
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0.94 

IM  GROUP  (11) 

258.7 
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552.5 

56 

6.4 

24 

-4,7 

NM 

2.5 

5.3 

-2.8 

NM 

-0.28 

TAG 

972,0 

3 

4069.3 

19 

68.8 

33 

286.5 

55 

7.1 

5.5 

56,4 

19 

3.05 
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274.6** 
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13 

7.0 

6.4 
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0.74 
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6 

1188.9 
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32.1 
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2610.0 
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5 
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19.7 

12 

59.1 

29 

5.2 
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REVLON 
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-1 
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1 
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NM 
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NM 

NM 

5.8 

NM 

NM 

-0. 

GROUP  COMPOSITE 

20908.0 

3 

81755.5 

2 

-162.4 

NM 

5407.1 

-26 

NM 

6.3 

19.8 

24 

1. 

PHILIP  MORRIS 

14500.0 

6 

57813.0 

3 

274,0 

-79 

5372.0 

-15 

19 

9.4 

31.2 

21 

2, 

RJR  NABISCO  HOLDINGS 

4470.0 

-2 

17037.0 

0 

-585,0 

NM 

-577.0 

NM 

NM 

NM 

-7.2 

NM 

-1; 

STANDARD  COMMERCIAL  (9) 

268.7 

-27 

1306.4 

-5 

0,8 

-91 

18.0 

-24 

0.3 

2.3 

11.4 

6 

1. 

UNIVERSAL  (6) 

1297.7 

3 

4175  9 

-2 
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9 
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3.2 
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1.5* 
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4 
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13 
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El 
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INDUSTRY  COMPOSITE 

6442.3 

17 

23816.0 

9 

-89.3 

NM 

599.3 

8 

NM 

0.3 

10.3 

32 

0. 

(A)  GLASS*  METAL  &  PLASTIC 

GROUP  COMPOSITE 

1292.3 

38 

4635. 1 

19 

-10.4 

NM 

77.9 

-28 

NM 

1.2 

12.5 

25 

1. 
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46 

0  1 
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(B)  PAPER 

5150.0 

12 

19180  9 

-78.9 

NM 

52 1 .4 

17 

NM 

0. 1 

10.1 

33 

0. 

ACX  TECHNOLOGIES 

246.3 

34 

988.4 

35 

10.8 

13 

21.3 

-23 

4.4 

5,2 

4.7 

19 

0 

AVERY  DENNISON 

884.6  . 

6 

3459.9 

3 

55.9 

3 

223,3 

9 

6.3 

6.5 

26.8 

24 

2 

SEMIS 

460.4 

1 

1848,0 

-2 

31,6 

-8 

111,4 

4 

6.9 

7,5 

16,6 

16 

2 

MAIL-WELL 

431.8 

48 

1504.7 

40 

14.0 

35 

47.6 

36 

3.2 

3,6 

15,8 

16 

0 

ROCK-TENN  (3) 

310.8 

-2 

1287.9 

6 

8.8 

1 

42,1 

142 

2,8 

2,7 

10,4 

14 

1 

SMURFIT-STONE  CONTAINER 

1265.0 

50 

3794.0 

17 

-214.0 

NM 

-184.0 

NM 

NM 

0,5 

NM 

NM 

-1 

SONOCO  PRODUCTS 

640.0 

-13 

2557.9 

-10 

31.8 

NM 

192.0 

NM 

5,0 

NM 

23,4 

15 

1 

TEMPLE-INLAND 

911.1 

-2 

3740,1 

3 

-17  7 

NM 

67.7 

33 

NM 

10 

3,3 

49 

1 

INDUSTRY  COMPOSITE 

128503.5 

9 

508456.9 

11 

2915.3 

-16 

16422.0 

23 

2.3 

2.9 

16.5 

35 

1 

AMAZON.COM 

252.9 

283 

610.0 

313 

-46.4 

NM 

-124.5 

NM 

NM 

NM 

-89.8 

NM 

-0 

AMES  DEPARTMENT  STORES  (11) 

599.2** 

14 

2403.9 

11 

6.2 

76 

42.1 

64 

1.0 

0,7 

21.4 

15 

1 

AUTOZONE (4) 

900.9 

33 

3468,6 

24 

51,3 

8 

231.7 

13 

5.7 

7,0 

17.8 

22 

1 

BARNES  &  NOBLE (11) 

674.1 

10 

2984.0 

10 

-4.6 

NM 

56.2 

-1 

NM 

0,0 

10.5 

48 

0 

BJ'S  WHOLESALE  CLUB  (11) 

847.8 

11 

3497,4 

13 

14,4 

4 

76.6 

24 

1.7 

1,8 

17,0 

21 

2 

BORDERS  GROUP  (11) 

5S8.3 

17 

2508.3 

18 

-0,8 

NM 

84.3 

25 

NM 

0,1 

13,5 

15 

1 

BRADLEES  (11) 

315.2 

-6 

1367.8 

1 

-7,2 

NM 

-8,7 

NM 

NM 

0,1 

NM 

NM 

-0 

BRYLANE  (11) 

348.1 

-5 

1342.2 

11 

1,0 

-94 

39.3 

-9 

0.3 

4,6 

22.1 

10 

2 

BURLINGTON  COAT  FACTORY  (7) 

598.8 

-19 

NA 

NA 

30,2 

-54 

NA 

NA 

5.0 

8,9 

NA 

NA 

CALDOR(II) 

510.9 

-9 

2423.1 

-4 

-27,8 

NM 

-118.1 

NM 

NM 

NM 

NM 

NM 

-6 

CDW  COMPUTER  CENTERS 

477.2 

36 

1733.5 

36 

18,3 

32 

65.8 

29 

3.8 

4,0 

24.3 

24 

3 

COLE  NATIONAL  (11) 

256.7 

2 

1061.7 

9 

9,1 

156 

30.8 

NM 

3.5 

1,4 

19.8 

8 

2 

CONSOLIDATED  STORES  (11) 

856.4 

0 

4119.7 

5 

-16,7 

NM 

58,4 

-63 

NM 

1,6 

5.5 

36 

C 

COSTCO (4) 

5998.1** 

10 

24838.2 

11 

104.2 

6 

466,2 

23 

1.7 

1,8 

15.6 

37 

2 

CSK  AUTO  (11) 

263.1 

21 

966,6 

15 

10.5 

144 

17,4 

NM 

4.0 

2,0 

18.1 

55 

C 

DAYTON  HUDSON  (11) 

7288.0** 

10 

29765,0 

10 

183.0 

2 

871.0 

32 

2.5 

2,7 

17.4 

34 

1 

DILLARD'S  (11) 

2084.4** 

27 

7464.3 

12 

-50.2 

NM 

172.2 

-33 

NM 

2,7 

6.2 

16 

1 

DOLLAR  GENERAL  (11) 

781.4 

20 

3089.1 

27 

40.3 

20 

169.0 

29 

5.2 

5,2 

25.4 

30 

c 

EAGLE  HARDWARE  &  GARDEN  (11) 

274.3 

10 

1055.0 

12 

10.7 

21 

35.8 

21 

3.9 

3.5 

9.7 

30 

FAMILY  DOLLAR  STORES  (4) 

628.0 

16 

2447.2 

17 

29.6 

22 

108.6 

33 

4.7 

4.5 

18.1 

31 

FEDERATED  DEPARTMENT  STORES  (11) 

3647.0** 

-3 

15686,0 

0 

110,0 

5 

656.0 

35 

3,0 

2.8 

12.2 

15 

FINGERHUT 

659.8 

18 

1609.2 

6 

42.3 

19 

22.3 

-41 

6.4 

6.3 

4.0 

47 

GAP(II) 

2399.9 

36 

8190.1 

36 

237,7 

45 

726.3 

48 

9.9 

9.3 

57.8 

52 

GLOBAL  DIRECTMAIL 

387.1 

10 

1435,7 

25 

11.2 

-13 

41.3 

6 

2.9 

3.7 

15,0 

17 

GOODY'S  FAMILY  CLOTHING  (11) 

251.3 

7 

1062,3 

17 

3.3 

-41 

37.0 

41 

1,3 

2  4 

19,7 

10 

HILLS  STORES  (11) 

>  399.7 

-8 

1750.8 

-3 

-95.2 

NM 

-105.1 

NM 

NM 

NM 

NM 

NM 

-1( 

HOME  DEPOT  (11) 

7699.0 

24 

28692.0 

23 

392.0 

66 

1503.0 

36 

5,1 

3  8 

18,1 

55 

HOMEBASE(II) 

360.1 

-2 

1462.0 

0 

7.2 

NM 

18.1 

NM 

2,0 

NM 

4.7 

13 

( 
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tPORATE  SCOREBOARD 


IWPANY 


SALES 


PROFITS 


4TH 
QUARTER 
1998 
$MIL. 


CHANGE 
EROM 
1997 
% 


12 
MONTHS 
1998 
$  MIL- 


CHANGE 
FROM 
1997 
% 


4TH 
QUARTER 
1998 
$MIL 


CHANGE 
FROM 
1997 
% 


12 
MONTHS 
1998 
SMIL 


CHANGE 
FROM 
1997 
% 


MARGINS 

4TH  4TH 

QUARTER  QUARTER 

1998  1997 

%  % 


RETURN  ON 
COMMON 
EQUITY 
12  MONTHS 
ENDING 
12-31 


PRICE- 
EARNINGS 
RATIO 
2-5 


12 

MONTHS' 
EARNINGS 
PER 
SHARE 


GHT  ENTERPRISES 

297.4 

60 

1002.8 

60 

6.2 

55 

20.5 

55 

2.1 

2.1 

14,8 

35 

1,22 

MATE  BRANDS  (11) 

709.0 

3 

3751,8 

11 

39.7 

12 

313.9 

9 

5.6 

5,1 

60,8 

33 

1,24 

NN  STORES  (11) 

319.7 

29 

1135,7 

17 

3,4 

-63 

13.6 

-53 

1.1 

3,8 

5,7 

23 

0,67 

,RT(11) 

7642.0 

4 

33032,0 

3 

38,0 

111 

351.0 

17 

0.5 

0,2 

6,2 

25 

0,69 

L'S  (11) 

888.9 

17 

3470,0 

23 

40,0 

23 

170.8 

42 

4.5 

4,3 

16,2 

65 

1,05 

JS'  END  (11) 

322.4 

1 

1310.6 

9 

0,3 

-96 

45,7 

-23 

0.1 

2,6 

20,7 

20 

1,50 

TED  (11) 

1999.9 

-3 

9359,4 

5 

39,4 

-51 

1888,4 

447 

2.0 

3,8 

95,4 

5 

7,49 

E'S  (11) 

3004.0 

19 

11725,8 

20 

115,4 

32 

448,7 

32 

3.9 

3,5 

14,8 

43 

1,27 

DEPARTMENT  STORES  (11) 

3089.0** 

4 

13087,0 

5 

130,0 

8 

815,0 

8 

4.2 

4,0 

23,0 

19 

3.28 

1AELS  STORES  (11) 

382.8 

9 

1539,9 

7 

7,3 

64 

38,8 

201 

1.9 

1,3 

8,6 

14 

1.22 

m  MARCUS  GROUP  (5) 

587.1** 

1 

2380,0 

6 

25,0 

-23 

98,7 

5 

4.3 

5,5 

14,8 

13 

1  98 

QSTROM  (11) 

1121.2" 

0 

5147,9 

7 

38,7 

7 

199,3 

17 

.  3,4 

3,2 

16,0 

30 

1,33 

CEMAX  (11) 

1152.4 

16 

4196,2 

16 

33,6 

7 

95,3 

19 

2,9 

3,2 

8,2 

12 

0,77 

.ESS  SHOESOURCE  (11) 

643.0 

1 

2616,6 

4 

33.6 

0 

138,1 

9 

5,2 

5,3 

18,7 

13 

3,77 

«Y  (J.OdI) 

7549.0** 

1 

31113,0 

7 

186.0 

37 

588,0 

28 

2,5 

1,8 

8,3 

18 

2,27 

BOYS-MANNY,  MOE  &  JACK  (11) 

616.0 

17 

2337,9 

17 

-3.9 

NM 

-3.9 

NM 

NM 

4,6 

-0.5 

NM 

-0,06 

IMART  (11) 

521.2 

18 

2038,2 

17 

5,3 

NM 

8.3 

NM 

1,0 

0,0 

2.4 

NM 

0,07 

>  STORES  (11) 

531.1 

10 

2124,7 

10 

28,0 

12 

128.9 

19 

5,3 

5,2 

34.8 

16 

2,66 

>(11) 

1472.8** 

4 

5319,3 

6 

-106,2 

NM 

-40.2 

NM 

NM 

2,8 

-2.1 

NM 

-0,15 

(S,  ROEBUCK 

12158.0 

-7 

41322,0 

0 

535,0 

0 

1072.0 

-10 

4,4 

4,1 

18.9 

15 

2,68 

?TS  AUTHORITY  (11) 

367.0 

8 

1564,5 

10 

-64,9 

NM 

-56.8 

NM 

NM 

0,5 

-21,0 

NM 

-1 ,79 

iE  STORES  (11) 

271.6 

-1 

1185,6 

25 

-3,2 

NM 

24.2 

-13 

NM 

1,3 

11,3 

9 

0,85 

'LES  (11) 

1899.8 

22 

5595,0 

27 

69.2 

33 

178.4 

25 

3,6 

3,4 

15,0 

65 

0,42 

lOTS  (11) 

267.7** 

5 

1119,1 

7 

12,7 

14 

18.2 

-44 

4,8 

4,4 

4,5 

45 

0,57 

*NY  (11) 

252.6** 

8 

1094,1 

12 

12.1 

6 

78.9 

19 

4,8 

4,9 

17,0 

26 

2,19 

11) 

2026.5 

7 

7909.5 

12 

133,7 

25 

404.9 

43 

6,6 

5,7 

36,8 

26 

1,20 

i'R'  US  (11) 

2171.0 

1 

11217,0 

5 

-475,0 

NM 

-63,8 

NM 

NM 

2,1 

-1,9 

NM 

-0,32 

OFFICE  PRODUCTS  (8) 

677.2 

4 

2676,7 

8 

-4,0 

NM 

-55.9 

NM 

NM 

2,0 

-12,7 

NM 

-1.80 

IE  CITY  DEPARTMENT  STORES  (5) 

360.2 

33 

1274,7 

16 

4,0 

23 

21.1 

NM 

1,1 

1,2 

7,4 

16 

0,65 

MOR  GROUP  (11) 

1122.0 

1 

5225,0 

0 

-40,0 

NM 

89.0 

-58 

NM 

4,5 

8,9 

7 

0,66 

•MART  STORES  (11) 

33509.0 

16 

132235  0 

17 

1009,0 

27 

4158,0 

3  0 

2  8 

21  1 

46 

1,85 

(5) 

254,2 

1 

1315  4 

3 

2,2 

1U7 

70.1 

0  4 

1  1  1 

1,87 

JSTRY  COMPOSITE 

53825.5 

8 

199349,4 

7 

4066,0 

41 

10197.6 

-34 

7,6 

5,8 

9,5 

48 

1,40 

ELECTRICAL  PRODUCTS 

UP  COMPOSITE 

5664.6 

-A 

23178.7 

-1 

442.1 

-3 

1069.6 

-37 

7.8 

7.8 

11.8 

25 

1.69 

RICAN  POWER  CONVERSION 

318.9 

27 

1125,8 

29 

47,5 

27 

147.6 

21 

14,9 

14,9 

21.7 

29 

1,52 

>ER  INDUSTRIES 

881.9 

5 

3651.2 

7 

128,9 

52 

335.9 

8 

14,6 

10,1 

15.5 

15 

2.93 

IN 

1606,0 

-17 

6625,0 

-12 

72,0 

-61 

349.0 

-25 

4,5 

9,5 

17.0 

14 

4,80 

NETEK  (6) 

279.5 

-6 

1181,6 

-1 

2,4 

-73 

32.8 

-7 

0,9 

3,0 

16.9 

11 

1,04 

ONAL  SERVICE  INDUSTRIES  (4) 

518,9 

6 

2062,7 

3 

25.7 

-4 

107.8 

-1 

5,0 

5,5 

18.4 

13 

2,55 

;HEM  (6) 

451.3 

-3 

1774,4 

-2 

31.6 

-44 

131.5 

-46 

7,0 

12,0 

17.0 

16 

1,60 

(WELL  INTERNATIONAL  (3) 

1608,0 

0 

6758,0 

4 

134.0 

123 

-35.0 

NM 

8,3 

3.7 

-2.7 

NM 

-0,14 

ELECTRONICS 

UP  COMPOSITE 

20062.4 

11 

72381.7 

13 

869.5 

122 

775.3 

-71 

4.3 

2.2 

2.0 

NM 

0,41 

■:RAL  INSTRUMENT 

564,2 

28 

1987,8 

13 

46,0 

NM 

55.5 

NM 

8,1 

NM 

3.7 

NM 

0,33 

)IS  (6) 

919,4 

-5 

3748,4 

-4 

52,8 

0 

117.9 

-46 

5,7 

5,4 

7.2 

25 

1,48 

HES  ELECTRONICS 

1790,6 

6 

5963,9 

16 

128,2 

361 

280.9 

-34 

7,2 

1,6 

3,4 

66 

0,70 

;OMMUNICATIONS  HOLDINGS 

328,7 

61 

1037,0 

47 

13,9 

67 

32.6 

174 

4,2 

4,1 

10,9 

33 

1,26 

]N  INDUSTRIES  (5) 

1207,5 

16 

4558,4 

10 

47,2 

9 

185.2 

12 

3,9 

4,2 

15,1 

15 

3,91 

OROLA 

8337,0 

1 

29398,0 

-1 

159,0 

-50 

-962.0 

NM 

1,9 

3,9 

-7,9 

NM 

-1,61 

XOMM  (3) 

941,2 

20 

3503,2 

41 

48,6 

32 

120.3 

1 

5,2 

4,7 

11,9 

41 

1,62 

THEON 

5441,0 

36 

19840,0 

45 

369,0 

NM 

864.0 

54 

5,8 

NM 

8,2 

23 

2,53 

iORMATIC  ELECTRONICS  (6) 

250,4 

3 

975,4 

-4 

7,3 

35 

29.3 

NM 

2,9 

2,2 

3,9 

27 

0,40 

AN  ASSOCIATES  (3) 

282,3 

-18 

1359,6 

-6 

-2,4 

NM 

51.7 

-58 

NM 

5.7 

9,3 

19 

1,70 

NSTRUMENTS 

UP  COMPOSITE 

7569.6 

4 

29687.7 

10 

475.3 

191 

2025.9 

26 

5,3 

2.2 

18,5 

23 

2,51 

NE  GROUP  (8) 

267,7 

22 

1035.7 

45 

5,7 

2 

18.2 

13 

2,1 

2,6 

24,8 

13 

0  95 

(MAN  COULTER 

483,3 

14 

1718.2 

43 

18,5 

NM 

33.5 

NM 

3,8 

NM 

26,3 

43 

1,14 

RSON  ELECTRIC  (3) 

3426,7 

8 

13702,4 

8 

302,4 

7 

1248.7 

9 

8,8 

8,9 

20,9 

20 

2  82 

lYWELL 

2348.7 

1 

8426,7 

5 

204,5 

15 

572.0 

21 

8,7 

7,7 

22,3 

16 

4,48 

(IN-ELMER  (6) 

288,5 

33 

1382,5 

22 

18,2 

NM 

65.1 

70 

6,3 

NM 

11,1 

80 

1,28 

■RONIX  (7) 

438.6 

-17 

1933,1 

-5 

-85.9 

NM 

-13.7 

NM 

NM 

NM 

-2,3 

NM 

-0,37 

kDYNE 

315,1 

-19 

1489,2 

18 

11.8 

-74 

102.1 

-20 

3,7 

11,8 

9.9 

48 

1.19 

SEMICONDUCTORS  &  OTHER  COMPONENTS 

UP  COMPOSITE 

20528.9 

9 

74101.3 

3 

2279.1 

22 

6326.8 

-34 

11.1 

9.9 

12.9 

50 

1.60 

WED  MICRO  DEVICES 

788,8 

29 

2542,1 

8 

22.3 

NM 

-104.0 

NM 

2,8 

NM 

-5,4 

NM 

-0  72 

1397,0 

-4 

5482.0 

-5 

-79.0 

NM 

2.0 

NM 

NM 

8,8 

0.1 

NM 

0,01 
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CORPORATE  SCOREBOARD 


COMPANY 


SALES 


PROFITS 


MARGINS 


4TH 
QUARTER 
1998 
$  MIL 

CHANGE 
FROM 
1997 
% 

12 
MONTHS 
1998 
$  MIL, 

CHANGE 
FROM 
1997 
% 

4TH 
QUARTER 
1998 
$  MIL, 

CHANGE 
FROM 
1997 
% 

12 

MONTHS 
1998 
$  MIL, 

ANALOG  DEVICES  (2) 

297.7 

-10 

1230.6 



-1 

26,3 

""-Ts"" 

119.5 

ATMEL 

288.7 

20 

1111,1 

16 

8,5 

NM 

-57.8 

AVX  (9) 

310.7 

-3 

1231,8 

-2 

6,1 

-82 

63,6 

DM  GROUP 

262.3 

7 

925,5 

19 

2,4 

-82 

-17,0 

INTEL 

7614,0 

17 

26273,0 

5 

2064,0 

18 

6068,0 

JABIL  CIRCUIT  (4) 

447.9 

40 

1405,8 

28 

19,3 

1 

54.9 

LSI  LOGIC 

445.4 

38 

1490,7 

16 

13.1 

-59 

-207.2 

MICRON  TECHNOLOGY  (4) 

793.6 

-17 

2850.9 

-24 

-46.2 

NM 

-289.5 

MOLEX  (6) 

429.7 

6 

1646,9 

2 

43.9 

-4 

175,3 

NATIONAL  SEMICONDUCTOR  (7) 

510.1 

-29 

2139,7 

-22 

-94,4 

NM 

-389,3 

SANMINA  (3) 

260.2 

26 

823,7 

27 

-1,4 

NM 

54.3 

SCI  SYSTEMS  (6) 

1740.0 

-3 

6587,3 

3 

32,4 

-14 

133,5 

SOLECTRON  (4) 

1945.6 

71 

6097,1 

52 

63,9 

42 

217,8 

TEXAS  INSTRUMENTS 

1993.0 

-18 

8460,0 

-13 

189.0 

NM 

407.0 

THOMAS  &  BETTS 

592,4 

3 

2230  4 

-1 

46,1 

-4 

87,5 

VISHAY  INTERTECHNOLOGY 

4  11  / 

,•.11.) 

':'7  ? 

NM 

8  . 

INDUSTRY  COMPOSITE 

96468.6 

5 

366282.5 

6 

2870.7 

146 

10498.2 

(A)  FOOD  DISTRIBUTION 

GROUP  COMPOSITE 

12210.7 

9 

48115.1 

7 

187.1 

107 

666.9 

ANDERSONS 

365.5 

-8 

1098,7 

11 

5,2 

-5 

9,8 

INTERNATIONAL  MULTIFOOOS  (10) 

611.1 

3 

2362,0 

1 

9.8 

-25 

3.9 

PERFORMANCE  FOOD  GROUP 

465.4 

40 

1622,9 

32 

4.7 

36 

16,2 

RICHFOOD  HOLDINGS  (8) 

909:2 

25 

3555,6 

5 

15.1 

0 

53.6 

SUPERVALU  (10) 

4079.7 

2 

17517,1 

4 

45,3 

12 

188.6 

SYSCO  (6) 

4246.7 

12 

16152,5 

9 

86.4 

3 

333,9 

U.S.  FOODSERVICE  (6) 

1533.1 

12 

5806.3 

10 

20.6 

NM 

61.1 

(B)  FOOD  PROCESSING 

GROUP  COMPOSITE 

42908.7 

1 

166471.9 

3 

2088.6 

313 

7492.0 

AGRIBRANDS  INTERNATIONAL  (4) 

332  4 

-11 

1367  7 

-10 

111 

178 

20,9 

BESTFOODS 

2155.2 

2 

8374,3 

0 

166.6 

-1 

640,1 

CAMPBELL  SOUP  (5) 

1804.0 

0 

6687.0 

5 

264.0 

5 

701,0 

CHIQUITA  BRANDS  INTERNATIONAL 

626.8 

4 

2720,3 

12 

-101.6 

NM 

-18.4 

CONAGRA  (7) 

5404.4 

-2 

24154,3 

0 

219,0 

1 

635,6 

CORN  PRODUCTS  INTERNATIONAL 

382.7 

5 

1448.0 

2 

11,7 

9 

43.0 

DEAN  FOODS  (7) 

934.4 

50 

3250,5 

17 

23,4 

14 

89  4 

DOLE  FOOD 

1038.4 

-4 

4424,2 

2 

-108.3 

NM 

12.1 

EARTHGRAINS  (9) 

609.2 

18 

1929,0 

16 

17,0 

21 

45,4 

FLOWfERS  INDUSTRIES 

1000.2 

12 

3776.5 

8 

-13,1 

NM 

46.0 

GENERAL  MILLS  (7) 

1677.4 

2 

6128,7 

6 

143,6 

122 

511,5 

HEINZ  (H.J.)  (8) 

2322.4 

3 

9262.6 

0 

231.3 

22 

814.5 

HERSHEY  FOODS 

1239.9 

0 

4435,6 

3 

110,0 

-5 

340,9 

HORMEL  FOODS  (2) 

912.0 

5 

3261,0 

0 

45,2 

1 

139,3 

IBP 

3078.7 

-6 

12848,6 

-3 

91,8 

323 

204,8 

IMPERIAL  SUGAR  (3) 

471.8 

8 

1820.0 

80 

2,4 

NM 

-3,3 

INTERSTATE  BAKERIES  (7) 

814.6 

8 

3351,0 

4 

32,1 

-6 

130,4 

KEEBLER  FOODS 

599.8 

15 

2226.5 

8 

34.1 

47 

96,6 

KELLOGG 

1599.9 

-1 

6762,1 

-1 

46,8 

44 

502,6 

LANCASTER  COLONY  (6) 

300.6 

0 

1015.5 

3 

28.2 

-3 

94.9 

MCCORMICK  (1) 

585.7 

5 

1881.1 

4 

50,1 

4 

103,8 

NABISCO  HOLDINGS 

2209.0 

-9 

8400,0 

-4 

19,0 

-89 

-71.0 

PILGRIM'S  PRIDE  (3) 

336,1 

-1 

1329,7 

1 

15,9 

43 

54,8 

QUAKER  OATS 

963.3 

-8 

4842,5 

-3 

73,2 

186 

284,5 

RALSTON  PURINA  (3) 

1291.8 

-2 

4628,0 

2 

176.8 

27 

427,7 

SARA  LEE  (6) 

5285.0 

0 

19985,0 

1 

322.0 

NM 

1190,0 

SMITHFIELD  FOODS  (8) 

874,4 

-11 

3710,0 

-5 

18.5 

19 

57,5 

STARBUCKS  (3) 

405.6 

26 

1393,0 

32 

26,7 

28 

74,2 

TYSON  FOODS  (3) 

1824.7 

20 

7718,0 

22 

55,8 

24 

35,0 

VLASIC  FOODS  INTERNATIONAL  (5) 

327.1 

-6 

1336,5 

-10 

4,7 

-71 

-17,2 

WRIGLEY  WM.)  JR. 

500,3 

3 

2004,7 

3 

70,8 

13 

304,5 

CHANGE 
FROM 
1997 
% 

-33 
NM 

-53 
NM 
-13 
-12 
NM 
NM 
-3 
NM 
58 
1 

27 
35 

-46 


41 

10 

139 
-64 
22 
-19 
-19 
6 

__NM_ 

68 

267 

49 
-12 
NM 

-5 
NM 

-6 
-92 

41 
-26 

31 
116 
1 

27 
75 
NM 
12 
55 
-11 
0 
7 

NM 
30 

NM 
14 

NM 
30 
20 
-81 

NM 
12 


4TH 
QUARTER 
1998 
% 


3.0 
1.9 
0.9 

27,1 
4.3 
2,9 
NM 

10,2 
NM 
NM 
1.9 
3.3 
9.5 
7  8 
NM 

3.0 

1.5 

1,4 
1,6 
1.0 
1.7 
1.1 
2.0 
1.3 


4.9 

3.3 
7.7 

14,6 
NM 
3,4 
3.1 
2,5 
NM 
2,8 
NM 
8,5 

10.0 
8,9 
5.0 
3.0 
0.5 
3,9 
5,7 
2.9 
9.4 
8,6 
0,9 
4,7 
7,6 

13,7 
6.1 
2,1 
6,6 
3,1 
1,4 

14.1 


4TH 
QUARTER 
1997 
% 

'T?3~  " 

NM 
10,4 

5.2 
26.8 

6,0 
10,0 

0,7 
11,2 

4,0 

7.6 

2.1 

3,9 

NM 

8  4 

NM 

1.3 

0.8 

1,4 
2.2 
1,0 
2.1 
1.0 
2.2 
NM 


1.2 

1,1 
8,0 

13,9 
NM 
3,3 
2.9 
3,3 
2,1 
2,7 
1,9 
3.9 
8.3 
9,3 
5,1 
0,7 
NM 
4,5 
4,4 
2,0 
9.6 
8,7 
7.1 
3,3 
2.4 

10,6 
NM 
1,6 
6,5 
3,0 
4,6 

12.9 


(C)  FOOD  RETAILING 


RETURN  ON 
COMMON 
EQUITY 
12  MONTHS 
ENDING 
12-3! 

10.6 
-8.0 
7,5 
-9.7 
27,8 
21.3 
-15,2 
-7.5 
12,6 
-23.2 
11,4 
17  2 
17,1 
6,2 
8,6 
0  8 


22.9 

15.9 

11,8 
1,5 
11.0 
15.3 
14.9 
23.5 
9.1 


24.8 

6.2 
71.7 
82.3 
-5.5 
20  8 
4.3 
12,1 
1.6 
7,2 
8.0 
259.3 
36,7 
35,3 
17.1 
14,5 
-0,8 
22,2 
29.3 
56,5 
23.1 
26.7 
-1.8 
22.2 
149,9 
38,3 
59,0 
14,8 
9,3 
1.8 
-15.0 
26.6 


2-5 
43 

NM 
19 

NM 
37 
44 

NM 

NM 
25 

NM 
50 
18 
43 
93 
27 


29 

25 

10 
NM 
20 
20 
17 
27 
37 


27 

16 
23 
28 

NM 
23 
21 
18 

NM 
22 
50 
25 
23 
24 
19 
11 

NM 
14 
34 
32 
13 
21 

NM 
11 
26 
21 
20 
20 
63 

NM 
NA 
34 


GROUP  COMPOSITE 

41349.2 

8 

151695.4 

9 

595.0 

4 

2339.3 

-2 

1.4 

1.5 

20.3 

38 

ALBERTSON'S  (11) 

3990.5 

10 

15623,2 

8 

137,7 

12 

551,5 

1 1 

3.5 

3,4 

20,8 

27 

AMERICAN  STORES  (11) 

4847.8 

4 

19651,1 

3 

80,7 

34 

330,9 

33 

1.7 

1,3 

13,3 

30 

BRUNO'S  (11) 

440.5 

-28 

2054,1 

-24 

6,9 

NM 

-99,4 

NM 

1,6 

NM 

NM 

NM 

GENERAL  NUTRITION  (11) 

304.7 

10 

1337,1 

18 

18,0 

-25 

108,7 

23 

5,9 

8,6 

131.2 

12 

GRAND  UNION  (9) 

527.7 

-1 

NA 

NA 

-26,3 

NM 

NA 

NA 

NM 

NM 

NA 

NA 

GREAT  ATLANTIC  &  PACIFIC  TEA  (10) 

2344.4 

1 

10256.2 

1 

-8.7 

NM 

34,7 

-53 

NM 

0.5 

3.8 

34 

HANNAFORD  BROTHERS 

850.2 

-2 

3323,6 

3 

28.0 

NM 

94.6 

59 

3,3 

0.2 

14,7 

21 
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RPORATE  SCOREBOARD  I 

)MPANY  SALES 


PROFITS 


MARGINS 


RETURN  C 


4TH 
QUARTER 
1998 
$MIL. 

CHANGE 
FROM 
1997 
% 

12 
MONTHS 
1998 
$  MIL 

CHANGE 
FROM 
1997 
% 

4TH 
QUARTER 
1998 
SMIL. 

CHANGE 
FROM 
1997 
% 

12 
MONTHS 
1998 
$MIL. 

CHANGE 
FROM 
1997 
% 

4TH 
QUARTER 
1998 
% 

4TH 
QUARTER 
1997 
% 

UUIVIIVIUI^ 

EQUITY 
12  MONTHS 
ENDING 
12-31 

PRICE- 
EARNINGS 
RATIO 
2-5 

1^ 

MONTHS' 
EARNINGS 
PER 
SHARE 



iLES  MARKETS  (3) 

453.3** 

12 

1697.4 

9 

4.1 

43 

5.4 

-70 

0.9 

0.7 

2.5 

50 

0.24 

OGER 

7349.0 

13 

28203.3 

6 

179.5 

22 

449.8 

1 

2.4 

2-3 

NM 

36 

1 .70 

YER  (FRED)  (11) 

3477.1 

79 

12892.2 

1 1 5 

29.2 

2 

-4.8 

NM 

0.8 

1 .5 

-0.2 

NM 

0.18 

<JN  TRAFFIC  (11) 

690.6** 

-5 

2888.2 

-5 

-183.0 

NM 

-235.4 

NM 

NM 

NM 

NM 

NM 

-22.36 

DDICK  (3) 

652. 1 

5 

252 1 .9 

8 

12.5 

5 

47.4 

-2 

1.9 

1 .9 

11.3 

1  Q 
1 J5 

"EWAY 

7922.5 

2 

24484.2 

9 

255.0 

19 

805.7 

30 

3.2 

2.8 

29,0 

34 

1 .59 

1842  6** 

7349  8 

4 

1  4 

-74 

50  7 

-28 

0. 1 

0.3 

NM 

16 

0. 12 

PERMARKETS  GENERAL  HOLDINGS  (11) 

900.0 

0 

3679.6 

-1 

-14.4 

NM 

-46.2 

NM 

NM 

NM 

NM 

NA 

NA 

IS  MARKETS 

491.9 

5 

1867.5 

3 

21.9 

-1 

83.7 

7 

4.5 

4.7 

9,5 

19 

2.00 

<N-DIXIE  STORES  (6) 

4264.2 

3 

lo-^t  1  0 

4 

4 

7 

161  9 

:'4 

1,2 

1  4 

1  1  8 

39 

1  ,U8 

)USTRY  COMPOSITE                      100647  9 

-18 

410414.5 

-15 

-833.1 

NM 

12948  1 

-55 

NM 

5.7 

8,0 

39 

1.27 

COAL,  OIL  &  GAS 

OUP  COMPOSITE 

90079.5 

-19 

366066.0 

-17 

-1406.7 

NM 

11059.0 

-56 

NM 

5.4 

7.9 

40 

1.34 

ERADA  HESS 

1616.0 

-24 

6590.0 

-20 

-418.3 

NM 

-458.9 

NM 

NM 

NM 

-14,8 

NM 

-5.12 

;h  coal 

413.9 

21 

1498.8 

40 

0.1 

NM 

31.5 

4 

0,0 

5.2 

5.1 

16 

0.79 

1LAND  (3)  t 

1646.0 

3 

6581.0 

-41 

-11.0 

NM 

140.0 

-33 

NM 

3.3 

6,8 

26 

1.81 

ANTIC  RICHFIELD 

2548.0 

-25 

10303.0 

-28 

-715.0 

NM 

-555.0 

NM 

NM 

9.5 

-8.7 

NM 

-2.05 

(LINGTON  RESOURCES 

403.0 

-26 

1637.0 

-18 

0.0 

NM 

85.0 

-73 

0.0 

6.8 

2.8 

71 

0.48 

;VRON 

7177.0* 

-26 

29956.0 

-25 

431.0 

-51 

1975.0 

-39 

6.0 

9.0 

11.2 

26 

3.01 

tSTAL 

1825.7 

-18 

7368.2 

-24 

174.8 

31 

482.9 

21 

9.5 

6.0 

14.2 

14 

2.21 

lOCO 

5653.0*** 

-19 

23168.0 

-12 

-263.0 

NM 

450.0 

-59 

NM 

3.2 

82.6 

32 

0.71 

;0N 

25684.0** 

-17 

103060.0 

-15 

1530.0 

-39 

5440.0 

-24 

5.0 

8.0 

14.7 

28 

2.58 

:r-McGEE 

350.7 

2 

1395.7 

1 

-246.3 

NM 

-227.2 

NM 

NM 

10.1 

-13.7 

NM 

^.78 

3IL 

13217.0*** 

-20 

53566.0 

-19 

-152.0 

NM 

1704.0 

-48 

NM 

4.2 

8.7 

42 

2.10 

RPHY  OIL 

376.2** 

-33 

1698.8 

-21 

-51.1 

NM 

-14.4 

NM 

NM 

5.6 

-1.4 

NM 

-0.32 

;IDENTAL  PETROLEUM 

1692.0 

-13 

6596.0 

-18 

-38.0 

NM 

325.0 

50 

NM 

NM 

9.5 

18 

0.88 

LLIPS  PETROLEUM 

2598.0 

-30 

11545.0 

-24 

-210.0 

NM 

237.0 

-75 

NM 

5.5 

5.1 

44 

0.91 

lOCO 

2144.0*** 

-16 

8583.0 

-18 

52.0 

79 

280.0 

5 

2.4 

1.1 

16.2 

12 

2.95 

ORO  PETROLEUM 

542.6 

123 

1468.5 

57 

-39.7 

NM 

-15.0 

NM 

NM 

2.8 

-4.8 

NM 

-0.71 

ACQ 

7809.0** 

-35 

31707.0 

-32 

-213.0 

NM 

603.0 

-77 

NM 

5.2 

4.6 

53 

0.99 

CO 

2841.6 

-27 

12021.5 

-9 

-115.9 

NM 

106.2 

-50 

NM 

1.0 

5.1 

33 

0.57 

RAMAR  DIAMOND  SHAMROCK 

2563.1* 

-22 

11134.6 

2 

-57.7 

NM 

-78.1 

NM 

NM 

0.9 

-5.2 

NM 

-0.89 

ON  PACIFIC  RESOURCES  GROUP  t 

372.9 

-5 

1841.0 

21 

-850.9 

NM 

-883.1 

NM 

NM 

19.7 

NM 

NM 

-3.57 

)CAL 

1481.0 

-5 

5479.0 

-10 

-29.0 

NM 

130.0 

-81 

NM 

9.5 

5.9 

57 

0.54 

t-MARATHON  GROUP 

5327.0* 

37 

21726.0 

39 

-85.0 

NM 

310.0 

-32 

NM 

1.0 

7.9 

23 

1.05 

ERO  ENERGY 

1390.2 

-13 

5539.3 

-4 

-85,7 

NM 

-47,3 

NM 

NM 

0.8 

-4.0 

NM 

-0.84 

TAR  RESOURCES 

407.6 

-36 

1602.4 

-52 

18.0 

-73 

136.4 

-43 

4.4 

10.5 

22.5 

28 

1.39 

PETROLEUM  SERVICES 

)UP  COMPOSITE 

10568.4 

-9 

44348.5 

6 

573.6 

-Al 

1889.0 

^6 

5.4 

9.3 

8.5 

33 

0.97 

;er  hughes 

1419.2 

-10 

6311.9 

12 

6.1 

-95 

-297.4 

NM 

0.4 

7.1 

-9.2 

NM 

-0.92 

lERVICES  (3) 

294.4** 

-29 

1406.5 

-9 

-7.0 

NM 

65.3 

-50 

NM 

10.5 

7.4 

20 

0.82 

IPER  CAMERON 

475.3 

-8 

1882.1 

4 

25.7 

^4 

136.2 

-3 

5.5 

9.2 

17,4 

10 

2.48 

VIOND  OFFSHORE  DRILLING 

283.4 

4 

1208.8 

26 

82.6 

4 

383.7 

38 

29.1 

29.1 

22.7 

9 

2.66 

BAL  MARINE 

258.9 

-19 

1152.2 

9 

34.5 

-41 

223.3 

-29 

13.3 

18.4 

22.2 

6 

1,27 

LIBURTON 

4289.1** 

-5 

17353.1 

7 

65.7 

-75 

-14.7 

NM 

1.5 

5.7 

-0.4 

NM 

-0.03 

ILUMBERGER 

2775.5 

-12 

11815.6 

2 

277.8 

-30 

1014.2 

-27 

10.0 

12.6 

12.8 

29 

1.81 

TH  INTERNATIONAL 

461.8 

-21 

2118  7 

-2 

-16,1 

NM 

34  1 

-72 

NM 

6,1 

5  2 

39 

0,70 

NSOCEAN  OFFSHORE 

1  Li 

1(,M 

119 

34  '.A 

14,.' 

1  9  6 

18,4 

3  41 

USTRY  COMPOSITE 

DRUG  DISTRIBUTION 

)UP  COMPOSITE 
t  ".RISOURCE  HEALTH  (3) 
1  GEN  BRUNSWIG  (3) 
I  DINAL  HEALTH  (6) 

I  GS  DRUG  STORES  (11) 
.  ESSON  HBOC  (9) 

4ICARE 
1  .R-MOR  (6) 
:  ;  AID  (10) 
I  .GREEN  (4) 

DRUGS  &  RESEARCH 

)UP  COMPOSITE 
on  LABORATORIES 
ERGAN 

:RICAN  HOME  PRODUCTS 


88608.7 

16 

326637.8 

14 

6266.2 

-7 

29035.9 

10 

7.1 

8.8 

24.7 

44 

1.70 

33093.1 

23 

118763.5 

22 

565.2 

21 

1772.4 

24 

1.7 

1.7 

11.9 

53 

1.02 

2160.9** 

-4 

8481,8 

2 

17.8 

23 

53.9 

8 

0.8 

0.5 

54.9 

34 

2.22 

5020.3** 

29 

18245.8 

43 

27.9 

31 

9.6 

-89 

0.6 

0.5 

1.5 

NM 

0.09 

5052.5** 

26 

16621.5 

25 

99.7 

24 

284,4 

12 

2.0 

2.0 

12.8 

51 

1.53 

4191.1 

16 

15273.5 

11 

145.8 

18 

396.4 

418 

3.5 

3.4 

14.2 

54 

0.98 

808.3 

13 

3157.0 

7 

11.0 

10 

51.4 

6 

1.4 

1.4 

10.1 

24 

1.59 

7978.8** 

48 

26152.4 

34 

42.2 

0 

129.4 

-17 

0.5 

0.8 

7.9 

50 

1.28 

435.3 

36 

1517.4 

47 

25.1 

56 

80.4 

49 

6,0 

5.2 

8.7 

32 

0.90 

297.0 

2 

1118.7 

5 

3.7 

35 

-1.8 

NM 

1.3 

1.0 

-2.3 

NM 

-0.16 

3122.9 

8 

12357.3 

14 

85.9 

28 

204.7 

-19 

2.8 

2.4 

7.0 

53 

0.75 

4016.0 

15 

15838.0 

15 

104.0 

20 

554.0 

24 

2.6 

2.5 

18.8 

55 

1,10 

33689.6 

13 

124163.7 

11 

4858.7 

0 

21899.0 

12 

14.4 

16.4 

32.5 

43 

2.01 

3330.4 

7 

12477,8 

5 

625.4 

11 

2333.2 

11 

18.8 

18,2 

43.4 

30 

1.51 

356.5 

14 

1296.1 

13 

28.6 

-37 

-90.2 

NM 

8.0 

14.5 

-13.0 

NM 

-1.38 

3230.2 

-11 

13462.7 

-5 

349.6 

-39 

2474.3 

21 

10.8 

15.8 

25.4 

31 

1.85 
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CORPORATE  SCOREBOARD 


COMPANY 


SALES 


PROFITS 


MARGINS 


RETURN  ON 


4TH 

12 

4TH 

4TH 

EQUITY 

PRICE- 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS 

1998 

199? 

1998 

1997 

1998 

1997 

1998 

1997 

1998 

1997 

ENDING 

RATIO 

 -  ... 

$  MIL 

% 

$  MIL 

% 

$  MIL 

% 

$  MIL 

% 

% 

% 

12-31 

L'J 

AMGEN 

755.0 

24 

2718.2 

13 

238.6 

33 

863.2 

34 

31.6 

29.6 

33.7 

37 

BRISTOL-MYERS  SQUIBB 

4885.0 

10 

18284.0 

9 

413.0 

-49 

3141.0 

-2 

8,5 

18.1 

41-6 

41 

GENENTECH 

280.5** 

9 

1062.2 

12 

37.1 

-11 

181.9 

41 

13.2 

16.1 

7.8 

57 

LILLY  (ELI) 

2635.4 

1  7 

9236.8 

16 

561.6 

21 

2095.3 

4 

21.3 

20.6 

46.5 

47 

MERCK  t 

7530.7 

21 

26898.2 

14 

1400.7 

13 

5248.2 

14 

18.6 

19.9 

41.8 

35 

PFIZER 

3866.0 

26 

13644.0 

23 

306.0 

-39 

1950.0 

-6 

7-9 

16-4 

22.6 

88 

PHARMACIA  &  UPJOHN 

1883.0 

9 

6893.0 

3 

137.0 

NM 

691.0 

114 

7.3 

NM 

5-9 

41 

SCHERING-PLOUGH 

2059.0 

16 

8077.0 

19 

419.0 

22 

1756.0 

22 

20.4 

19-3 

47.5 

46 

WARNER-LAMBERT 

2877.9 

24 

10213.7 

25 

341.1 

45 

1254.0 

44 

11.9 

10.1 

36.5 

49 

(C)  HEALTH-CARE  SERVICES 


GROUP  COMPOSITE 

8840.6 

7 

34520.9 

11 

166.2 

-33 

767.8 

16 

1.9 

3.0 

7.5 

25 

0 

BEVERLY  ENTERPRISES 

704.5 

-9 

2812-2 

-13 

-85.9 

NM 

-24,9 

NM 

NM 

NM 

-2.9 

NM 

-0 

GENESIS  HEALTH  VENTURES  (3) 

479.2 

58 

1581-9 

38 

11.4 

-11 

-23.8 

NM 

2.4 

4.2 

-3.4 

NM 

-0 

HCR  MANOR  CARE 

555.2 

-3 

2209-1 

-1 

27.7 

-32 

13.7 

-91 

5,0 

7.2 

2,0 

NM 

0 

HEALTH  MANAGEMENT  ASSOCIATES  (3) 

305.5 

30 

1209-7 

30 

31.0 

25 

143.0 

26 

10.1 

10.5 

18.9 

19 

0 

HUMANA 

2469.0 

3 

9781-0 

22 

57.0 

19 

129.0 

-25 

2.3 

2.0 

7,9 

24 

0 

MEDPARTNERS 

713.7 

20 

2634-0 

11 

11.2 

NM 

30.8 

-19 

1.5 

NM 

NM 

40 

0 

QUEST  DIAGNOSTICS 

363.3 

-1 

1458-6 

-5 

5-3 

NM 

26,8 

NM 

1,5 

NM 

4,8 

22 

0 

QUORUM  HEALTH  GROUP  (6) 

386.1 

-6 

1546-1 

-1 

-18-7 

NM 

47.7 

-48 

NM 

5.0 

8.2 

13 

0 

SIERRA  HEALTH  SERVICES 

301.2** 

58 

1037-2 

44 

2.3 

-81 

39.6 

63 

0.8 

6.2 

13.1 

11 

1 

TENET  HEALTHCARE  (7) 

2563.0 

6 

10251-0 

10 

125.0 

-9 

386.0 

NM 

4.9 

5.7 

10.0 

17 

1 

(D)  MEDICAL  PRODUCTS 


GROUP  COMPOSITE 

12985.4 

10 

49189.7 

8 

676.2 

-42 

BARD  (C.R.) 

269.3 

-13 

1 154,7 

-4 

163.7 

588 

BAUSCH&LOMB 

599.1 

27 

2362-8 

23 

-43.1 

NM 

BAXTER  INTERNATIONAL 

1836.0 

13 

6599-0 

8 

212.0 

15 

BECTON,  DICKINSON  (3) 

i  :-^;76?iQj; 

10 

3184.2 

11 

76.2 

18 

GUIDANT 

493.5 

0 

1897.0 

43 

40.8 

-39 

JOHNSON  &  JOHNSON 

6367.0 

13 

23657.0 

5 

83.0 

-87 

MALLINCKRODT  (6) 

636.7** 

5 

2484.1 

22 

35.1 

NM 

MEDTRONIC  (8) 

728.4** 

6 

2651.4 

2 

145.0 

0 

OWENS  &  MINOR 

716.8 

-11 

3082.1 

-1 

6.6 

-6 

STRYKER 

321.4 

25 

1103-2 

13 

-66,4 

NM 

SYBRON  (3) 

248.3 

16 

994,2 

15 

23,3 

12 

INDUSTRY  COMPOSITE 

20588.8 

17 

77407.0 

17 

228.6 

44 

(A)  BUILDING  MATERIALS 

GROUP  COMPOSITE 

10184.1 

5 

41278.5 

9 

-367.7 

NM 

AMERICAN  STANDARD 

1538-0 

6 

6654-0 

11 

-117,0 

NM 

HUSSMANN  INTERNATIONAL 

349.2 

-4 

1221-2 

11 

17,4 

NM 

JOHNS  MANVILLE 

458.4 

14 

1781-2 

8 

43,6 

62 

LAFARGE 

'■  : ■  ^  628.4 

33 

2448-2 

35 

66.5 

12 

MARTIN  MARIEHA  MATERIALS 

281.0 

18 

1057-7 

17 

30.7 

34 

OWENS  CORNING 

1262:b 

2 

5009-0 

15 

-868.0 

NM 

PPG  INDUSTRIES 

1789.0 

-3 

7510-0 

2 

162.0 

RPM  (7) 

415.7 

5 

1665-3 

10 

21.7 

1 

SHERWIN-WILLIAMS 

1111.1 

2 

4934-4 

1 

47,5 

5 

SOUTHDOWN 

300.7** 

7 

1184-7 

8 

59.3 

51 

TECUMSEH  PRODUCTS 

392.8 

4 

1750-2 

1 

-3.8 

NM 

USG 

,  806.0 

12 

3130.0 

9 

92.0 

28 

VALSPAR  (2) 

309.6 

6 

1155.1 

14 

21.0 

4 

VULCAN  MATERIALS 

442.2 

7 

1776.4 

6 

59.4 

16 

7 

-A 

5.2 

9.9 

18.1 

48 

1 

3 

249 

60,8 

7,6 

44,5 

11 

4 

2 

-49 

NM 

1.6 

3,0 

NM 

0 

0 

5 

11.5 

11.2 

11.7 

64 

1 

4 

-19 

9.9 

9.2 

15.4 

39 

0 

2 

NM 

8,3 

13.5 

-0.4 

NM 

-0 

0 

-7 

1.3 

11.2 

21.9 

38 

2 

3 

NM 

5.5 

NM 

10.3 

25 

1 

5 

-19 

19.9 

21.1 

16.0 

90 

0 

1 

-17 

0.9 

0.9 

11,8 

25 

c 

6 

-68 

NM 

14.5 

5.5 

NM 

c 

5 

-9 

9,4 

9,7 

17,4 

33 

c 

Jt519.5^ 

1986.1 

34,0 

57.5 
185,3 
235,5 
115.6 
-566.0 
801.0 

91.1 
272.9 
125.0 

74,2 
332.0 

72.1 
255.9 


19 

-14 

-72 
NM 
42 
29 
17 
NM 
12 
7 
5 

-19 
-25 
124 
9 
22 


NM 

NM 
5,0 
9,5 

10,6 

10,9 
NM 
9,1 
5.2 
4,3 

19,7 
NM 

11.4 
6.8 

13.4 


03 

4.9 

3,0 
NM 
6,7 

12,5 
9,6 
NM 
8,6 
5.4 
4,1 

14,0 
4,0 

10.0 
5.9 

12.3 


19.2 

NM 
31.0 
24,4 
17.6 
18,0 

NM 
27,8 
12,1 
15,9 
15.5 

7,3 
76.7 
21.2 
22.2 


(B)  CONSTRUCTION  &  REAL  ESTATE 


21 

68 
14 
16 
12 
21 
NM 
12 
17 
16 
16 
13 
9 
21 
18 


GROUP  COMPOSITE 

10404.7 

31 

36128.5 

28 

596.3 

NM 

1533.4 

140 

5.7 

NM 

12.1 

13 

CENTEX (9) 

1256.1" 

28 

4749.0 

25 

59-0 

58 

207-8 

60 

4-7 

3-8 

19-2 

12 

CLAYTON  HOMES  (8) 

319.1 

27 

1247,8 

17 

35.0 

13 

145-1 

13 

11.0 

12-4 

16-7 

14 

FLEETWOOD  ENTERPRISES  (8) 

897.8 

17 

3291,0 

15 

31-1 

11 

110-8 

18 

3.5 

3-7 

20-7 

11 

NORTON  (D.R.)  (3) 

660.6 

56 

2414.3 

45 

32.7 

78 

107-8 

59 

5.0 

4-3 

16-8 

10 

HOVNANIAN  ENTERPRISES  (2) 

267.5** 

-15 

941,9 

20 

7-5 

-3 

26-2 

NM 

2.8 

2-5 

13-0 

7 

KAUFMAN  &  BROAD  HOME  (1) 

826.5 

28 

2449.4 

30 

41-8 

50 

95-3 

64 

5.1 

4.3 

20.1 

11 

LENNAR  (1) 

823.1 

77 

2416.9 

85 

67-2 

723 

144-1 

185 

8.2 

1.8 

20.1 

10 

M.D.C.  HOLDINGS 

383.8 

42 

1262.2 

30 

16-8 

105 

51-6 

113 

4.4 

3-0 

17.3 

8 

NVR 

402.5** 

23 

1559.8 

31 

15-0 

195 

65-1 

129 

3.7 

1-5 

39-9 

9 

OAKWOOD  HOMES  (3) 

390.8** 

57 

1657,4 

50 

11-5 

-35 

49-0 

-42 

2.9 

7-2 

8.9 

18 

PULTE 

906.9*' 

7 

2865,6 

14 

38-2 

120 

101-1 

103 

4-2 

2-0 

11.0 

11 

RYLAND  GROUP 

541.1 

8 

1765.5 

7 

17-5 

84 

43-6 

99 

3-2 

1-9 

12.3 

9 

STANDARD  PACIFIC 

315.4 

103 

759-6 

30 

20-9 

123 

47-4 

98 

6-6 

6.0 

15.5 

8 

STARWOOD  HOTELS  &  RESORTS  WORLDWIDE  1271  0 

54 

4765-0 

38 

144.0 

NM 

141.0 

NM 

11-3 

NM 

3.1 

38 
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iMPANY 


SALES 


PROFITS 


MARGINS 

RETURN  ON 
COMMON 

12 

4TH 

CHANGE 

12 

CHANGE 

4TH 

CHANGE 

12 

CHANGE 

4TH 

4TH 

EQUITY 

PRICE- 

MONTHS' 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS 

EARNINGS 

1998 

1997 

1998 

1997 

1998 

1997 

1998 

1997 

1998 

1997 

ENDING 

RATIO 

PER 

$MIL. 

% 

SMIL 

% 

SMIL. 

% 

SMIL 

% 

% 

% 

12-31 

2-5 

SHARE 

L  Dnuincno 

374  3** 

18 

1210.8 

25 

27.9 

13 

85.8 

26 

7  4 

y  7 

16.3 

10 

2.25 

.  HOME 

413.6** 

27 

1497.6 

13 

16.6 

28 

63.7 

35 

4.0 

4.0 

12.4 

8 

4.68 

tit  (DEL)  (6) 

354.2** 

27 

1273.7 

10 

13.5 

20 

47.0 

17 

3.8 

4.0 

12.8 

10 

2.51 

mm: 

(USTRY  COMPOSITE 

31395.2 

5 

111597.9 

4 

2293.8 

347 

8647.0 

47 

7.3 

1.7 

14.6 

29 

1.42 

EATING  PLACES 


3UP  COMPOSITE 

8206.4 

4 

30517.9 

5 

579.2 

443 

2398.8 

43 

7.1 

1.3 

22.9 

30 

1.96 

MKER  INTERNATIONAL  (6) 

444.0 

19 

1700.0 

16 

18.2 

36 

78.2 

25 

4,1 

3.6 

12,5 

25 

1,15 

1  GROUP  (5) 

351.5 

12 

1355.8 

15 

26.1 

10 

106.5 

16 

7,4 

7.6 

13,4 

13 

1.69 

RESTAURANTS  (11) 

457.6 

32 

1785.4 

79 

16.1 

23 

74.0 

83 

3,5 

3.8 

13,1 

14 

1.52 

IDEN  RESTAURANTS  (7) 

791.2 

6 

3409.6 

7 

15.9 

111 

120.9 

NM 

2.0 

1.0 

12.1 

23 

0.82 

;T  MARRIOn  SERVICES 

415.5 

7 

1377.6 

7 

3.3 

200 

24.1 

16 

0.8 

0.3 

NM 

11 

0.68 

lONALD'S 

3220.7 

9 

12421.4 

9 

348.5 

-15 

1550,1 

-6 

10.8 

13.9 

17.3 

36 

2.21 

Mn  GLOBAL  RESTAURANTS 

2526.0 

-10 

8468.0 

-13 

151.0 

NM 

445-0 

NM 

6.0 

NM 

NM 

17 

2.84 

ENTERTAINMENT 

)UP  COMPOSITE 

7918.7 

5 

28493.1 

4 

650.0 

-12 

1926.7 

-10 

8.2 

9.8 

7.9 

41 

0.81 

:  ENTERTAINMENT  (9) 

257.3 

19 

1002.3 

18 

-1.7 

NM 

-0.6 

NM 

NM 

0,7 

-1,2 

NM 

-0,12 

:US  CIRCUS  ENTERPRISES  (11)  t 

360.4 

14 

1364.9 

11 

23.7 

-13 

71.3 

-32 

6.6 

8.6 

6.0 

17 

0.77 

1EY  (WALT)  (3) 

6589.0 

4 

23226.0 

3 

622,0 

-18 

1717.0 

-13 

9.4 

11.9 

8,9 

42 

0,82 

K  PLACE  ENTERTAINMENT 

712.0 

4 

2900.0 

8 

6.0 

NM 

139.0 

70 

0.8 

NM 

3.7 

15 

0.45 

HOTEL  &  MOTEL 

}UP  COMPOSITE 

3313.7 

23 

10299.4 

18 

155.4 

11 

582.0 

14 

4.7 

5.2 

11.5 

24 

1.04 

■ON  HOTELS 

496.0 

28 

1769.0 

20 

44,0 

7 

188,0 

3 

8,9 

10,6 

8.7 

21 

0,71 

iRIUTT  INTERNATIONAL 

2522.0 

10 

7968.0 

10 

114.0 

18 

390.0 

20 

4.5 

4.2 

15.3 

25 

1.45 

(ISTAR  HOTELS  &  RESORTS 

295.7** 

NM 

562.4 

NM 

-2.6 

NM 

4.0 

38 

NM 

12.5 

7.0 

20 

0.15 

OTHER  LEISURE 

)UP  COMPOSITE 

11956.4 

2 

42287.5 

1 

909.2 

NM 

3739.5 

139 

7.6 

NM 

19.2 

23 

1.85 

IRICAN  GREETINGS  (10) 

638,4 

0 

2205.3 

0 

74,6 

-6 

177,0 

-6 

11.7 

12,4 

13,1 

15 

2,45 

INSWICK 

971.5 

4 

3945.2 

8 

32,2 

-2 

178,6 

18 

3,3 

3.5 

12,7 

13 

1,80 

NIVAL  (1) 

728.6 

39 

3009.3 

23 

220,6 

42 

835,9 

25 

30.3 

29,6 

20.4 

34 

1.40 

TMAN  KODAK 

3563.0 

-6 

13406.0 

-8 

272,0 

NM 

1390.0 

NM 

7.6 

NM 

35.5 

16 

4,24 

ILEY-DAVIDSON 

570.7** 

27 

2084.2 

17 

61,0 

40 

213.5 

23 

10.7 

9,6 

20,7 

37 

1,38 

.BRO 

1304.1 

15 

3304.5 

4 

131,8 

597 

206.4 

53 

10.1 

1.7 

10.6 

25 

1,51 

TION 

489.2 

-14 

2046,5 

-7 

36,9 

NM 

57,1 

NM 

7,5 

NM 

7.5 

10 

1.45 

TEL 

1543.1 

-4 

4781.9 

-1 

59.5 

-69 

332,3 

15 

3.9 

12.1 

16.9 

25 

1.10 

SICLAND  STORES 

699.9 

4 

1846.9 

4 

50,0 

-24 

38,0 

172 

7,1 

9.7 

59,4 

13 

1,04 

ARIS  INDUSTRIES 

330.9 

18 

1175.5 

12 

22,7 

23 

31,0 

-53 

6,9 

6.6 

21.1 

28 

1,19 

AROID 

541.8 

-11 

1845,9 

-14 

-75,5 

NM 

-51,0 

NM 

NM 

NM 

-11,1 

NM 

-1.15 

AL  CARIBBEAN  CRUISES 

575,1 

9 

2636,3 

36 

23,4 

5 

330,8 

81 

4,1 

4,2 

14,0 

19 

1,83 

USTRY  COMPOSITE 

56468.7 

5 

217403.7 

9 

2132.2 

-21 

10485.4 

-2 

3.8 

5.0 

14.3 

26 

1.74 

GENERAL  MANUFACTURING 

)UP  COMPOSITE 

20934.3 

11 

78395.8 

9 

1142.1 

-6 

4805.7 

-11 

5.5 

6.5 

17.3 

23 

2.06 

OaUIP-VICKERS 

519.1 

-1 

2149.5 

2 

7,4 

-76 

100,3 

-1 

1.4 

6,0 

17,6 

16 

3,56 

LER  MFG. 

261.8 

3 

962.2 

4 

-5,8 

NM 

7,0 

-80 

NM 

2,6 

4.3 

27 

0.92 

LISLE 

380.8 

19 

1517,5 

20 

19,0 

14 

84,9 

20 

5,0 

5,2 

20,9 

16 

2.77 

TEC  INDUSTRIES 

374.5 

4 

1504,1 

14 

30,0 

14 

122.3 

29 

8,0 

7,3 

NM 

10 

1,81 

NING 

942.3** 

3 

3532,4 

-1 

104,3 

14 

327,5 

-20 

11,1 

10,1 

21,6 

35 

1,39 

>NE 

582.9 

13 

2268.5 

11 

35.2 

19 

138.4 

23 

6,0 

5,7 

21,5 

14 

2,00 

)E  (9) 

678.5 

-2 

2362.9 

5 

-45,9 

NM 

-54,8 

NM 

NM 

3,3 

-16,8 

NM 

-2,59 

ERAL  SIGNAL 

272.5 

16 

1002.8 

8 

16.3 

22 

59,4 

1 

6.0 

5,7 

18.9 

20 

1,30 

;T  brands  (6) 

314,4 

2 

1230.8 

6 

16,1 

21 

57,3 

33 

5,1 

4,3 

13,6 

NA 

1,42 

TUNE  BRANDS 

1274.2 

7 

4797.2 

8 

95,9 

NM 

293,6 

607 

7,5 

NM 

7,3 

19 

1.67 

TON  (3) 

258.6 

13 

944.4 

16 

7,2 

-16 

28,0 

-18 

2,8 

3,7 

11,7 

11 

0,90 

ISCO 

430.5 

7 

1733.5 

7 

24.2 

-19 

107.5 

7 

5,6 

7.4 

15,7 

12 

2,34 

CEL 

303.5 

19 

1089,0 

16 

1,9 

-85 

50,4 

-31 

0.6 

4,8 

16,8 

7 

1,24 

.ENBRANO  INDUSTRIES  (1) 

531.0 

12 

2001,0 

13 

54,0 

17 

184,0 

17 

10.2 

9.7 

20,2 

16 

2.73 

NOIS  TOOL  WORKS 

1509.2 

12 

5647,9 

8 

184,3 

15 

672,8 

15 

12,2 

11,9 

20,2 

25 

2,67 

NSON  CONTROLS  (3) 

3873.1 

27 

13403.6 

17 

79,7 

22 

352.1 

52 

2.1 

2.1 

17,9 

16 

3,79 

NESOTA  MINING  &  MFG. 

3785.0 

2 

15021.0 

0 

249,0 

-32 

1213,0 

-43 

6,6 

9,9 

20,6 

26 

2.97 

BUILDING  SYSTEMS  (2) 

253.1 

110 

675.3 

66 

13,8 

44 

37.3 

34 

5,4 

7.9 

17,8 

12 

2.05 

I/ELL 

1069.7 

14 

3720,0 

12 

59,4 

-35 

396.2 

35 

5,6 

9.7 

21,0 

18 

2,38 

KER  HANNIFIN  (6) 

1199.0 

8 

4852.7 

11 

63.5 

-11 

315.3 

-1 

5.3 

6.4 

17,8 

12 

2.84 

IBERMAID 

616.9 

7 

2553,7 

6 

3.8 

-88 

82.9 

-42 

0.6 

5,5 

8,0 

62 

0,55 

LED  AIR 

721.4 

49 

2506.8 

37 

64,5 

4 

73,0 

-58 

8,9 

12,8 

0,7 

NM 

0.04 

l/ER  AUTOMOTIVE 

468.6 

8 

1836.5 

49 

27,2 

61 

88,0 

81 

5.8 

3,9 

14,5 

13 

1.68 

'PERWARE 

313.7 

-2 

1082.8 

-12 

37,2 

137 

69,1 

-16 

11.9 

4.9 

58.5 

15 

1.18 
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COMPANY  SALES  PROFITS 


4TH 

CHANGE 

12 

CHANGE 

4TH 

CHANGE 

12 

CHANGE 

4TH 

4TH 

bUIMMUN 

EQUITTT 

PRICE- 

MC 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS 

EAf 

1998 

1997 

1998 

199? 

1998 

1997 

1998 

1997 

1998 

1997 

RATIO 

SMIL 

SMIL 

SMIL 

SMIL 

% 

i;  11 

2-5 

S 

(B)  MACHINE  &  HAND  TOOLS 

GROUP  COMPOSITE 

4452.3 

0 

16701.8 

6 

247.2 

-8 

-204.2 

NM 

5.6 

6.0 

-A.l 

NM 

-0 

BLACK  &  DECKER 

1274.2 

-16 

4559.9 

-8 

91.6 

-6 

-754.8 

NM 

7.2 

6.4 

NM 

NM 

-i 

DANAHER 

802.5 

19 

2910.0 

17 

58.1 

14 

182.9 

4 

7.2 

7.5 

14.2 

38 

] 

KENNAMETAL  (6) 

484.3 

31 

1962.8 

52 

14.0 

47 

65.5 

-6 

2.9 

2.6 

8.9 

10 

LINCOLN  ELECTRIC  HOLDINGS 

284.7 

-1 

1186.7 

2 

21.5 

6 

93.7 

10 

7.5 

7.0 

19.6 

11 

] 

MILACRON 

435.6 

17 

1514.7 

5 

23.6 

10 

75.4 

9 

5.4 

5.8 

15.9 

11 

1 

SNAP-ON 

495.2" 

-4 

1838.6 

5 

12.6 

-70 

-4.8 

NM 

2.6 

8.2 

-0.5 

NM 

-c 

STANLEY  WORKS 

675.8 

-3 

2729.1 

2 

25.8 

-3 

137.8 

NM 

3.8 

3.8 

20.9 

17 

1 

(C)  SPECIAL  MACHINERY 

GROUP  COMPOSITE 

27925.2 

1 

109633.4 

9 

645.6 

^5 

5517.1 

32 

2.3 

4.2 

15.1 

24 

1 

AGCO 

758.1 

-15 

2941.4 

-9 

-22.3 

NM 

60.6 

-65 

NM 

5.6 

6.2 

8 

c 

APPLIED  MATERIALS  (2) 

673.2 

-47 

4041.7 

-1 

-128.7 

NM 

289.0 

-42 

NM 

14.1 

9.3 

80 

c 

BRIGGS  &  STRATTON  (6) 

359.9 

17 

1432.5 

7 

24.6 

139 

92.1 

59 

5.8 

3.3 

30,1 

14 

CASE 

1500.0** 

-14 

6149.0 

2 

-194.0 

NM 

64.0 

-84 

NM 

7.C 

2.6 

27 

c 

CATERPILLAR 

5406.0 

4 

20977.0 

11 

301.0 

-33 

1513.0 

-9 

5,6 

8.7 

29,5 

1 1 

CUMMINS  ENGINE 

1606.0 

3 

6266.0 

11 

29.0 

-55 

-21.0 

NM 

1,8 

4.1 

-1.6 

NM 

DEERE (2) 

3212.4** 

-7 

13821.5 

8 

162.1 

-23 

1021.4 

6 

5,0 

6.1 

25.0 

8 

DOVER  ' 

1018.9 

2 

3977.7 

8 

82.1 

-11 

326.4 

0 

8.1 

9.2 

19.2 

22 

FLOWSERVE 

279.3 

-9 

1083.1 

-6 

7.2 

157 

47.7 

-8 

2.6 

0.9 

13.8 

14 

FMC 

1115.9 

4 

4378.4 

3 

35.5 

NM 

185.3 

NM 

3.2 

NM 

24.4 

10 

1 

HARNISCHFEGER  INDUSTRIES  (2) 

504,0 

-30 

2054.1 

-26 

-38.0 

NM 

-174.4 

NM 

NM 

2.6 

-26.2 

NM 

. 

INGERSOLL-RAND 

2082.4 

8 

8291.5 

17 

149.7 

59 

509.1 

34 

7.2 

4.9 

19.9 

16 

■ 

ITT  INDUSTRIES 

1220.2 

3 

4492.7 

7 

62,1 

63 

146.0 

52 

5.1 

3,2 

6.6 

31 

McDERMOTT  INTERNATIONAL  (9) 

800.8 

-11 

3325.4 

-5 

42.3 

-17 

232.1 

NM 

5.3 

5.7 

28.0 

6 

METTLER-TOLEDO  INTERNATIONAL 

265.9 

9 

935.7 

7 

16.9 

442 

37.6 

NM 

6.3 

1.3 

87.7 

27 

PENTAIR 

524.0 

0 

1937.6 

5 

32.9 

12 

106.8 

17 

6.3 

5.6 

16.3 

16 

STEWART  &  STEVENSON  SERVICES  (11) 

321,1 

7 

1284.0 

20 

-6.9 

NM 

-19.0 

NM 

NM 

1.2 

-4,9 

NM 

-1 

TIMKEN 

653.9 

-3 

2679.8 

2 

13.1 

-72 

114.5 

-33 

2.0 

7.1 

10,8 

12 

TYCO  INTERNATIONAL  (3) 

3819.6 

28 

13443.4 

27 

-26.0 

NM 

910.3 

NM 

NM 

8,6 

14,8 

49 

U.S.  FILTER  (9) 

1225.1 

26 

4458.3 

32 

63.5 

NM 

5.8 

NM 

5.2 

NM 

0.4 

NM 

UNOVA 

578.3 

74 

1662.7 

17 

39.5 

NM 

69.7 

"**™^ — =  

NM 

6.8 


NM 

9.9 

13 

(D)  TEXTILES 

GROUP  COMPOSITE 

3156.9 

2 

12672.7 

3 

97.3 

85 

366.8 

0 

3,1 

1.7 

10.1 

19 

BURLINGTON  INDUSTRIES  (3) 

407,2 

-15 

1935.9 

-8 

8,0 

^0 

75.2 

20 

2,0 

2,7 

10.7 

5 

GALEY  &  LORD  (3) 

246.0 

94 

1021.5 

100 

2,2 

NM 

14.2 

41 

0.9 

NM 

11.1 

4 

MOHAWK  INDUSTRIES 

723.0 

15 

2639.2 

13 

24,8 

5 

107.6 

47 

3.4 

3,7 

17.5 

20 

SHAW  INDUSTRIES 

952.4 

3 

3542.2 

-1 

26,7 

NM 

20.6 

-29 

2.8 

NM 

2.6 

NM 

SPRINGS  INDUSTRIES 

508.4 

-12 

2180.5 

-2 

13,1 

-14 

37.3 

-46 

2.6 

2,6 

5.2 

19 

UNIFI  (6) 

319.9 

-7 

1353.3 

-12 

22,5 

-32 

111.9 

-9 

7.0 

9,6 

17.0 

10 

INDUSTRY  COMPOSITE 

19722.2 

-4 

81459.6 

-2 

-103.0 

NM 

2523.8 

-33 

NM 

3.3 

7.9 

21 

; 

(A)  ALUMINUM 

GROUP  COMPOSITE 

6159.1 

7 

23771.5 

4 

146.3 

-30 

990.3 

-2 

2.4 

3.6 

12.5 

20 

ALCOA 

4198.8 

27 

15339.8 

15 

218,3 

4 

853.0 

6 

6.2 

6,4 

14.8 

18 

MAXXAM 

580.3 

-15 

2572.7 

-6 

-27.0 

NM 

-14.7 

NM 

NM 

2,1 

NM 

NM 

i 

REYNOLDS  METALS 

1380.0** 

-22 

5859.0 

-15 

-45.0 

NM 

152.0 

12 

NM 

NM 

6.9 

22 

(B)  STEEL 

GROUP  COMPOSITE 

9545.0 

-9 

41297.5 

0 

229.5 

-54 

1496.6 

-14 

2.4 

4.8 

10.4 

11 

AK  STEEL  HOLDING 

636.4 

3 

2393.6 

-2 

43.4 

7 

114.5 

-24 

6.8 

6,5 

12.3 

12 

ARMCO 

393.3 

-10 

1706.5 

-7 

27.5 

54 

109.6 

42 

7.0 

4.1 

NM 

6 

BETHLEHEM  STEEL 

1012.5 

-9 

4477.8 

-3 

-23.2 

NM 

120.1 

-57 

NM 

3.7 

5.2 

14 

CARPENTER  TECHNOLOGY (6) 

248.7 

-11 

1146.0 

8 

12.2 

-35 

72.5 

-2 

4.9 

6.7 

11.4 

9 

COMMERCIAL  METALS  (4) 

549.4 

0 

2366.4 

4 

11.0 

37 

45.7 

22 

2.0 

1.5 

11.7 

8 

INUND  STEEL  INDUSTRIES 

628.5 

-8 

2782.7 

-1 

5.6 

-64 

47.7 

-26 

0.9 

2.3 

6.6 

15 

LTV 

989.0 

-14 

4273.0 

-4 

-61.0 

NM 

-27,0 

NM 

NM 

3.4 

-1.6 

NM 

NATIONAL  STEEL 

685.4 

-11 

2848.0 

-9 

18.8 

-61 

83,8 

-62 

2.7 

6  3 

9.8 

5 

NUCOR 

873.1 

-16 

4151.2 

-1 

61,2 

-20 

263.7 

-10 

7.0 

7  4 

13.0 

16 

ROUGE  INDUSTRIES 

268.6 

-19 

1163.2 

-13 

7.6 

NM 

23,4 

4 

2.8 

NM 

5.2 

11 

TEXAS  INDUSTRIES  (7) 

287.1** 

0 

1216.9 

12 

22.8 

-3 

104,1 

21 

7,9 

8.2 

17.3 

5 

USX-U.S.  STEEL  GROUP 

1342.0 

-25 

6184.0 

-9 

76.0 

-50 

364.0 

-19 

5.7 

8.5 

17.4 

7 

WALTER  INDUSTRIES  (7) 

515.0 

15 

1997.9 

26 

19,7 

56 

61.0 

32 

3.8 

2.8 

17.4 

12 

WEIRTON  STEEL 

262.4 

-19 

1254.8 

-10 

-13,1 

NM 

-6.1 

NM 

NM 

1.0 

-4.6 

NM 

WHX 

417.4 

63 

1645.5 

156 

2.5 

NM 

39.4 

NM 

0.6 

NM 

4.2 

10 

WORTHINGTON  INDUSTRIES  (7) 

436.4 

11 

1689.9 

-6 

18.4 

8 

80.3 

-7 

4.2 

4.3 

10.9 

17 

84  BUSINE:SS  week  /  march  1.  1999 


RPORATE  SCOREBOARD 


iMPANY 


SALES 


PROFITS 


4TH 
QUARTER 
1998 
$  MIL. 

CHANGE 
FROM 
1997 
% 

12 
MONTHS 
1998 
$MIL. 

CHANGE 
FROM 
1997 
% 

4TH 
QUARTER 
1998 
$  MIL. 

CHANGE 
FROM 
1997 
% 

12 
MONTHS 
1998 
$  MIL. 

CHANGE 
FROM 
1997 
% 

MARGINS 

4IH  4IH 
QUARTER  QUARTER 
1998  1997 
%  % 

RETURN  ON 
COMMON 
EQUITY 

12  MONTHS 
ENDING 
12-31 

PRICE- 
EARNINGS 
RATIO 
2-5 

12 

«»nMTUC' 

WIUNIHo 
EARNINGS 
PER 
SHARE 



OTHER  METALS 

DUP  COMPOSITE 

4018.1 

-8 

16390.6 

-11 

-478.8 

NM 

36.9 

-96 

NM 

NM 

-0.2 

NM 

-0.02 

tRCO 

501.8 

-17 

2233.1 

-18 

-68.7 

NM 

-130.6 

NM 

NM 

0.8 

-8.6 

NM 

-3.29 

>RUS  AMAX  MINERALS 

622.0 

-18 

2658.0 

-24 

-63.0 

NM 

-75,0 

NM 

NM 

NM 

-4.2 

NM 

-1.02 

iELHARO 

1090,0" 

8 

4174.6 

15 

47.8 

NM 

187.1 

292 

4.4 

NM 

21.9 

16 

1.29 

EPORT-McMORAN  COPPER  &  GOLD 

485.0 

15 

1757.1 

-12 

50.9 

5 

153.8 

-37 

10.5 

11.5 

NM 

17 

0.57 

lERAL  CABLE 

260,7 

-9 

1150.5 

1 

17.5 

14 

71.2 

34 

5,7 

5.4 

41.2 

10 

1.90 

I/MONT  MINING 

351.9 

-15 

1453.9 

-8 

-42 1 .4 

NM 

-350.5 

NM 

NM 

9.4 

N  M 

—2  26 

LPS  DODGE 

706  7 

- 1 8 

3063.4 

-  4 1 ,8 

NM 

190,9 

-53 

NM 

3  7 

7,4 

15 

3.25 

NONBANK  FINANCIAL 

■■I 

•,-a 

Hi 

mmmm 

lUSTRY  COMPOSITE 

147280.4 

7 

577437.8 

10 

10737.7 

-n 

48789.9 

3 

7.3 

8.7 

14.4 

19 

2.94 

riNANPIAL  SERVICES 

)UP  COMPOSITE 

72371.4 

7 

288104.0 

11 

6060.8 

-2 

25071.1 

1 

8.4 

9.1 

18.8 

21 

2.71 

:RICAN  EXPRESS 

5062.0** 

8 

19132.0 

8 

530.0 

8 

2141.0 

8 

10,5 

10.5 

22,8 

21 

4.63 

OCIATES  FIRST  CAPITAL 

2545.9 

17 

9376.8 

13 

332.0 

19 

1223.5 

19 

13.0 

12.7 

14,3 

22 

1.75 

R  STEARNS  (6) 

2002,7 

0 

7900.2 

11 

135.9 

-15 

538.6 

-17 

6.8 

8.0 

14.2 

12 

3.66 

ITAL  ONE  FINANCIAL 

755,4 

45 

2599.8 

45 

72.7 

25 

275.2 

45 

9.6 

11.2 

21.7 

29 

3.96 

GROUP 

593,0 

11 

2270.5 

10 

87.3 

23 

338.8 

9 

14.7 

13.3 

12.5 

15 

2.08 

GROUP 

19439,0 

4 

76431.0 

6 

677.0 

-53 

5807.0 

-13 

3.5 

7.7 

14,3 

22 

2.43 

INTRYWIDE  CREDIT  INDUSTRIES  (10) 

1372,9 

88 

3975.0 

98 

98.0 

22 

368.9 

12 

7,1 

11.0 

15,2 

13 

3.17 

lALDSON,  LUFKIN  &  JENRETTE 

1989.3 

-5 

8452.3 

13 

68.7 

-32 

370.8 

-9 

3,5 

4.8 

16.2 

20 

2.65 

/ARDS  (A.G.)  (10) 

524.3 

-1 

2177,6 

12 

68.0 

-6 

289,1 

13 

13,0 

13.7 

18.3 

11 

2.97 

IFAX 

449.0 

22 

1621.0 

19 

44.5 

16 

193.4 

4 

9,9 

10.5 

48.5 

29 

1.34 

NIE  MAE 

8226.7** 

14 

31498,8 

13 

899.3 

12 

3444,4 

12 

10,9 

11.1 

24.7 

21 

3.26 

ERAL  HOME  LOAN  MORTGAGE 

5243.0 

38 

18048.0 

25 

468.0 

26 

1700,0 

22 

8,9 

9.8 

26.6 

25 

2.31 

)VA  GROUP 

329.7 

22 

1154.7 

18 

46.5 

20 

169,7 

22 

14,1 

14.4 

14.8 

20 

2.86 

IT  AMERICAN  FINANCIAL 

797.3** 

43 

2877.3 

51 

53.0 

155 

198.7 

208 

6.7 

3.7 

30.5 

8 

3.32 

NKUN  RESOURCES  (3) 

567.7** 

-10 

2512.6 

7 

68.5 

-48 

438.4 

-6 

12.1 

20.6 

19.2 

19 

1.73 

LER  FINANCIAL 

360.0 

2 

1377.0 

12 

47.0 

34 

193.0 

22 

13.1 

9.9 

11.0 

13 

2.23 

ISEHOLD  INTERNATIONAL 

2255.3 

5 

8707.6 

4 

349.9 

71 

524.1 

-44 

15.5 

9.6 

8.6 

38 

1.03 

S  MASON  (9) 

260.5 

11 

1003.2 

22 

22.8 

34 

92.4 

37 

8.8 

7.2 

17.0 

15 

1.97 

MAN  BROTHERS  HOLDINGS  (1) 

3797,0 

-18 

19894.0 

18 

74.0 

-60 

736.0 

14 

1.9 

4,0 

14.8 

10 

5.19 

IRILL  LYNCH 

8172.0 

-2 

35853.0 

10 

359.0 

-23 

1264.0 

-35 

4.4 

5.5 

13.2 

24 

3.00 

IGAN  STANLEY  DEAN  WinER  (1) 

3969.0** 

6 

16444.0 

11 

1224.0 

51 

3393.0 

28 

30.8 

21,7 

25.8 

15 

5.52 

4EWEBBER  GROUP 

1735.0** 

-1 

7249.6 

9 

100.4 

-8 

433.6 

4 

5.8 

6.2 

18.1 

13 

2.72 

MONO  JAMES  FINANCIAL  (3) 

264.5 

5 

1095.1 

11 

17.5 

-23 

87.4 

-16 

6.6 

9.0 

16.8 

11 

1.77 

IWAB  (CHARLES) 

957.5 

25 

3388.2 

19 

106.4 

69 

348.5 

29 

11.1 

8.2 

26.7 

78 

0.85 

1  HOLDING 

702.7 

-21 

3064.6 

-19 

1 10.4 

-17 

501.5 

-1 

15.7 

15.0 

76.7 

14 

2.95 

INSURANCE 

)UP  COMPOSITE 

68846.3 

7 

265167.8 

8 

4247.7 

-19 

20783.9 

2 

6.2 

8.1 

11.9 

17 

3.35 

NA 

5604.4** 

17 

20505.2 

11 

202.5 

-26 

848.1 

-6 

3.6 

5.7 

7.6 

15 

5.41 

\C 

1944.2 

11 

7104.2 

-2 

116.1 

21 

486.8 

-17 

5.0 

5.5 

13.6 

28 

1.75 

STATE 

6454,0 

2 

25879.0 

4 

760.0 

-13 

3294.0 

6 

11.8 

13.8 

19.8 

9 

3.94 

'RICAN  GENERAL 

2627.0 

13 

10251.0 

15 

1.0 

NM 

764.0 

41 

0.0 

9.9 

8.1 

22 

2.95 

'RiCAN  INTERNATIONAL  GROUP 

8446,4 

17 

30846.9 

10 

1006.0 

14 

3765.6 

13 

11.9 

12.3 

14.5 

29 

3.57 

1701.7 

12 

6492.9 

13 

138.6 

23 

540.5 

33 

8.1 

7.4 

18.0 

15 

3.11 

4A 

5479,0 

0 

21121.0 

5 

238.0 

-1 

1292.0 

19 

4.3 

4.4 

15.8 

13 

6.05 

::INNATI  FINANCIAL 

allium  ■  I  iimi^winL 

508,4 

5 

2054.3 

6 

45.6 

-37 

241.6 

-19 

9.0 

15.0 

4,9 

22 

1.41 

1  FINANCIAL 

4188,0 

-5 

17074.0 

0 

-147  0 

NM 

282.0 

-71 

NM 

6.4 

3,1 

24 

1.49 

ITABLE 

2648,6** 

14 

10918.5 

13 

177.7 

153 

830,4 

28 

6.7 

3.0 

14.3 

17 

3.60 

MONT  GENERAL 

282.8 

-8 

1037.6 

6 

34,5 

14 

133.0 

23 

12.2 

9.9 

14.7 

10 

1.90 

TFORD  FINANCIAL  SERVICES  GROUP 

4161.0 

9 

15022.0 

12 

301.0 

18 

1015.0 

-24 

7.2 

6.7 

15.9 

12 

4.30 

TFORD  LIFE 

1942.0 

26 

5788.0 

23 

108.0 

24 

386.0 

26 

5.6 

5.6 

15.4 

20 

2.75 

ERSON-PILOT 

613.8** 

-9 

2610.5 

1 

102.2 

16 

444.0 

12 

16,6 

13.1 

14.0 

17 

3.91 

RTY  FINANCIAL 

308.8** 

-3 

1217.0 

-2 

29.8 

-6 

124.5 

-4 

9,7 

9.9 

9.7 

9 

2.53 

IQLN  NATIONAL 

1714.0** 

31 

6086.3 

24 

125.6 

NM 

509.8 

NM 

7,3 

NM 

9.2 

15 

5.02 

MS 

4932.7 

-5 

20713.0 

5 

-315.8 

NM 

464.8 

-41 

NM 

5.6 

4.4 

21 

4.06 

3  CASUALTY 

371.9 

6 

1452.1 

1 

19.2 

-53 

83.0 

-36 

5,2 

11.7 

5.5 

15 

2.52 

REPUBLIC  INTERNATIONAL 

573.0 

11 

2171.7 

11 

87.1 

16 

323.7 

9 

15,2 

14.6 

14.1 

9 

2.33 

GRESSIVE 

1339.1 

1 

5292.4 

15 

78.5 

-25 

456.7 

14 

5,9 

8.0 

18.9 

19 

5.11 

VIDENT 

980.6 

-1 

3926.3 

11 

25.2 

-55 

254.0 

3 

2,7 

7.7 

7.3 

22 

1.82 

lANCE  GROUP  HOLDINGS 

795.3 

-15 

3193.6 

-7 

31.0 

-26 

334.2 

92 

3.9 

4.4 

27.3 

4 

2.78 

lASTAR  FINANCIAL 

727.9 

7 

2848.2 

15 

38.9 

-31 

244.9 

12 

5.3 

8.3 

10.6 

15 

2.64 

ECO 

1601.9 

4 

6502.3 

38 

96.2 

21 

351.9 

-18 

6.0 

5.2 

6.3 

15 

2.51 

PAUL 

2193.3** 

-9 

9137.4 

-5 

104.0 

-59 

65.2 

-93 

4.7 

10.6 

0.9 

NM 

0.22 

CHMARK 

550.2** 

3 

2215.5 

5 

84.7 

18 

324.3 

18 

15.4 

13.4 

10.6 

14 

2.29 

NSAMERICA 

1836.6 

23 

6428.6 

12 

276.7 

46 

707.0 

33 

15.1 

12.6 

13.5 

10 

5.44 

VELERS  PROPERTY  CASUALTY 

2724.3 

7 

10451.1 

5 

367.9 

2 

1342.8 

9 

13.5 

14.2 

14.8 

9 

3.42 
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CORPORATE  SCOREBOARD  m 

COMPANY  SALES 


PROFITS 


4TH 

CHANGE 

CHANGE 

4TH 

CHANGE 

12 

CHANGE 

4TH 

4TH 

LUIVIMUN 

EQUiri' 

PRICE- 

1 

MON 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS 

EARN 

1998 

1997 

1998 

1997 

1998 

1997 

1998 

1997 

1998 

1997 

ENDING 

RATIO 

PE 

$  MIL. 

% 

$  MIL 

% 

 *- — 

$MIL 

% 

$  MIL. 

% 

% 

% 

12-31 

2-5 

SH/ 

UNITRIN 

414.7 

1 1 

2085.9 

36 

46.7 

2 

510.8 

333 

U.3 

12.3 

25.5 

5 

13. 

UNUM 

1 180.8 

12 

4641.4 

1 2 

66,8 

-12 

363.4 

-2 

5.7 

7.2 

13.2 

22 

2. 

(C)  SAVINGS  &  tOAN 

GROUP  COMPOSITE 

6062.7 

8 

24166.1 

13 

429.2 

-27 

2934.9 

43 

7.1 

10.5 

11.3 

15 

2. 

ASTORIA  FINANCIAL 

336.6 

12 

1286.0 

24 

-44,9 

NM 

55.7 

-53 

NM 

11,3 

1.4 

49 

0. 

BANK  UNITED  (3) 

271.3" 

15 

1015.0 

12 

27.4 

34 

121.3 

48 

10.1 

8.7 

17.2 

11 

3. 

CHARTER  ONE  FINANCIAL 

492.9 

8 

1972.0 

9 

43.4 

544 

277.0 

41 

8.8 

1,5 

13.0 

16 

1. 

DIME  BANCORP 

491.6 

15 

1945.9 

27 

61.7 

169 

241.1 

96 

12.5 

5.4 

17.4 

12 

z: 

GOLDEN  WEST  FINANCIAL 

760.0 

-1 

3100.2 

6 

112.0 

20 

447.1 

26 

14.7 

12.1 

14,3 

12 

7. 

GREENPOINT  FINANCIAL 

284.3 

10 

1062.0 

3 

33.0 

-10 

149.5 

1 

11.6 

14.2 

8,3 

16 

1. 

TCF  FINANCIAL 

267. 4*- 

4 

1040  4 

14 

39  5 

-1 

156,2 

8 

14  8 

15  4 

18  5 

13 

1 

WASHINGTON  MUTUAL 

3158.7 

8 

12745,6 

14 

157  1 

-53 

1486,9 

68 

5,0 

11,6 

10  1 

16 

INDUSTRY  COMPOSITE 

123060.4 

15 

426538.1 

12 

10767.2 

45 

26325.3 

0 

8.7 

7.0 

16.9 

62 

1. 

(A)  BUSINESS  MACHINES  &  SERVICES 

GROUP  COMPOSITE 

10199.8 

26 

35636.5 

25 

517.3 

15 

1734.1 

14 

5.1 

5.5 

20.6 

21 

1. 

APPI  IPfl  PnWPR  lA^ 
MrrLICU  rUVVCn  \Hi 

435  7 

58 

1391,0 

44 

16.4 

-14 

24,0 

-62 

3.8 

6.9 

6,6 

56 

0, 

UCLUAC 

0 

1931.8 

1 

56.8 

71 

145.4 

226 

11.4 

6.7 

25.3 

20 

1, 

niPRni  n 

UILDULU 

322  1 

-6 

1185.7 

-3 

34.4 

-2 

76.1 

-38 

10.7 

10.3 

11.3 

28 

1. 

nun  inuuo  i  kilo 

9 

1696.4 

24 

29.6 

14 

106.3 

22 

6.9 

6.6 

23.0 

13 

1, 

If  uni  1 

"J  A  Pi  Q 

16 

948,7 

17 

23.2 

26 

93,0 

40 

9.4 

8,7 

27.1 

11 

2 

IVMOKUMuC  \4i/ 

I  0  /  <C.O 

19 

5520,0 

26 

3.7 

-50 

-8,3 

NM 

0.2 

0,6 

-2.1 

NM 

-0, 

Mil  I  PP  fHPPMAN)  ^7^ 

464  8 

12 

1814.3 

14 

38.9 

28 

143,0 

44 

8  4 

7,3 

58.9 

10 

1 

PITKIPV  Rnwpc 

1  1  y1  7  1 

9 

4220.5 

8 

162.4 

16 

567,9 

12 

14.2 

13,3 

34.5 

32 

2, 

ppvuni     SL  DPVNni  nc 

nCinULUo  ot  nCinULUo 

355.6 

-1 

1483.7 

6 

23,1 

-12 

110,5 

41 

6.5 

7.3 

27.9 

14 

1 

CTAUnAPn  QPni<^TPP 
o  iHrlUMttu  nCulo  1  Cn 

J/cs.o 

45 

1396.9 

45 

20.3 

9 

59.6 

-11 

5.4 

7.1 

11.4 

14 

2 

o 1 CLLUMoC  ^  1  U) 

DO/  .D 

-2 

2763.4 

3 

57.4 

15 

227  8 

14 

8.3 

7.1 

15.5 

11 

1 

TPrU  RATA  M  1  ^ 
1  CUn  UMIM  Kit} 

62 

9789.2 

56 

34.1 

44 

118. 6 

46 

1.0 

1.2 

12.7 

10 

2 

WAI  1  ATP  rniUIPHTPP  ^PPUIPPC 
VVMLLMUC  l/UtVlrUiCn  oCnVIULd  w/ 

56 

1494.9 

60 

17.0 

-19 

70.2 

-13 

4.4 

8.5 

13.2 

15 

1 

(B)  COMPUTERS  &  PERIPHERALS 

GROUP  COMPOSITE 

76985.2 

12 

260953.4 

9 

5856.9 

61 

10522.2 

-24 

7.6 

5.3 

14.4 

62 

1 

APPLE  COMPUTER  (3) 

1710.0 

8 

6073,0 

-7 

152.0 

223 

414.0 

NM 

8.9 

3.0 

23.4 

14 

2 

COMPAQ  COMPUTER 

10859.0 

48 

31 169,0 

27 

758.0 

14 

-2743.0 

NM 

7.0 

9.1 

-24.2 

NM 

-1 

DATA  GENERAL  (3) 

365.6 

0 

1462,4 

-6 

16.5 

372 

-139.4 

NM 

4.5 

1,0 

-34.4 

NM 

-2 

DELL  COMPUTER  (11) 

4818.0 

51 

16807,0 

53 

384.0 

55 

1320.0 

56 

8.0 

7.8 

67,7 

NM 

0 

EMC 

1190.8 

36 

3973,7 

35 

256.5 

54 

793.4 

47 

21.5 

19,0 

23.9 

65 

1 

GATEWAY  2000 

2305.6 

17 

7467,9 

19 

129.1 

39 

346.4 

215 

5,6 

4,7 

25.8 

34 

2 

HEWLETT-PACKARD  (2) 

12226.0 

4 

47061,0 

10 

710.0 

-12 

2945,0 

-6 

5,8 

6,8 

17.4 

26 

2 

INTERNATIONAL  BUSINESS  MACHINES 

25131.0 

6 

81667,0 

4 

2346.0 

12 

6328.0 

4 

9,3 

8.8 

34.3 

25 

6 

IOMEGA 

501.3 

-8 

1694,4 

-3 

19.0 

-47 

-54,2 

NM 

3,8 

6,6 

-13.0 

NM 

-C 

LEXMARK  INTERNATIONAL  GROUP 

907.4 

23 

3020.6 

21 

81.9 

44 

243.0 

49 

9,0 

7.8 

42.0 

30 

3 

MAXTOR 

727.8 

45 

2408.5 

69 

30.0 

30 

31.2 

NM 

4,1 

4,6 

18.5 

32 

C 

MICRON  ELECTRONICS  (4) 

403.5 

-28 

1578.0 

-25 

11.7 

995 

58.5 

-8 

2,9 

0.2 

13.6 

24 

C 

QUANTUM  (9) 

1325.6 

-13 

4879,0 

-20 

-106.6 

NM 

-83.6 

NM 

NM 

NM 

-6  4 

NM 

-C 

SEAGATE  TECHNOLOGY  (6) 

1801.0 

8 

6604.2 

-18 

104.0 

NM 

-32.6 

NM 

5,8 

NM 

-1,1 

NM 

-C 

SILICON  GRAPHICS  (6) 

684.8 

-20 

2783.0 

-25 

-20.3 

NM 

-470.1 

NM 

NM 

NM 

-33,6 

NM 

STORAGE  TECHNOLOGY 

660.0 

_1 

2258.2 

5 

52.6 

-37 

198.2 

-14 

8,0 

12.6 

19,8 

20 

1 

SUN  MICROSYSTEMS  (6) 

2784,4 

14 

10517-6 

14 

261.1 

75 

880,0 

22 

9,4 

6.1 

23,3 

46 

UNISYS 

2048.8 

8 

7208.4 

9 

138.6 

NM 

387.0 

NM 

6.8 

NM 

NM 

30 

1 

WESTERN  DIGITAL  (6) 

738.6 

-24 

2871.2 

-32 

-82.3 

NM 

-484,7 

NM 

NM 

NM 

NM 

NM 

_c 

XEROX 

5796.0 

7 

19449.0 

7 

615.0 

17 

585,0 

-60 

10.6 

9.7 

12,8 

73 

(C)  COMPUTER  SOFTWARE  &  SERVICES 

GROUP  COMPOSITE 

35875.4 

19 

129948.5 

17 

4393.0 

31 

14069.0 

27 

12.2 

11.1 

18.9 

68 

1 

ADOBE  SYSTEMS  (1) 

246.7 

9 

894.8 

-2 

50,3 

7 

105,1 

-44 

20,4 

20.6 

20.4 

30 

AFFILIATED  COMPUTER  SERVICES  (6) 

391.6 

37 

1393.9 

34 

20,6 

268 

75,0 

64 

5,3 

2.0 

13.4 

35 

AMERICA  ONLINE  (6) 

960.0 

62 

3305,0 

62 

121,0 

267 

254,0 

440 

12.6 

5,6 

17,6 

NM 

ASCEND  COMMUNICATIONS 

475.9 

63 

1478,7 

27 

-197,2 

NM 

-19.7 

NM 

NM 

16,3 

-1,5 

NM 

AUTOMATIC  DATA  PROCESSING  (6) 

1274.9" 

11 

5096,7 

16 

168.4 

14 

644,1 

18 

13,2 

12,8 

18,2 

40 

BMC  SOFTWARE  (9) 

283.4 

45 

958,4 

41 

99.7 

54 

299,8 

97 

35.2 

33,0 

28.4 

34 

CABLETRON  SYSTEMS  (10) 

329.9 

-1 

1377,7 

-5 

-85.0 

NiVI 

-495.1 

NM 

NM 

6,0 

-48.5 

NM 

CADENCE  DESIGN  SYSTEMS 

345.5 

22 

1216,1 

33 

51.6 

-15 

-100.2 

NM 

14.9 

21,5 

-13.8 

NM 

--» 

CERIDIAN 

309.6 

10 

1162,1 

8 

64.1 

-16 

164,4 

364 

20.7 

26,9 

25,3 

34 

CISCO  SYSTEMS  (5) 

2588.0 

-  38 

9178,1 

34 

518,0 

54 

1531,5 

27 

20.0 

18.0 

19.3 

NM 

COMDISCO  (3) 

921.0** 

24 

3399,0 

18 

38,0 

6 

155,0 

13 

4.1 

4.9 

15,8 

13 

COMPUSA  (6) 

1776.4 

22 

5806,0 

15 

15.6 

-54 

-2,3 

NM 

0.9 

2.3 

-0.5 

NM 

COMPUTER  ASSOCIATES  INTERNATIONAL  (9)  1361.0 

10 

5091,0 

14 

355.0 

4 

569,0 

-48 

26.1 

27.4 

22-3 

46 

COMPUTER  SCIENCES  (9) 

1927.9 

16 

7398,8 

18 

87.0 

26 

304.5 

19 

4.5 

4.2 

13.8 

38 

COMPUWARE  (9) 

433  1 

40 

1496,1 

45 

97.3 

79 

302.4 

85 

22.5 

17.6 

29,2 

39 
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RPORATE  SCOREBOARD 


iMPANY 


SALES 


PROFITS 


4TH 
QUARTER 
1998 
$MIL. 


CHANGE 
FROM 
1997 


12 
MONTHS 
1998 
$M1L 


CHANGE 
FROM 
1997 
% 


4TH 
QUARTER 
1998 
$MIL 


CHANGE 
FROM 
1997 


12 
MONTHS 
1998 
SMIL 


CHANGE 
FROM 
1997 
% 


MARGINS 

4TH  4TH 

QUARTER  QUARTER 

1998  1997 

%  % 


RETURN  ON 
COMMON 

EQUITY 
12  MONTHS 

ENDING 

12-31 


PRICE- 
EARNINGS 
RATIO 
2-5 


12 

MONTHS' 
EARNINGS 
PER 
SHARE 


IVERGYS 

404.7 

54 

1447.2 

47 

34.1 

556 

81.0 

-6 

8.4 

2.0 

11.1 

35 

0.57 

SYSTEMS 

291.5 

12 

1096.1 

15 

5.5 

-70 

71.5 

-10 

2.2 

8.4 

6.5 

50 

1.11 

WRDS  (J.D.)  (2) 

307.1 

42 

934.0 

44 

37.7 

65 

74.5 

100 

12.3 

10.5 

12.8 

28 

0.68 

CTRONIC  ARTS  (9) 

520.2 

33 

1148.2 

33 

72.5 

24 

65.3 

-2 

13.9 

15.0 

10.3 

39 

1,04 

CTRONIC  DATA  SYSTEMS 

4410.2 

4 

16891.0 

11 

142.2 

-50 

743.4 

2 

3.2 

6.7 

12.5 

32 

1.50 

iT  DATA 

1348.9** 

-2 

5111.8 

-2 

102.4 

87 

465.7 

31 

7.5 

4,0 

11.8 

36 

1.04 

;rv 

339.1 

26 

1233.7 

27 

29.6 

22 

114.3 

25 

8.7 

9.0 

13.8 

34 

1.35 

ILEO  INTERNATIONAL 

345.7 

10 

1480.8 

18 

28.2 

26 

195.5 

21 

8.2 

7.1 

23.5 

26 

1.86 

CH  HOLDINGS  (10) 

251.7 

-5 

971.3 

-1 

26.5 

11 

30.7 

-54 

10.5 

9.0 

8.0 

31 

0.75 

:0M 

1057.0 

-1 

4258.4 

9 

10.7 

4 

42.6 

45 

1.0 

1.0 

10.0 

6 

2.26 

iRGRAPH 

286.7 

-5 

1032.8 

-8 

-20.9 

NM 

-19.6 

NM 

NM 

NM 

-5.2 

NM 

-0.41 

ROSOFT  (G) 

4938.0 

38 

16660.0 

27 

1983.0 

75 

5360.0 

63 

40.2 

31.5 

29.3 

58 

2.35 

: 

2067.0 

4 

6505.0 

-1 

49.0 

36 

122.0 

NM 

2.4 

1.8 

8.4 

35 

1.20 

ELL  (2) 

297.6 

11 

1083.9 

8 

42.0 

486 

102.0 

NM 

14.1 

2.7 

6,8 

52 

0.29 

CLE  (7) 

2055.9 

27 

7966.4 

26 

274.1 

46 

1087.0 

50 

13.3 

11.6 

36.0 

51 

1.11 

AMETRIC  TECHNOLOGY  (3) 

250. 1 

—3 

1 009.2 

—5 

30.0 

—29 

93.5 

ion 

16  3 

26  0 

4 1 

0  34 

PLESOFT 

364  2 

40 

1313  7 

61 

26  1 

-34 

143  2 

32 

7  2 

15  1 

216 

34 

0  55 

RE  GROUP  HOLDINGS 

57 1 .0 

30 

2306.0 

QQ 

20.0 

9 

23 1 .7 

1  f; 

1 D 

o.  D 

4  2 

24  9 

24 

1  78 

M(7) 

1 540.5 

QQ 

DO/ 1 .  / 

— o 

NM 

O.D 

10  2 

41 

0  83 

STAR  (8) 

603  4 

—19 

2675  0 

"7 

-37  9 

NM 

-28  2 

NM 

NM 

1  3 

-17  7 

NM 

-0  65 

PAPER  &  FOREST  PR 

USTRY  COMPOSITE 

25110.3 

0 

99900.1 

1 

552.8 

NM 

2940.2 

144 

2.2 

NM 

7.1 

32 

1.31 

FOREST  PRODUCTS 

)UP  COMPOSITE 

4448.7 

3 

17767.6 

1 

59.2 

NM 

203.0 

NM 

1.3 

NM 

3.8 

51 

0.81 

RGIA-PACIFIC  GROUP 

3388.0 

5 

13223.0 

2 

26.0 

NM 

111.0 

NM 

0.8 

NM 

3.3 

59 

1.22 

ISIANA-PACIFIC 

519.3 

-13 

2297.1 

-4 

15.9 

NM 

2.0 

NM 

3.1 

NM 

0.2 

NM 

0.02 

ONIER 

270.4 

-6 

1008.6 

-9 

14.1 

-46 

63.5 

-27 

5.2 

9.0 

10.0 

19 

2.22 

/ERSAL  FOREST  PRODUCTS 

271.0 

31 

1238.9 

16 

3.2 

NM 

26.4 

56 

1.2 

NM 

13.8 

15 

1.28 

PAPER 

lUP  COMPOSITE 

20661.7 

0 

82132.5 

0 

493.6 

NM 

2737.2 

112 

2.4 

NM 

7.6 

30 

1.37 

IE  CASCADE 

1536.2 

6 

6152.1 

12 

-11.0 

NM 

-28.4 

NM 

NM 

0.5 

-3.5 

NM 

-0.85 

fATER 

639.2 

59 

1995.0 

34 

25.9 

-14 

-18.5 

NM 

4.1 

7.5 

-1.1 

NM 

-0.44 

MPION  INTERNATIONAL 

1344,2 

-9 

5653.0 

-1 

-7.1 

NM 

75.3 

NM 

NM 

NM 

2.4 

48 

0.78 

SOLIDATED  PAPERS 

472.3 

-7 

1989.3 

18 

19.0 

-47 

107.0 

-9 

4.0 

7.0 

7.9 

19 

1.18 

r  JAMES 

1806.6 

3 

7301.1 

1 

95.7 

NM 

500.2 

379 

5.3 

NM 

47.1 

14 

2,27 

RNATIONAL  PAPER 

5027.0 

-1 

19541.0 

-3 

31.0 

-77 

213.0 

NM 

0.6 

2.6 

2.4 

64 

0.70 

3ERLY-CLARK 

3108.2 

1 

12297.8 

-2 

239.3 

NM 

1177.0 

33 

7.7 

NM 

29.6 

22 

2.13 

0 

873.0 

-1 

3772.2 

1 

30.9 

-9 

140.1 

-14 

3.5 

3.9 

6.2 

23 

1.34 

J\TCH 

358.2 

~6 

1565.9 

0 

3.9 

-32 

37.2 

3 

1.1 

1.5 

4.0 

28 

1.28 

)N  CAMP 

1116.9 

-6 

4502.9 

1 

-4.4 

NM 

19.3 

-76 

NM 

2.8 

1.0 

NM 

0.28 

TVACO  (2) 

731.8 

-7 

2885.9 

-3 

33.2 

-36 

132.0 

-19 

4.5 

6.6 

5.9 

18 

1.30 

ERHAEUSER 

2751.0 

-4 

10766.0 

-4 

30.0 

-69 

294.0 

-14 

1.1 

3.4 

6.4 

38 

1.47 

mmi  INDUSTRIES 

897.0 

2 

3700  3 

6 

7.2 

-56 

89.0 

22 

0  8 

2  4 

4  4 

46 

0,80 

JSTRY  COMPOSITE 

17478.0 

9 

63275.7 

11 

1146.3 

166 

3768.4 

62 

6.6 

2.7 

7.1 

68 

0.68 

BROADCASTING 

lUP  COMPOSITE 

3131.1 

38 

11332.1 

40 

122.8 

122 

299.9 

399 

3.9 

2.4 

1.9 

NM 

0.18 

1791.0 

22 

6805.0 

27 

3.0 

NM 

-12.0 

NM 

0.2 

NM 

-0.2 

NM 

-0,02 

^ITY  BROADCASTING 

573.0 

39 

1893.0 

28 

69.0 

11 

235.0 

32 

12.0 

15.0 

4.0 

86 

0.33 

NETWORKS 

757.1 

97 

2634.1 

109 

50.8 

NM 

75.9 

489 

5.6 

0.8 

3.1 

87 

0.43 

PUBUSHING 

lUP  COMPOSITE 

14346.9 

5 

51943.6 

7 

1023.5 

172 

3468.5 

53 

7.1 

2.7 

10.1 

57 

0.95 

t  (A.H.) 

379.0 

4 

1407.3 

13 

11.7 

-51 

54.9 

-22 

3,1 

6,5 

5.2 

35 

0.52 

JONES 

491.9 

-29 

2158.1 

-16 

-0.5 

NM 

8.4 

NM 

NM 

NM 

1.4 

NM 

0.09 

NEn 

1391.2 

5 

5121.3 

8 

257.7 

12 

999.9 

40 

18.5 

17.5 

25.6 

19 

3.50 

iHT-RIDOER 

816.0 

0 

3091.9 

7 

80.3 

-7 

305.6 

-23 

9.8 

10.6 

19.2 

15 

3.11 

WTCKY 

274.6 

62 

968.7 

51 

21.1 

3 

61.1 

-12 

7.7 

12.1 

7.7 

22 

1.41 

RAW-HILL 

938.2 

4 

3729.1 

6 

74.5 

11 

341.9 

18 

7.9 

7.4 

22.9 

32 

3.44 

lA  GENERAL 

251.3 

4 

974.0 

7 

22.1 

12 

70.9 

35 

8.8 

8.2 

15.6 

18 

2.63 

EDITH  (6) 

254.9 

2 

1030.9 

11 

25.4 

14 

86.7 

15 

10.0 

9.0 

27.9 

22 

1.61 

'  YORK  TIMES 

782.2 

2 

2936.7 

2 

84.3 

6 

286.6 

9 

10.8 

10.3 

18.5 

22 

1.49 

HEDIA 

446.2 

12 

1573.5 

6 

-11.6 

NM 

-37.7 

NM 

NM 

NM 

NM 

NM 

-0.71 

'  )ER'S  DIGEST  ASSOCIATION  (6) 

781.0 

-4 

2615.8 

-3 

86.5 

59 

109.0 

758 

11.1 

6.7 

45.9 

29 

1.00 

;  OUSTIC  (7) 

403.2 

14 

1090.4 

10 

31.7 

22 

25.0 

NM 

7.9 

7.3 

7.5 

38 

1.50 

IPPS  (E.W.) 

397.4 

11 

1454.6 

17 

43.5 

-14 

131.2 

-17 

11.0 

14.1 

12.3 

27 

1.62 

;  WARNER  t 

4195.0 

9 

14582.0 

10 

90.0 

-64 

168.0 

-44 

2.1 

6.4 

-4.1 

NM 

-0.31 

;S  MIRROR 

809.7 

2 

3009.1 

4 

21.2 

-66 

93.4 

-58 

2.6 

7.8 

9,4 

65 

0.83 
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COMPANY  SALES  PROFITS 


4TH 

CHANGE 

12 

CHANGE 

4TH 

CHANGE 

12 

CHANGE 

4TH 

4TH 

UUMMUn 

EQurnr 

PRICE-  HOI 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS  EAR 

1998 

1997 

1998 

1997 

1998 

1997 

1998 

1997 

1998 

1997 

ENDING 

RATIO  P 

%  MIL 

% 

$  MIL 

% 

 (  

$  MIL 

% 

$  MIL 

% 

% 

% 

12-31 

2-5  SI 

TRIBUNE 

765.5 

8 

2980.9 

10 

113.2 

0 

414.3 

5 

14.8 

16.0 

23.2 

21  3 

WASHINGTON  POST 

591.4 

13 

2110.4 

8 

63.8 

-30 

417.3 

48 

10.8 

17.4 

28.3 

14  41 

ZIFF-OAVIS 

378.3 

-6 

1108.9 

-4 

8.4 

-88 

-77.8 

NM 

2.2 

18.0 

-5.8 

NM  -0 

INDUSTRY  COMPOSITE 

49118.0 

13 

190936.9 

20 

1259.4 

35 

4950.0 

47 

2.6 

2.1 

11.5 

22  1 

(A)  CONSTRUCTION  &  ENGINEERING 

GROUP  COMPOSITE 

6387.8 

-5 

24748.6 

-1 

78.5 

-53 

423.0 

41 

1.2 

2.5 

10.9 

16  1 

FLUOR  (2) 

3294.8 

-18 

13504.8 

-6 

63.8 

-28 

235.3 

61 

1.9 

2.2 

15.4 

12  2 

FOSTER  WHEELER 

1393.8 

35 

4536.8 

12 

16.6 

NM 

-31.5 

NM 

1.2 

NM 

-5.5 

NM  -0 

JACOBS  ENGINEERING  GROUP  (3) 

555.2 

10 

2150.0 

16 

15.2 

18 

56.7 

16 

2.7 

2.5 

15.3 

18  2 

McDERMOn  (J.  RAY)  (9)  t 

313.3 

-32 

1446.1 

-17 

32.0 

-37 

174.2 

413 

10.2 

11.2 

23.6 

7  3 

MORRISON  KNUDSEN  (1) 

643.3 

24 

1862.2 

11 

10.7 

14 

37.6 

17 

2.0 

2.1 

10.5 

15  0 

STONE  &  WEBSTER 

287.4 

-10 

1248.8 

-6 

-59.7 

NM 

-i93 

NM 

NM 

2.8 

-16.9 

NM  -3 

(B)  INDUSTRIAL  DISTRIBUTION 

GROUP  COMPOSITE 

23285.8 

10 

94167.3 

22 

433.4 

80 

1659.8 

64 

1.9 

1.1 

9.6 

23  1 

AIRGAS  (9) 

380.3 

3 

1565.1 

14 

22.1 

87 

38.7 

9 

5.8 

3.2 

8.3 

16  0 

ALLEGIANCE 

1204.1 

6 

4574.4 

5 

34.4 

38 

126.4 

39 

2.9 

2.2 

13.0 

NA  1 

APPLIED  INDUSTRIAL  TECHNOLOGIES  (6) 

371.4 

1 

1528.6 

16 

4.4 

^3 

23.7 

-15 

1.2 

2.1 

8.1 

12  1 

AVNET  (6) 

1526.9 

5 

6165.2 

9 

26.5 

-49 

99.4 

-47 

1.7 

3.6 

6.6 

14  2 

BOISE  CASCADE  OFFICE  PRODUCTS 

814.2 

13 

3067.3 

18 

9.9 

-44 

53.1 

-7 

1.2 

2.5 

9.6 

18  0 

BRIGHTPOINT 

509.7 

37 

1628.6 

57 

-7.1 

NM 

20.2 

-21 

NM 

2.5 

8.4 

43  0 

CAMERON  ASHLEY  BUILDING  PRODUCTS  (2)  285.9 

26 

899.2 

18 

6.5 

267 

15.3 

35 

2.3 

0.8 

13.3 

8  1 

CELLSTAR  (I) 

641.7 

58 

1995.9 

35 

-18.9 

NM 

14.4 

-73 

NM 

4.2 

8.1 

51  0 

DYNEGY 

3077.7 

-18 

14258.0 

7 

28.9 

NM 

108.4 

NM 

0.9 

NM 

10.6 

17  0 

ENRON 

7702.0 

31 

31260.0 

54 

176.0 

4 

703.0 

570 

2.3 

2.9 

10.1 

31  2 

GRAINGER  (W.W.) 

1045.2 

1 

4341.3 

5 

66.0 

4 

238.5 

3 

6.3 

6.1 

18.3 

18  2 

HUGHES  SUPPLY  (11) 

659.0 

25 

2396.1 

31 

19.2 

31 

59.4 

31 

2.9 

2.8 

12.5 

10  2 

KAVAN 

269.8** 

-1 

1006.0 

-A 

7.8 

-87 

30.0 

-57 

2.9 

22.4 

9.9 

12  1 

MARSHALL  INDUSTRIES  (7) 

435.5 

24 

1682.1 

29 

5-4 

-43 

27.9 

-31 

1.2 

2.7 

6.7 

13  1 

NATIONAL-OILWELL 

268.9 

-10 

1172.0 

17 

2.4 

-89 

68.9 

34 

0.9 

7.0 

19.5 

8  1 

PIONEER-STANDARD  ELECTRONICS  (9) 

596.0 

41 

2133.4 

30 

9.4 

12 

28.6 

-5 

1.6 

2.0 

10.9 

8  C 

PSS  WORLD  MEDICAL  (9) 

394.2 

19 

1453.0 

22 

15.0 

61 

31.1 

30 

3.8 

2.8 

7.8 

33  C 

RYERSON  TULL 

623.5 

-9 

2752.3 

-1 

-1.4 

NM 

35.0 

-44 

NM 

2.3 

7.5 

11  C 

UNISOURCE  WORLDWIDE  (3) 

1680.5 

-10 

7228.7 

0 

5.1 

NM 

-126.1 

NM 

0.3 

NM 

-18.0 

NM  -1 

UNITED  STATIONERS 

799.3 

21 

3059.2 

20 

21.7 

NM 

63.9 

681 

2.7 

NM 

17.3 

14  ] 

GROUP  COMPOSITE 

1895.1 

2 

7261.8 

-3 

153.6 

17 

523.6 

120 

8.1 

7.1 

17.1 

16  1 

RPOWNINH-FFRRK  INHIKTRIF^  C^) 
onuTTnuiu  rLnnio  inuuoinico  \0) 

1050  7 

-22 

4451.7 

-21 

78.2 

-10 

340.8 

14 

7.4 

6.5 

24.1 

16 

REPUBLIC  SERVICES 

377.4 

29 

1369.1 

21 

47.6 

38 

153.7 

32 

12.6 

11.8 

11.8 

18 

SAFETY-KLEEN  (4) 

467.0 

121 

1440.9 

101 

27.8 

174 

29.1 

NM 

5.9 

4.8 

8.3 

14 

(D)  F>RINTING  &  ADVERTISING 

GROUP  COMPOSITE 

2652.3 

3 

9764.1 

7 

140.3 

292 

458.5 

76 

5.3 

1.4 

20.1 

16  ] 

ADVO  (3) 

268.6 

2 

1053.0 

3 

10.2 

21 

37.4 

29 

3.8 

3.2 

NM 

14 

BANTA 

345.3 

-2 

1335.8 

11 

12.3 

-19 

52.9 

22 

3.6 

4.3 

12.6 

13 

DONNELLEY  (R.R.) 

1414.4 

0 

5018.4 

3 

92.4 

NM 

294.6 

126 

6.5 

NM 

22.9 

18 

WORLD  COLOR  PRESS 

624.0 

16 

2356.9 

19 

25.5 

22 

73.6 

29 

4.1 

3.9 

11.5 

14 

(E)  OTHER  SERVICES 

GROUP  COMPOSITE 

14896.8 

32 

54995.1 

37 

453.6 

28 

1885.1 

22 

3.0 

3.1 

11.5 

26  ( 

ABM  INDUSTRIES  (2) 

393.0" 

10 

1501.8 

20 

11.6 

28 

33.9 

25 

2.9 

2.5 

14.1 

22 

ACNIELSEN 

388.4 

7 

1425.4 

2 

21.6 

35 

57.2 

59 

5.6 

4.4 

11.7 

29 

BORG-WARNER  SECURITY 

344.3 

4 

1323.4 

1 

8.4 

9 

15.1 

-41 

2.4 

2.3 

17.3 

26 

CARMAX  GROUP  (10) 

345.9 

52 

1355.5 

82 

-7.3 

NM 

-35.6 

NM 

NM 

NM 

-10.2 

NM 

CASEY  S  GENERAL  STORES  (8) 

323.8- 

2 

1208.9 

3 

12.6 

17 

37.2 

22 

3.9 

3.4 

12.9 

20 

CINTAS  (7) 

367.3 

25 

1353.5 

25 

39.8 

22 

135.5 

18 

10.8 

11.1 

19.2 

58 

GROUP  1  AUTOMOTIVE 

472.5 

122 

1630.1 

81 

5.5 

137 

20.7 

82 

1.2 

1.1 

15.2 

24 

HANDLEMAN(8) 

289.6 

-8 

1091.6 

_4 

6.1 

-27 

-54.5 

NM 

2.1 

2.6 

-26.3 

NM 

INTERIM  SERVICES 

514.2 

25 

1890.1 

18 

17.4 

45 

58,6 

38 

3.4 

2.9 

7.9 

17 

KELLY  SERVICES 

1098.7 

9 

4092.3 

6 

24.1 

3 

84.7 

5 

2.2 

2.3 

14.2 

12 

NORRELL  (2) 

372.8 

9 

1410.5 

11 

8.4 

NM 

36.8 

50 

2.2 

NM 

16.0 

13 

NOVACARE  (6) 

483.3 

21 

1877.9 

36 

-18.5 

NM 

14.3 

-73 

NM 

5.2 

2.4 

11 

NOVACARE  EMPLOYEE  SERVICES  (6) 

397.0 

31 

1488.4 

NA 

2.3 

109 

7.8 

NA 

0.6 

0.4 

11.6 

21 

PAYCHEX  (7) 

282.0 

20 

1103.4 

29 

33.6 

36 

119.4 

36 

11.9 

10.5 

31.3 

63 

PITTSTOrJ  BRINK  S  GROUP 

399.6 

33 

1451.3 

32 

21.5 

1 

79.1 

7 

5.4 

7.0 

18.2 

14 

QUINTIUS  TRANSNATIONAL 

326.1 

33 

1188.0 

39 

23.0 

36 

83.7 

50 

7.0 

6.9 

18.0 

47 

REPUBLIC  INDUSTRIES 

4825.5 

65 

17487.3 

70 

103.7 

NM 

487.9 

144 

2.1 

NM 

9.0 

15 

ROBERT  HALF  INTERNATIONAL 

478.9 

30 

1793.0 

38 

35.3 

31 

131.6 

40 

7.4 

7.3 

26.0 

28 

SERVICE  CORR  INTERNATIONAL 

773.5 

16 

2875.1 

13 

59.2 

-36 

342.1 

-9 

7.7 

13.8 

11.4 

12 
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RPORATE  SCOREBOARD  IHH 

•MPANY  SALES   PROFITS 


4TH 

CHANGE 

12 

CHANGE 

4TH 

CHANGE 

12 

CHANGE 

4TH 

4TH 

EQUITY 

PRICE- 

MONTHS' 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS 

EARNINGS 

1998 

1997 

1998 

1997 

1998 

1997 

1998 

1997 

1998 

1997 

RATIO 

PER 

$MIL. 

% 

SMIL 

% 

SMIL. 

% 

SMIL. 

% 

% 

% 

12-31 

2-5 

SHARE 

VICEMASTER 

1224.6 

17 

4724.1 

19 

48.0 

17 

190.0 

16 

3.9 

3.9 

21.1 

29 

0.64 

FFMARK 

292.9 

51 

1014.9 

71 

-11.7 

NM 

18.6 

-9 

NM 

3.5 

4.7 

28 

0.63 

T  INFORMATION  SCIENCES  (2) 

502.7 

26 

1708.6 

22 

9.2 

-60 

20.9 

-48 

1.8 

4.6 

10.4 

17 

1,37 

TELECOMMUNICATIONS 

(USTRY  COMPOSITE 

79821.7 

1  A 
1*1 

9109.4 

JO 

io 

1  1  A 

1 1.4 

1  A  1 
lU.  1 

iH'.O 

?n 

Oo 

1.  /D 

EQUIPMENT  &  SERVICES 

DUP  COMPOSITE 

41395.2 

34 

135976.4 

20 

4043.2 

51 

5707.0 

-21 

9.8 

8.7 

5.6 

71 

1.17 

TELECOMMUNICATIONS  (2) 

396,2 

18 

1379.7 

18 

46,4 

26 

146.7 

35 

11.7 

1 1.0 

16.0 

36 

1.08 

rOUCH  COMMUNICATIONS  t 

1454.0 

55 

5181.0 

44 

165.0 

49 

725.0 

62 

11.3 

1 1.8 

7.5 

83 

1.07 

T 

13528.0 

5 

53223.0 

3 

1988.0 

59 

5235.0 

23 

14.7 

9.7 

21.4 

30 

2.91 

TURY  TELEPHONE  ENTERPRISES  t 

415.0 

52 

1577.1 

75 

52.2 

-47 

228.8 

-11 

.  12.6 

35.9 

15.6 

28 

2.45 

ENT  TECHNOLOGIES  (3) 

9204.0 

6 

oUbz  /  .(J 

13 

1400.0 

11 

1578.0 

233 

15.2 

9, 1 

28.5 

85 

1,17 

WORLDCOM 

9017.0 

347 

17678.0 

139 

457.0 

348 

-2540.0 

NM 

5.1 

5. 1 

-5.8 

NM 

-2.02 

;ST  COMMUNICATIONS  INTERNATIONAL    865. 1 

319 

2242.7 

222 

-21.6 

NM 

-844.0 

NM 

NM 

6.0 

-19.9 

NM 

-3.02 

TEC 

297.2 

19 

1066.8 

20 

7.5 

63 

-36.3 

NM 

2.5 

1.8 

-7.4 

NM 

-0.66 

iNTIFIC-ATLANTA  (6) 

310.7 

5 

1 160.6 

-4 

19.2 

29 

83.7 

24 

6.2 

5-0 

13.1 

30 

1 .06 

INT  FON  GROUP 

4141.1 

8 

16016.9 

8 

405.0 

14 

1 540. 1 

12 

9.8 

9.3 

1 1 .8 

22 

3.55 

INT  PCS  GROUP 

437.4 

NA 

1225.4 

NA 

-615.3 

NM 

-1 089.6 

NM 

NM 

NA 

NA 

NM 

-2,62 

iPHONE  &  DATA  SYSTEMS  t 

494.9 

28 

1805.7 

32 

-2.4 

NM 

64.4 

NM 

NM 

NM 

2,8 

51 

1.03 

J\BS 

521.3 

47 

1660.1 

38 

123.3 

59 

398.3 

51 

23.6 

21.9 

28.9 

39 

2.07 

CELLULAR  t 

313.3 

29 

1 162  5 

33 

19  0 

—24 

216  9 

95 

6  1 

10  4 

114 

27 

2  48 

TELEPHONE  COMPANIES 

HIP  ^nMP^*^lTF 

38426.5 

8 

146258.5 

8 

5066.2 

26 

18894.8 

29 

13.2 

11.3 

28.6 

25 

2.19 

"EL 

1373  4 

16 

5194.0 

14 

151.8 

15 

525.5 

-11 

11,1 

11.1 

16,1 

32 

1.89 

RITECH 

4442.0 

7 

17154.0 

7 

761.0 

25 

3606.0 

57 

17.1 

14.7 

33.4 

19 

3.25 

ATLANTIC 

8077. 1 

5 

31565.9 

5 

1061.2 

13 

2990.8 

22 

13.1 

12.2 

23.7 

31 

1.86 

.SOUTH 

6168.0 

10 

23123.0 

12 

1003.0 

36 

3527.0 

8 

16.3 

13.2 

21.9 

25 

1.78 

4TIER 

655.0 

9 

2593.6 

9 

50,2 

NM 

177.5 

458 

7.7 

NM 

17.8 

37 

1.02 

6831.0 

8 

25473.0 

10 

855.0 

22 

2492.0 

-11 

12.6 

11.1 

30.4 

26 

2.57 

COMMUNICATIONS 

7676.0 

8 

28777.0 

8 

816.0 

27 

4068.0 

143 

10.6 

9.0 

30.5 

25 

2.05 

WEST 

3204.0 

14 

12378,0 

8 

368  0 

37 

1508  0 

-1 

1  1.5 

9  5 

199,7 

22 

2.84 

i  'y.T?grj»'TTAir»!'?'iij 

I      '  i>aMA*MiMJIikAtiilWff 

IgHH 

Jo  I KT  CUMrUol  1 1 

45547.0 

a 

1 Q 1 onn  A 

4 

iZUU.o 

—Ob 

2.6 

A  ■a 

13,4 

17 

2.30 

URUNES 

UP  COMPOSITE 

20620.0 

1 
1 

£. 

—  J  J 

1  C 

—  iO 

1 1 

"3  on 

iKA  AIR  GROUP 

457.0 

8 

1897.7 

9 

27.0 

79 

124-4 

72 

5-9 

3.6 

15.8 

1 1 

4.81 

RICA  WEST  HOLDINGS 

507.1 

7 

2U23.  J 

8 

20.2 

0 

108,6 

45 

4.0 

4.2 

16.3 

9 

2.40 

4601.0 

1 

19205.0 

6 

182.0 

-13 

1306.0 

34 

4.0 

4.6 

19.9 

8 

7.48 

riNENTAL  AIRLINES 

1945.0 

6 

7951.0 

10 

66.0 

-10 

387.0 

-1 

3.4 

4.0 

36.5 

7 

5.06 

A  AIR  LINES  (6) 

3448.0 

0 

14402. U 

3 

194.0 

2 

1 078.0 

15 

5.6 

5.5 

27.3 

8 

6.87 

THWEST  AIRLINES 

2212.2 

-11 

9044  8 

-12 

—181  3 

NM 

-285  5 

NM 

NM 

4  6 

NM 

N  M 

—3  48 

THWEST  AIRLINES 

1047.7 

7 

4164  0 

9 

100  4 

25 

433  4 

36 

9  6 

8  3 

19  1 

22 

1  23 

4281.0 

J 

17561 0 

2 

54  0 

69 

82 1  0 

-14 

1  3 

0  8 

218 

g 

6  83 

IRWAYS  GROUP 

2121.0 

2 

ODOO.U 

2 

104  0 

-78 

538  0 

-48 

4  9 

23  0 

74  8 

g 

5  60 

tAILROADS 

UP  COMPOSITE 

8848.8 

Q 

34897  3 

_j 

143  1 

-63 

1879  2 

-33 

1  6 

4  3 

6  7 

29 

1  30 

.INGTON  NORTHERN  SANTA  FE 

2294.0 

6 

894 1 .0 

7 

296.0 

36 

1 1 55.0 

31 

12.9 

10.0 

14.9 

14 

2.43 

2511.0 

-8 

9898.0 

-7 

108.0 

-50 

537.0 

-33 

4.3 

7.9 

9.1 

17 

2.51 

;as  city  southern  industries 

331.8** 

13 

1284.3 

21 

30, 1 

NM 

190.2 

NM 

9. 1 

NM 

21.5 

28 

1.66 

OLK  southern 

1028.0" 

-3 

4221.0 

0 

160.0 

-27 

630.0 

-10 

15.6 

20.6 

10.6 

18 

1.65 

N  PACIFIC 

2684.0 

5 

10553.0 

-5 

-451.0 

NM 

-633.0 

NM 

NM 

NM 

-8.4 

NM 

-2.57 

FRANSPORTATION  SERVICES 

UP  COMPOSITE 

11998.5 

10 

45947.4 

10 

435.0 

94 

1637.6 

53 

3.6 

2.0 

14,2 

17 

2.49 

ORNE  FREIGHT 

791.1 

5 

3074.5 

6 

38.3 

24 

137.3 

14 

4.8 

4.1 

18.8 

14 

2.72 

RENT  A  CAR 

558.5 

7 

2297.6 

12 

3.6 

626 

63.5 

131 

0.6 

0.1 

10.0 

13 

1.82 

TRANSPORTATION 

1369.5 

15 

4941.6 

16 

34.7 

18 

139.0 

15 

2.5 

2.5 

17.4 

18 

2.45 

7) 

4209.2 

7 

16356.8 

7 

182.8 

22 

515.7 

54 

4.3 

3.8 

12.0 

24 

3.49 

'(7) 

381.9 

11 

1354.0 

8 

8.6 

24 

22.6 

NM 

2.2 

2.0 

8.4 

14 

0.62 

467.1 

3 

1763.1 

4 

25.6 

NM 

131.9 

NM 

5.6 

NM 

18.5 

14 

2.62 

ER  MARINE  GROUP  (9) 

279.2 

55 

949.2 

60 

-1.0 

NM 

12.3 

-54 

NM 

4.9 

7.5 

10 

0.43 

Z 

1066.0 

14 

4238.3 

9 

47.9 

38 

277.0 

37 

4.5 

3.7 

19.9 

16 

2.55 

GROUP 

311.9 

15 

1145,9 

8 

2.6 

-6 

8.9 

-6 

0.8 

1.0 

7.6 

17 

1.15 

;T0N  BAX  GROUP 

480.4*- 

7 

1776.7 

7 

10.7 

-19 

-13.1 

NM 

2.2 

2.9 

-4.4 

NM 

-0.68 

R  SYSTEM 

1370.7 

8 

5188.7 

6 

39.5 

-20 

159,1 

-1 

2.9 

3,9 

14.5 

12 

2.16 

TY  INDUSTRIES  (9) 

722.9 

13 

2862.0 

25 

41.8 

8 

183.4 

92 

5.8 

6.0 

19.0 

9 

4.19 
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CORPORATE  SCOREBOARD 


COMPANY 


(D)  TRUCKING  &  SHIPPING 


SALES 


PROFITS 


MARGINS 

RETURN  ON 
COMMON 

1 

4TH 

CHANGE 

12 

CHANGE 

4TH 

CHANGE 

12 

CHANGE 

4TH  4TH 

EQUITY 

PRICE- 

MON 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER  QUARTER 

12  MONTHS 

EARNINGS 

EARN 

1998 

1997 

1998 

1997 

1998 

1997 

1998 

1997 

1998  1997 

ENDING 

RATIO 

PE 

SMIL 

% 

$MiL 

% 

$MIL 

% 

$MIL. 

% 

%  % 

12-31 

2-5 

SH* 

GROUP  COMPOSITE 

4079.8 

4 

15419.0 

4 

56.4 

-21 

297.9 

0 

1.4 

1.8 

10.4 

15 

1., 

ALEXANDER  &  BALDWIN 

328.0 

-2 

1311.6 

4 

-15.6 

NM 

30.9 

-62 

NM 

6.0 

4.3 

29 

0. 

AMERICAN  FREIGHTWAYS 

255.2 

14 

986.3 

13 

8.5 

480 

27.5 

54 

3.3 

0.7 

11.1 

16 

0. 

ARKANSAS  BEST 

415.2 

4 

1651.5 

0 

9.6 

97 

28.7 

37 

2.3 

1.2 

14.8 

6 

1. 

CONSOLIDATED  FREIGHTWAYS 

569.7 

0 

2238.4 

-3 

2.6 

NM 

26.3 

29 

0.5 

NM 

9.9 

14 

I. 

HUNT  (J.B.)  TRANSPORT  SERVICES 

493.8 

19 

1841,6 

18 

10.9 

55 

46.8 

312 

2.2 

1.7 

12.8 

20 

1. 

ROADWAY  EXPRESS 

805.9 

-3 

2654.1 

-1 

9.8 

-26 

26.0 

-29 

1.2 

1.6 

10.8 

13 

h 

USFREIGHTWAYS 

476.2 

9 

1834,9 

17 

20.2 

37 

71.4 

26 

4.2 

3.4 

16  2 

12 

2. 

YELLOW 

7"^S  8 

2900,6 

0 

10  5 

8 

40  1 

:m 

14 

16 

1  1,0 

12 

1. 

INDUSTRY  COMPOSITE 


70452.2 


-1  287545.8 


12  3023.6 


18338.5 


4.3 


4.0 


(A)  ELECTRIC,  WATER  &  COGENERATION 


10  1 


18 


GROUP  COMPOSITE 

59169.3 

2 

243815.0 

14 

2535.9 

12 

17194.2 

7 

4.3 

3.9 

11.0 

17 

AES  t 

646.0 

22 

2398.0 

70 

92.0 

64 

307,0 

63 

14,2 

10.5 

17,9 

22 

ALLEGHENY  ENERGY 

576.7 

-6 

2576.4 

9 

50.5 

-37 

272.3 

-6 

8.8 

12.9 

12.8 

14 

AMEREN 

678.5 

-7 

3318.2 

0 

29.4 

-41 

399.1 

0 

4,3 

6.8 

12.4 

13 

AMERICAN  ELECTRIC  POWER 

1430.3 

-5 

6345.9 

8 

74.9 

-41 

547.1 

-14 

5.2 

8.5 

il.O 

15 

AMERICAN  WATER  WORKS 

253.3 

7 

1017.8 

7 

27.8 

7 

131.0 

10 

1 1,0 

11.0 

10.4 

19 

AVISTA 

1020.3 

109 

3684.0 

183 

21.6 

-7 

78.1 

-32 

2.1 

4.8 

9.3 

13 

BALTIMORE  GAS  &  ELECTRIC 

790.4 

-3 

3358.1 

2 

16.7 

-31 

327.7 

16 

2.1 

3.0 

10.3 

13 

BEC  ENERGY 

363.2 

-11 

1622.5 

-9 

8.4 

1 

141.0 

-2 

2.3 

2.0 

12.4 

14 

CALENERGY 

741.9 

25 

2555.2 

18 

30.1 

NM 

137.5 

165 

4.1 

NM 

16.7 

13 

CAROLINA  POWER  &  LIGHT 

'69Si4  - 

-5 

3130.0 

4 

61.2 

-27 

399.2 

3 

8.8 

11.4 

13.4 

15 

CENTRAL  &  SOUTH  WEST 

1286.0 

-3 

5468.0 

4 

43.0 

65 

449.0 

36 

3.3 

2.0 

12,1 

12 

CINERGY 

1383.7 

24 

5876.3 

34 

72.8 

-36 

267.5 

-29 

5.3 

10.2 

10.3 

19 

CMP  GROUP 

254.7 

2 

950,3 

-1 

19.4 

236 

57.7 

330 

7.6 

2.3 

10.4 

11 

CMS  ENERGY 

1349.0 

-6 

5141.0 

8 

55.0 

-14 

260.0 

-3 

4.1 

4.5 

12.6 

NA 

COMMONWEALTH  ENERGY  SYSTEM 

264.9 

-6 

979,4 

-6 

1 1.7 

-34 

54.4 

9 

4.4 

6.3 

12.0 

15 

CONECTIV 

871.5 

144 

3071.6 

117 

29.0 

29 

171.1 

62 

3.3 

6.3 

8.2 

14 

CONSOLIDATED  EDISON 

1617.3 

-7 

7093.0 

-1 

135.2 

-6 

729.7 

2 

8,4 

8.2 

11.8 

16 

DOMINION  RESOURCES 

1692.5 

-17 

8720.7 

14 

63.1 

-42 

571.2 

31 

3,7 

5.4 

9.8 

16 

DPL 

336.8 

-8 

1352.3 

1 

36.4 

3 

190.0 

4 

10,8 

9.6 

13.7 

15 

OQE 

319.5 

6 

1269.6 

3 

49.3 

1 

196.7 

-1 

15.4 

16.1 

13.3 

16 

DTE  ENERGY 

1013.0 

4 

4221,0 

12 

107.0 

-19 

450.0 

5 

10,6 

13.6 

12.1 

13 

DUKE  ENERGY 

4183.0 

-9 

17609.7 

8 

224.0 

21 

1260.3 

29 

5.4 

4.0 

15.4 

17 

EDISON  INTERNATIONAL 

2614.8 

12 

10207,9 

1 1 

171.5 

15 

706.0 

-5 

6.6 

6.4 

13,1 

15 

ENERGY  EAST 

614.8 

4 

2499.4 

15 

46.0 

-4 

203.4 

10 

7.5 

8.1 

11.3 

17 

FIRSTENERGY 

1162.1 

20 

5055.9 

79 

94.7 

34 

441.4 

44 

8.1 

7,3 

10.0 

16 

FLORIDA  PROGRESS 

898.2 

6 

3620.3 

9 

36.5 

NM 

283.2 

408 

4.1 

NM 

15.1 

14 

FPL  GROUP 

1631.0 

10 

6661.0 

5 

97.0 

3 

679.0 

7 

5.9 

6,4 

13.0 

14 

GPU 

1021.8 

-1 

4248.8 

3 

86.1 

-10 

397.0 

14 

8.4 

9.3 

11.0 

14 

HAWAIIAN  ELECTRIC  INDUSTRIES 

372.3 

-1 

1485.2 

2 

22.6 

-1 1 

100.6 

3 

6.1 

6.8 

11.5 

12 

IDACORP 

269.8 

29 

1122.0 

50 

19.9 

_4 

94.8 

3 

7.4 

9.9 

12.2 

13 

INTERSTATE  ENERGY 

528.3 

-10 

2 130,9 

-7 

26.9 

-10 

103.4 

-30 

5.1 

5.1 

6.3 

22 

LG&E  ENERGY 

480.7 

6 

1976.4 

15 

21.9 

-62 

164.8 

-22 

4.5 

12.6 

12.6 

20 

MIDAMERICAN  ENERGY  HOLDINGS 

518.9 

-4 

1940,2 

_1 

21.2 

-48 

144,3 

-6 

4.1 

7.5 

10.5 

19 

MONTANA  POWER 

392.4 

34 

1253.7 

22 

70.4 

37 

165.6 

29 

17.9 

17.6 

15.7 

17 

895  9 

3610  9 

g 

108  4 

22 

347  3 

27 

12  1 

10.1 

14.0 

14 

NEW  ENGLAND  ELECTRIC  SYSTEM 

598.4 

-9 

2420.5 

-3 

34.2 

-38 

194.5 

-12 

5.7 

8.4 

11.9 

16 

NIAGARA  MOHAWK  POWER 

886.4 

-8 

3826.4 

-4 

-17.4 

NM 

-120.8 

NM 

NM 

0.8 

-4.9 

NM 

NIPSCO  INDUSTRIES 

753.2 

-7 

2932.8 

13 

62.7 

8 

202.4 

1 

8.3 

7.2 

17.1 

17 

NORTHERN  STATES  POWER 

712.7 

2 

2819,2 

3 

88.5 

35 

282,3 

19 

12.4 

9.3 

11.2 

14 

NORTHWESTERN 

378.2 

34 

1187.2 

29 

10.3 

26 

27.3 

15 

2.7 

2.9 

15.9 

18 

OGE  ENERGY 

361.8 

5 

1617.7 

12 

10.2 

-16 

165.9 

26 

2.8 

3,5 

15.8 

12 

PECO  ENERGY 

1056.0 

-8 

5210.5 

13 

-6,0 

NM 

532.8 

58 

NM 

NM 

16.7 

16 

PG&E 

5495.0 

12 

19942,0 

29 

196,0 

92 

719.0 

-A 

3.6 

2.1 

9.0 

17 

PINNACLE  WEST  CAPITAL 

486.4 

10 

2130.6 

7 

37.6 

71 

252.6 

2 

7.7 

4,9 

11.3 

14 

POTOMAC  ELECTRIC  POWER 

404.2 

4 

2063.9 

11 

-0,3 

NM 

226,3 

24 

NM 

NM 

11.1 

14 

PP&L  RESOURCES 

902.0 

13 

3786.0 

23 

95.0 

19 

404.0 

26 

10.5 

10,0 

21,2 

11 

PUBLIC  SERVICE  CO.  OF  NEW  MEXICO 

259.0 

-1 

1092.4 

7 

18.4 

-10 

95.1 

10 

7.1 

7.8 

11.2 

8 

PUBLIC  SERVICE  ENTERPRISE  GROUP 

1526.0 

-7 

5931.0 

-3 

153.0 

-2 

653.0 

13 

10.0 

9.5 

12.4 

14 

RELIANT  ENERGY 

2655.0 

-4 

11488,5 

67 

-404,5 

NM 

-141,1 

NM 

NM 

NM 

-2.9 

NM 

ROCHESTER  GAS  &  ELECTRIC 

287.1 

6 

1034.4 

0 

15.0 

7 

94,1 

-1 

5.2 

5,2 

11.4 

12 

SCANA 

364,0 

-6 

1632,0 

7 

32.0 

-48 

229.0 

0 

8.8 

15.9 

12.6 

13 

SOUTHERN 

2558.0 

-21 

11441.9 

-9 

-46.0 

NM 

1001,5 

-1 

NM 

6.1 

9.7 

19 

TECO  ENERGY 

474.1 

4 

1958.1 

5 

40.9 

-4 

200.4 

-5 

8.6 

9,3 

13.2 

15 

UNICOM 

1564.0 

-5 

7151.1 

1 

125.1 

NM 

567.1 

NM 

8.0 

NM 

10.1 

15 

UTILICORP  UNITED 

3294.0 

8 

12563.4 

41 

36,9 

19 

132.2 

-1 

1.1 

1.0 

12.1 

14 
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1  accordingly.  There  are  two  critical  dynamics  to  understand  about  today's  customer.  One,  nobody 

has  any  time.  Two,  they  expect  every  company  to  be  on  the  Web.  They  want  it  all 
online — product  information,  pricing,  support,  anything  that  will  save  them  time  and 
money.  Sure,  relationships  are  still  built  on  trust,  commitment  and  support.  But  for  this 
new  breed  of  empowered  customer,  this  e-customer,  they're  based  on  the  Web. 

While  e-customers  present  endless  opportumty,  they  do  pose  some  challenges.  Managing 
relationships  with  customers,  prospects  and  partners  online  is  an  enterprise -wide  task. 
Systems  performance  and  scalability  needs  are  key.  In  short,  it's  got  to  be  done  right. 
Shrink-wrapped  solutions  will  fall  short.  Experienced  partners  with  customizable 
products  and  old-fashioned  follow-through  will  succeed. 

This  IS  where  Vantive  clicks  in.  A  leader  m  customer  interaction  software  since  1990, 
Vantive  extends  your  front-office  out  of  the  office.  And  onto  the  Web.  So  all  your  customer 
communications — phone,  fax  and  Web  —  can  work  together.  It's  a  fully  scalable.  Web- 
powered  platform  using  reliable  and  proven  technology  that  can  handle  hundreds  or 
millions  of  customers.  E-customers  are  here  to  stay.  "Vantive  is  how  you  manage  them. 


www.vantive.com 
1-800-VANTIVE 


vanuve 

the  e-customer  company 
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COMPANY  SALES 


PROFITS 


MARGINS 


4TH 

CHANGE 

12 

CHANGE 

4TH 

CHANGE 

12 

CHANGE 

4TH 

4TH 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

1998 

1997 

1998 

1997 

1998 

1997 

1998 

1997 

1998 

1997 

SMIL 

% 

$MIL 

% 

SMIL 

% 

SMIL 

% 

% 

% 

WESTERN  RESOURCES 

487.0 

-5 

2034.1 

~^79.4 

NM 

58^"" 

-88 

NM 

NM 

WISCONSIN  ENERGY 

498.0 

5 

1980.0 

11 

52.4 

NM 

189.3 

206 

10.5 

0.5 

GROUP  COMPOSITE 

11282.9 

-11 

43730.7 

1 

487.7 

-16 

1144.3 

-56 

4.3 

4.6 

323.9 

-19 

1260.2 

_4 

17.4 

-38 

76.5 

-4 

5  4 

7  0 

rflN^ni  IDATFD  NATURAL  GAS 

807.4 

-14 

2760.4 

-13 

97.2 

9 

287.7 

-10 

12  0 

9  5 

FASTFRN  ENTERPRISES 

258.0 

_3 

935.3 

-9 

19  6 

50  8 

-9 

7  6 

7  0 

EL  PASO  ENERGY 

1252.0 

"21 

5782.0 

3 

65.0 

16 

250.0 

18 

5  3 

3  6 

K  N  ENERGY 

1 136.6 

45 

4387.8 

104 

-3.7 

NM 

60.0 

-23 

NM 

3  6 

MCN  ENERGY  GROUP 

537.6 

-20 

1880.2 

-9 

28.7 

-36 

-6.2 

NM 

5  3 

6  7 

MDU  RESOURCES  GROUP 

276.8 

55 

896.6 

48 

-0.4 

NM 

34  1 

-37 

NM 

9  6 

NATIONAL  EUEL  GAS  (3) 

340.4 

-8 

1217.4 

_4 

37  6 

0 

32.4 

-7 1 

111 

10  1 

NICOR 

428.2 

-26 

1465.1 

-26 

31,1 

-2 1 

116  4 

-9 

7  3 

6  8 

ONEOK  (41 

387.5 

23 

1908  7 

56 

14.3 

14 

103  5 

74 

3  7 

4  0 

PEOPLES  ENERGY  HI 

313.5 

-19 

1066  8 

-16 

23.4 

-34 

67  3 

-30 

7  5 

9  2 

SEMPRA  ENERGY 

1442.0 

0 

5525.0 

g 

88.0 

-27 

306.0 

-29 

6  1 

8  3 

SON  AT 

801.0 

-39 

3709.8 

-15 

15,2 

-64 

-530.5 

NM 

1.9 

3.2 

UGI  (3) 

373.7 

-21 

1342.2 

-15 

18.4 

-28 

35.4 

-32 

4.9 

5.4 

WASHINGTON  GAS  LIGHT  (3) 

297.3 

-19 

970.4 

-10 

24.9 

-35 

55,4 

-33 

8.4 

10,4 

WIGOR 

248.2 

-10 

944.2 

-8 

15.7 

-10 

45.5 

-8 

6.3 

6.3 

WILLIAMS 

2058.7 

-12 

7678.6 

-7 

-5.9 

NM 

159.8 

-65 

NM 

NM 

RETURN  ON 
COMMON 

EQUITY  PRICE- 


ENDING 
12-31 


2.6 
10.0 


3.6 

10.8 
12.1 
10.5 


RATIO 
2-5 


37 
16 


45 

15 
17 
17 


11.0  18 

4.7  21 
-35.5  NM 


i: 

MON' 


PE 
SHA 


0.  1 

1.  ( 


0.  ( 

1.  ; 

3.1 

2.  : 
1.1 

o.j 

0. 
0. 


6.0  35 
3.6  50 

15.4  16  2 
5.8  21  1 

9.1  17  1 
10.1  18  1 

-33.9  NM  -A 

9.1  21  1 

8.0  18  1 

11.5  16  1 
3.6  98  0, 


ALPHABETICAL  LIST  OF  COMPANIES 

The  number  following  each  company  name  identifies  the  Scoreboard  category  under  which  it  is  listed 


A&PIOC 

Abbott  Laboratories  12b 
ABM  Industries  21e 
ACNielsen  21e 
ACX  Technologies  7b 
ADC  Telecom  m  .  22a 
Adobe  Systems  18c 
Advanced  Micro  9d 
ADV021d 

Aeroquip-Vickers  15a 

AES24a 

Aetna  17b 

Affiliated  Computer  Sues.  18c 
AFLAC  17b 
AGCO  15c 
AGL  Resources  24b 
Agribrands  International  10b 
Air  Products  &  Chemicals  4 
Airborne  Freight  23c 
Airgas21b 

AirTouch  Communications  22a 
AK  Steel  Holding  16b 
Alaska  Air  Group  23a 
Alberto-Culver  8d 
Albertson's  10c 
Alcoa  16a 

Alexander  &  Baldwin  23d 
Allegheny  Energy  24a 
Allegheny  Teledyne  5 
Allegiance  21b 
Allergan12b 
Alliant  Techsystems  1 
AlliedSignal  5 
Allstate  17b 
Alltel  22b 
Alpine  Group  9c 
Amazon.com  8 
AMC  Entertainment  14b 
Amerada  Hess  11a 
Ameren  24a 
America  Online  18c 
America  West  Holdings  23a 
American  Electric  24a 
American  Express  17a 
American  Freightways  23d 
Amencan  General  17b 
American  Greetings  14d 
American  Home  12b 
American  Intl.  Group  17b 
American  Power  9a 
American  Standard  13a 


American  Stores  10c 
American  Water  Works  24a 
AmeriSource  Health  12a 
Ameritech  22b 
Ames  Dept.  Stores  8 
Amgen  12b 
AMP9d 
AMR  23a 

Analog  Devices  9d 
Andersons  10a 
Anheuser-Busch  6c 
Aon  17b 

Apple  Computer  18b 
Applied  Industrial  Tech.  21b 
Applied  Materials  15c 
Applied  Power  18a 
Arch  Coal  11a 
Arkansas  Best  23d 
Armco16b 
Armstrong  World  6b 
An/m  Industries  2b 
Asarco  16c 

Ascend  Communications  18c 
Ashland  11a 

Associates  First  Capital  17a 
Astoria  Financial  17c 
AT&T  22a 

Atlantic  Richfield  11a 
Atmel  9d 

Automatic  Data  18c 
AutoZone  8 
Avery  Dennison  7b 
Avis  Rent  A  Car  23c 
Avista  24a 
Avnef21b 
Avon  Products  6d 
AVX9d 

a 

Baker  Hughes  lib 
Ball  7a 

Baltimore  G&E  24a 
Bandag  2c 
Bank  of  New  York  3a 
Bank  One  3b 
Bank  United  17c 
BankAmerica  3c 
BankBoston  3a 
Bankers  Trust  3a 
Banta21d 
Bard  (C.R.)  12d 
Barnes  &  Noble  8 


Bausch&Lomb12d 
Baxter  International  12d 
BB&T3C 
Bear  Stearns  17a 
BEG  Energy  24a 
Beckman  Coulter  9c 
Becton,  Dickinson  12d 
Bed  Bath  &  Beyond  6b 
Bell  Atlantic  22b 
BellSouth  22b 
Belo  (A.H.)20b 
Bemis  7b 

Bergen  Brunswig  12a 
Best  Buy  6b 
Bestfoods  10b 
Bethlehem  Steel  16b 
Beverly  Enterprises  12c 
BJ  Services  lib 
BJ's  Wholesale  Club  8 
Blacks  Decker  15b 
BMC  Software  18c 
Boeing  1 

Boise  Cascade  19b 

Boise  Cascade  Office  Prods.  21  b 

Borders  Group  8 

Borg-Warner  Automotive  2b 

Borg-Warner  Security  21e 

Bowater19b 

Bradlees  8 

Briggs  &  Stratton  15c 
Brightpoint21b 
Brinker  International  14a 
Bristol-Myers  Squibb  12b 
Brown  Group  6a 
Brown-Forman  6c 
Browning-Ferris  21c 
Bruno's  10c 
Brunswick  14d 
Brylane  8 

Burlington  Coat  Factory  8 
Buriington  Industries  15d 
Burlington  Norttiem  Santa  Fe  23b 
Burlington  Resources  11a 
Butler  Mfg  15a 

a 

Cabletron  Systems  18c 
Cabot  4 

Cadence  Design  Systems  18c 
Caldor8 
CalEnergy24a 
Cameron  Ashley  2'b 


Campbell  Soup  10b 
Canandaigua  Brands  6c 
Capital  One  Financial  17a 
Cardinal  Health  12a 
Carlisle  15a 
CarMax  Group  21  e 
Carnival  14d 
Carolina  Power  24a 
Carpenter  Tech.  16b 
Case  15c 

Casey's  General  Stores  21e 
Caterpillar  15c 
CBRL  Group  14a 
CBS  20a 

CDW  Computer  Centers  8 
CellStar21b 
Centex  13b 

Central  &  South  West  24a 
Century  Telephone  22a 
Ceridian  18c 
Champion  Intl.  19b 
Charter  One  Financial  17c 
Chase  Manhattan  3a 
Chevron  11a 

Chiquita  Brands  Intl.  10b 
Cigna  17b 

Cincinnati  Financial  17b 
CINergy  24a 
Cintas21e 
Circuit  City  Group  6b 
Circus  Circus  14b 
Cisco  Systems  18c 
GIT  Group  17a 
Citigroup  17a 
CKE  Restaurants  14a 
Clayton  Homes  13b 
Clorox6d 
CMP  Group  24a 
CMS  Energy  24a 
CNA  Financial  17b 
CNF  Transportation  23c 
Coastal  11a 
Coca-Cola  6c 
Coca-Cola  Enterprises  6c 
Cole  National  8 
Colgate-Palmolive  6d 
Coltec  Industries  15a 
Comdisco  18c 
Comerica  3b 

Commerce  Bancshares  3b 
Commercial  Metals  16b 
Commonwealth  Energy 
System  24a 


Compaq  Computer  18b 
Compass  Bancshares  3c 
CompUSA  18c 
Computer  Associates  18c 
Computer  Sciences  18c 
Compuware  18c 
ConAgra  10b 
Conectiv  24a 
Conoco  11a 

Consolidated  Edison  24a 
Cons.  Freightways  23d 
Cons.  Natural  Gas  24b 
Consolidated  Papers  19b 
Consolidated  Stores  8 
Continental  Airlines  23a 
Convergys  18c 
Cooper  Cameron  lib 
Cooper  Industries  9a 
Cooper  Tire  &  Rubber  2c 
Coors  (Adolph)  6c 
Cordant  Technologies  1 
Corn  Products  IntLlOb 
Corning  15a 
Costco  8 

Countrywide  Credit  17a 
Crane  15a 

Crompton  &  Knowles  4 

CSKAuto8 

CSX  23b 

Cummins  Engine  15c 
CVS  12a 

Cyprus  Amax  Minerals  16c 
Cytec  Industries  4 

Dana  2b 
Danaher 15b 
Darden  Restaurants  14a 
Data  General  18b 
Dayton  Hudson  8 
Dean  Foods  10b 
Deere  15c 
Dell  Computer  18b 
Delta  Air  Lines  23a 
Deluxe  18a 
Detroit  Diesel  2b 
Dial  6d 

Diamond  Offshore  lib 

Diebold  18a 

Oil  Group  9d 

Dillard's  8 

Dime  Bancorp  17c 


Disney  (Walt)  14b 

Dole  Food  10b 

Dollar  General  8 

Dominion  Resources  24a 

Donaldson,  Lufkin  &  Jenrette  17a 

Donnelley  (R.R.)21d 

Dover  15c 

Dow  Chemical  4 

Dow  Jones  20b 

DPL24a 

DOE  24a 

DST  Systems  18c 
DTE  Energy  24a 
Duke  Energy  24a 
DuPont  4 
Dynegy  21b 

Bl 

Eagle  Hardware  8 
Earthgrains  10b 
Eastern  Enterprises  24b 
Eastman  Chemical  4 
Eastman  Kodak  14d 
Eaton  9a 

Edison  International  24a 
Edwards  (A  G.)  17a 
Edwards  (J-D.)  18c 
EG&G5 

El  Paso  Energy  24b 
Electronic  Arts  18c 
Electronic  Data  Systems  18c 
EMC  18b 

Emerson  Electric  9c 
Energy  East  24a 
Engelhard  16c 
Enron  21b 
Equifax  17a 
Equitable  17b 
Estee  Lauder  6d 
Exide15a 
Exxon  11a 


Family  Dollar  Stores  8 
Fannie  Mae  17a 
FDX23C 

Federal  Home  Loan  17a 
Federal  Signal  15a 
Federal-Mogul  2b 
Feder2ted  Dept.  Stores  8 
Ferro4 

Fifth  Third  Bancorp  3b 


Fingerhut8 
Finova  Group  17a 
First  American  3c 
First  American  Finl,  17a 
First  Brands  15a 
First  Data  18c 
First  Maryland  Bancorp  3a 
First  Security  3d 
First  Tennessee  Natl.  3c 
First  Union  3c 
Firstar  3b 
FirstEnergy  24a 
Flservl8c 

Fleet  Financial  Group  3a 
Fleetwood  Ents.  13b 
Florida  Progress  24a 
Flowers  Industries  10b 
Flowserve  15c 
Fluor  21a 
FMC15C 
Ford  Motor  2a 
Fort  James  19b 
Fortune  Brands  15a 
Foster  Wheeler  21a 
FPL  Group  24a 
Franklin  Resources  17a 
Freeport-McMoRan  C&G 
Fremont  General  17b 
Fritz  23c 
Frontier  22b 
Fuller  (H.B.)  4 
Furniture  Brands  6b 

o  a 

Galey&Lordl5d 
Galileo  IntI  18c 
Gannett  20b 
Gap  8 

Gateway  2000  18b 
GATX23C 
GenCorp  2b 
Genentech  12b 
General  Cable  16c 
General  Dynamics  1 
General  Electric  5 
General  Instrument  9b 
General  Mills  10b 
General  Motors  2a 
General  Nutrition  10c 
Genesis  Health  12c 
Geon  4 

Georgia-Pacific  Group  1!^ 
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tteEd 

3l  DirectMall  8 

jIMannellb 

;n  West  17c 

ys  Family  Clothing  8 

year  Tire  &  Rubber  2c 

24a 

;(W.R.)4 
iger(W.W)21b 
d  Union  10c 
A&PIOc 

Lakes  Chemical  4 
iPoint  Financial  17c 
in15a 

)1  Automotive  21  e 
12b 

I  Holdings  IBc 
int12d 

(ream  Aerospace  1 

iiiiton  lib 
'Marine  Group  23c 
leman  21  e 
a  (MA)  4 
aforri  Brothers  10c 
^Oauidson  14(1 
an  International  6b 
schteger  15c 
;9b 
olSa 

:nj  Financial  Services  17b 
)rdLife!7b 

iian  Electric  24a 
Lemmerzlntl.  2b 
/lanor  Care  i2c 
'  Management  Assocs.  12c 
-Meyers  6b 
(HJ.)lOb 
Financial  17a 
ey Foods  10b 
23c 

tt-Packard  18b 
115a 
lia  3c 
brand  15a 
Itores  8 
Hotels  14c 
Depot  8 
Base  8 

ndustries  18a 
well  9c 
il  Foods  10b 
i(0,R.)13b 
torrioft  Services  14a 
hold  Intt17a 
;nian  Ents  13b 
roup  23c 
!S  Electronics  9b 
s  Supply  21b 
na  i2c 
J.B.)23d 

igton  Bancshares  3b 

laiin  Intl.  13a 


International  Flavors  4 
Intl.  Multitoods  10a 
International  Paper  19b 
Interstate  Bakeries  10b 
Interstate  Energy  24a 
Intimate  Brands  8 
Iomega  18b 
ITT  Industries  15c 


Jabil  Circuit  9d 
Jacobs  Engineering  21a 
Jefferson-Pilot  17b 
Jo-Ann  Stores  8 
Johns  Manville  13a 
Johnson  &  Johnson 12d 
Johnson  Controls  15a 
Johnstown  America  2b 

KN  Energy  24b 
Kaman21b 

Kansas  City  Southern  23b 
Kaufman  &  Broad  13b 
Keebler  Foods  10b 
Kellogg  10b 
Kellwood  6a 
Kel'y  Services  21e 
Kennametal  15b 
Ker-McGeella 
KeyCorp  3b 
Kimball  Intl.  6b 
Kimberly-Clark  19b 
Kmart  8 

Knight-Ridder20b 
Knoll  18a 
Kohl's  8 
Kroger  10c 


3b 
lb 

p24a 

)ffice  Solutions  5 
;  Tool  Works  15a 
'n14d 
lobal  4 
al  Sugar  10b 
n18c 

/Broadcasting  20a 
oil-Rand  15c 

Markets  10c 

Steel  16b 
t  Enterpnses  8 
d 

raph  18c 
n  Services  21e 


L-3  Communications  9b 
La-Z-Boy  6b 
Lafarge  13a 
Lancaster  Colony  10b 
Lands'  End  8 
Lear  2b 

Legg  Mason  17a 
LeggettS  Piatt  6b 
Lebman  Brothers  Holdings  1 7a 
Lennar13b 

Lexmart(  International  18b 
LG&E  Energy  24a 
Liberty  Financial  17b 
Lilly  (Eli)  12b 
Limited  8 

Lincoln  Electric  15b 
Lincoln  National  17b 
Linens  'N  Things  6b 
Litton  Industries  9b 
Lockheed  Martin  1 
Loews  17b 

Longs  Drugstores  12a 
Louisiana-Pacific  19a 
Lowe's  8 
LSI  Logic  9d 
LTV  16b 
Lubrizol  4 

Lucent  Technologies  22a 
Lyondell  4 

a~  • 

MID  C  Holdings  13b 
MagneTek  9a 
Mail-Well  7b 
Mallinckrodt  12d 
Mark  IV  Industries  2b 
Marriott  Intl.  14c 
Marshall  &llsley  3b 
Marshall  Industries  21b 
Martin  Marietta  Materials  13a 
Mattel  14d 
Maxim  Group  6b 
Maxtor  18b 


Maxxam  16a 
May  Department  Stores  8 
Maytag  6b 
MBNA  3a 
McClatchy20b 
McCormick  10b 
McDermott  (J.  Ray)  21a 
McDermottlntL15c 
McDonald's  14a 
McGraw-Hill  20b 
MCI  WorldCom  22a 
McKesson  HBOC  12a 
MCN  Energy  Group  24b 
MDU  Resources  Group  24b 
Mead  19b 
Media  General  20b 
MedPartners  12c 
Medtronic  12d 
Mellon  Bank  3a 
Mercantile  Bancorp.  3b 
Merck  12b 
Meredith  20b 

MenStar  Hotels  &  Resorts  14c 
Meritor  Automotive  2b 
Memll  Lynch  17a 
Mettler-Toledo  Intl.  15c 
Meyer  (Fred)  10c 
Michaels  Stores  8 
MicroAge  18a 
Micron  Electronics  18b 
Micron  Technology  9d 
Microsoft  18c 

MidAmencan  Energy  Holdings  24a 
Milacron  15b 
Millennium  Chemicals  4 
Miller  (Herman)  18a 
Minnesota  Mining  15a 
Mobil  11a 
Modine  Mfg.  2b 
Mohawk  Industnes  15d 
Molex  9d 
Monsanto  4 
Montana  Power  24a 
Morgan  (J.P)  3a 
Morgan  Stanley  Dean  Witter  1 7a 
Morrison  Knudsen  21a 
Morton  International  4 
Motorola  9b 
Murphy  Oil  11a 
Musicland  Stores  14d 

HI: 

Nabisco  Holdings  10b 
Naico  Chemical  4 
National  City  3b 
National  Fuel  Gas  24b 
National  Semicond.  9d 
National  Service  9a 
National  Steel  16b 
National-0ilwell21b 
Navistar  International  2a 
NCI  Building  Systems  15a 
NCR  18c 

Neiman  Marcus  Group  8 
New  Century  Energies  24a 
New  England  Electnc  24a 
New  York  Times  20b 
Newell  15a 
Newmont  Mining  16c 
Newport  News  Shipbuilding  1 
Niagara  Mohawk  24a 
Nicer  24b 
Nike  6a 

Nine  West  Group  6a 
Nipsco  Industries  24a 
Nordstrom  8 
Nortolk  Southern  23b 
Norrell  21  e 
Northern  States  24a 
Northern  Trust  3b 
Northrop  Grumman  1 
Northwest  Airlines  23a 
Northwestern  24a 
NovaCare21e 

NovaCare  Employee  Svcs.  21e 


Novell  18c 
Nucor16b 
NVR13b 

a 

Oakwood  Homes  13b 
Occidental  Pet.  11a 
OfficeMax  8 
OGE  Energy  24a 
Ohio  Casualty  17b 
Old  Kent  Financial  3b 
Old  Republic  IntL  17b 
Omnicare  12a 
Oneok  24b 
Oracle  18c 
Owens  &  Minor  1 2d 
Owens  Corning  13a 


Paccar  2a 

Pacific  Century  Fin.  3d 
PaineWebber  Group  17a 
Pall  5 

Parametric  Technology  18c 

Par1(  Place  Entertainment  14b 

Parker  Hannifin  15a 

Paychex21e 

Payless  ShoeSource  8 

PECO  Energy  24a 

Penn  Traffic  10c 

Penney  (J.C.)  8 

Pentair15c 

Peoples  Energy  24b 

PeopleSoft  18c 

Pep  Boys  8 

PepsiCo  6c 

Pertormance  Food  10a 
Perkin-ElmerOc 
Petsmart  8 
Pfizer  12b 
PG&E  24a 
Phar-Mor12a 
Pharmacia  &  Upjohn  12b 
Phelps  Dodge  16c 
Philip  Monris  6e 
Phillips  Petroleum  11a 
Phillips-Van  Heusen  6a 
Pier  1  Imports  6b 
Pilgrim's  Pride  10b 
Pinnacle  West  24a 
Pioneer-Standard  21b 
Pitney  Bowes  18a 
Pittston  BAX  Group  23c 
Pittston  Brink's  Group  21  e 
PNC  Bank  3a 
Polaris  Industries  14d 
Polaroid  14d 
Polo  Ralph  Lauren  6a 
Potlatch  19b 
Potomac  Electric  24a 
PP&L  Resources  24a 
PPG  Industries  13a 
Praxair  4 

Precision  Castparts  1 
Premark  Intl.  5 
Primedia  20b 
Procter  &  Gamble  6d 
Progressive  17b 
Provident  17b 
PS  Co.  of  New  Mexico  24a 
PSSWorld  Medical  21b 
Public  Service  Ent.  24a 
Pulte13b 

o 

Quaker  Oats  10b 
Qua  loom  m  9b 
Quantum  18b 
Quest  Diagnostics  12c 
Quintiles  Transnational  21e 
Quorum  Health  Group  12c 
Qwest  Communications  22a 


a 

Ralston  Purma  10b 
Raychem  9a 

Raymond  James  Finl.  17a 
Rayonier  19a 
Raytheon  9b 
Reader's  Digest  20b 
Reebok  International  6a 
Regions  Financial  3c 
Reliance  Group  17b 
Reliant  Energy  24a 
ReliaStar  Financial  17b 
Reltec  22a 

Republic  Industries  21e 
Republic  New 'Cork  3a 
Republic  Services  21c 
Revlon  6d 

Reynolds  &  Reynolds  18a 
Reynolds  Metals  16a 
Richfood  Holdings  10a 
Rite  Aid  12a 
RJR  Nabisco  6e 
Roadway  Express  23d 
Robert  Half  International  21e 
Rochester  G&E  24a 
Rock-Ienn  7b 
Rockwell  International  9a 
Rohm  &  Haas  4 
Ross  Stores  8 
Rouge  Industries  16b 
Royal  Caribbean  Cruises  14d 
RPM13a 
Rubbermaid  15a 
Ruddick  10c 
Russell  6a 
Ryder  System  23c 
RyersonTull21b 
Ryland  Group  13b 

Ol 

SABRE  Group  Holdings  18c 
Safeco  17b 
Safety-Kleen  21c 
Safeway  10c 
Saks  8 
Sanmina  9d 
Sara  Lee  10b 

SBC  Communications  22b 
Scana  24a 
Schering-Plough  12b 
Schlumberger  lib 
Scholastic  20b 
Schulman  (A.)  4 
Schwab  (Charles)  17a 
SCI  Systems  9d 
Scientific-Atlanta  22a 
Scripps  (E.W)  20b 
Seagate  Technology  18b 
Sealed  Air  15a 
Sears,  Roebuck  8 
Sempra  Energy  24b 
Sensormatic  Electronics  9b 
Service  Corp.  IntI  21e 
ServiceMaster  21e 
Shaw  Industries  15d 
Sherwin-Williams  13a 
Sierra  Health  Services  12c 
Silgan  Holdings  7a 
Silicon  Graphics  18b 
SLM  Holding  17a 
Smith  International  lib 
Smithfield  Foods  10b 
Smurfit-Stone  Container  7h 
Snap-on  15b 
Solectron  9d 
Solutia  4 
Sonat  24b 
Sonoco  Products  7b 
Southdown  13a 
Southern  24a 
Southland  10c 
SouthTrust  3c 
Southwest  Airlines  23a 
Sports  Authority  8 


Springs  Industries  15d 
Sprint  (EON  Group)  22a 
Sprint  PCS  Group  22a 
St.  Paul  17b 
StaffMark21e 
Stage  Stores  8 
Standard  Commercial  6e 
Standard  Pacific  13b 
Standard  Products  2b 
Standard  Register  18a 
Stanley  Works  15b 
Staples  8 
Starbucks  10b 

Starwood  Hotels  &  Resorts  13b 

State  Street  3a 

Steelcase  18a 

Stewart  &  Stevenson  15c 

Stone  &  Webster  21a 

Storage  Technology  18b 

Stryker12d 

Summit  Bancorp.  3a 

Sun  Microsystems  18b 

Sundstrand  1 

Sunoco  11a 

SunTrust  Banks  3c 

Supermarkets  Gen.  10c 

Supervalu  10a 

Sybron  International  12d 

Synovus  Financial  3c 

Sysco  10a 


Talbots  8 
TCF  Financial  17c 
Tech  Data  18a 
Teco  Energy  24a 
Tecumseh  Products  13a 
Tektronix  9c 

Telephone  &  Data  Sys.  22a 
Tellabs  22a 
Temple-Inland  7b 
Tenet  Healthcare  12c 
Tenneco  5 
Teradyne  9c 
Terra  Inds.  4 
Tesoro  Petroleum  11a 
Texaco  11a 
Texas  Industries  16b 
Texas  Instruments  9d 
Textron  5 

Thomas  &  Belts  9d 
3Com  18c 
3M15a 
Tiffany  8 
Timberland  6a 
Time  Warner  20b 
Times  Mirror  20b 
Timken  15c 
TJX  8 

Toll  Brothers  13b 
Torchmark  17b 
Tosco  11a 

Tower  Automotive  15a 
Toys'R'  Us  8 
Transamerica  17b 
Transocean  Offshore  lib 
Travelers  Property  Casualty  1 7b 
Tribune  20b 

Tricon  Global  Restaurants  14a 
Trinity  Industries  23c 
TRW  5 

Tupperware  15a 
Tyco  Intl.  15c 
Tyson  Foods  10b 

El 

U.S.  Bancorp  3b 
U.S.  Cellular  22a 
U.S.  Filter  15c 
U.S.  Foodservice  10a 
U.S.  Home  13b 
U.S.  Industries  5 
U.S.  Office  Products  8 
UAL  23a 


UGI  24b 

Ultramar  Diamond  Shamrock  1 1  a 

Unicom  24a 

Unifi  15d 

Union  Camp  19b 

Union  Carbide  4 

Union  Pacific  23b 

Union  Pacific  Resources  11a 

Union  Planters  3c 

UnionBanCal  3d 

Unisource  Worldwide  21b 

Unisys  18b 

United  Stationers  21b 

United  Technologies  1 

Unitrin17b 

Universal  6e 

Universal  Forest  Products  19a 
Unocal  11a 
Unova  15c 
UNUM17b 

US  Airways  Group  23a 
US  West  22b 
USA  Networks  20a 
USEC4 

USFreightways  23d 
USG  13a 
UST6e 

USX-Marathonlla 
USX-U.S.  Steel  16b 
UtiliCorp  United  24a 

a 

Valero  Energy  11a 
Valhi  5 
Valspar  13a 
Value  City  8 
Vanstar  18c 
Varian  Associates  9b 
Vastar Resources  11a 
Venator  Group  8 
VF6a 
Viad5 

Vishay  Intertechnology  9d 
Vlasic  Foods  IntL  10b 
Volt  Info.  Sciences  21e 
Vulcan  Materials  13a 

o 

Wabash  National  2b 
Wachovia  3c 
Wal-Mart  Stores  8 
Walgreen  12a 
Wallace  Computer  18a 
Walter  Industries  16b 
Warner-Lambert  12b 
Washington  Gas  Light  24b 
Washington  Mutual  17c 
Washington  Post  20b 
Webb  (Del)  13b 
Weirton  Steel  16b 
WeisMarltets  10c 
Wells  Fargo  3b 
Western  Digital  18b 
Western  Resources  24a 
Westvaco  19b 
Weyerhaeuser  19b 
Whirlpool  6b 
Whitman  5 
WHX16b 
Wicor  24b 

Willamette  Industnes  19b 
Williams  24b 
Winn-Dixie  Stores  10c 
Wisconsin  Energy  24a 
Witco4 

World  Color  Press  21  d 
Worthington  Inds.  16b 
Wrigley(Wm.)Jr10b 


Xerox  18b 
Yellow  23d 
ZaIeB 

Ziff-Davis  20b 
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EQUITIES 


BIG  CAPS, 
BIG  EDGE 


Virtually  every  foreseeable  trend  favors  large  companies 


For  foiu'  yeai"s  in  a  row,  Wall  Street 
puntlits  have  resolutely  made  the 
same  New  Year's  prediction: 
Small-cap  stocks  will  outperform 
blue  chips  over  the  coming  12  months. 
Each  time,  they  have  been  wrong,  but 
that  hasn't  stopped  them  from  making 
the  same  forecast  again  this  year.  Then- 
argument  is  simple:  Small  caps  have 
lagged  beliind  the  large  caps  for  so  long 
that  they  have  become  liistoncaUy  cheap 
in  comparison.  And,  they  say,  such  dis- 
parities in  valuations  usually  don't  last 
veiy  long. 

But  the  small-cap  bulls  may  be  sore- 
ly disappointed.  Investors  have  latched 
on  to  big  stocks  since  early  1994,  and  it 
is  not  a  fad.  The  powerful  economic 
forces  such  as  disinflation,  globaliza- 
tion, and  profits  growth  that  made 
large  caps  big  winners  are  still  firmly 
in  place.  "Sure,  the  valuation  di- 
chotomies are  massive,  but  the  world 
has  changed  [and]  the  power  of  scale 
has  gTown  increasingly  important,"  says 
Beth  F.  Terrana,  portfolio  manager  of 
the  .$11  billion  Fidelity  Fund,  who  has 
86%  of  the  fund's  assets  in  large-cap 
stocks. 

POOR  START.  For  investors  in  small 
cajjs,  the  last  five  years  have  been  fms- 
trating.  Tliey  made  money,  but  nowhere 
near  what  they  could  have  made  by  in- 
vesting in  large-cap  stocks  (chart).  In 
1994,  the  Russell  2000,  a  widely  fol- 
lowed index  of  small-cap  stocks,  trailed 
the  large-cap-dominated  Standard  & 
Poor's  .500-stock  index  by  about  three 
percentage  points,  a  lag  that  kicked  off 
the  recent  era  of  underachievement. 
Last  year,  that  performance  gap  was  a 
yawning  31  percentage  points — and  the 
results  so  far  this  year  are  not  encour- 
aging. For  the  fii'st  seven  weeks  of  1999, 
the  Russell  was  down  7.7%  while  the 
s&P  was  flat. 

Are  the  small  caps  just  going 
through  a  prolonged  down  cycle?  After 
all,  they  trounced  big  stocks  in  the  ear- 
ly 1990s.  For  some  seven  decades, 
small-cap  stocks  earned  an  12.4%  aver- 
age annual  return,  vs.  11.2%  for  lai-ge 


caps,  according  to  Ibbotson  Associates 
in  Chicago.  And  the  law  of  numbers 
suggests  that  small  caps  could  offer 
investors  far  more  growth  potential 
than  companies  that  have  already 
gi'own  quite  large. 

That's  theory.  The  facts,  at  least 
those  of  the  last  few  years,  show  that 
big  is  beautiful.  In  1998,  for  instance, 
the  largest  25  stocks  in  the  S&P  soo 
accoimted  for  63%'  of  the  index's  28.6*7^ 
gain  and  the  100  largest  ac- 
counted for  99%.  It  hasn't  hurt  /ff^ 
that  in  each  of  the  last  three  /tf. 
years,  economists  have  fore- 
cast slower    growth  for  the 
economy.  So  investors  continued 
to  buy  the    stock  of  the  bigger, 
more  established  companies  and  to 
shun  the  scrappier  and  ever-cheaper 
small  caps. 

The  trend  favoring  the  giants  is 
not  likely  to  change  soon,  and  the 
reason  is  profits.  The  superior  per- 
foiTnance  of  large  caps  has  been  dri- 
ven by  their  ability  to  generate 
high,  sustained  profit  growth,  says 
Wharton  School  finance  Professor 
Jeremy  J.  Siegel.  He  calculates  that 
in  the  last  five  years,  the  average 
earnings  growth  of  the  nation's  30 
largest  companies  has  been  19.5%  , 
vs.  just  11.6%  for  all 
the  companies  in  the  -  ■v^i'sas^rm.^- 
s&P  index.  Compara- 
ble growth  for  the  Russell  2000  is  less 
than  10%'.  "As  long  as  the  top  earn- 
ings gi'owth  is  concentrated  in  the  big- 
cap  companies,  their  momentum  will 
continue,"  says  Siegel. 

The  profits  being  generated  by  the 
nation's  top  companies  are  exti'aordi- 
nary  by  historical  standards,  helping  to 
explain  why  investors  ai'e  paying  record 
prices  for  many  of  those  stocks.  Duinng 
the  large-cap  bull  market  of  the  late 
1960s  and  early  1970s,  the  gi-owth  rates 
of  the  earnings  of  then-market  leaders 
General  Motors,  AT&T,  and  Exxon  scored 
only  thi'ee  percentage  points  higher  than 
the  rest  of  the  market,  according  to 
Siegel. 


The  ability  of  some  large  com 
to  generate  high  profit  growth.  .'^ 
fluke.  Many  of  the  market's  b  ; 
winners  are  in  two  fast-gTOwing 
tries:  technology  and  pharmacei 
They've  skillfully  adapted  to 
change  and  have  used  their  em 
financial  clout  and  richly  valued- 
to  buy  smaller  companies  with  p 
ing  new  products  and  undercuK 
petitors  on  price.  That's  not  all.  ?) 
these  companies — like  Microsoft  i 
and  Pfizer — are  stars  on  a  global ;i 
not  just  the  U.S.  So  foreign  in\^ 
want  to  own  them  as  well.  That 
their  prices  even  higher.  Are 
stocks  now  ovei"priced?  Not  nece;; 
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The  ability  of  some  large  companies  to 
pump  out  higher  and  higher  rates  of  profit 
growth  is  no  fluke 


Siegel:  "These  companies  are  in 
iturated  markets  with  unhmited 
itial  for  gi'owth." 

e  big  boys  are  also  the  biggest 
iciaries  of  low  inflation.  In  an  econ- 
where  companies  have  little  or  no 
ig  power,  these  world-class  play- 
ave  gi-eater  ability  to  control  costs 

small  companies.  For  example, 
r  companies  can  more  easily 
ig-arm  suppliers  into  lowering 
s,  while  smaller  customers  may 

too  little  clout  with  the  suppliers 
an  on  them  hard.  That's  not  all. 
11  companies,"  says  Thomas  M.  Mc- 
is,  a  portfolio  strategist  at  Na- 
Banc  Montgomery  Secuiities  LLC, 
1  lack  the  piicing  power  they  need 
est  revenues." 


A  lack  of  pricing  power 
would  obviously  hurt  small 
caps  if  the  economy  were  to 
slow  down.  And  if  the  econo- 
my were  to  go  into  recession, 
small  caps  would  take  an  even 
nastier  hit  than  the  big  stocks. 
However,  coming  out  of  reces- 
sion, the  small  stocks  tend  to 
outperform  the  bigger  compa- 
nies, says  Roger  G.  Ibbotson, 
chairman  of  the  investment  re- 
search fb-m  that  bears  his  name. 
Indeed,  in  1991,  the  Russell  2000 
surged  46%,  leaving  the  s&p  500, 
which  gained  only  30.5%,  in  the 
dust. 

The  large-cap  stocks  are  also 
being  propelled  by  momentum  in 
the  stock  market.  Watching  the 
success  of  the  s&P  500,  investors 
are  flocking  to  s&P  index  funds, 
pushing  billions  of  dollars  into  the 
same  large-cap  winners.  The  cash 
flowing  into  mutual  funds  that  hold 
stakes  in  small  companies,  by  con- 
trast, fell  74%'  last  year  from  the 
level  of  1997,  according  to  Financial 
Research  Corp.  Some  large  invest- 
ment firms  have  also  pulled  back 
from  small  caps.  Fidelity  Invest- 
ments, for  example,  has  just  seven 
of  its  153  domestic-equity  fund  man- 
agers and  analysts  following  small 
caps  on  a  full-time  basis. 

Another  reason  that  institutional 
O   investors  are  shying  away  from 
small  caps  has  to  do 
with  problems  execut- 


ing trades  on  the  nasdaq  mai'ket,  where 
most  of  the  small  companies  trade.  Lee 
Kopp,  president  of  small-cap  specialist 
Kopp  Investment  Advisors  Inc.  in  Edi- 
na,  Minn.,  says  that  nasdaq  market  re- 
forms in  recent  years  have  resulted  in 
fewer  fiiTns  making  mai'kets  in  small-cap 
stocks.  This  void  has  reduced  the  liq- 
uidity of  small  stocks,  making  it  more 
difficult  to  execute  institutional-size 
trades  without  adversely  affecting  the 
stock  price.  "Trying  to  buy  just  50,000 
shares  of  a  company  can  easily  push 
the  price  up  50(?,"  Kopp  says.  He  also 
complains  that  the  frenzied  trading  in 
Internet  stocks  during  the  past  year 
has  made  the  entire  small-cap  sector 
more  volatOe,  with  the  headlines  tending 
to  scare  off  many  would-be  investors. 

Still,  while  smaller  stocks  are  cheap 
relative  to  large  stocks,  they  are  not 
cheap  when  viewed  fi'om  the  perspec- 
tive of  their  historical  perfoi'mance,  ac- 
cording to  Andrew  Engel,  senior  re- 
seai'ch  analyst  at  Leuthold  Group.  Engel 
estimates  that  small  caps  are  trading 
at  an  average  price-earnings  ratio  of 
17.1,  well  above  then*  long-terai  average 
of  13.9. 

Eventually,  small-cap  stocks  may  get 
their  due.  Right  now,  however,  econom- 
ic and  market  conditions  clearly  favor 
the  lai'ge  companies.  Investors  who  have 
piled  into  large-cap  stocks  or  mutual 
fimds  that  own  them  will  continue  do  a 
lot  better  than  those  who  pin  their 
hopes  on  the  small  fry. 

By  Geoffrey  Smith 
in  Boston 


SMALL  CAP  VS.  LARGE  CAP:  THE  RECENT  HISTORY 


TOTAL  RETURN* 

RUSSELL  2000     ■  S&P  500 


▲  PERCENT 


■94        '95         '96        '97  '98 
♦INCLUDES  REINVESTMENT  OF  DIVIDENDS 

DATA:  FIDELITY  INVESTMENTS,  MORNINGSTAR  INC. 
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REAL  ESTATE 


A  REIT  MOGUL 
IN  A  FINE  MESS 

Bill  Sanders'  real  estate  colossus  is  suddenly  vulnerable 


To  William  D.  Sanders,  home  is  a 
parchefl,  windswept  New  Mexico 
ranch  that  extends  over  125  sciuai-e 
miles  beneath  the  Sangi-e  de  Cluis- 
to  mountains — a  world  away  fi-om  the 
clamor  of  the  real  estate  industry,  which 
in  some  ways  he  has  dominated  for  the 
past  28  years.  The  white-hau-ed,  denim- 
clad  entrepreneur  is  patrolling  his 
rugged,  high-deseit  spread  from  the  front 
seat  of  a  wliite  Ford  pickup.  "What  is 
gi'eat  about  tliis  place,"  says  the  Texas 
native,  his  ch-awl  ei-ased  by  decades  spent 
traveling  between  cities  such  as  Chicago 
and  London,  where  he  erected  compa- 
nies, "is  that  you  can  think." 

These  days  Bill  Sanders  has  plenty 
to  think  about.  His  .$20  billion  real  es- 
tate empire,  the  biggest  and  most  com- 
plex in  the  country,  is  in  serious  trou- 
ble. There's  even  a  risk  it  might  be 
dismembered. 


That  would  be  an  enonnous  comedown 
for-  a  man  who  is  widely  regarded  in  the 
industiy  as  the  foremost  visionary  be- 
hind the  decade's  boom  in  real  estate  in- 
vestment tnists.  "He  is  the  senior  states- 
man of  our  industry," 
says  Mortimer  Zucker- 
man,  CEO  of  office  REIT 
Boston  Properties.  Be- 
yond the  clubby  real 
estate  world,  though, 
the  reclusive  Sanders 
is  Uttle  known.  His  ex- 
tensive talk  with  BUSI- 
NESS WEEK  over  sever- 
al months  was  the  ftrst 
in  years. 

Sanders'  longtime 
goal  has  been  to  ex- 
tend his  reach  across 
the  globe — building  a 
multifaceted  family  of 


TRAILING  THE  PACK 


MORGAN  STANLEY 
REIT  INDEX 


JAN  2,  '98  IAN.  29,  99 

•  INDEX:  JAN.  2,  '98=100 

DATA:  BLOOMBERG  FINANCIAL  MARKETS 


SANDERS:  Looking  to  hH 
the  Fidelity  of  real  estie 

giant  real  estate  oper  jr 
companies,  supported  f 
services  gi'oup,  real  esta  i 
vestment  banldng,  consun 
and  research.  It  also  - 
to  become  the  Fidelity  ( 
industry,  rolling  out  a  i 
of  real  estate  investmeii 
hides  and  mutual  A 
"There  is  no  analogy  ti 
this,"  says  Craig  Leupo; 
Green  Street  Advisors,  t 
wants  to  be  the  one-{ 
shop  for  real  estate  inve;) 
worldwide." 

But  over  the  past  ; 
the  foimdation  of  his  coli 
empu-e  has  suffered  a  I 
downdraft,  because  of  a 
market  that  has  dam; 
most  real  estate  equities, 
major  reason:  With  reai' 
tate  at  the  top  of  the  ( 
investors  fear  commc 
real  estate  is  headed  s( 
The  keiretsu-]ike  charact* 
Sanders'  operation  has  severely  c 
pounded  the  problem  (chart).  Cash- 
gi'owfth  at  Security  Capital  Group 
the  hub  that  controls  17  sepai-ate 
panies,  which  in  tui-n  own  everytl 
from  luxury  hotels  to  pai'king  gara 
nosedived  to  7%  from  20%  in  1997. 
"CANT  BE  WRONG."  That  has  pushed 
cuiity  Capital's  stock  down  to  60%  be 
the  price  it  fetched  at  its  1997  ini 
public  offering  and  40%  below  its  ( 
breakup  value.  If  that  price  doesn't  i 
analysts  believe  shai-eholders  could 
mand,  and  get,  a  partial  liquidat 
Sandere  admits  that  foi-  his  grovrth  st 
egy  to  work,  "we  need  to  trade  at  k 
net  asset  value  or  a  shght  premiimi.' 

Some  months  back,  at  his  small  he 
quarters  off  the  historic  plaza  in  Sa 
Fe,  Sanders  walks  into  a  meeting  rc 
decorated  with  c 
tmies-old  Navajo  bl 
kets.  He's  quick 
wi-ite  off  the  underj 
formance  as  a  tern 
rary  phenomenon.  "1 
is  not  a  collection  of 
sets — we  are  build 
I'eal  companies,"  he 
sists  in  an  emph; 
staccato  tone,  while 
two  top  olBcei-s  begi 
detailed  shde  show 
plaining  how  Secui 
Capital  is  creating  a 
riety  of  new  enterpri 
in  sector's  ranging  fr 
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If  Sanders  doesn't  soon  shore  up  Security  Capital's 
market  value,  shareholders  may  force  him  to  liquidate 


ted-living  centers  to  neighborhood 
I.  "We  can't  be  wrong,"  says  Sandere, 
ng  intently  through  horn-rinimed 
es.  "It  just  makes  too  much  sense." 
an  industiy  populated  with  brash 
nakers,  Sanders  is  an  oddity.  Wliat 
es  liim  ai-e  not  deals,  but  spotting 
Is  and  inefficiencies,  and  plotting 
irate  strategies  to  exploit  them.  For 
,  of  his  career,  he  has  been  very 
.  At  the  age  of  28,  he  foimded  Chica- 
La  Salle  Partners,  building  it 
one  of  the  coimtiy's  preeminent 
estate-advisoiy  and  asset-man- 
lent  fii-ms. 

len  in  1989,  at  the  peak  of  the 
real  estate  boom,  he  sold  out, 
inced  there  had  to  be  a  funda- 
;al  shift  in  real  estate  from  pri- 
to  public  ownei'ship.  Since  1991, 
I  Sanders  statted  over  in  Santa 


turns  have  evaporated,  investors  have 
started  complaining  about  another  issue 
they  used  to  gloss  over.  Secmity  Capital 
is  a  complex  animal,  and  its  offspring 
have  fau'ly  incestuous  relationships.  Last 
summer's  marriage  of  Security  Capital 
Atlantic  and  Secmity  Caj^ital  Pacific  to 
fonu  the  newly  named  Ai'chstone,  in  pai- 
ticular,  was  not  well  received.  At  the 
time.  Pacific  was  soaiing;  Atlantic  wasn't. 
But  both  companies  were  valued  equally. 

SANDERS'  REIT  EMPIRE"^ 

SECURITY  CAPITAL  GROUP 

Parent  holding  company's  services: 
veyiture  capital,  i7ivestment  banking, 
asset-management  research 


REAL  ESTATE  INVESTMENT  TRUSTS 


t'ne  public  real  estate  market  nnmnmp  Tm.cT  i  >.,,€•  u  nr-.-r 
exploded  in  size  fi-om  $9  billion     P^^^A^'S largest  U.S.  warehou^^^^^ 


57  billion.  His  fii"st  investment,  a 
million  REIT  called  Property 
t  of  America,  has  evolved  into 
istone  Communities,  a  national 
tment  giant  with  $5  billion  in 
-s.  In  1993,  he  launched  Prologis, 
irehouse  reit.  It  now  has  $4.3 
in  in  assets  and  is  by  far  the 
sst  such  entity  in  the  U.  S. 
COMPLAINTS.  Unfortimately,  in- 
3rs  these  days  hate  real  estate. 
)ite  the  solid  cash  flow  of  reits,  ' 
KEiT  index  fell  by  23%  in  1998,  A^sisted-lmng  chain 


ARCHSTONE  COMMUNITIES  TRUST  Second-largest 
U.S.  apartment  REIT. 

SC  U.S.  REALTY  (a  public  company).  Owns 
CarrAmerica,  an  office  giant;  Storage  USA,  a 
self-storage  REIT;  and  five  other  REITs. 


REAL  ESTATE  COMPANIES 


HOMESTEAD  VILLAGE  Large  national  extended-stay 
lodging  company. 


EUROPEAN  REALTY  Owns  controlling  stakes  m  five 


STRATEGIC  HOTEL  CAPITAL  Luxury  hotel  group. 


nclucUng  dividends,  and  has  gone 

lere  since.  This  has  slowed  the  ,,  ^  ,    ^  ^ 

rth  of  all  REITS,  which  are  re-  ^^'^^^^J^^^^J'^^P^^^^^^^^^ 
2d  by  law  to  pay  out  most  of 
•  eaiTiings  in  dividends  and  fre- 
itly  need  to  raise  monev  to  ftmd 
Ah. 

ut  Secmity  Capital's  structui-e 
erbates  the  problem.  Security      '."l^^^^A    PC^^^^L^^*^  _^!°^A^°lP'i'^^^ 

SC  US  REAL  ESTATE  SHARES  and  SC  EUROPEAN  REAL 
ESTATE  SHARES  Mutual  funds. 


INVESTMENT  FUNDS 


SC  PREFERRED  GROWTH  Opportunity  fund  that 


ital  Group  itself  is  not  a  REIT 
a  leveraged  play  on  the  gi'owth 
le  public  real  estate  market.  Se- 
.y  Capital  owns  no  property  di- 
y.  Through  its  offspring,  though, 
IS  a  stake  in  every  major  sector  of 
property  market.  Not  only  are  the 
lencl  and  asset-value  gTowth  of  those 
srlying  investors  now  slowing  but 
company  is  unable  to  take  public  any 
le  new  companies  it  has  been  incu- 
ag.  Nor  can  it  raise  money  for  its 
ual-fund  business  or  earn  fee  income 
1  its  offspring  by  raising  money  for 
n. 

-s  Security  Capital's  once-stellar  re- 


*  Major  properties  data  security  capital  GROUP 


Pacific  shareholders  giiped  that  Sanders 
bailed  out  a  loser  vdth  a  winner  at  then- 
expense. 

Sanders,  who  defends  the  deal,  claims 
he  had  notliing  to  do  with  the  pricing 
because  it  was  decided  by  the  individual 
boards.  But  he  is  iiislihig  to  improve  liis 
companies'  communications,  which  he 
gi-ades  an  F-.  The  top  managers  at  Se- 
cmity Capital  admit  they  have  been  so 
focused  on  executing  then-  master  plan 


and  not  giving  away  secrets  that  they 
have  not  done  an  adeciuate  job  explaining 
how  the  company  works.  Not  only  has 
the  top  team  at  Secmity  Capital  evaded 
the  press  but  its  members  rarely  ad- 
dress real  estate  conferences.  Worst  of 
all,  the  company's  disclosui'e  has  been 
weak. 

There  ai'e  signs  Sanders  may  be  get- 
ting ready  to  make  more  dramatic 
moves,  such  as  selling  one  of  Ms  comj^a- 
nies  to  buy  back  some  depressed 
shares.  But  the  question  is  whether 
tliis  will  come  soon  enough  to  reas- 
sure investors.  In  1997,  Security 
Capital  was  sold  to  the  public  as  a 
gi'owth  stock.  With  several  of  the 
core  sti'ategies  behind  that  gi'owth 
now  disabled,  the  company  looks  like 
a  closed-end  real  estate  mutual  fimd 
with  a  very  high  cost  structure. 
Closed-end  fimds  tyjjically  trade  at 
big  discounts.  Investors  may  not 
have  the  patience  to  wait  for  an  up- 
tmn.  "His  priority  absolutely  has  to 
be  closing  the  gap  between  the  mai- 
ket  value  and  the  asset  value  of  the 
company,"  says  Eric  I.  Hemel,  an 
analyst  at  Menill  Lynch  &  Co. 

If  that  gap  is  not  closed  over  the 
next  6  to  12  months,  Sanders  could 
be  forced  to  take  more  du'e  steps. 
More  than  70%  of  Secmity  Capital's 
assets,  and  50%  of  SC  US  Realty's 
assets  are  public  companies.  That 
means  it  is  veiy  easy  for  sharehold- 
ers to  add  up  the  sum  of  the  parts 
and  conclude  the  best  way  to  get 
then-  money  back  would  be  to  liqui- 
date the  company. 

One  thing  that  should  not  be  un- 
_     derestimated,  however,  is  Sanders' 
dedication  to  making  this  company 
work.  As  Ms  piclaip  travels  the  diit 
tracks  of  his  ranch,  he  points  out 
the  former  house  of  a  gTandson  of  a 
homesteader  named  Doffett  who 
owned  the  1,000  acres.  "I  schmoozed 
with  him  for  five  years,"  Sanders 
says,  "helped  liim  bring  in  Ms  cattle 
on  weekends.  He  didn't  sell  mitil  I  found 
him  a  replacement  ranch  halfway  to 
Odessa,  Tex."  It  took  81  transactions 
over  20  years  to  patch  together  the 
spread.  Wliy  did  it  have  to  be  tMs  big? 
"It  was  my  mission,"  he  says  simply. 

But  life  may  be  simpler  on  the  range. 
For  now,  Sanders'  cm-rent  dream  seems 
as  di-y  as  his  parched  spread. 

By  Kathleen  Morris 
in  Santa  Fe 
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By  Mike  McNamee 

WHAT  COULD  BURST  THE  NET'S  MERGER  BUBBLE 


For  Wall  Street  and  Silicon  Valley, 
it's  bubbly  time.  Dealmakers  are 
breaking  out  the  champagne  for 
a  merger  boom  that's  inflating  the 
value  of  every  stock  that  can  tack  a 
dot-com  onto  its  name.  This  stock- 
swapping  exuberance  is  rendering 
meaningless  all  standard  measures  of 
value.  Take  GeoCities:  Although  the 
Internet  Web-site  host  loses  money, 
it's  worth  $2.9  billion  to  acquirer  Ya- 
hoo! Inc. — largely  because  Yahoo! 
can  pay  with  the  cheap  cun-ency  of 
its  own  soaring  shares. 

Up  in  Nomalk,  Conn., 
though,  accoun- 
tants are  sharpen- 
ing the  pencils  that 
could  burst  this  In- 
ternet bubble.  The 
Financial  Accounting 
Standards  Board  wants 
to  do  away  with  pooling 
of  interests,  the  book- 
keeping tactic  that  al- 
lows acquirer-s  to 
record  a  target's  as- 
sets at  book  value  in- 
stead of  the  far 
higher  piuxhase 
price.  Without 
pooling,  such  tech 
deals  as  America 
Online's  $4.2  bilhon 
acquisition  of  Netscape  Communica- 
tions probably  wouldn't  have  been 
possible.  Between  the  refoi'ms  that 
FASB  will  polish  up  later  this  year  and 
the  cmrent  crackdown  by  the  Securi- 
ties &  Exchange  Commission  on 
merger  wj-ite-offs,  dealmakers  are 
facing  a  two-pronged  assault  on  their 
high-priced  bidding  spree. 
BLUNDER  BUNTING.  Regulators  need 
to  tr-ead  carefully.  Standard  account- 
ing has  fallen  behind  the  needs  of 
the  high-tech  economy,  and  careless 
reforms  could  set  up  roadblocks  to 
valuable  deals.  But  the  case  against 
pooling  is  clear:  Regulators  should 
wipe  out  this  accounting  haven  that 
allows  managers  to  hide  overpriced 
deals  and  othei-  blunders  from  in- 
vestors forever. 

Pooling  lets  companies  that  merge 
through  a  stock  swap  combine  their 
books  just  as  if  they  have  always 
been  one  business.  The  acquired  as- 


sets are  recorded  on  the  new  balance 
sheet  at  book  value — not  the  pur- 
chase price.  "The  concept  is  that 
they're  twins  separated  at  birth — the 
merger  just  puts  them  back  togeth- 
er," explains  fasb  senior  project 
manager  L.  Todd  Johnson.  The 
merger  j^remium  simply  disappears. 

Although  extreme,  the  GeoCities 
deal  illusti'ates  the  problem.  Last 
Sept.  30,  GeoCities  had  shareholder 
equity  of  $103.3  million.  That's  a 
book  value  of  only  $3.28  a  share,  vs. 


the  $93  that  Yahoo  !'s 


bid  is  now  worth. 
If  Yahoo!  succeeds  in 
booking  the  deal  as  a  pooling, 
it'll  carry  GeoCities'  assets  at  $103.3 
million — notwithstanding  that  it's  is- 
suing stock  cuirently  worth  $2.9  bil- 
lion, plus  $828  million  in  options.  Us- 
ing book  value  allows  Yahoo!  to  earn 
a  higher  return  on  assets — but  not 
through  any  management  skill. 

What  would  happen  if  Yahoo!  had 
to  use  the  alternative,  known  as  pur- 
chase accounting?  Its  assets  would 

JUMPING  INTO  THE  POOL 


▲  BILLIONS  OF  OOLt;\RS 

DATA;  SECURITIES  DATA  CO. 


shoot  up  by  $2.9  billion,  so  its  retui' 
would  plummet.  More  important,  $2 
billion  of  those  assets  would  be 
booked  as  goodwill,  which  would 
have  to  be  written  off  against  earn- 
ings. Even  with  a  40-year  wiite-off, 
that's  an  8?-a-share  quarterly  drain 
on  a  company  that  earned  only  10.5 
a  share  (adjusted  for  splits)  in  its 
best  quarter  evei'.  So  it's  little  won- 
der that  the  use  of  pooling  is 
soaring  (chart). 
CONTORTIONS.  FASB  wants  eveiyonc 
out  of  the  pool.  Accountants  say  th 
pooling  distorts  business  decisions, 
favoring  mergers  over  internal  in- 
vestment and  stock 
swaps  over  cash  pm-- 
chases.  They  also  don 
like  the  way  compan: 
contort  themselves  t 
qualify  for  pooling 
treatment.  Indeed, 
the  SEC  has  recentl 
stiTick  down  some 
pooling  deals,  forci 
the  acquirers  to 
book  goodwill 
retroactively. 

Technology  indi 
tries  insist  that  th 
need  pooling  because  today's  ac 
counting  standards  don't  capture  tl 
assets  that  matter  in  their  world: 
technological  savvy,  employee  skills 
customer  loyalty.  Accountants  are 
scrambling  to  fill  that  void.  Re- 
searchers at  the  Brookings  Institu- 
tion and  the  Wharton  School  ai-e 
studying  ways  to  value  such  intanj 
ble  assets  as  patents,  brands,  and 
share  of  the  Internet  market.  And 
FASB  hopes  to  incorporate  better 
measui'es  of  intangibles  into  future 
merger  niles. 

But  pooling  isn't  the  answer.  It 
doesn't  help  anyone  figure  out  the 
value  of  intangibles — it  just  keeps 
them  off  the  book.  Perhaps  the  bo( 
isn't  a  bubble,  and  these  deals  are 
really  bargains.  If  so,  Internet  enti 
preneurs  don't  need  accounting  tri( 
such  as  pooling  to  justify  their  spr 
And  if  the  deals  are  blowing  up  a 
bubble — well,  sharpen  those  pencil 

McNamee  writes  on  merger  regi 
lations  from  Washington. 
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BY  GENE  G.  MARCIAL 

SOMETHING  SET  TO 
CLICK  AT  POLAROID? 

Shares  of  Polaroid  (prd)  have  been 
going  the  wTong  way  in  this  bull 
mai-ket:  From  a  52-\veek  liigh  of  4TAn  on 
Feb.  23,  1998,  the  stock  tiunbled  to  19 
on  Feb.  19,  1999.  Stagnant  top-line 
gi'owth  plus  an  unexpected  operating- 
loss  in  the  foui'th  quarter  of  1998 
prompted  several  analysts  to  cut  theii- 
1999  eaiTiings  estimates.  With  the  stock 
so  low,  si:)eculation  about  a  merger  has 
swii'led. 

RIPE  FOR  SOME  Some  Polaroid 
DEVELOPMENT       observers  think 

  that    a  hostile 

I  takeover  would 

35I   be  difficult  to  pull 

I  oft— but  that  Po- 

30 ft  -- ;      laroid    may  be 

IM  Jk  considering  a 

25  merger   with  a 

H  ^  deep-pocketed 
l^i^      company  that 
,.        POUROIO^      could  help  it  tiu-n 
STOCK  PRICE  ai-ound. 
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a  possible  dealj, 

DATA:  BLOOMBERG  nNANClUlMARHEIS       gjjys   VeteraU  PO- 

laix)id  watcher  Pete  Enderlin,  an  analyst 
at  investment  fiiTn  Fii'st  Albany,  who 
concedes  that  mounting  a  raid  on  Po- 
laroid would  be  no  cakewalk:  To  thwait 
an  imwelcome  bid,  the  company  has  a 
poison  pill  in  place.  Wiat's  more,  '229c  of 
Polai'oid  stock  is  held  by  the  company's 
employee  stock-ownei'sliip  plan.  But  any 
i^ign  of  an  unwelcome  bidder  could  push 
Polai'oid  into  the  anns  of  a  fiiendly  pai-- 
ty,  says  Enderlin.  About  10  yeai^s  ago, 
Shamrock  Holdings,  an  investor  gi-oup 
controlled  by  Roy  Disney,  made  an  un- 
successful iim  at  Polai'oitl. 

In  a  deal,  Polaroid  could  be  worth  as 
much  as  $40  a  share,  figures  one 
strategist  at  a  New  York  investment 
bank,  \\niispers  are  that  a  giant  con- 
sumer-products company  with  tremen- 
dous marketing  clout  is  interested  in 
either  a  merger  deal  or  in  bu>ing  Po- 
laroid outright.  This  investment  strate- 
gist beheves  that,  should  the  likes  of 
rival  Fuji  Photo  Film  of  Japan  make  a 
move  to  compete  dii'ectly  with  Polai'oid 
in  the  U.  S. — or  dare  to  make  an  un- 
sohcited  bid  to  buy  the  world's  leader 
in  instant  photogi-aphy — Polai-oid  might 
eventually  decide  to  go  into  a  mar- 


riage \\ith  a  partner  of  its  own  choice. 

Meanwhile,  Enderiin  believes  that 
Polai'oid  wiU  sell  some  assets  in  a  fui"- 
ther  restnictLuing  to  streamhne  opera- 
tions and  raise  cash  for  the  new  pi-od- 
ucts  that  it  has  long  wanted  to  biing.to 
mai'ket.  He  thinks  Polai'oid  could  raise 
around  $200  million  if  it  sold  more  as- 
sets, including  a  film-manufactm'ing  plant 
in  New  Bedford,  Mass.,  and  some  i-eal 
estate.  Enderlin,  who  has  iui  "accumu- 
late" rating  on  Polaroid,  has  lowered 
his  1999  eaiTiings  estimate  from  $1.56  a 
share  to  $1.48.  Spokeswoman  Nancy 
Childs  declined  comment  on  whether 
Polaroid  is  contemplating  a  merger. 

HEINZ:  EUROPEANS 
MAY  GOBRLE  IT  UP 

Ketchup  king  H.J.  Heinz  (hnz)  is  back 
in  the  iiunor  mill:  \Vluspei"s  that  the 
Pittsbiu'gh  company  may  be  a  takeover 
target  have  reignited  interest  in  the 
stock,  which  has  jumped  from  50  to 
more  than  55  in  a  week.  A  Em'opean 
conglomerate  that  makes  consumer 
goods,  including  food,  detergent,  and 
}3ei'sonal-cai^  pi"od- 
STARTING  TO       ucts,  is  said  to  be 
BOIL  AT  LAST       holding  informal 

^-    talks  with  Heinz. 

One  New  York 
money  manager 
who  has  been  ac- 
cumulating shai'es 
says  Heinz  is 
worth  70  to  75  in 
a  buyout.  Heinz 
spokesman  Ted 
Smith  says  it  is 
company  policy 
not  to  comment 
on  mai'ket  inmore. 

Heinz  is  in  the 
midst  of  a  cost- 
cutting  chive  aimed  at  saving  $200  mil- 
lion a  yeai',  leading  to  giwrth  in  earnings 
per  shai'e  of  10'7(  to  12'7c.  Even  the  bulls 
on  Heinz  wonied  that  the  company  was  ' 
"cost-hea\y"  compared  with  its  peers, 
with  below-average  gross  margins. 
Heinz  has  also  announced  it  will  sell  its 
Weight  Watchers  International  Lmit. 

"Some  of  its  operating  units  have 
questionable  gi'owth  prospects  and  un- 
clear  strategic  importance,"  says  Teiiy 
Bivens,  a  food  analyst  at  Beai-  Steanis. 
Bivens  has  a  buy  rating  on  the  stock, 
based  on  the  belief  that  ceo  Bill  John- 
son '\\ill  succeed  in  plans  to  sptu-  better 
growth  and  propel  Heinz  into  the  top 
tier  of  U.  S.  packaged-food  companies." 


'         H.J.  HEINZ 
STOCK  PRICE 

WEEKLY  CLOSE 

AUG.  20,  '98  FEB,  17.  '99 
▲  DOLURS 

DATA  BLOOMBERG  FINANCIAL  MARKETS 


Bivens  figui-es  Heinz  will  earn  $2. 
shai'e  for  the  year  ending  on  Apr 
1999,  up  fi'om  last  yeai''s  $2.17. 

STRIDE  RITE 
STEPS  RIGHT  OUT 

Stride  Rite  (srr)  is  springing  1: 
Under  the  stewai'dsliip  of  new- 
Jim  Eskiidge,  who  was  a  key  playi 
Mattel's  turnaround,  sales  of  St 
Rite's  Keds  sneakei-s  have  revers 
five-yeai'  slide.  And  its  licensed  Toi 
Hilfiger  footw^eai',  wiiich  posted  a  pi 
loss  last  yeai',  should  be  in  the  bla( 
1999.  But  to  sustain  strong  gi^owlh, 
Menill  Ljmch's  Simantee  Nag,  S 
Rite  mtist  buy  "a  brarided  $200  m 
footweai'  company." 

If  Stride  Ride  doesn't  make  a  n 
pm'chase,  it  cotild  get  taken  over, 
money  manager  Foii'est  Mervin( 
wiio  has  been  accumulating  Stride 
shares.  "I'm  sui^piised  no  one  has  : 
lowed  up  Stride  Rite,  which  cleai 
unden-alued — a  fine  balance  sheet 
no  debt,"  says  Mei-\ine,  managin 
rector  of  investment  fii-m  Philade 
Coip.  Based  on  fimdamentals  alon( 
stock,  cLurently  at  10'^',  is  worth  ( 
shai'e,  says  Menine.  Stride  Ride,  \l 
makes  shoes 
for  children  and 
adults,  including 
Sperry  Top-Sider 
and  Levi's,  is  a 
"logical  steal"  for 
Tommy  Hilfiger,  a 
sportswear  de- 
signer and  maker, 
says  Mer\ine. 

Value  investor 
MiU'k  Boyar  says 
there  are  several 
other  companies 
that  could  be  in- 
terested in  acquii'- 
ing  Stride  Rite, 
including  Wolver- 
ine World  Wide,  a  maker  of  casusfe 
i^ugged  footwear,  and  athletic  shocfc 
er  Reebok  International.  Boyar  tk 
the  recent  weakness  in  Stride  |t 
stock  provides  another  opportuir^ 
buy  shai'es.  Analyst  Mai'gai'et  Majir 
Goldman  Sachs  expects  that  Stride  R 
will  eai-n  60c  a  shai'e  in  fiscal  19'.. 
fi'om  last  vear's  46c. 
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in  has  an  element  of  blank; 
lannot  recollect 
en  it  began  or  if  there  were 
ime  when  it  was  not. 

Emily  Dickinson 

aura  A.  McManus  is  just  one  of  the  50  million 
ericans  who  are  partly  or  totally  disabled  by 
)nic  pain.  The  27-year-old  from  Mount  Sinai, 
'.,  has  a  congenital  spine  dysfunction  that  be- 
e  debilitating  when  she  pulled  her  back  out 
ge  14.  Her  agony  has 
listed  through  seven 
lal  operations  and  a 
idy  stream  of  ever 
e  powerful  drugs.  "I've 
1  on  everything:  Dar- 
it,  Percocet,  Vicodin, 
phine  in  the  pump,  Di- 
id  in  the  pump,"  she 
<,  All  of  these  narcotics 
itually  stopped  work- 
and  by  24  she  had 
3d  the  dosage  to  the 
it  where  she  was  so 
jged  she  could  barely 
tion.  "I  was  borderline 
idal,"  she  says, 
ich  misery  is  the  leit- 
iv  of  chronic-pain  suf- 
rs.  The  20th  century 
brought  amazing 
ikthroughs  in  almost 

y  area  of  medicine  save  the  one  that  af- 
everyone — ^pain.  In  the  100-plus  years  since 
dnson  penned  her  sad  poem,  there  have 
1  only  two  dismal  options.  Patients  could 
aspirin  and  aspirin-like  non-steroidal  anti-in- 
matory  drugs  (nsaids)  such  as  ibuprofen 
Naproxen  for  mild-to-moderate  pain  or  nai- 
■s  such  as  morphine  and  codeine  for  severe 
.  Neither  approach  works  for  everyone  or 
ivery  pain  condition.  Even  when  they  do, 
is  and  narcotics  can  have  serious,  even  life- 
atening,  side  effects  ranging  fi*om  stomach 
to  addiction. 


At  last,  though,  chronic-pain  relief  is  becom- 
ing more  than  an  oxymoron.  After  two  decades 
of  grueling  research  into  the  complex  cellular 
processes  that  trigger  pain,  the  first  drugs  cus- 
tom-designed to  block  specific  pain  mechanisms 
are  emerging  from  the  labs.  These  new  agents 
promise  to  revolutionize  the  treatment  of  pain 
by  allowing  doctors  to  reheve  the  suffering, 
regardless  of  the  underlying  cause.  Best  of  all, 
the  new  drugs  promise  minimal  side  effects. 

Such  breakthroughs  should  translate  into  one 
of  the  largest  ding  markets  of  the  next  decade 
(page  110).  "Let's  face  it:  The  first  company 
that  comes  up  with  a  drug  for  chronic  pain 

CONQUERING 


New  discoveries  and 
treatments  offer  hope 


will  take  off  like  a  rocket,"  says  Dr.  Mitchell 
Max,  coordinator  of  pain  research  at  the  Na- 
tional Institutes  of  Health.  Even  with  the  sub- 
optimal  painkillers  available  today,  the  world 
market  for  analgesics  is  about  $7.7  billion  and 
grovdng  7%  a  year,  estimates  Credit  Suisse 
First  Boston  Corp.  The  fii-m  figures  that  drugs 
coming  on  the  market  this  year  and  next  should 
add  $1.5  bilhon  to  that  total  by  2001. 

Americans  alone  spend  some  $3  bilhon  a  year 
on  over-the-counter  analgesics,  and  a  further 
$750  milhon  is  doled  out  for  nai'cotics  prescribed 
for  pain.  The  buyers  include  20  milhon  arthritis 
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sufferers,  40  million  victims  of  chronic  recurrent  headaches,  8 
miUion  Ameiicans  living  with  cancer,  and  the  15%  of  adults 
with  persistent  back  pain. 

Their  need  could  not  be  more  dire.  For  most  sufferers  of 

chronic  pain — defined 
as  pei"sistent  pain  that 
lasts  more  than  tlu'ee 
months — a  hfe  free  of 
agony  is  elusive.  It's  not  just  that  the  narcotics  most  com- 
monly prescribed  have  a  number  of  womsome  side  effects. 
They  don't  even  work  for  the  millions  who  suffer  fi'om  neui'o- 
pathic  pain  arising  fi-om  damage  to  the  nerves,  caused  by  dis- 
ease, trauma,  or  chemotherapy.  A  breeze  across  the  skin  can 
be  excmciating,  and  thei"e  is  no  phaiTnaceutical  recourse. 

Most  frightening,  perhaps,  is  that 
for  all  pain  victims,  the  longer  they 
suffer,  the  more  intractable  the 
problem  becomes.  Continuing  pain 
eventually  rewires  the  ner"vous  sys- 
tem until  it  becomes  even  more 
sensitive  to  pain — and  even  harder 
to  treat. 

Bottom  line:  The  American  Pain 
Society  estimates  that  45%  of  the 
population  seeks  medical  help  for 
persistent  pain  at  some  point  in 
their  lives.  Medical  economists  estimate  that  pain  costs  the 
U.  S.  some  $100  billion  every  year,  including  515  million 
workdays  lost  and  40  million  doctor  visits. 
MORE  FUNDING.  The  sufferers  are  beginning  to  be  heard.  In 
Januaiy,  the  Veterans  Affaii-s  Dept.  annoimced  a  new  effort  to 
reduce  pain  for  its  3.4  million  patients,  instnicting  va  doctors 
and  nurses  to  assess  and  record  a  patient's  pain  just  as  they 
would  note  blood  pressm-e,  pulse,  and  temperature.  And  last 
year.  Congress  voted  to  allocate  $102  million  to  the  nih  for 
pain  research  in  1999,  a  15%.  jump  fi-om  1998 — and  $3  million 
more  than  the  Wliite  House  requested. 

Unfortunately,  science  has  long  lagged  behind  demand. 
The  last  new  class  of  general  analgesics  to  hit  the  market 
were  nsaids  almost  30  years  ago.  But  in  December,  the  log- 
jam broke  when  the  Food  &  Ding  Administration  approved 
Monsanto  Co.'s  Celebrex,  likely  to  be  the  fii-st  blockbuster 
dnjg  for  pain.  It  is  the  fii"st  of  a  class  of  arthritis  dnigs, 
known  as  Cox-2  inhibitors,  that  precisely  target  a  key  pain- 
triggeiing  enzyme  found  around  inflamed  joints.  The  drug  is 
no  more  effective  at  relieving  pain  than  the  coinmonly  pre- 
scribed NSAIDS,  but  it's  less  likely  to  cause  the  stomach  bleed- 
ing and  ulcers  experienced  by  about  30%.  of  patients  on  the 
older  treatments.  That  clearly  counts  for  a  lot:  Celebrex  was 
introduced  in  the  U.  S.  on  Jan.  19  with  no  consumer  adver- 
tising, and  a  week  later  it  had  racked  up  almost  10,000  pre- 
scriptions, making  its  launch  second  only  to  that  of  Viagi'a, 
Pfizer  Inc.'s  impotence  treatment. 

Celebrex  is  only  the  fii'st  of  a  wave  of  novel  analgesics  be- 
fore the  FDA.  A  similar  Cox-2  treatment,  Merck  &  Co.'s 
Vioxx,  is  expected  to  win  approval  in  May,  while  Algos  Phai'- 
maceutical  Coip.  in  Neptune,  N.  J.,  is  waiting  for  action  on  its 
application,  filed  last  August,  for  MoiphiDex,  which  increases 
the  effectiveness  of  moiphine  without  increasing  side  effects. 

In  November,  the  FDA  approved  a  novel  rheumatoid  aitlui- 
tis  cU-ug,  Enbrel,  fi'om  Iminiuiex  Coi-p.,  that  boosts  the  body's 
ability  to  stop  painful  inflammation.  Enbrel  is  also  the  fu*st 
(bug  to  be  tested  for  cliildren  with  juvenile  rheumatoifl  aitlui- 
tis  and  represents  "a  dramatic  advancement  in  treatment," 
says  Dr.  Daniel  J.  Lovell  of  Children's  Hospital  Medical  Cen- 
ter in  Cleveland.  Colleen  Cotter,  7,  of  Madison,  Wis.,  has 
been  transformed  by  the  drag  fi'om  a  quiet  to  a  bubbly  child. 
"She's  doing  so  much  better  now,"  says  her  mother,  Maiy. 

For  something  completely  different,  there's  Ziconotide, 
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Pain's  pathvv 

Defining  Pain 

The  pain  sensation  originates  as  a  chemi 
soup  of  signals  emitted  by  pain-sensing  7, 
endings  called  nociceptors.  These  signals 
through  the  network  of  peripheral  nerves 

run  throughout  the 
to  the  central  nervi 
system,  the  brain,  < 
spinal  cord.  There , 
gather  in  the  dorsa 
horn,  a  site  in  the 
spinal  cord  that  ac 
as  a  clearinghouse 
for  pain  messages. 
The  signals  are  transmitted  into  the 
brain's  thalamus,  which  sorts  them  and 
passes  them  on  to  the  cerebral  cortex, 
where  the  pain  is  actually  "felt." 


NEUROTRANSMIHERS 


DORSAL  HORN 


ACUTE  PAIN 


Sharp,  immediate  pain  comes  from  an  injury| 
to  tissue  but  can  also  be  triggered  by  bodily 
malfunction  or  severe  illness. 

O Nociceptors  in  the  peripheral  nerves 
sense  the  injury  and  in  response, 
release  chemical  messengers. 

^]kThe  messengers  travel  through 

superfast  nerve  conduits  to  the  spinal 
cord,  \Nhere... 


...  they  are  passed  directly  to  the 
thalamus  and  into  the  cerebral  cortex. 


OThe  brain  precisely  identifies  the  site 
of  the  injury  and  sends  a  message  bad  ; 
down  the  spinal  column  telling  the  muscles 
to  contract  and  block  the  pain.  The  process 
can  take  place  in  the  instant  that  your  finge 
touches  a  hot  stove  and  pulls  away.  | 
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id  the  drugs  that  block  it 


PAIN  SNIPERS 


i 


The  newest  analgesics  are  far  more  specific 
than  aspirin  or  narcotics,  taking  aim  only  at 
certain  pain-causing  cellular  mechanisms. 

ACTIQ  Anesta 

A  crystallized  narcotic  on  a  stick, 
approved  in  November,  that  offers  quick 
relief  for  breakthrough  cancer  pain. 

CELEBREX,  yiOXX  .Monsanto,  Merck 

Arthritis  treatments  just  reaching  the  market 
that  block  pain  and  inflammation  without  the 
stomach-damaging  effects  of  aspirin-like  drugs. 

NEURONTIN  Warner-Lambert 

An  epilepsy  drug  in  clinical  trials  for  chronic 
neuropathic  pain.  It  targets  a  neurotransmitter 
that  controls  both  pain  and  nerve  excitability. 

ZICONOTipE  Neurex 

Based  on  the  venom  of  a  sea  snail, 
it  blocks  pain  signals  from  entering 
the  spinal  cord.  Neurex  mW  file  for 
FDA  approval  this  year. 

MORPHIDEX  Algos  Pharmaceutical 

By  blocking  secondary  pain  sensors,  the  drug 
allows  morphine  to  be  twice  as  effective  without 
increasing  side  effects.  Algos  filed  for  FDA 
approval  in  August. 


ABT-594  Abbott  Laboratories  i 

Based  on  a  toxin  in  the  skin  of  a  ram- 
forest  frog,  it  prevents  the  central 
nervous  system  from  processmg  pain 
signals.  In  early  human  trials. 

CHRONIC  PAIN 


Persistent,  debilitating  pain,  such  as  that  from 
a  bad  back  or  diseases  of  the  nerves  themselves, 
takes  a  more  circuitous  route. 

OPain  signals  enter  the  dorsal  horn  of 
the  spinal  cord... 

^Tk  ...  and  transfer  back  and  forth  between 
interconnected  nerves  that  modulate  the 
pain  message  as  it  travels  up  the  spinal  cord... 

®...to  the  cerebral  cortex,  which  assesses 
the  damage  and  adjusts  emotions  and 
other  bodily  functions,  such  as  breathing. 

OThis  slower  pathway  creates  duller,  more 
persistent  pain.  If  the  pain  persists,  the 
entire  nervous  system  may  be  reprogrammed 
to  create  a  lower  threshold  for  pain. 
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the  savior  of  Laura  McManus.  Made  by  Neurex  Corp.  in 
Menlo  Park.  Calif.,  the  treatment  is  a  synthetic  analog  of 
a  chemical  found  in  the  paralyzing  venom  of  Conus  sea 
snails.  Ziconotide  is  able  to  home  in  on  receptors  found 
only  on  the  pain-sensing  nerve  cells  that  connect  to  the 
spinal  cord,  blocking  their  message  fi-om  going  any  fiu'ther. 

Because  the  ding's  target  is  so  specific,  side  effects  ai'e 
minimal.  McManus'  doctor  em-olled  her  in  a  cUnical  trial  in 

January.  1998.  "One 
month  after  being  on 
Ziconotide.  it  was 
'Wow.  I  was  happy.'" 
she  says.  In  the  following  months,  she  staited  physical  ther- 
apy, began  walking,  lost  the  70  pounds  she  gained  while  the 
pain  was  at  its  woi-st.  returned  to  college,  and  danced  at  a 
wedding.  "Now,"  she  says,  "I  can  think.  I  can  express  my 
feelings.  I  can  have  cliildren.  finish  school.  I  can  have  a  life." 

For  pain  reseai'chers.  McManus"  testimonial  is  proof  of 
piinciple — the  more  tai- 
lored the  drug,  the 
more  effective.  Scien- 
tists have  spent  the 
past  two  decades  fer- 
reting out  the  cellular 
receptoi-s.  channels,  and 
chemicals  involved  in 
different  tj-pes  of  pain 
and  designing  drags  to 
block  them.  "For  the 
first  time,  we  can  dis- 
sect the  pain  mecha- 
nisms of  different  dis- 
eases." says  Patrick  W. 
Mantyh.  director  of  mol- 
ecular neiu'obiologj'  at 
the  \'eterans  Adminis- 
tration Medical  Center 
in  Minneapolis.  "And  in- 
stead of  using  a  genei-al 
drag  for  all  pain,  [we 
can]  come  up  with  one 
specific  to  symptoms." 
NEW  PATHS.  A  number 
of  specific  treatments 
are  already  in  clinical 
trials.  Abbott  Labora- 
tories is  testing  ABT-5W. 
based  on  a  toxin  found 
in  the  skin  of  frogs.  The  eiROIU€  BAC1C  PAIN  MHQIT 
drag,  for  severe  chronic  3^1,^^,^  Ziconotide,  "I  was  bor- 
pain,  aims  at  the  same    ,    , .        •  •  ,  1  , ,  ^  i 

cellulai-  mechanism  that  ^^^''1"^^  SUlCldal,  SaVS  McManUS. 

is  receptive  to  nicotine  It  homes  in  on  receptors  found 
—which  smokers  know  qy[Iy  OR  tlie  pain-sensing  nen-es 

can  calm  nerves.  Al-       '      *  j  *   ^.u       •     1  j 

though  still  in  eai-iy  hu-  connected  to  the  spmal  cord 

man  trials.  ABT-.594  has 

proved  in  lab  animals  to  be  50  times  as  effective  as  moi-phine. 
In  a  more  radical  approach,  C\toTherapeutics  of  Lincoln, 
R.  L.  is  in  human  trials  with  cow  adrenal  cells  that  are  im- 
planted at  the  base  of  the  spine.  There,  they  continuously  se- 
crete natural  painkilling  substances,  bolstering  the  body's 
own  defenses. 

There  ai-e  several  clinical  trials  aimed  at  treating  neuro- 
pathic diseases  of  the  ner\  ous  system  for  which  there  ai-e  cur- 
rently no  approved  treatments,  such  as  shingles,  phantom 
limb  pain,  and  the  sealing  pain  in  the  extremities  that  affects 
diabetics.  Myelos  Xeurosciences  Corp.  in  San  Diego  is  in 
the  second  phase  of  testing  Prosaptide  TXl4(a).  a  chug  that  re- 
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generates  the  damaged  nei'v^es  that  cause  the  neuroj 
And  there  is  increasing  interest  in  Wanier-Lambert 
epilepsy  drag,  Neiu'ontin,  introduced  five  yeai's  ago,  be 
the  nerve  centei^s  that  control  seiziu'es  and  those  that  ci 
pain  ai-e  closely  linked.  Two  new  studies  report  that' 
rontin  is  iiighly  effective  in  the  treatment  of  diabetic 
ropathy  and  shingles. 

Along  with  new  treatments,  a  new  way  of  thinking  : 
pain  is  emerging.  Reseai-chei-s  tliink  pain  should  be  trea 
a  disease  in  itself,  divorced  to  a  large  degi-ee  from  tl 
derhing  cause,  such  as  cancer  or  a  sprained  back.  In 
pain  would  be  classified  by  the  cellular  mechanism; 
cause  the  huil,  wiiich  may  be  the  same  for  differei 
eases — or  different  for  the  same  disease.  Once  a  pain 
anism  is  identified,  doctors  could  hunt  through  an  ar>' 
highly  targeted  drags  for  just  the  right  treatment. 

Or  perhaps  the  body  could  be  persuaded  to  stop  it 
hmt.  One  of  the  gi'eat  mysteries  of  pain  is  the  placehi 

In  almost  ever 
study,  about  Sb'i 
tients  on  placebo  i 
lief.  "Even  wiit- 
tients  just  think 
getting  treatment 
is  automatically  si 
temal  release  of 
pliins."  says  Dr.  1 
FaiTai'.  a  nem-olu  - 
the  Univei-sity  off 
sylvania  Medical 
"We  have  to  ftn^ 
way  to  harnes- 
abihty  of  the  m 
control  pain." 

Tlie  remai'kabl(p 
ress  in  pain  treafv 
can  be  traced  t 
important  reseai'l 
vances   in   the  9i 
1990s.  Advanced!! 
ing  technologie^. 
scientists  the  al' 
"hserve  the  wa  ; 
~  unals  travel  tit) 
the   nervous  s 
wiiile  biologists 
oped  genetically  altered  animal  models  that  experience 
the  same  way  humans  do.  enabling  reseai'chers  to  te 
compounds.  Suddenly,  a  field  that  had  been  a  scientifii: 
water  became  hot.  "In  the  past  couple  of  yeai-s,  there  h; ' 
an  exponential  increase  in  people's  interest  in  pain 
John  C.  Hunter,  head  of  analgesic  research  at  Rod 
Science  in  Palo  Alto,  Calif. 

UNPREDICTABLE.  That  enthusiasm  should  speed  progr(S. 
science  is  still  a  long  way  from  "ctuing"  pain.  Pain  isni' 
the  body's  most  complex  biological  ftmctions,  and  it's 
uniform.  The  pain  response  varies  by  gender,  race,  a 
making  it  hai'd  to  predict  from  one  person  to  the  nex 
nenous  system  is  extremely  plastic,"  explains  Dr  Ru 
Portenoy,  chauTnan  of  pain  medicine  at  Beth  Israel 
Center  in  New  York.  "Once  an  injuiy  occurs,  the  pain . 
can  go  in  any  number  of  du-ections." 

Even  more  problematic,  pain  is  completely  subjectiv  - 
person's  physical  and  emotional  tolerance  level  is  di 
"That's  the  great  unknown  in  the  study  of  pain,"  s 
Richard  Pa\-ne,  chief  of  the  Pain  Care  Senice  at  M 
Sloan-Kettering  Cancer  Center  in  New  York.  "How- 
account  for  the  individual  variation  in  perception?" 

Most  doctors  don't  tiT.  Phvsicians  have  always  cor 
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Go  confidently  in  the  direction  of  your  dreams. 
Live  the  life  you  ve  imagined. 

-Henry  David  Thoreau 


What  do  you  want  out  of  life?  What  do  you  imagine  it  to  be?  Does  it  scare  you?  Or  fill 
you  with  promise  and  anticipation?  At  American  General,  50, 000  dedicated  women  and 
men  help  you  meet  your  financial  needs  with  retirement  services,  life  insurance, 
and  consumer  loans.  And  with  70  years'  experience  and  $100  billion  in  assets, 
we're  helping  over  12  million  people  live  the  life  they've  imagined. 

Live  the  life  you've  imagined. 
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pain  a  byproduct  of  injury  or  disease:  Ti-eat  the  underlying 
condition,  and  you  stop  the  pain.  Consequently,  pain  itself  is 
undertreated,  and  pain  management  is  not  taught  at  most 
medical  schools.  This  lack  of  understanding  has  been  almost 

medieval:  As  recently 
as  the  early  1980s,  for 
example,  it  was  as- 
sumed that  infants 
could  not  feel  or  remember  pain,  and  surgeons  routinely  op- 
erated on  babies  without  anesthesia.  "Now  we  know  that 
traumatic  events  in  infancy  can  have  long-term  consequences, 
but  that  knowledge  has  only  developed  in  the  last  20  to  25 
years,"  says  Dr.  Chailes  Berde,  director  of  the  pain  treatment 
center  at  Children's  Hospital  in  Boston. 

The  modem  age  of  pain  research  started  in  the  mid-1960s, 
thanks  to  a  breakthrough  by  Ronald  Melzack  of  Canada  and 
Patrick  D.  Wall  of  Britain.  They  discovered  that  the  pain  sen- 
sation does  not  travel  directly  thi'ough  the  spinal  cord  to 
the  brain,  as  had  always  been  assumed,  but  is  ratcheted  up  or 
down  by  a  series  of  chemical  gates  in  the  spinal  cord.  Control 
the  gates,  they  figured,  and  you  could  control  the  pain. 

Pain  staits  when  sjiecific  nei^ve  fibei"s  knovm  as  nociceptor's, 
found  tlu-oughout  the  body,  sense  a  disturbance  in  nearby  tis- 
sue. Once  alerted,  they  release  a  chemical  soup  of  pain  mes- 
senger's called  neur'otransmitters,  among  them  potassium. 


WILLIAM  BALL,  AGE  74 
BONE  CANCER  PATIENT 

Actiq  "starts  to  work  almost 
immediately,"  says  Ball.  "Now, 
I'm  able  to  get  out  of  bed 
easier,  able  to  stand  up  easier. 
I  even  played  a  round  of  golf 


pi-ostaglandin,  and  sub- 
stance P.  If  the  pain  is 
shai'p  and  seai'ing,  these 
messengers  nish  to  the 
spinal  coi'd  through 
superfast  ner-ve  conduits. 
Dull  aches  and  thr'obbing 
tr'avel  along  slower  path- 
ways. The  chemicals  col- 
lect in  a  part  of  the 


spinal  cord  called  the 
dor'sal  hor-n  until  a  "gate"  opens,  releasing  them  to  the  br'ain. 

Pain  isn't  actually  "felt"  until  the  message  hits  the  brain. 
The  bi'ain  also  prods  into  action  the  body's  autonomic  nei-vous 
system,  which  adjusts  breathing,  blood  flow,  pulse,  and  di- 
gestion, and  the  limbic  system,  which  controls  emotions.  In 
the  1970s,  researchers  made  an  important  discover'y:  The 
pain  gates  can  be  closed  by  chemicals  that  the  brain  sends 
back  down  the  spinal  cord.  These  pain-suppressing  tr'ans- 
mitters  include  adrenalin,  serotonin,  and  most  important,  the 
enilori^hins,  peptides  similar  to  opium.  Because  receptors  for 
these  so-called  endogenous  opiates  can  be  found  thr'oughout 


COLLEEN  COTTER,  AGE  7 
RHEUMATOID  ARTHRITIS  PATIENT 

Enbrel,  which  boosts  the 
body's  ability  to  quell  inflam- 
mation, has  turned  Colleen 
from  quiet  to  bubbly.  "She's  so 
much  better  now,"  says  Mom 


the  ner'vous  syster 
um-based  drugs  si 
morphine,  codein( 
methadone  are  th€ 
powerful  painkiller 
But  this  gold  sta 
car'r'ies  a  high  pr'ict 
ates  can  cause  cor 
tion,  nausea,  drowi 
and  slow  breathir 


high  enough  doses 
can  lead  to  addiction,  though  tliis  is  r-ai'e  in  pain  ti'eatme 
get  around  the  side  effects,  War-ner-Lamber't  and 
among  other's,  are  developing  compounds  that  target  s] 
opiate  r'eceptor's  coded  only  to  stop  pain. 
BOOSTER.  Meanwhile,  dr'ug  companies  ar'e  coming  up 
ways  to  minimize  side  effects  by  delivei'ing  narcoti 
rectly  to  the  site  of  the  pain.  Anesta  Corp.  in  Salt  Lake 
is  one  of  the  fir'st  to  bring  this  concept  to  market.  I: 
vember,  it  won  fda  approval  for  Actiq,  a  cr-ystallized  fo 
fentanyl  that  is  the  fh'st  tr-eatment  for  the  intense  flai 
of  cancer  pain  that  break  thr'ough  a  patient's  standar'< 
treatments.  Patients  place  the  lozenge  against  the  ins 
their  cheek,  wher-e  it  is  absorbed  quickly  into  the  1: 
stream,  avoiding  the  gut.  "It  starts  to  wor'k  almost  im 
ately,"  says  William  A.  Ball  of  Harrisbur'g,  Pa.,  wh 
bone  cancer.  The  74-year-old  says  he  was  imrnobilizt 
br'eakthr'ough  pain  befor'e  he  started  using  Actiq.  "Nov 
able  to  get  out  of  bed  easier*  able  to  stand  up  easier.  I 
played  a  round  of  golf." 

Then  ther'e's  an  effort  to  trtck  the  opiate  receptors 
dextr'omethor-jjhan  (dm),  a  common  cough  syrup.  DM  bio 
nerve  r'eceptor  called  NMDA  fi'om  releasing  secondar'y  pai 
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nals  that  prevent  opiates  fi'om  working.  Algos  combined  dm 
with  morphine  to  create  MorphiDex,  a  drug  that  doubles 
the  effectiveness  of  the  narcotic  without  increasing  the  side  ef- 
fects— allowing  patients  to  take  half  their  usual  dosage. 

The  most  cutting-edge  pain  research  avoids  opiates  alto- 
gether. Scientists  are  looking  for  compounds  that  stop  pain 
signals  befor-e  the  brain  gets  the  message,  either  by  blocking 
the  signal  in  the  spinal  cord  or  by  keeping  it  out  of  the 
spine  in  the  ftrst  place.  Almost  monthly,  scientists  discover  po- 
tential nev/  targets,  but  the  bull's  eyes  they'd  most  like  to  hit 
are  the  neurotransmitters  released  at  the  site  of  the  hurt. 
One  of  the  most  studied  is  substance  P,  a  powerful  chemi- 
cal whose  receptors 
are  found  on  45%  of 
the  cells  that  respond 
to  pain  stimuli.  But 
substance  P  also  plays  a  role  in  depression,  anxiety,  and 
nausea,  making  it  devilishly  hard  to  tackle  without  disnapting 
other  systems.  Several  compounds  have  already  been  aban- 
doned because  of  their  side  effects. 

Even  so,  evidence  is  emerging  that  substance  P  agents  can 
stop  pain.  In  a  recently  published  study,  an  experimental 
Pfizer  drug  proved  effective  at  easing  pain  caused  by  tooth 
extractions.  Researcher  Mantyh  is  experimenting  in  animals 
with  a  more  subtle  approach,  using  the  substance  P  molecule 
as  a  Trojan  horse.  He  couples  it  with  a  painkiller  that  it  de- 
livers to  the  spinal  cord.  "I'm  basically  using  [substance  P]  as 
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a  generic  platfoi-m  to  get  something  into  the  cell,  be  it  a  t 
in  or  a  gene  or  some  other  agent,"  he  says. 

Each  new  discovery  creates  more  buzz  among  research! 
"There  continues  to  be  so  much  excitement  about  dmgs  t 
are  receptor-targeted,"  says  Dr.  Michael  Moskowitz,  a  n 
rology  professor  at  Harvard  University  Medical  School.  ( 
drug  can  quickly  lead  to  better  treatments,  he  notes — as 
idenced  by  the  rapid  succession  of  migraine  medications. 
TRIPLE  PLAY.  For  some  50  years,  the  best  treatment 
the  25  million  Americans  who  suffer  from  migi-aines  i 
ergotamine,  which  worked  only  some  of  the  time  and  co 
cause  nausea.  Then,  in  1991,  Glaxo  Wellcome  PLC  introdu 
Imitrex,  a  fast-acting,  well-tolerated  drug  that  targets  ow 
15  cellular  receptors  for  serotonin,  a  brain  chemical  t 
moderates  mood  and  appetite  as  well  as  migraines.  1 
more  drugs  have  since  been  approved,  Zeneca's  Zomig ; 
Merck's  Maxalt,  that  target  the  same  receptor,  and  a  t\ 
from  Pfizer  is  in  the  wings.  But  all  of  them  can  raise  bl 
pressure,  so  Eli  Lilly  &  Co.  is  in  cKnical  trials  with  a  d: 
that  tries  to  avoid  this  side  effect  by  targeting  a  differ 
ser-otonin  receptor.  j 

Three  generations  of  dr-ug  in  one  decade  bodes  wellj 
pain  sufferers.  If  such  progress  continues,  in  the  21st  cer 
ry,  Emily  Dickinson's  words  may  finally  no  longer  ring  ti 
There  will  be  a  time  when  pain  is  not.  ! 

By  Catherine  Arnst,  with  Ellen  Licking,  in  New  y\ 
and  Amy  Barrett  in  Philadelphia 


WHERE  THE  PAIN  PUYS  ARE 


No  pain,  no  gain,  right?  That's  not 
what  drug-  and  biotech-industry 
expei-ts  say  when  asked  about 
the  crop  of  companies  competing  in 
the  underserved  market  for  pain 
therapies.  While  investors  need  to  be 
picky — and  also  aware  that  with  hot 
new  therapies  come  serious  invest- 
ment risks — the  field  of  pain  research 
offers  some  promising  plays. 

One  is  the  arthritis  drugs  coming 
to  market  from  Monsanto  Co.  and 
Merck  &  Co.  Known  as  Cox-2  in- 
hibitors for  the  enzyme  they  block, 
these  drugs  aim  to  offer  the  same  re- 
lief as  widely  used  nonsteroidal  anti- 
inflammatory drugs  (nsaids)  such  as 
ibuprofen  but  without  their  some- 
times danger'ous  gastrointestinal  side 
effects.  Monsanto's  Celebrex,  the  first 
of  the  Cox-2s,  racked  up  a  sturming 
254,000  prescriptions  in  its  fii'st  four 
weeks,  according  to  estimates  from 
NDC  Health  Infor-mation  Services,  giv- 
ing analysts  confidence  that  the  drug 
is  on  track  to  be  a  blockbu.ster  Merck 
is  following  close  behind  with  Vioxx, 
expected  to  r-oll  out  later  this  year. 
SAFER  BET.  Should  investors  gr-ab 
shai'es  in  both  Merck  and  Monsanto? 
The  smart  money  is  betting  that 
Merck  is  a  better  play.  Analysts  ex- 
pect Vioxx  to  be  approved  for  gener- 
al pain  as  well  as  osteoarthritis  and 
to  have  more  persuasive  data  on 


U.S.  Pain  Market 


safety  than  Celebrex.  Jack  P.  Lam- 
berton,  an  analyst  at  hsbc  Securities, 
says  Merck  should  grab  top  market 
share  within  one  year  of  launch.  He 
also  thinks  good  news  on  Vioxx  vrill 
boost  Merck's  relatively  cheap  stock. 
"We  think  Merck  is  a  more  attractive 
investment  right  now,"  says  Ronald 
M.  Nordmann,  a  portfolio  manager  at 
Deerfield  Management  Co. 

Analysts  also  see 
opportunity  in  an- 
other new  arthritis 
treatment.  Centocor 
Inc.  won  approval 
last  summer  for 
Remicade,  a  cus- 
tom-designed anti- 
body for  Crohn's 
disease.  Lehman 
Brothers  analyst  C. 
Anthony  Butler  ex- 
pects the  company 
to  get  approval  late 
in  1999  for  the 
drug's  use  in 
rheumatoid  arthritis  as  well.  But 
Butler  says  the  market  hasn't  fac- 
tored that  into  Centocor's  stock,  now 
trading  at  around  39,  and  he  has  a 
12-month  target  for  the  stock  of  65. 

Good  investments  don't  have  to 
stem  fi'om  r-evolutionary  science.  Next 
fall,  tiny  Algos  Pharmaceutical  Corp. 
is  expected  to  r-oll  out  Mor-phiDex,  a 
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combination  of  mor-phine  and  a  drug 
commonly  used  in  cough  syrups,  for 
moderate  to  severe  pain.  Tests  have 
shown  MorphiDex  to  work  twice  as 
fast  and  last  twice  as  long  as  mor- 
phine alone.  Credit  Suisse  First 
Boston  analyst  Shekhai"  K.  Basu 
thinks  MorphiDex  and  two  other  Al- 
gos painkillers  in  development  will 
generate  $400  million  in  sales  by  200i 
He  expects  the  stock 
to  hit  38  in  12  months, 
from  about  29  now. 
MIX-UPS?  Basu  says 
Algos  is  a  better  bet 
than  hot  anti-pain  coir 
pany  Anesta  Corp.  It& 
Actiq,  a  lozenge-like 
form  of  the  nar'cotic 
fentanyl,  dehvers  a 
quick  dose  of  the  drug 
for  cancer  pain.  But 
Actiq  carries  very 
strict  label  wording 
because  of  concerns 
that  children  might 
mistake  it  for  candy.  Basu  war'ns 
that  when  MorphiDex  rolls  out  in] 
form,  ^Aith  what  he  expects  to  be 
less  restrictive  label,  "I  think  thatf 
vrill  impact  Anesta  negatively."  Corn 
petition  may  be  bruising  for  some 
players,  but  investors  who  make  the 
right  picks  shouldn't  feel  any  pain. 
By  Amy  Barrett  in  Philadelphia 
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^rComputing^ 

Turn  traditional  thinking  on  its  ear. 

Today,  regardless  of  the  PC  brand  you  choose,  the 
most  important  component  is  not  the  computer. 
It's  the  monitor. 

Yesterday  the  hot  phrase  was  "Monitor  Sold 
Separately."  Today,  it's  "PC  Sold  Separately." 
Technology  blurs  the  lines  between  one  computer 
and  another.  They're  all  fast,  all  loaded,  all  pretty 
much  the  same. 

What's  different,  what's  exciting  is  happening  in 
displays-multimedia  monitors  with  built-in 
teleconferencing  capabilities  and  flat  panel  displays 
you  can  mount  on  the  wall. 

The  new  ViewSonic  VG 180,  18.1"  viewable  LCD 
ViewPanef  is  a  case  in  point.  It  features  a  160° 
viewing  angle,  a  spectacular  true  resolution  of 
1,280  X  1,024,  a  rock  solid  image  and  amazing  per- 
formance. By  putting  ViewSonic's  VG180  ViewPanel 
on  top  of  your  priority  list,  you'll  ensure  your  Visual 
Computing™  expenence  is  excellent. 

At  ViewSonic  we  developed  the  VG180  with  your 
vision  in  mind.  TCO  '95  certification.  Warranty; 
3  year  parts  and  labor,  one  year  back  light. 
Express  Exchange"  Service  option  available. 

For  more  information  call  800-888-8583 

or  visit  our  website  at: 

www.  ViewSonic.com/busweek 

(800)  888-8583  •  Specilicalions  subiecl  lo  change  wilhoul  nolice 
Copyright  ©  1999,  ViewSonic  Corporalion  •  All  rights  reserved 
Corporate  names  and  trademarks  are  property  ot  their  respective  companies 
Intel  and  the  Intel  Inside  logo  are  registered  trademarks  ot  Intel 
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DYNASTIES 


LIKE  FATHER. 
LIKE  SONS 

The  Greenbergs  rule  insurance.  That  worries  some  people 


It  started  out  as  a  tribute  to  Mauiice 
R.  "Hank"  Greenberg,  the  73-year- 
old  chief  executive  of  American  In- 
ternational Group  Inc.  But  the  fo- 
cus of  a  recent  industry  awards  dinner 
quickly  turned  to  the  insurance  titan's 
sons,  Jeff  and  Evan.  "We  should  proba- 
bly recognize  him  as  Insurance  Father 
of  the  Year,"  quipped  Fiobert  Clements, 
chau'man  of  the  College  of  Insurance. 

With  Evan,  44,  poised  to  succeed 
Greenberg  as  aig's  ceo  and  with  Jeff, 
47,  named  to  head  the  world's  largest 
insurance  brokerage,  father  Hank  has 
accomplished  more  than  building  a  glob- 
al behemoth  with  $194  billion  in  assets. 
He  has  also  created  one  of  the  more 


powerful  family  dynasties  around.  The 
story  of  how  the  fiercely  ambitious 
Hank  worked  his  way  up  ft-om  modest 
farm-boy  roots  to  turn  aig  into  a  finan- 
cial services  powerhouse  is  a  legend 
within  the  industry.  Less  well  knowm 
are  his  two  sons,  who  have  forged  then- 
own  insurance  careers.  Jeff  is  the  Ivy 
League-educated  elder  son  who  was  heir 
appai'ent  at  aig  before  he  walked  out  in 
1995,  days  after  his  younger  brother 
was  promoted  to  equal  rank.  Evan  is 
the  onetime  wild  child  who  hit  the  road 
for  three  years  after  prep  school, 
thumbing  his  way  around  the  countiy, 
only  to  rejoin  the  family  fold. 

Now,  with  Jeffs  ajjpointment  as  pres- 


EVAN  G.  GREENBERG  THE  SONS 

BORN  1955  JLSO  RISE 

EDUCATION  High  school  diploma 

EARLY  JOBS  Tending  bar  and  cooking  ^MTiger brother 

while  he  was  on  the  road  Lvan  Started  out 

VOLUNTEER  WORK  Nixon  Center  for  Peace         ,  ^  ^  ^f^ff' 

&  Freedom,  South  Street    wh^eo^  Jeff  was 

Seaport  Museum  ^^jjj^^      "th£  dutiful  son," 

FRIENDS  SAY  He's  blunt  ^^^^^1^  according  to  kis 
outgomg,  street-smart,         m  ex-wife.  After 

not  scared  of  Dad   ^-^^M  Evan  returned  to 

CURRENT  JOB  Pres  i-        'vTt**^  ^^^W  th£  fold  at  AIG, 
dent  and  COO  at  AIG         'I     ^       "j^  he  was  promoted 
TIME  WITH  DAD'S  1  f  rapidly. 

COMPANY  197 5-present  '     "  y     Eventually,  Jeff 

left,  for  Marsh  & 
McLennan 


ident  of  New  York's  Marsh  &  Mcl'r 
nan  Cos.,  the  world's  largest  insm"tjc< 
brokerage,  and  Evan's  position  as  pjs 
ident  of  aig,  also  in  New  York,  h 
brothers  are  sitting  at  the  helm  of 
industiy  giants  that  rely  heavily  on  < 
other  for  business.  Jeffs  company  t; 
in  about  one-third  of  the  country's 
kerage  revenues  and  negotiates  \' 
aig  and  many  other  insurers  to  an-;i 
coverage  for  its  clients.  It  funne 
huge  share  of  business  to  AIG,  one  ( > 
biggest  sources  for  policies. 
"UNCOMFORTABLE."  As  a  result,  J(f 
rapid  ascent  has  raised  eyebrows  am 
customers  and  competitors,  who  W( 
that  Marsh  &  McLennan  might,  foi' 
ample,  push  aig's  policies  at  the  expt 
of  rivals'.  Publicly,  many  industi-y  li 
ers  say  that  competition  should  pre\ 
abuses.  But  privately,  some  are 
cerned  about  the  clout  of  the  Gi . 
berg  clan  in  an  industry  where  lot 
people  know  each  other  and  often  w 
together.  Nobody,  however,  is  eagci 
confi'ont  Hank,  a  blunt,  aggi'essive  ( . 
who  vrields  huge  influence.  Even  to  i- 
the  issue,  some  rivals  say,  is  to  risk 
ing  Greenberg  business.  As  one  la 
competitor  explains:  "It's  uncomforta  i 
but  what  can  we  do?" 

JEFFREY  W.  GREENBERG  ] 


BORN  1951 


EDUCATION  Choate,  Brown  University,  ; 
Georgetown  Law  School  I 

EARLY  JOBS  Pumping  gas  and  bagging  f 
groceries  to  earn  his  own  money  at  school  i 

VOLUNTEER  WORK  Spenct 
School,  New  York  &Pres-; 
byterian  Hospital 

FRIENDS  SAY  He  s 

private,  thoughtful, 
insecure  about  Dad 

CURRENT  JOB  Presideni 
of  Marsh  &  McLennan 

TIME  WITH  DAD'S 

COMPANY  1978-9 
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Some  critics  are  uneasy.  'Tou  have  the  appearance 
of  a  conflict  of  interest,"  says  one  money  manager 


Others  are  also  not  completely  com- 
table  with  the  Greenbergs'  power, 
or  starters,  you  have  the  appearance 
a  conflict  of  interest,"  says  corporate- 
remance  expert  Nell  Minow,  a  prin- 
al  at  Lens  Investment  Management, 
noney-management  firm.  Several  also 
estion  whether  Hank's  second  son  is 
!  person  best  suited  to  lead  the  com- 
ly.  As  one  state  pension-fund  manag- 
and  AIG  investor  puts  it:  "Evan 
uldn't  be  our  choice,  but  at  least  his 
d's  in  good  health."  And  many  aig 
ecutives  say  privately  that  Jeff's  de- 
rture  has  been  a  loss  to  the 
upany.  "He  was  a  real  cre- 
ve  force,"  says  one  high-level 
inager.  "I'm  not  sure  about 
'an."  Both  Jeff  and  Evan  de- 
ned  to  comment,  and  Hank 
I  11  only  say:  "They're  both  good 

ys-" 

Still,  industry  executives  can't 
Ip  wondering  how  aig  will  fare 
ce  the  patriarch  steps  down, 
don't  think  anybody  can  repli- 
:e  what  Hank  has  done,"  says 
lb  Stein,  national  director  of 
ancial  services  at  Ernst  & 
'Ung.  But  for  now,  Hank  isn't 
ing  anywhere — and  that  suits 
/estors.  aig's  share  price  has 
ared  45%  in  the  past  year.  In 
98,  net  income  rose  13%,  to 
.8  bilhon,  on  revenue  of  $33 
lion.  Hank  himself  owns  2.45% 
aig's  shares  outright — and  the 
•eenberg  clan  indirectly  con- 
dIs  much  more  through  holdings  in 
ree  private  entities  that  hold  a  com- 
bed 22%  of  aig. 

>D  JOBS.  Different  as  they  are,  both 
ns  will  play  major  roles  in  the  insui-- 
ice  industiy  long  after  their  father  fi- 
lly retires.  The  methodical  Jeff  was  al- 
iys  "the  dutiful  son,"  according  to  his 
nner  vnfe,  Nikki  Finke,  now  the  West 
)ast  editor  of  Neiv  York  magazine.  He 
aduated  ii-om  Choate  and  Brovra  Uni- 
;rsity,  then  went  straight  to  George- 
wn  University  Law  School.  Trying 
ird  not  to  be  a  typical  rich  kid,  he 
imped  gas  and  bagged  groceries, 
ough  he  used  the  money  to  buy  an 
Ifa-Romeo  sports  car. 
Evan,  by  contrast,  started  out  as  the 
:bel.  But  after  bumming  around  the 
luntry  while  picking  up  odd  jobs  for 
iree  years,  the  cash-strapped  youth 
'entually  joined  the  family  business  in 
'75,  processing  auto-insui"ance  pohcies 
r  an  aig  subsidiary  in  Denver.  He  has 
ayed  with  the  company  ever  since. 


"Early  on,  the  Greenbergs  despaired 
that  Evan  would  ever  amount  to  any- 
thing," says  Finke. 

Jeff,  meanwliile,  went  to  work  in  1976 
as  a  broker  at  Marsh  &  McLennan, 
where  he  eai'ned  a  reputation  for  being 
bright  and  hardworking.  "I  think  he 
could  have  succeeded  in  any  business," 
says  Michael  P.  Esposito,  chaimian  of 
Exel  Ltd.,  a  longtime  business  associate. 

Two  years  later,  Jeff  quit  to  join  aig. 
Spending  the  next  17  years  moving 
through  vainous  parts  of  the  company, 
he  made  his  biggest  mark  beginning  in 


HANK  GREENBERG:  "They're  both  good  guys,"  says 


1988,  as  head  of  the  National  Union 
Fire  Insurance  Co.,  AKi's  leading  prop- 
erly-casualty  operation.  There,  he  built 
up  coiiJorate  coverage  for  company  di- 
rectors and  officers.  In  1991,  he  was 
named  executive  vice-president  for  do- 
mestic brokerage  operations,  where  he 
oversaw  the  development  of  new  prod- 
ucts that  helped  large  clients  hedge 
against  everything  from  currency  risk  to 
weather  fluctuations. 

But  Jeff  abruptly  quit  in  1995,  fol- 
lowing Evan's  third  promotion  in  less 
than  16  months — and  his  r-ise  to  equal 
rank  in  the  company.  Those  close  to  Jeff 
cite  the  stress  of  living  up  to  his  fa- 
ther's expectations  and  watching  his 
br-other-  suddenly  become  a  rival.  "Evan 
was  somewhat  of  a  surprise  because  of 
his  backgi'ound,"  says  John  Waterman, 
managing  director  of  investments  at 
Rittenhouse  Financial  Ser"vices  Inc.,  a 
major  aig  shareholder.  As  one  Marsh 
&  McLennan  executive  puts  it:  "I  don't 
tliink  anyone,  and  especially  Jeff,  ever 


thought  that  Evan  was  in  the  game." 

Tr-uth  was,  though,  that  Evan  had 
been  quietly  carving  out  a  carreer  in 
aig's  per'sonal-accident  business,  and  lat- 
er in  its  overseas  operations.  Sent  to 
Japan  in  1991,  Evan  became  chief  oper- 
ating officer  and  later-,  at  age  36,  ('EO  of 
aig's  booming  Tokyo-based  Japanese  and 
Kor-ean  business.  He  spent  the  next 
thr'ee  year's  building  some  of  akj's  most 
important  foreign  markets.  Co-wor"kers 
r'emember  him  as  a  friendly  but  feisty 
guy,  with  the  same  entr'epreneuiial  in- 
stincts as  Hank. 

LACKLUSTER?  Still,  Evan's  per- 
for-mance  over  the  years  did  ht- 
tle  to  set  him  apart  within  the 
intensely  competitive  cultur-e  of 
AIG.  Says  one  industry  executive 
who  has  woi'ked  with  liim:  "He's 
no  better  than  1,000  other  guys 
over  at  aig,  but  that's  still  better 
than  most."  What's  more,  he  has 
kept  a  remarkably  low  profile, 
with  almost  none  of  the  public 
appear-ances  or-  industry  hobnob- 
bing that  one  might  expect  from 
the  No.  2  guy  at  ak;.  Ever  since 
Jeff's  departure,  though,  Evan 
has  gained  increasing  support 
^  *»  /  from  Hank  Greenberg,  who 
named  him  president  and  chief 
oper-ating  officer  in  1997. 

Meanwlule,  soon  after  Jeff  left 
AIG,  his  old  employer  lured  him 
back.  "He  was  doing  so  well  at 
Dad  AIG  that  we  just  assumed  he 
would  be  unavailable,"  says 
Clements,  a  former  Mar'sh  «&  McLen- 
nan pr-esident,  who  praises  Jeff's  tech- 
nical skills  and  industry  knowledge. 
Since  joining  Mar-sh  &  McLennan,  Jeff 
has  expanded  aig's  Trident  Partnershij) 
unit,  a  $667  million  equity  fund  that  in- 
vests in  insur-ance-r-elated  industries.  He 
was  also  a  key  player  in  negotiations 
to  acquii'e  rival  br-oker  Sedgwick  Gr-oup 
PL(;  in  November-,  1998.  "Jeff  has 
brought  a  wealth  of  industry  contacts," 
says  Salomon  Smith  Barney  analyst  Ron 
Frank. 

Now,  it's  up  to  Hank  and  Evan  to 
keep  the  aig  juggernaut  going.  But,  as 
the  head  of  the  nation's  most  powerful 
broker,  Jeff  won't  be  too  far  away.  In- 
deed, executives  at  both  aig  and  Marsh 
&  McLennan  say  that  any  har-d  feel- 
ings between  the  Greenberg  sons  have 
since  been  patched  up.  That  should 
make  dad  happy,  ensuring  the  Green- 
ber-g  dynasty  will  go  on  for  years  to 
come. 

By  Diane  Brady  in  New  York 


BUSINESS  WEEK  /  MARCH  1,  1999  1  13 


Personal  Business 


EDITED  BY  AMY  DUNKIN 


PUniNG  THE  MOXIE 
BACK  IN  THE  MUTUALS 


Up  in  Bellingharn, 
Wash.,  Gaiy  Scott  has 
had  a  lot  on  his  mind. 
His  retirement  last  yeai'  fi'om 
an  area  police  force  posed 
plenty  of  ftnancial  challenges. 
But  lately,  what's  bugging 
him  most  is  his  long-stand- 
ing invest- 
ment in  Mu- 
tual Shares 
Fund,  the 
quii'ky  portfolio  made  famous 
by  Michael  Piice's  forays  into 
bankruptcies,  mergers,  turn- 
arounds, and  other  situations 
involving  undervalued  com- 
panies. "I've  seen  it  do  so 
well  for  so  long,"  says  Scott. 
Yet  he's  wondering  whether 
to  dump  his  entire  stake. 

The  reason?  Fabled  value- 
stock  picker  Price  retired 
late  last  year  following  the 

iNVESTOR  FEEDBiieK 

"  In  a  year  in 
which  the  S&P  did 

28%,  Mutual 
Beacon  was,  what, 
2%?  Somebody's 
out  of  whack" 


(llovvslf  I,  R.I. 


1996  sale,  for  $f510  million,  of 
his  flagship  Mutual  Shares 
and  its  sibHiig  funds  to  San 
Mateo  (Calif.)  giant  Franklin 
Templeton  Group.  Last  year. 
Mutual  Shares  eked  out  a  re- 
turn of  less  than  0.5%  even 
as  the  Standard  &  Poor's 
500-stock  index  sui'ged  more 
than  28%.  The  most  any  Mu- 
tual Series  fund  managed 
was  a  6.1%  return.  Mutual 
Discovei-y  even  lost  money. 


YOUR  MONEY 


INVESTING 


In  response,  many  longtime 
investors  are  bailing  out.  In 
the  12  months  ended  .Jan.  27, 
nearly  .$8.8  billion  flowed  out 
of  the  six  fimds,  according  to 
AMG  Data  Services  in  Areata, 
Calif. 

Behind  the  exodus  are  in- 
vestor fears 
of  a  leader- 
ship vacuum, 
poor  cus- 
tomer service,  and  worries 
that  the  funds  have  grown 
too  large  to  handle.  Worst, 
though,  were  the  funds'  un- 
characteristic losses  in  the 
middle  of  last  summer's 
swoon  in  stocks.  Mutual 
Shai'es,  supposedly  cushioned 
on  downswings  by  its  style 
of  buying  deeply  undei-valued 
stocks,  lost  more  than  17%-  in 
the  summer  quarter,  vs.  the 
S&P  500's  decline  of  less  than 
10%.  From  1987  to  1994,  by 
contrast,  the  fund  did  better 
than  the  s&p  in  five  of  the 
seven  quarters  the  index  lost 
money. 

THINK  AGAIN.  If  some  of  yoiu" 
money  is  still  among  the  .$24 
billion  now  being  run  by 
Price's  proteges,  you've  got 
some  thinking  to  do.  Selling 
out  now  is  probably  not  the 
answer,  especially  if  you've 
amassed  high  capital  gains 
over  the  years  in  a  taxable 
account.  To  justify  that,  you 
would  have  to  put  your  finger 
on  an  alternative  investment 
that  can  make  up  any  capital 
lost  to  the  taxman.  New  in- 
vestors, on  the  other  hand, 
probably  should  balk  at  the 
5.75%'  sales  charge  Mutual 
Series  now  levies.  Given 
cheaper  alternatives  (table, 
page  116),  the  load  is  a  hur- 
dle that's  difficult  to  justify. 

Either  way,  enough  has 
changed  at  the  fund  gi'oup's 
headquarters  in  Short  Hills, 
N.J.,  that  it's  worth  recon- 


sidering why  you 
own  the  funds — or 
why  you  might 
want  to.  Price  re- 
tired on  Nov.  1  to  a 
hands-off  role  as 
chairman  of  the 
funds'  boaixl,  leaving 
operations  to  Chief 
Executive  Peter 
Langennan,  a  bank- 
niptcy  attorney  who 
joined  Price  in  1986, 
and  Robert  Fried- 
man, who  came  on 
in  1988  and  serves 
as  chief  investment 
officer. 

Along  with  Price, 
who  stO]  has  at  least 
$100  million  of  his 
own  money  invest- 
ed in  Mutual  Series 
fimds,  the  two  new 
bosses  spent  last 
summer  reorganiz- 
ing the  funds.  In- 
stead of  relying  on 
a  bullpen  of  indus- 
try specialists  and 
analysts,  each  fund 
now  has  lead  port- 
folio managers  who 
are  accountable  for 
their  performance.  "It's  an 
oppoitunity  for  people  to  re- 
ally show  their  stuff," 
Langerman  says. 

Tliey  also  insisted  on  slash- 
ing the  number  of  stocks  in 


each  fluid  to  ai'ound  200  fn 
as  many  as  330.  "We  had  I 
too  many  positions  per  fnm 
Friedman  says.  That  me: 
too  many  stocks  to  kv 
tr"ack  of  and  too  little  perl'i 


Big  Bets  at  Mutual  Series 


FUND 

TOP  HOLDING*              1999  TOTAL  RET.** 

MUTUAL  SHARES 

CHASE  MANHATTAN 

-0.1% 

MUTUAL  QUALIFIED 

INVESTOR 

-2.1 

MUTUAL  BEACON 

CHASE  MANHAHAN 

-0.1 

MUTUAL  DISCOVERY 

SUEZ  LYONNAIS  DES  EAUX 

-0.1 

MUTUAL  EUROPEAN 

SUEZ  LYONNAIS  DES  EAUX 

-0.2 

MUTUAL  FINANCIAL 

BANK  ONE 

-4.4 

*As  of  Dec.  31  **Class  Z  shares,  through  Feb.  10 

DATA:  BUSINESS  WEEK,  MORNINGSTAR  INC. 
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lice  boost  from  the  funds' 
nc-^t  winners.  "The  shame 
it,"  he  adds,  "is  we  didn't 
.  this  portfolio  process  in 
ce  about  a  year  ago." 
One  thing  Langerman  and 
iedman  intend  on  leaving 
changed,  however,  is 
ice's  shareholder  activism, 
ider  Price,  Mutual  Series 
ids  took  big  stakes  in  un- 
rvalued  companies  such  as 
sase  Manhattan  and  Olin 
d  leaned  on  managers  to 
structure  or  sell  out.  Chase, 
course,  agi-eed  to  merge 
th  Chemical  Banking  in 
95,  and  Olin  in  February 
mpleted  its  spin-off  of  Ai-ch 
lemicals.  "The  strategy  is 
ery  bit  the  same  as  be- 


FRIEDMAN  AND 
LANGERMAN:  Sim- 
plify mg  funds  and 
looking  to  Europe 

fore,"  says  Fried- 
man. "In  select  situ- 
ations, we  reserve 
the  right  to  step 
fomard." 

As  for  new  tar- 
gets, Friedman  will 
only  say  he  feels 
that  Europe  offers 
plenty  of  underval- 
ued companies  with 
managements  that 
may  have  over- 
stayed their  wel- 
come. Still,  Mutual 
Series  has  suffered 
some  setbacks.  At 
Dow  Jones,  which 
saw  Price  buy  in 
and  begin  campaign- 
ing for  better  re- 
turns back  in  1997, 
Mutual  Series  has 
I'ecently  relaxed  its 
pressui'e  on  manage- 
ment despite  a  28% 
drop  in  the  share 
i:irice  since  last  sum- 
mer. The  Mutual 
fimds  still  own  5%  of 
the  common  stock. 

And  a  big,  long- 
term  holding  in 
Sunbeam  plimged  to 
under  $5  a  share 
last  year  from  $53 
iifter  questions  ai"ose 
about  former  ceo 
Alfred  Dunlap's  ac- 
counting practices. 
Sunbeam  alone  slashed  3  to  4 
percentage  points  from  Mu- 
tual Shares'  1998  total  return, 
says  Langerman,  who  re- 
mains at  the  troubled  appli- 
ance maker  as  its  chaiiTnan. 


Oxford  Health  Plans'  dive  to 
under  $6  from  $22  hurt,  too, 
notes  Gregory  Johnson,  pres- 
ident of  Franklin/Templeton 
Distributors.  (Oxford  has 
since  rebounded  to  $19.)  So 
did  an  untimely  bet  on  ener- 
gy stocks. 

An  even  bigger  problem, 
however,  is  the  market's  cur- 
rent distaste  for  Mutual's 
style  of  stock-picking.  It 
hasn't  helped  that  the  U.  S. 
economy  is  in  the  middle  of  a 
record-breaking  peacetime 
expansion.  That  has  put  a 
crimp  in  the  number  of  bank- 
ruptcy and  restructuring 
plays  that  once  were  the 
funds'  stock  in  trade.  "You've 
had  five  years  of  growth 
[stocks]  outperforming  value 
and  five  years  of  large  caps 
outperforming  small  caps," 
says  Johnson.  "It's  a  very 
challenging  period  for  any 
value  investor." 

None  of  the  Mutual  man- 
agers is  willing  to  say  when 
value  stocks  will  come  back 
into  vogue.  But  theu"  faith  is 
steady.  "We  have  a  style  that 
makes  eminent  sense,"  says 
Mutual  Shares  and  Mutual 
Beacon  Co-Manager  Lawrence 
Sondike.  "Oiu*  day  vdU  come." 
Reflecting  that  faith.  Mutual 
Series  is  looking  far  afield  for 
cheap  but  promising  invest- 
ments in  markets  where 
bankruptcies  and  economic 
distress  are  the  nonn. 

For  example,  David  Win- 
ters, co-manager  of  Mutual 
Beacon,  recently  traveled  to 
Japan  in  search  of  bargains. 
One  stock  he  likes  there  is 
Kita  Kyushu  Coca-Cola  Bot- 
tling Co.  Langennan  says  the 
firm  is  looking  around  in 
South  Korea  as  well.  "Today, 


mVESTOR  FEEDBieX 

"  What  really  ticked  me  off  the  most  is  I 
called  them  up  and  all  I  got  was  a  bunch  of 
PR  talk.  They  didn't  tell  me  anything. . . . 
They're  not  the  only  game  in  town  " 

BIUCOLWIN 

Huntington,  N.Y. 


INyESTOR  FEEDBiCX 

"  I  own  Mutual 
European  and 
Discovery  and 
Financial.  I  am 
keeping  all  three 

because  the  market 
will  eventually 
return  to  value 

investing  based  on 
real  earnings,  not 

speculation  about 
which  Internet 

stock  will  survive  " 

MARC  ELLER 

Rockmlle,  Md. 


it's  harder  to  find  those  to- 
tally undiscovered  names," 
Langennan  adds.  "There  are 
other  value  managers  out 

there        You  are  a  victim  of 

your  success  because  other 
people  say,  'Hey,  that  woi"ks! 
Tliat's  very  interesting!  We're 
going  to  look  at  that  area.' 
But  that's  not  to  say  that 
there  ai'e  still  not  tremendous 
opportunities." 

UNGLAMOROUS.  So  instead  of 
Dell  Computer,  Yahoo!,  or 
Cisco  Systems,  theii-  portfo- 
lios ai"e  filled  vnth  such  names 
as  BTR  Siebe,  a  recently 
merged  British  industrial  con- 
cern that  Mutual  European 
Fund  manager  David  Marcus 
favors.  Together,  btr  and 
Siebe  trade  at  about  five 
times  Marcus'  expectation  of 
cash  flow  this  year.  Chicago- 
based  Telephone  &  Data 
Systems,  which  is  set  to  spin 
off  its  cellulai'  subsidiary,  Aer- 
ial Communications,  is  anoth- 
er unglamorous  outfit  the 
funds  enthusiastically  own. 
Sondike  reckons  tds  trades 
foi-  about  half  the  value  of  its 
assets.  Then  there's  Lockheed 
Martin,  the  world's  No.  1 
arms  maker  that  has  been 
beaten  down  in  these  peaceful 
times  from  almost  $59  a  share 


BUSINESS  WEEK  /  MARCH  1,  1999  115 


Personal  Business  ' 


HELP!  MY  NEST  EGG  IS  COLD 

Allen  Pechenik  of  Berkley,  Mich.,  is  a  39-year-old  senior  buy 
er  at  Johnson  Controls.  He  has  been  building  his  retire- 
ment nest  egg  and  now  owns  a  dozen  mutual  funds.  Pechenik 
watches  them  cai'efully  and  was  dismayed  last  yeai'  at  the  per- 
formance of  the  $40,000  or  so  he  had  in  Mutual  Qualified  Fund. 

"I  bought  it  because,  at  the  time,  it  was  consistently  beating 
the  competition,"  he  explains.  "Michael  Price  was  one  of  the 
few  manager's  who  had  real  perception.  It  rewarded  me.  It 
went  up  when  he  was  there."  Then,  in  1996,  Pince  sold  the  fun* 
uToup  to  Franldin  Templeton  and  started  prepai"ing  for  retii'e- 
Mient.  "It  begim  to  flatten  out  when  he  was  transfen-ing.  And 
then,  when  he  was  gone,  it  went  down  and  stayed  down." 

In  December,  Pechenick  dumped  Mutual  Qualified.  He  con- 
sidered exchanging  his  money  for  another  Franklin  Templeton 
fimd,  but  passed:  "Theu-  returns  aren't  anji:hing  eye-popping.' 
Instead,  he  took  his  money  and  split  it  between  two  lower-cost 

  Vanguai-d  Group  index  funds — 60%  to 

PECHENICK:  No  Price,   Index  Growth  and  the  remainder  to 
no  holdings  Index  Value.  Robert  Barki 


last  year  to  as  low  as  $85. 

-Johnson  acknowledges  that 
in  adddition  to  value  investing 
being  out  of  favor,  the  fund 
company  hurt  investors  and 
itself  with  lapses  in  customer 
service.  "I  called  them  up,  and 
all  I  got  was  a  bunch 
of  PR  talk,"  complains 
Bill  Col  win,  a  share- 
holder fi"om  Hunting- 
ton, N.  Y.  "Tliey  didn't 
tell  me  anjlliing.  [The 
service  rep]  told  me 
someone  would  call 
me  back,  but  no  one 
ever  called  back,  and 
that      was  three 
months  ago."  (Langer- 
man  himself  did  call 
Colwin  in  January  af- 
ter BUSINESS  WEEK  alerted 
him  to  Colwin's  complaint.) 
"SEAMLESS."  Johnson  blames 
such  lapses  on  the  challenges 
of  uniting  the  Templeton 
gi'oup  of  fimds  that  Franklin 
purchased  in  1992  and  then 
the  Mutual  Series  fimds.  But 
now  that  the  funds'  back-of- 
fice oper-ations  ar-e  unified,  he 
claims  that  ser'\ice  is  on  the 
mend:  "We've  made  it  one 
seamless  fund  family." 

Yet  none  of  these  refor-ms, 
nor  the  firm's  value-stock  fer- 
voi;  was  enough  to  per^suade 
one  influential  investor  fr-om 
bailing  out  r-ecently.  Ken  Gre- 
gory, ail  Orinda  (Calif.)  in- 
vestment adviser,  r-emoved 
Mutual  Discovery  from  the 
model  porlfoho  for  his  $400 


million  in  client  accounts. 
"They  have  a  r'eal  str-ong 
team,  but  1  tliinl<  they're  rim- 
ning  too  much  money,"  Gre- 
gory explains.  "I'm  just  not 
that  confident  that  they  will 
be  really  great  going  for- 

INVESTOR  FEEDBACK 


"  Mutual  Qualified  was  my 
very  first  fund.  Now,  there  seem 
to  be  a  lot  more  opportunities 
out  there  " 

KEVIN  BERG 

North  Hollywood,  Calif. 


war'd."  A  better  bet,  he 
thinks,  is  Longleaf  Partners 
Fimd.  Likewise,  Ronald  Roge, 
a  Bohemia  (N.  Y.)  financial  ad- 
viser with  $100  million  imder 
management,  has  liquidated 
his  clients'  holdings  in  Mutual 
Qualified,  once  a  coi-e 
investment.  His  al- 
ter-natives  include 
Tweedy.  Bi-owne 
American  Value  and 
Tweedy,  Br-owne 
Global"  Value,  both 
of  which  rely  on 
close  analysis  of 
stocks  trading  be- 
neath the  fan-  value 
of  their-  assets. 

Ai-e  the  investors 
who  ai'e  abandoning 
Michael  Price's  suc- 


cessors right?  Smaller  alter-- 
native  funds  exist,  but  ftind 
size  isn't  evei-^tliing.  Fidehty 
Magellan   manager  Robert 
Stansky  made  that  point  in 
1998  as  his  $84  billion  fund 
beat  the  s&p  by  five  percent- 
age points.  In  any 
event.  Mutual  Se- 
ries hasn't  gr-owTT 
large   enough  to 
cause  major  con- 
cerns.  Just  28% 
of  the  money  now 
in     the  funds 
I'epresents  accounts 
oj3ened  since  Fr-ank- 
lin  took  over. 

If  you're  still 
tempted  to  bolt, 
consider  a  bit  of 
liistory.  "In  '89,  we  were  up 
only  half  of  the  market;  in 
1990,  we  wer-e  dowTi  worse 
than  the  mar-ket,"  Friedman 
recalls.  "People  were  saying, 
'Oh,  value  is  dead.  You  don't 
want  to  owii  value.  You  want 


Value  Fund  Alternatives 


1999  TOTAL 


FUND 

RETURN* 

PHONE  (800) 

LONGLEAF  PARTNERS 

3.4% 

445-9469 

WEITZ  VALUE 

0.7 

232-4161 

TWEEDY,  BROWNE  GLOBAL  VALUE 

-2.5 

432-4789 

THIRD  AVENUE  VALUE 

-4.3 

443-1021 

FRANKLIN  BAL.  SHEET  INVESTMENT* 

*-5.1 

342-5236 

TWEEDY,  BROWNE  AMERICAN  VALUE 

-5.9 

432-4789 

*Through  Feb-  10  **IRAs  only; 
Mutual  Series  Class  1  holders 


load  waived  on  exchanges  by 


to  owTi  lar-ge  caps.' "  Th 
over  the  next  seven  yes 
the  flagship  fund's  averi 
annual  return  outpaced 
S&P.  20.4%  to  19.8%,  wl 
taking  on  less  risk.  "The  v 
natiu-e  of  'value'  is  to  be  c ; 
trarian,"  Friedman  argi  ; 
"You'r-e  buying  someth  t 
other   people   don't  w£ 
rather  than  bu\ing  sometl 
ever>'one  wants.  You  have 
wait  until  there's  a  psyc 
logical  adjustment  in  the  n 
ket's  mind  as  to  the  wortl : 
something.  I  think  that's  p 
actly  wher-e  we  are  now."  k 

In  the  past  few  weeks 
adds,  two  Mutual  Series  h  u 
ings,  LucasVerity  and  IV 
ton  Inter-national,  agreec 
takeover-s,    sending    h  k 
stocks  soaring.  And  Micl 
Price?  He's  shunning  pub  ; 
ty.  But  with  so  much  of 
net  worth  still  tied  up  in 
for-mer  funds,  he  has  to  ; 
glad  to  see  theu-  better-tl  f, 
average  start 
year.  "It's  like  afeo 
lay  race,"  Mai  [jr, 
says.  "Michael  h;  ^ 
ed  us  the  baton,  it: 
we  can  either  si  tt, 
there  and  look  ;  p, 
or    run    with  Ij, 
We're  mmiring   ^  ^ 
it."  If  they  can  (- 
up  the  pace,  th 
have    no  wor 
about  shareholi  r/;. 
running  the  o  jj 
way.  Robert  Ba  f . 
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PLAN  FOR 
HE  ENDGAME 


agine  suffering  a 
oke  or  being  left  in 
oma  as  a  result  of 
auto  accident. 

Ud  you  want  to  be  kept 
ife  support?  Fed  thi-ough 
ibe?  Or  given  pain-con- 
ing dings,  even  if  it  has- 
■d  your  death? 
ou  have  tlie  right  to 
e  these  choices.  But  in 
t  states,  you  must  do  so 
/riting.  You'll  I'eed  tv^^o 
iments,  called  advanced 
ctives:  A  living  wiW  that 
;    doctors  and 
)itals  how  you 
t  to  be  cared 
ihould  you  be- 
e  terminally 
a  health  care 
:y  that  desig- 
s  an  advocate 
can  make  siu-e 
e  wishes  are 
■red.  Says  Jim 
ey,  president 
he  nonprofit 
p  Aging  With 
lity:  "People 
■  to  look  at  the 
';ame — and  not 
in  terms  of 
rs  and  cents." 
[SIC  GAP.  Med- 
technology  has 
e  it  possible  to 
iin  life  longer.  But  the 
of  managed  care  and  the 
it  of  litigation  has  kept 
Ijj  lies  and  doctors  fi'om  re- 
ng  these  issues  informal- 
I  Dnce.  a  physician  would 
3vm  with  a  family  to  dis- 
this."  says  Robert  Arlen, 
•ynton  Beach  (Fla.)  es- 
attomey.  "Now,  we  deal 
I  environment  where  es- 
>hing  that  close  relation- 
is  difficult." 

hen  living  wills  don't  ex- 
he  consequences  can  be 
c  Hugh  Finn  of 
sville,  Ky.,  talked  to  his 
3r  about  ch-afting  a  living 
out  never  completed  one. 


Then,  in  1995,  he  was  se- 
verely brain  damaged  in  an 
automobile  accident  and  spent 
three  years  in  a  persistent 
vegetative  state.  Last  year, 
after  his  wife 
moved  him  to 
a  Virginia 
nursing  home  to  be  close  to 
his  parents,  she  requested 
that  his  feeding  tube  be  re- 
moved. Other  family  mem- 
bers objected,  and  the  state 
of  Virginia  joined  them.  The 
device  eventually  was  with- 
drawn, and  Finn  died — but 
only  after  an  agonizing  legal 


YOUR  LIFE 


HEALTH  CARE 


In  most  states,  a  decision  to 
end  life  support  requires  the 
approval  of  two  doctors,  who 
must  certify  that  there  is  no 
hope  of  recovery.  Indeed,  if 
you  want  doctors  to  exhaust 
every  effort  to  keep  you 
ahve,  no  matter  what,  you 
can  put  that  in  a  living  will. 
"You  can  say:  T  don't  want 
anything  done,'  or  you  can 
say:  'I  want  absolutely  eveiy- 
thing,'"  says  Bethesda  (Md.) 

attorney  Mari- 
lyn Kressel. 
Lawyers  say 
it  is  important  to  be  as  spe- 
cific as  possible.  If  you  want 
morphine  or  other  pain  med- 
ication in  yom-  last  days,  even 
if  it  is  addictive  or  makes  you 
drowsy,  say  so.  It's  the  same 
with  life  support.  If  you  want 
it  turned  off  if  you  are  near 
death,  write  that  down,  too. 


designation  of  health  car-e 
proxy,  health  care  siuTogate, 
or  medical  power  of  attorney. 

You  might  want  to  make 
your  spouse  your  repr-esen- 
tative.  But  tliink  about  giving 
backup  power  to  an  adult 
child  if  you  ar'e  not  sure  that 
your  spouse  could  handle 
such  wenching  decisions  at 
a  time  of  gr-eat  stress.  "Doc- 
uments ai'e  gr'eat,"  says  Kres- 
sel. "But  they  have  to  be  in 
the  hands  of  an  aggressive 
per-son." 

LOW  COST.  Most  lawyers 
will  do  the  paperwork  for  a 
living  will  at  no  cost  if  they 
are  already  preparing  your 
estate  plan.  You  can  also  get 
the  necessary  for-ms  from 
nonpr'ofit  advocacy  groups. 
Aging  With  Dignity 
(www.agingwithdignity.org) 
lets  you  download  a  free 

Preparing  a 
Living  Will 

MAKE  IT  EXPLICIT  Spell 
out  exactly  what  care  you  want 
at  the  end  of  your  life,  and 
what  you  want  withheld. 

DISTRIBUTE  IT  Keep  a  copy 
accessible  at  home,  give 
others  to  your  doctor,  your 
local  hospital,  and  your  adult 
children. 

CHOOSE  AN  ADVOCATE 

Designate  a  family  member 
or  friend  to  insist  that  your 
wishes  be  honored,  should  a 
hospital  be  reluctant  to  do  so. 


battle  that  tor-e  his  family 
apart. 

As  a  result  of  that  case, 
some  Virginia  legislator's  ar'e 
trying  to  restrict  family  mem- 
bers ft'om  making  life-and- 
death  decisions  for-  patients 
who  cannot  choose  for  them- 
selves. But  in  Florida,  the 
legislature  is  debating  a  mea- 
siu'e  that  would  br-oaden  the 
definition  of  terminally  ill.  It 
would  give  doctors  mor-e  flex- 
ibihty  in  gr-anting  a  patient's 
wish  to  die. 

Living  wills  do  not  give  a 
hospital  the  right  to  pull  the 
plug  without  consent  of  a  pa- 
tient's legal  r-epresentative. 


Whatever  its  contents,  a 
living  will  is  one  legal  docu- 
ment that  should  not  be  kept 
in  your  safe  deposit  box. 
Give  copies  to  your  lawyer-, 
your  doctor-,  and  your  adult 
children,  and  take  one  to  the 
hospital  on  your  next  visit. 

Putting  your  wishes  in 
writing  does  not  guarantee 
that  a  hospital  will  honor 
them,  however.  To  make 
sure  it  does,  you'll  need  to 
appoint  a  legal  i-epr-esenta- 
tive,  usually  a  r-elative  or 
friend,  who  can  handle  your 
health  car-e  decisions  if  you 
cannot.  You  make  this  choice 
by  executing  what's  called  a 


plain-English  ver-sion  called 
Five  Wishes  that's  valid  in 
33  states.  The  group  will 
mail  you  one  for  $4  if  you 
send  it  a  check  to  P.  0.  Box 
1661,  Tallahassee,  Fla.,  32302. 
Another-  or-ganization.  Choice 
in  Dying,  provides  docu- 
ments geared  to  specific 
states  for  $5  (800  989-9455, 
or  www.choices.org). 

Working  through  end- 
of-life  issues  is  no  fim.  But 
it  sure  beats  forcing  your 
family  to  make  a  deci- 
sion in  a  hospital  wait- 
ing r-oom — or  worse,  hav- 
ing your  last  wishes  ig- 
nored.    Howard  Gleckman 
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SURGERY  TO  SCRAP 
THOSE  SPECS 


When  noises  roused 
Catherine  Schmeltz 
in  the  middle  of  the 
night,  she  used 

to  fumble  for  her  glasses  be- 
fore checking  on  her  kids.  So 
when  the  41 -year-old  Kansas 
City  oncology  nurse  heard 
about  a  clinical  trial  for 
corneal  implants  to  correct 
mild  nearsightedness,  she 
signed  up.  Today,  her  vi- 
sion is  2042. 

Until  recently,  eye 
surgery  could  correct 
only  a  limited  range  of 
vision  problems.  But 
technological  advances 
are  making  it  possible 
for  more  people  to  trash 
their  glasses.  "We  can 
now  treat  almost  every 
level  of  near-  and  far- 
sightedness," says  Dr. 
Daniel  Durrie,  director 
of  refractive  surgery  at 
the  Hunkeler  Eye  Cen- 
ters in  Kansas  City. 

Patients  who  suffer 
from  mild  to  moderate 
myopia  may  benefit 
from  corneal  implants. 


Newly  approved  by  a  Food 
&  Drug  Administration  ad- 
visory panel,  these  tiny 
pieces  of  curved  plastic  are 
placed  on  the  edges  of  the 
cornea  like  parentheses.  The 
implants  flatten  the  cornea, 
which  is  too  curved  when 
you  are  nearsighted.  Unlike 
laser  surgery,  the  procedure 
does  not  require  cutting  into 
the  central  part  of  the  eye. 
And  it  is  reversible.  A  24- 

An  Eyeful  of  Info 


AMERICAN  ACADEMY  OF 
OPHTHALMOLOGY 

P.O.  Box  7424,  San  Francisco, 

Calif.  94120-7424 
415  561-8500;  www.eyenet.org/public/pi 

AMERICAN  SOCIETY  OF  CATARACT 
&  REFRACTIVE  SURGERY 

www.ascrs.org/patient/refract.html 

INTERNATIONAL  SOCIETY  OF 
REFRACTIVE  SURGEONS 

1175  Springs  Centre  South  Blvd.,  Suite  152 
Altamonte  Springs,  Fla.  32714 
407  786-7446 
patient.isrs.org 


hour  recovery  period 
is  the  same  for  both 
procedures. 

Not  everyone 
believes  the  im- 
plants are  worry- 
free.  Some  experts 
are  concerned 
about  the  long-tenn 
effects  of  having  a 
foreign  object  in 
your  eye.  But  Dr. 
Penny  Asbell,  di- 
rector of  cornea 
services  at  nyu  Mt. 
Sinai  Medical  Cen- 
ter, says  such  fears 
are  mitigated  by 
the  fact  that  "the 
implants  are  made 
out  of  the  same 
^  material  that  we've 
•  been  safely  using  in 
replacement  lenses  af- 
ter catai'act  sui'gei-y."  The  im- 
plants are  made  by  Kera Vi- 
sion in  Fremont,  Calif.,  and 
should  receive  full  fda  bless- 
ing by  yeai'end.  A  corneal  op- 
eration will  cost  $2,000  to 
$2,700,  or  about  the  same  as 
laser  sui'gery.  As  viith  other 
eye  care,  it  probably  won't 
be  covered  by 
insurance,  un- 
less you  have  a 
special  vision  plan. 

A  fix  for  farsightedness 
may  also  soon  be  available. 
The  Holmium  yag  laser,  de- 
veloped by  Sunrise  Technolo- 
gies of  Fremont  and  await- 
ing FDA  approval,  disperses 
into  16  rays  of  low-intensity 
energy,   which   strike  the 
cornea  in  a  circular  pat- 
tern. This  steepens  the 
cornea,  which  is  too  flat 
when  you're  farsighted. 
"It's  much  safer  than 
other  lasers  because  you 
are  not  vaporizing  or  re- 
moving tissue,"  says  Dr. 
Douglas  Koch,  a  profes- 
sor of  ophthalmology'  at 
Baylor  College  of  Medi- 
cine in  Houston. 

One  advance  that 
could  improve  the  accu- 
racy of  all  laser  surgery 
is  so-called  tracking  sys- 
tems. Based  on  militai-y 
technology,  tracking 
lasers  lock  on  to  the  eye 
during  surgei-y  the  way 
a  missile  locks  on  to  a 


YOUR  LIFE 


HEALTH  CARE 


target.  This  minimizes  er 
caused  by  a  patient's  in\ 
untary  eye  movements, 
tonomous  Technologies  in  i| 
lando  received  fda  approj 
to  market  a  tracking  la;| 
last  November,  though  itj 
not  yet  in  commercial 
Other  companies  have  sij 
lar  products  in  the  pipeliri 
LONG-TERM  RISKS?  Patie 
with  vision  problems  too  | 
vere  for  laser  surgery 
benefit  from  implantable 
tact  lenses.  These  virtuJ 
permanent  lenses  cornel 
two  varieties,  both  wiq 
available  in  Europe,  thoi 
still  under  review  in  the  iJ 
Ophtec  USA  of  Boca  Ra^ 
Fla.,  produces  a  lens 
goes  on  top  of  the  irisl 
competitor,  staar  Sui'gica 
Monrovia.  Calif.,  makes  a  j 
that  slips  behind  the  | 
Clinical  studies  of  both  j 
sions  have  been  positive,! 
as  with  corneal  implants,| 
perts  wonder  about  the 
term  repercussions.  "Tlj 
are  risks  of  developing 
ous  problems"  such  as 
coma  and  cataracts,  saysl 
Leo  Magif 
an  ophthalj 
ogy  profel 
at    the    Mayo  Clinic! 
Rochester,  Minn. 

Help  may  also  be  onl 
way  for  patients  who  el 
rience  presbyopia,  a  pro! 
that  forces  many  peopll 
read  things  at  arm's  lei 
when  they  reach  middle  | 
Researchers    have  shj 
promising  results  with  ail 
perimental  procedurel 
which  plastic  bands  are! 
gically  implanted  to  exj 
tissue  surrounding  the! 
and  eye  muscles  that! 
stiffened  over  the  years, 
hypothesis  is  that  the  pj 
dure  gives  muscles  in  th^ 
more  room  to  move' 
thus  improves  the  abilij 
the  lens  to  focus,  explaini 
Richard  Yee,  a  professj 
ophthalmology  at  the 
versify   of  Texas-HoJ 
Health  Science  Center.] 
las-based  Presby  Corj 
maker  of  the  bands,  hi 
the  FDA  will  begin  clinicJ 
als  in  March.  That  coul 
an  eye-opener.  Kate  M?J 
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Announcing  The  8th  Annual  Business  We 


TURBULENC 

RISK  AND  REWARD  IN  T 


Addressing  Today's  Concerns. 
Positioning  for  Tomorrow's  Opportunities. 

Being  a  CFO  today  is  a  daunting  endeavor.  Turmoil  in  the 
international  markets,  demanding  shareholder  expectations, 
and  shifting  priorities  at  home.  Today's  CFO  has  to  be  inno- 
vative, ensuring  continued  corporate  performance  whatever 
the  external  challenges.  And  in  the  current  market,  discern- 
ing value  is  as  important,  and  as  complicated,  as  creating  it. 

What  better  place  to  address  the  potential  risks  and  rewards 
than  at  The  Eighth  Annual  Business  Week  Forum  of  Chief 
Financial  Officers.  In  a  focused,  retreat  setting,  you'll 
gather  to  exchange  ideas  and  experiences  with  your 
fellow  CFOs  from  the  nation's  largest  and  most  presti- 
gious companies. 

These  CFO  perspectives  will  be  complemented  by  other 
critical  voices  that  affect  business  strategy  -  the  CEO,  board 
members,  customers,  and  shareholders.  Together,  you'll 
gain  fresh  insights  as  to  why  turbulence  in  the  global  econ- 
omy is  influencing  business  strategy  in  corporations  across 
America  and  how  you  can  determine  the  right  course  of 
action  for  your  company. 

Reserve  your  place  now  at  The  Eighth  Annual  Business 
Week  Forum  of  Chief  Financial  Officers  and  make  sure  today's 
moves  are  positioning  you  to  win  in  tomorrow's  market. 
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PRODUCTION  mpiCATORS 


tnge  from  last  week:  0.0% 
inge  from  last  year.  4.4% 


PRODUCTION  INDEX 

Feb.  6=142.3 
  1992=100   


9_,  .  .  .  .  .  .  .  .  .  .  .  r 

Feb.  June  Oct.  Feb. 

1998  1998  1998  1999 

The  index  is  a  4'Week  moving  average 

he  production  index  was  unchanged,  while  the  unaveraged  index  fell  from  142.9  to 
41.7  in  the  week  that  ended  Feb.  6.  After  seasonal  ad|ustment.  steel  production 
ropped  1.8%  for  the  week  and  10.1%  from  a  year  ago.  This  decline  is  blamed  on 
1  unprecedented  inflow  of  steel  imports  in  1998.  Production  of  autos,  trucks,  and 
imber  also  declined.  Output  of  electricity,  oil,  and  coal  increased.  Rail-freight  traffic 
as  also  up  due  to  strong  loadings  of  coal,  crushed  stone,  gravel,  and  sand 

^  prodi'r'ir.n  ri.lp.  rcpyriL^ht  199'^  by  T!i,;'  M^G'aw-Hill  Companies 


,EADING  INDICATORS 


TOOK  PRICES  (2/12)  s&p  500 

LATEST 
WEEK 

1230.13 

WEEK 
AGO 

1239.40 

YEARLY 
%  CHG 

20.5 

ORPORATE  BOND  YIELD,  Aaa  (2/12) 

6.38% 

6.40% 

-4.6 

lONEY  SUPPLY,  M2  (2/1)  billions 

$4,442.3  $4. 434. Or 

8.7 

NITIAL  CLAIMS,  UNEMPLOYMENT  (2/5)  thous 

281 

294r 

-7.0 

lORTGAGE  APPLICATIONS,  PURCHASE  2/12) 

263.3 

253.5 

18.3 

lORTGAGE  APPLICATIONS,  REFINANCE  (2/12) 

1.643.6 

1.654.0 

-2.5 

OUrces:  standard  &  Poor's,  Moody's,  Federal  Reserve.  Labor  Dept  ,  Mortgag 

ankers  Assn    (index    March  16,  1990:^:100) 

e 

Interest  RATES 

EDERAL  FUNDS  (2/16) 

LATEST 
WEEK 

5.09% 

WEEK 
AGO 

4,73% 

YEAR 
AGO 

6,00% 

OMMERCIAL  PAPER  (2/16)  3  month 

4.79 

4.79 

5.46 

ERTIFICATES  OF  DEPOSIT  (2/17)  3  month 

4.91 

4.89 

5.53 

IXED  MORTGAGE  (2/12)  30  year 

6.74 

6.86 

7.20 

DJUSTABLE  MORTGAGE  (2/12)  one  year 

5.75 

5.69 

5.76 

'RIME  (2/12) 

7.75 

7.75 

8.50 

■Ources:   Federal  Reserve,  HSH  Associates,  Bloomberg  Financial  Markets 


STEEL  (2/13)  thous.  of  net  tor - 

LATEST 

1,930 

WEEK 

AUU 

1,959# 

YEARLY 
/o  bnu 

-13.2 

AUTOS  (2/13)  units 

106,965 

103,818r# 

-8.5 

TRUCKS  (2/13)  units 

145,067 

156,574r# 

3.7 

ELECTRIC  POWER  (2/13)  millions  of  kilowatt-hrs 

NA 

65,044# 

NA 

CRUDE-OIL  REFINING  (2/13)  thous.  of  bbl./day 

NA 

14,412# 

NA 

COAL  (2/6)  thous.  of  net  tons 

22,425# 

22,452 

7.1 

LUMBER  (2/6)  millions  of  ft. 

506. 3# 

550.3 

7.5 

RAIL  FREIGHT  (2/6)  billions  of  ton-miles 

26.9# 

27.1 

5.5 

Sources:  American  Iron  &  Steel  Institute.   Ward's  Automotive  Reports.  Edison  Electric 
Institute.  American  Petroleum  Institute,  Energy  Dept.,  WWPAl,  SFPA2,  Association  of 
American  Railroads 

PRICES 

GOLD  (2/17)  $/troy  oz. 

LATEST 
WEEK 

285.750 

WEEK 
AGO 

288.200 

YEARLY 
7.  CHG 

-4.2 

STEEL  SCRAP  (2/16)  #1  heavy,  $/ton 

84.00 

84.00 

-40.2 

COPPER  (2/12)  «/lb. 

70.1 

68.6 

-11.7 

ALUMINUM  (2/12)  (z/lb 

59.0 

58.8 

-18.1 

COTTON  (2/12)  strict  low  middling  1-1/16  in.,  e/lb.  56.44 

58.43 

-12.4 

OIL  (2/16)  $/bbl 

11.07 

11.46 

-28.2 

CRB  FOODSTUFFS  (2/16)  l967=ioo 

194.79 

199.46 

-13.0 

CRB  RAW  INDUSTRIALS  (2/16)  1967=100 

258.89 

262.40 

-12.3 

Sources:  London  Wednesday  final  setting,  Chicago  market,  Metals 
market.  NYMEX,  Commodity  Research  Bureau 

Week,  Memphis 

FOREIGN  EXCHANGE 

BRAZILIAN  REAL  (2/17) 

LATEST 
WEEK 

1.9250 

WEEK 
AGO 

1.8800  1 

YEAR 
AGO 

.1281 

BRITISH  POUND  2/17) 

1.64 

1.63 

1.64 

CANADIAN  DOLLAR  (2/17) 

1.50 

1.49 

1.43 

EUROPEAN  EURO  (2/17) 

1.1244 

1.1326 

NA 

JAPANESE  YEN  2/17) 

118,92 

114.35  126.50 

KOREAN  WON  2/17) 

1175.0 

1180.0  1709.0 

MEXICAN  PESO  2  17) 

9.883 

10.040 

8.475 

TRADE-WEIGHTED  DOLLAR  INDEX  (2/17) 

107.8 

106.2 

109.6 

Sources:  Major  New  York  banks.  Currencies  expressed  m  units  per  U  S.  dollar,  except 
tor   British  Pound  and  European  Euro  m  dollars.  Trade-wreighted  dollar  via  J.P  Morgan. 


Raw  data  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machmery  and  defense 
quiprrient.   l=Western  Wood  Products  Assn        2=Southern  Forest  Products  Assn.         3=:Free  market  value       NA-Not  available       r=revised       NM=Not  meaningful 


THE  WEEK  AHEAD 


DERAL  BUDGET 

inday,  Feb.  22,  2  p.m.EST*-  The  U.  S. 
iasury  is  likely  to  report  a  budget  sur- 
js  of  $52.5  billion  for  January,  accord- 
l  to  the  median  forecast  of  economists 
rveyed  by  Standard  &  Poor's  mms,  a  divi- 
)n  of  The  McGraw-Hill  Companies.  Wash- 
?ton  posted  a  $25.4  billion  surplus  in 
nuary,  1998. 

IMPHREY-HAWKINS  TESTIMONY 

lesday,  Feb.  23.  10  a.m. est  ^-  Federal 
iserve  Chairman  Alan  Greenspan  will  tes- 
y  to  the  Senate  Banking  Committee  on 
e  state  of  the  economy.  He  will  repeat  his 
stimony  in  front  of  the  House  Banking 
)mmittee  on  Feb.  24. 


CONSUMER  CONFIDENCE 

Tuesday.  Feb.  23,  10  a.m. est  >■  The  Con- 
ference Board's  index  of  consumer  confi- 
dence probably  edged  up  slightly  in  Febru- 
ary, to  128,  from  127.6  in  January. 

DURABLE  GOODS  ORDERS 

Thursday.  Feb.  25.  8:30  a.m. est  >■  New 
orders  for  durable  goods  likely  slipped  a 
small  0.1%  in  January,  says  the  s&p  mms 
survey.  That  follows  a  large  3.1%  advance 
in  December. 

EXISTING  HOME  SALES 

Thursday,  Feb.  25,  10  a.m. est  ^  Existing 
homes  probably  sold  at  an  annual  rate  of 
4.9  million,  down  slightly  from  the  record  5 


million  sold  in  December.  Thanks  to  solid 
income  growth  and  still-low  mortgage  rates, 
housing  began  1999  in  pretty  good  shape. 

GROSS  DOMESTIC  PRODUCT 

Friday,  Feb.  26,  8:30  a.m.EST>  The  econ- 
omists surveyed  by  s&p  mms  expect  that  the 
Commerce  Dept.'s  second  look  at  fourth- 
quarter  GDP  will  contain  no  major  revisions. 
The  economy  probably  grew  at  a  5.6% 
annual  rate,  the  same  pace  reported  in  the 
initial  GDP  data.  Consumer  spending 
remained  the  strongest  part  of  the  econo- 
my. However,  the  median  projection  for 
first-quarter  growth  now  says  that  real  gdp 
is  rising  at  a  3%  annual  rate,  up  from  a 
2.5%  forecast  of  a  month  ago. 
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Index  to  Companies 

This  index  gives  the  starting  page  for  a  stoty  or  feature  with  a  significant 
reference  to  a  company.  Most  subsidiaries  are  indexed  under  their  own  names,' 
Companies  listed  only  in  tables  are  not  included. 


ABB  Asea  Brown  Boven  52 
Abbott  Laboratories  (ABT)  102 
Advanced  Micro  Devices  (AMD)  28. 
38 

Advanced  TelCom  12 
Aeroquip  60 
Aetna  (AED  12 
AIG  (AIG)  47 

Algos  Ptiarmaceutical  (ALGO)  102, 
110 

Allegiance  Telecom  B 
Allianz  56.108 

Amazon.com  (AMZN)  6,30,112, 
126 

Amenca  Online  (AOL)  30, 45, 60, 
76. 139 

Amencan  Airlines  8, 38. 40. 41 
American  Express  (AXP)  41 
American  International  Group 
(AIG)  112 

American  Standard  (ASD)  47 
Ameritech  (AIT)  47.69,139 
Ameritrade  (AMTD)  54,112 
Amoco  (BPA)  69 
AMP  54 
Amway  33 

Anesta(NSTA)  102.110 
Aplio  60 

Apple  Computer  (AAPL)  19 
Archstone  Communities  (ASN)  96 
Arthur  Andersen  54 
ASM  Lithography  50 
Astra  (A)  52 
AtHome(ATHM)  64 
AT&T(T)  30.43,58,64,94.139 
Atlantic  Southeast  Airlines  41 
Autonomous  Technologies  118 

B 


Baan  60 

Back  Row  Productions  41 
Baldor  Electric  30 
Banc  One  (ONE)  69 
BancBoston  Robertson  Stephens 
(BKB)  138 

BankBoston  (BAC)  44 
Bankers  Trust  (BT)  12.53,56 
Barclays  Capital  44 
Barclays  Global  Investors  126 
Barnes  &  Noble  (BKS)  30,112 
Bear  Stearns (BSC)  100 
Bell  Atlantic  (BEL)  54,58,139 
Best  Buy  (BBY)  64 
Beverage  Marketing  36 
Bil  Mar  Foods  34 
Blackstone  Group  54 
BMW  107,108 
Boeing  (B)  72,162 
Boston  Market  (BOSTQ)  88 
Boston  Properties  96 
Bristol-Myers  Squibb  (BMY)  45 
British  Aerospace  107 
British  Petroleum  46 
B  f  Alex.  Brown  (BT)  40 
BugNet  60,69 
BuildNET  45 
Burger  King  (DEO)  84,88 


Cablevision  Systems  (CVC)  41 
Callaway  Golf  (ELY)  8 
Cambridge  Group  112 
Camden  Financial  126 
Cap  Gemini  International  30 
Carnival  (CCL)  154 
Caterpillar  (CAT)  72 
Cendant (CD)  32 
Centocor  (ONTO)  110 
Central  City  Productions  69 
Chevron  (CHV)  35 
China  Telecom  48 
Chipotle  Mexican  Gnll  88 
Circuit  City  Stores  (CO  64 
Cisco  Systems  (CSCO)  30.45 
Cibbank(C)  30.45 


Citigroup  (C)  20 
CKE  Restaurants  (CKR)  84 
Clinical  Laboratories  45 
CNET(CNWK)  45 
Coach  (SLE)  38 
Coca-Cola  (KO)  36, 154 
Coldwell  Banker  6 
Commerzbank  56 
Compaq  (CPQ)  18,19,28,38,41, 
64,  76 

CompUSA  (CPU)  64 
Continental  Airlines  (CAI.A)  40 
Cooper  Tire  &  Rubber  (CTB)  138 
Credit  Suisse  First  Boston  108. 
110. 112, 120 
Crestpointe  36 
CSIRO  Animal  Production  63 
Cyberlnvest  120 
Cyrix  28 

CytoTherapeutics  (CTII)  102 
Cytvc(CVTC)  138 


Dataquest  38,60 
Davis  Selected  Advisers  84 
Deere  (DE)  30 
Deerfield  Management  110 
Dell  Computer  (DELL)  18,30,38, 
41,76 

Delta  Air  Lines  (OAL)  41,74 

Deutsche  Bank  53,56,112,118 

Digital  Equipment  (CPQ)  28 

DirecTV  (GMH)  20 

Diversified  Pharmaceuticals  45 

DUdirect(DU)  120 

Domini  Social  Equity  Fund  126 

Dow  tones  (DJ)  126 

Dresdner  Bank  (DRSDY)  56,108 

Dresdner  Kleinwort  Benson  96 

Durst  Organization  96 


E*Trade  (EGRP)  38,111,112,118 
120, 126 
Earthlink  60 
Eastman  Kodak  (EK)  38 
eBay (EBAY)  30 
Egghead  (EGGS)  60 
egghead  com  41 
Egon  Zehnder  54 
Electrolux  52 
Ell  Lilly  (LEY)  102 
emacliines  45 
EntreMed  45 

Ericsson  (ERICY)  38. 50. 52 
Ernsts  Young  69,112,134 
Evensky  Brown  &  Katz  134 
Everen  Securities  84 
Evian  36 

Executive  Search  Information 
Services  54 
ExeKXL)  112 
Express  Scnpts  (ESRX)  45 
Exxon  (XON)  35, 72, 94 


GE  Capital  Services  (GE)  20 
General  Electric  (GE)  72,84.111 
General  Motors  (GM)  12.27.30,94 
GeoCities  (GCTY)  98 
Gerard  Klauer  Mattison  64 
Gillette  (G)  12 

Glaxo  Wellcome  (GLX)  45,102 
Golden  Plains  Agricultural 
Technologies  30 
Goldman  Sachs  47,100 
Gomez  Advisors  120 
Goodyear  Tire  &  Rubber  (GT)  20 
GreenStreet  Advisors  96 
GTE  (GTE)  54,139 


HJ  Heinz(HNZ)  41,100 
Hambrecht  &  Quist  60,112,120 
Heidnck  &  Struggles  6 
Hershey  Foods  (HSY)  18 
Hewlett-Packard  (HWP)  18.19,30, 
38,41,76 

HIP  Health  Plans  32 
Honda  (HMO  107 
HSBC  Securities  IIO 
Hughes  Electronics  (GMH)  20 
Hyatt  Hotels  &  Resorts  47 
Hyundai  Group  48 

I 


I  C  Imports  36 
Ibbotson  Associates  94, 134 
IBM  (IBM)  18,28,30,38,41 
ILX  Systems  112 
ING  Banng  Furman  Selz  107 
Institutional  Shareholder 
Sen/ices  92 

Intel  (INTO  18,28,30.38,60,72, 
94 

Intergraph  (INGR)  28 
Intenm  Services  6 
Intermedia  Communications 
(ICIX)  6 

International  Data  12, 38 
Intenos-Prom  46 
Investor  52 

Israel  Aircraft  Industries  Ltd  53 


Japan  Leasing  20 
K 


Kaiser  Permanente  12, 142 
Keefe  Bruyette  &  Woods  45 
Kenan  Systems  98 
KeraVision  118 
Kinko's  41 

Kopp  Investment  Advisors  94 
Korbel  Champagne  154 
Korn/Ferry  International  6 
KPMG  43 

Kroll-O'Gara  (KROG)  138 


Fannie  Mae  96 
Farallon  Communications  19 
Federal  Express  (FDX)  41,69 
Federated  Department  Stores 
(FD)  60 

Fidelity  Investments  94, 126 
Fidelity  Magellan  162 
Financial  Research  94, 126 
Financial  Service  Analytics  72 
First  Albany  72,100 
Ford  Motor  (F)  12,20,52.72.107 
Freddie  Mac  (FWG)  96 
FreePC  com  45 
Full  Pfioto  Film  100 
Fujitsu  Systems  Business  of 
Amenca  63 


Gartner  Group  38,60 
Gateway  (GTW)  60 
Gazprom  46 


MapQuest.com  38 
Marks  International  54 
Mars  18 

Marsh  &  McLennan  112 
MasterCard  45 
Matsushita  Electnc  20 
Mattel  (MAT)  6.100 
Maxim  Pharmaceuticals 
(MMP)  147 
Mazda  20 

McDonald  Investments  (KEY)  138 
McDonald's  (MOD)  30,84,88,154 
McGraw-Hill  (MHP)  159 
MCI  WoridCom  (WCOM)  6,  58 
McKinsey  54,20 
Menatep  Bank  46 
Mercedes-Benz  (DCX)  12 
Merck  (MRK)  41,102,110 
Memll  Lynch  (MER)  20,40,41,42, 
44, 112 

Meyer  (Fred)  126 
Micran  Electronics  28 
Micron  Technology  (MU)  28 
Microsoft  (MSFT)  12,28,38.41.60, 
69. 126 

Millennium  Steakhouse  154 
Miller  Brewing  154 
Miramar  Systems  19 
Mobil  (MOB)  35 
Molson  6 

Monsanto  (MTO  102.110 
Morgan  (J  P)  (JPM)  44.52.112 
Morgan  Grenfell  (DMGL)  138 
Morgan  Keegan  64 
Morgan  Stanley  Dean  Witter 
(MSWO)  132 
Morningstar  134 
Morton  International  69 
Most  Bank  46 

Motorola  (MOT)  28. 30, 38, 45,  50 
N 


Perm  Motors  46 

Pemer  36 

PetroMoly  147 

Pfizer  (PFE)  48,94,102 

Philadelphia  Corp.  100 

Phillips-Van  Heusen  (PVA)  6 

Piper  Jaffray  38 

Pirelli  138 

Poland  Spnng  36 

Polaroid  (PRD)  100 

Polo  Ralph  Lauren  (RL)  118 

PolyGram  Records  50 

PricewaterhouseCoopers  41 

Primestar  64 

Procter  &  Gamble  (PO  48 

ProFunds  126 

Prologis  96 

Prudential  Insurance  30 
Prudential  Securties  38, 112 
Psion  38 

Puerto  Rico  Telephone  54. 54 


La  Salle  Partners  (LAP)  96 
La  Salsa  88 
LabCorp  142 
LAI  Worldwide  6 
LDDS  58 

Lehman  Brothers  (LEH)  108,110, 
126 

Lens  Fund  92,112 
Leuthold  Group  94 
Levi  Strauss  41, 100 
Linux  60,69 
Littler  Mendelson  54 
Livent  41,92 

Lombard  Street  Research  40 
Louis  Han-is  &  Associates  6 
Lucent  Technologies  (LU)  98 
Lukoil  46 
Lycos  (LOOS)  42 

M 


National  Commercial  Bank  35 
National  Football  League  63 
National  Union  Fire  Insurance  112 
I^ationsBanc  Montgomery 

Securities  (BAC)  42 
Naya  36 
NBC  (GE)  42 
NDC  Health  Information 

Services  110 
NEC  18 

Netscape  (NSCP)  43, 60, 76 
Networti  Associates  (NETA)  60 
Network  by  Design  12 
Neurex  102 

Nextel  Communications  (NXTL)  6 
Nielsen  (A.C  )  118 
Nike(NKE)  30,45 
Nikko  Securities  20,96 
Nine  West  Kids  100 
Nissan  12,20 
Nokia  (NOKA)  50, 38 
Nomura  Securities 

International  72 
Norilsk  Nickel  46 
Northwest  Airlines  (NWAC)  38 
Norwest  Investment 

Management  134 
Novell  (NOVL)  60 
Novolipetsk  Metal  46 
Nu  Skin  Enterprises  41 


M&M/Mars  154 
Macroeconomic  Advisers  74 
Maior  League  Baseball  150 


Ogden (OG)  41 
OgilvyS  Mather  Worldwide  6 
Oneximbank  46 
Ophtec  118 
Oracle  (ORCL)  60 
Ositis  Software  19 


Pacific  Trust  96 
Packard  Bell  nec  28 
PaineWebber  (PWJ)  40.60,112, 
120 

Paribas  96 
PC  Flowers  63 
PEBiosystems  142 
PepsiCo  (PEP)  36 


Qualcomm  (QCOM)  38 
Quest  Diagnostics  (DCX)  45 
Quokka  Sports  38 

R 


Raymond  James  Financial  6 
RCA  64 

Red  Hat  Software  60 
Reebok  International  100 
Regional  Financial  Associates  32 
Renault  52 
Reno  Air  41 

Ringling  Bros  and  Barnum  & 

Bailey  6 
Rite  Aid  (RAD)  36 
Rittenhouse  Financial 

Services  112 
Road  Runner  64 
Roche  Bioscience  102 
Rosbank  46 
Rover  Group  107 

S 


Svyazinvest 

Telecommunications  46 
Swedbank  52 
Symantec  (SYMO  12.19 
Symbol  Technologies  (SBL) 

T 


Taco  Bell  (YUM)  84 
Tandy  (TAN)  64 
Tata  Group  12 
Tedeschi/LiI  Peach  Food  Store. 
Tele-Communications 
(TCOMA)  139 
Texaco  (TX)  35 
The  Wall  Street  Journal  54 
Thyssen  108 
Tico's  Steakhouse  58 
Tommy  Hilfiger  100 
Toshiba  18 
Total  35 

Toyota  (TOYOY)  20 
Trans  World  Airlines  (TWA)  31 
Transamerica  Premier  Small 
Company  Fund  126 
Travelers  (0  45 
Tri-Continental  Fund  12 
Trinity  Capital  Partners  50 
Tut  Systems  aUTS)  19 
Tyco  International  (TYC)  54 
Tyumen  Oil  46 

U 


Salomon  Smith  Barney  (0  26, 
107,112, 58 
SAP  60 

Sara  Lee  34,  69 
SAS  52 

Saudi  American  Bank  35 
SBC  Communications  (SBC)  45, 

139 

Scania  (SCVA)  52 

Scanz  Communications  LLP  63 

Schwab  (Charles)  (SCH)  111,112, 

118. 120, 72 
Seagram  (VO)  42 
Sears  Roebuck  (S)  45. 64 
Securities  Data  30 
Security  Capital  Group  (SCZ)  96 
SFX  Entertainment  (SFXBA)  41 
Shamrock  Holdings  100 
SidankoOil  46 
Siemens  48.50 
SKF  52 

SmithKline  Beecham  (SBH)  45 
Softbank  118 
Solectron  30 
Sony(SNE)  64 
Sotheby's  (BID)  150 
Southwest  Airlines  (LUV)  40 
Specialty  Labs  142 
SpectraSite  Communications  6 
Spencer  Stuart  54 
Sperry  Top-Sider  100 
Spnnt  (FON)  48, 58. 64 
st  Microelectronics  28 
Staar Surgical  118 
Standard  &  Poor's  (MHP)  6.12,40, 
126,159 
Stora  52 

Stride  Rite  (SRR)  100 
Sumitomo  Rubber  Industnes  20 
Sun  Microsystems  (SUNW)  12,30, 
60.  69 

Sunbeam  (SOC) 
Sunnse  Technologies  118 


U.S.  Surgical  54 
Unicom  (UCM)  48 
United  Airlines  (UAL)  38.40 
Universal  Studios  20 
US  Airways  (U)  40 
USA  Networks  (USAI)  42 
USFilter  (USE)  47 
USX(X)  72 


Vanguard  500  Index  Fund  1 
Vanguard  Group  126.132.1 
Vanguard  Total  Bond  Marke 
Fund(VBMFX)  162 
Vector  Securities  138 
Vermont  Pure  36 
Virco  142 
ViraLogic  142 
Visa  45 

Visible  Genebcs  142 
Volkswagen  107 
Volvo  (VOLVY)  52,107 

W 


Walt  Disney  (DIS)  6,41 
Warburg  Dillon  Read  45 
Warner  Bras  (TWX)  154 
Warner-Lambert  (WLA)  lOi 
Waste  Management  (W 
WebGear  19 
Wendy's  International  (WE^ 
Whispering  Spnngs  36 
Williams  (WMB)  45 
Wilshire  Associates  126 
Wit  Capital  112 
Wolvenne  World  Wide  101 
World  Soccer  Federation  6; 


Yahooi  (YHOO)  20,30,60, 
Z 


Zeneca  Group  (ZEN)  52 
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nvestment  Figures  of  the  Week 


TOCKS 


S&P  soo 

Feb.    Aug.    Feb.  Feb.  11-17 


w 

I 

52-week  change 
tl8.6% 


1-week  change 
0.0% 


1224.03 
1220 


lOMMENTARY 

I.S.  stocks  were  clobbered, 
nth  computer  issues  leading 
he  way  downward.  The  Dow 
3nes  industrial  average  fell 
02  points  to  9195  on  Feb. 
7,  wiping  out  most  of  the 
ains  for  1999.  The  S&P  500 
ctually  showed  a  snail  loss 
)r  the  year  through  Feb.  17. 
igh-tech  stocks  declmed  after 
jports  of  weaker  than  expect- 
d  sales  at  Dell  and  Hewlett- 
ackard.  Dell  shares  fell  20% 
)  three  days.  The  yen  fell  to  a 
;n-week  low  against  the  dollar 
n  Feb.  16,  after  Japanese  of- 
ciais  said  they  would  seek  to 
rive  down  bond  yields. 


U.S.  MARKETS 


%  change 
Week  Year 


Dow  Jones  Industrials 

9195.5 

0.2 

8.8 

NASDAQ  Combined  Composite 

2248.9 

-2.6 

31.1 

C9D  Mirjf^in  Ann 
b&r  mlutap  4UU 

355.2 

-1.0 

2.5 

S&P  SmallCap  600 

159.4 

-2.0 

-16.1 

o&r  ouperuomposiic  louu 

256.3 

-0.1 

15.8 

^  K_  \j  1  \J  W\  J 

Latest 

%  change 
Week  Year 

Bloomberg  Information  Age 

A  OQ  Q 

-2.4 

51.7 

Oar  rilidliLrldl^ 

1  1 

4.3 

4.8 

oAtr  uiniiies 

239.6 

-0.5 

3.4 

PSE  Technology 

462.3 

-1.6 

40.3 

FOREIGN  MARKETS 

Latest 

%  change 
Week  Year 

London  (FT-SE  100) 

6078.4 

5.3 

6.2 

Frankfurt  (DAX) 

4810.1 

0.3 

3.9 

Tokyo (NIKKEI  225) 

14,158.7 

1.5 

-14.8 

Hong  Kong  (Hang  Seng) 

9402.4 

3.6 

-11.9 

Toronto (TSE  300) 

6324.7 

-1.2 

-8.9 

Mexico  City  (IPC) 

4076.3 

3.4 

-10.4 

FUNDAMENTALS 

Latest 

Week 
ago 

Year 
ago 

S&P  500  Dividend  Yield 

1.28% 

1 .30  % 

1.51% 

S&P  500  P/E  Ratio  (Last  12  mos. 

32.8 

32.2 

26.1 

S&P  500  P/E  Ratio  (Next  12  mos.)*  23.8 

23.2 

20.1 

First  Call  Earnings  Revision* 

-1.78% 

-1.18% 

-3.43% 

TECHNICAL  INDICATORS 

Latest 

Week 
ago 

Reading 

S&P  500  200-day  average 

1126.1 

1123.2 

Positive 

Stocks  above  200-day  average 

29.0% 

31.0% 

Positive 

Options:  Put/call  ratio 

0.55 

NA 

Negative 

Insiders:  Vickers  Sell/buy  ratio 

1.39 

1.35 

Positive 

Data:  Bloomberg  Financial  Markets;  'First  Call  Corp. 


best-pl  ^forming 

GROUPS 


Last 
month  % 


Last  12 
months  % 


Shoes  18.2 

Toys  14.2 

Insurance  Brokers  9.8 

Specialty  Appar.  Retailers  8.5 

Cosmetics  7.3 


Communications  Equip.  83.5 

Specialty  Appar  Retailers  79.9 

Broadcasting  68.2 

Computer  Systems  67.2 

Genl.  Merchandise  Chains  67.0 


worst-performing  Last  Last  12 

GROUPS  month  %  months  % 

Tobacco                  -24.5  Oil  &  Gas  Drilling  -58.0 

Oil  &  Gas  Drilling          -16.9  Metal  &  Glass  Containers -37.8 

Furnishings  &  Appliances -16.3  Oil  Exploration  &  Prod.  -37.5 

Hospital  Management     -15.9  Machine  Tools  -37.2 

Manufactured  Housing    -15.3  Hospital  Management  -36.5 


BLOOMBERG  MONEY  FLOW  ANALYSIS 


Rebound  ahead?  Stocks  with  most 
signficant  buying  on  price  weakness 

Price 

1-month 
change 

IBM 

I72V2 

-193/4 

Vodafone  Group-ADR 

183% 

-=/8 

Airtouch  Communications 

92 'M 

-3/8 

Lucent  Technologies 

98 

-I6V16 

Ascend  Communications 

72 '3/1 6 

-16=/8 

Amazon.com 

98  5/8 

-*1  3/16 

Decline  ahead?  Stocks  witti  most 
significant  selling  on  price  strengtti 

Price 

1-month 
change 

Microsoft 

156 'A 

5/8 

MCI  WorldCom 

83 

5^4 

Dell  Computer 

88^/4 

6% 

Oracle 

53'/i6 

1^4 

eBay 

231  Vs 

IV4 

Amgen 

I22V4 
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feb.    Aug.    Feb.  Feb.  11-17 


;1673,27 
-1665 


i2-week  cliange  l-weekchange 
!^  ,:  .  -0.4% 
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KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 


MONEY  MARKET  FUNDS 

4.57 

4.60 

5.16 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds 

90-DAY  TREASURY  BILLS 

4.52 

4.48 

5.18 

assuming  a  31%  federal  tax  rate. 

10-yr.  bond 

30-yr. 

bond 

B-MONTH  BANK  CDS 

4.33 

4.33 

5.09 

Latest 
week 

Last 
week 

Latest 
week 

Last 
week 

1-YEAR  TREASURY  BILLS 

4.66 

4.64 

5.26 

GENERAL  OBLIGATIONS 

4.07% 

4.05% 

4.86% 

4.84% 

ID-YEAR  TREASURY  NOTES 

4.97 

4.90 

5.48 

PERCENT  OF  TREASURIES 

81.93 

82.14 

91.59 

90.15 

30-YEAR  TREASURY  BONDS 

5.31 

5.34 

5.83 

TAXABLE  EQUIVALENT 

5.90 

5.87 

7.04 

7.01 

LONG-TERM  AA  INDUSTRIALS 

6.21 

6.29 

6.46 

INSURED  REVENUE  BONDS 

4.20 

4.20 

5.11 

5.11 

LONG-TERM  BBB  INDUSTRIALS  6.99 

8.98 

6.91 

PERCENT  OF  TREASURIES 

84.55 

85.19 

96.30 

95.18 

LONG-TERM  AA  TELEPHONES 

6.38 

6.57 

6.74 

TAXABLE  EQUIVALENT 

6.09 

6.09 

7.41 

7.41 

UTUAL  FUNDS 


ISSP  500**  m  U  S  Diversified  WAIIEqyity 
veek  total  return         52-week  total  return 


EQUITY  FUNDS 
Leaders 

Four-week  total  return 


% 


Laggards 

Four-week  total  return  % 


lAI  Value  19.6 

Wright  EqulFund-MexIco  18.2 

BT  Invmt.  Latin  Amer.  Eqty.  18.7 

Eaton  Vance  Grtr.  India  B  10.6 

Federated  Lat.  Amer.  Gr.  B  1 0.5 

Leaders 

52-week  total  return  % 


3:  Morningstar,  Inc. 


Internet 
Grand  Prix 

Amerlndo  Technology  D 
WWW  Internet 
Dreytus  Tech  Grovrth 


American  Heritage 
State  St.  Res.  Glob.  Res.  B 
Sellgman  Frontier  D 
Crabbe  Huson  Sm.  Cap  A 
Oak  Hall  Sm.  Cap  Contrar. 

Laggards 

52-week  total  return 


260.5 
120.2 
111.5 
88.8 
87.5 


Lexington  Troika  Russia 
American  Heritage 
State  St.  Res.  Glob.  Res.  B 
Otfltbank  Latin  Amer  Sel. 
Excelsior  Latin  America 


-23.8 
-17.5 
-13.4 
-13.3 
-13.2 

% 


-78.4 
-62.4 
-58.8 
-50.6 
-50.2 


EQUITY  FUND  CATEGORIES 
Leaders 

Four-week  total  return  % 


Latin  America 
Health 

Diversified  Emerging  Mkts. 
Large-cap  Growth 
lapan 

Leaders 

52-week  total  return 


Technology 
Communications 
Large-cap  Grovrth 
Large-cap  Blend 
Utilities 


Laggards 

Four-week  total  return  % 


8.1  Pacific/Asia  ex-Japan 

0.4  Small-cap  Growth 

0.4  Small-cap  Blend 

O.t  Small-cap  Value 

-0.3  Natural  Resources 


% 


Laggards 

52-week  total  return 


-7.6 
-7.4 
-7.2 
-8.7 
-8.0 

% 


44.4  Latin  America  -39.3 
42.8  Natural  Resources  -27.7 
30.2  Diversified  Emerging  Mkts.  -25.7 

16.5  Real  Estate  -18.8 
13.4  Precious  Metals  -17.1 


ata  are  as  of  market  close  Wednesday,  Feb.  17,  1999,  unless  ottierwise  indicated.  Industry 
ps  include  S&P  500  companies  only.  Fundamentals,  technical  indicators,  Bloomberg  mon- 


ey flow  analysis,  and  mutual  fund  returns  are  as  of  Feb.  16.  For  a  more  detailed  explanation,  write 
to  us  or  E-mail  figures@businessweek.com.  NA=Not  available  **Vanguard  Index  500  Fund 
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Editorials 


TIME  FOR  SOME  NEW  THINKING,  MR.  RUBIN 

As  U. S.  Ti-easury  Secretaries  go,  Robert  E.  Rubin  has  got 
to  be  one  of  the  best.  His  old-fashioned  fiscal  rectitude 
helped  ti-ansform  federal  budget  deficits  "as  far  as  the  eye 
could  see"  into  surpluses  that  reach  deep  into  the  next  cen- 
tury. Along  the  way,  he  helped  set  the  stage  for  the  longest 
peacetime  economic  expansion  in  Mstoiy.  Rubin's  deep  knowl- 
edge of  markets,  at  a  time  when  markets  define  so  much  of 
our  hves,  makes  him  a  bastion  of  confidence  to  the  business 
community.  And  his  personal  modesty  is  matched  by  a  less-is- 
more  approach  to  policy.  Pick  an  issue,  ft'om  tax  reform  to 
bank  reform,  from  restmctm-ing  the  ms  to  redesigning  the  in- 
ternational financial  architecture,  and  he  invariably  chooses  a 
minimalist  approach.  Rubin's  caution  often  sei-ves  him,  the 
United  States,  and  the  global  economy,  well. 

But  not  always.  Take  international  finance.  In  a  little-no- 
ticed speech  given  to  the  World  Economic  Fonun  in  Davos, 
Switzerland,  Rubin  j^oured  cold  water  over  each  and  eveiy 
proposal  to  curb  the  volatihty  of  global  capital  markets.  Ru- 
bin cast  a  skeptical  eye  on  capital  controls,  eai'ly  waiTiing  sys- 
tems, pre-qualification  for  IMF  borrowing,  curbing  hedge 
fimds,  cmTency  target  zones,  etc.  Tlie  analysis  was  coldly  biil- 
liant,  but  the  accretion  of  "no's"  added  up  to  a  virtual  veto  of 
any  attempt  to  fix  the  global  financial  system — and  was  seen 
as  such  by  Em'opeans,  Asians,  and  Americans  in  the  audience. 

Yet  some  changes  are  needed,  especially  in  emerging  mar- 
kets that  are  not  yet  ready  for  unfettered  capital  inflows.  The 
nonconvertibility  of  the  renminbi  shielded  Cliina  from  the 
Asian  crisis,  and  there  were  capital  controls  in  effect  in  the 


U.  S.  and  Europe  for  decades  after  World  War  II.  Tax  per 
ties  on  short-term  capital  inflows,  to  take  one  example,  hi 
woi'ked  for  Chile,  and  they  might  be  good  for  other  sn 
countries.  As  for  hedge  funds,  why  shouldn't  they  be  rej 
lated  like  all  other  financial  institutions?  It  may  be  diffici 
but  it's  not  impossible. 

Rubin's  bias  against  bold  changes  also  works  against  ne 
ed  reform  in  banking.  Banks  are  moving  quickly  into  seci 
ties  and  insurance.  The  Federal  Resei-ve  wants  banks  to 
holding  companies  to  contain  each  separate  business.  La: 
banks  already  do  so.  The  IVeasury  insists  that  banks  sho 
be  allowed  to  operate  securities  and  insurance  busines 
within  the  traditional  banking  stmctui'e. 

But  Rubin's  Treasmy  is  wi-ong,  These  new  businesses 
veiy  different  fi'om  traditional  lending.  Indeed,  banking  al 
has  proved  to  be  risky  enough  for  the  government  to  have 
up  deposit  insui'ance  and  a  whole  raft  of  safety  measui^es  1 
are  not  applicable  to  secuiities  and  insiu'ance.  It  makes  se 
to  separate  each  business  and  not  mix  them.  It  makes 
gi'eater  transparency  and  sounder  regulation. 

Rubin  was  scheduled  to  fly  to  Bonn,  Germany  on  Feb. 
for  a  meeting  of  the  Group  of  7  industrial  nations.  Topic  "A 
how  to  avoid  ftitui-e  global  financial  crises.  The  Eiu'opeans 
Japanese  prefer  heavily  managing  the  markets.  This  is  hi 
ly  the  optimal  solution,  but  neither  is  doing  nothing.  The 
to  dealing  with  a  fast-changing  world  economy  is  knov 
when  to  create  new  rales  and  institutions  to  fit  the  new 
ity.  That's  the  challenge  befoi-e  the  Ti*easury  Secretaiy. 


THE  BUDGET  SURPLUS:  BIGGER  THAN  YOU  THIN 


Apres  impeachment,  get  set  for  a  wild  battle  in  Wash- 
ington over  the  budget.  Every  policy  issue  on  the 
table — taxes.  Social  Security,  defense.  Medicare — folds  into 
that  debate.  Up  to  now,  the  Clinton  Administration  has  suc- 
ceeded in  ft'aming  the  debate  in  teiTns  of  how  its  projected 
suiplus — $4.7  trillion  over  the  next  15  years — gets  divided  up. 
How  much  will  go  for  a  tax  cut?  Wliat  j^ercentage  will  go  for 
Social  Security  and  Medicare?  Wliat's  left  for  "discretionaiy" 
spending  on  fighter  planes  and  schools?  But  Washington 
should  take  a  moment  to  ask  whether  Clinton  is  lowballing 
the  projected  surplus  itself  for  political  reasons.  There  is 
reason  to  believe  that's  the  case. 

The  Administration's  game  plan  is  to  lock  out  both  right 
and  left  in  the  budget  debate.  Fu'st  it  assigns  62%  of  the  sui-- 
plus  to  Social  Security,  15%  to  Medicare,  and  12%  for  a  pro- 
posal to  stimulate  savings.  That  means  only  11%  is  left  to 
fight  over  for  defense,  education — and  tax  cuts.  The  net  effect 
is  to  deprive  conservatives  of  ftmds  to  pay  for  a  big  tax 
cut,  and  liberals  of  cash  for  bigger  government  programs. 
The  only  problem  is  that  the  Clinton  budget  proposal 


hangs  on  a  single  number — 1.7% — the  projected  econi 
gi-owth  rate  from  2005  to  2032.  The  catch  in  his  propos 
that  the  projected  long-term  annual  rate  of  growth  is  ' 
low  by  historic  standards.  If  it  were  even  half  a  perceii 
point  higher,  the  economy  could  put  trillions  more  in 
revenues  in  government  coffers  over  the  next  thi'ee  dec;  ■ 

We  don't  have  a  problem  with  using  the  bulk  of  the  ,. 
plus  to  pay  for  Social  Security.  It's  a  good  idea.  It  will^ 
down  the  debt  and  lower  interest  rates.  What  is  wi  - 
with  the  Clinton  budget  proposal  is  the  arbitraiy  choice  : 
projected  economic  gi'owth  rate  to  serve  poUtical  ends.  I . 
siu*i3lus  is  going  to  be  bigger,  then  there  is  room  for  not  n 
saving  Social  Security  but  also  for  cutting  taxes  and  spn 
ing  more  on  human  capital.  In  fact,  by  assuming  a  low  7 
gi'ovrth  rate,  the  Administration  could  make  it  a  self-fult.^'i 
prophecy  by  depriving  the  economy  of  adequate  stimulu.-i' 
investment.  Future  recessions  will  require  tax  cuts  ami 
er  fiscal  action. 

The  budget  proposal  is  a  clever  political  package.  It's  jHei 
to  take  the  wrapper  off. 
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Fairfax  County  is  home  to  more  than 
2/000  leading  information  technology  companies. 


-.JL  


k,  


In  a  world  where  technology  changes  overnight,  there's  one  place  where  the  conditions  for  change  never  change 
a  bit.  Where  companies  like  Cable  &  Wireless,  Oracle,  Nextel,  Concert  and  Network  Solutions  can  count  on  access 
to  three  major  airports.  Where  the  schools  ore  among  the  nation's  best.  Where  the  world's  largest  customer  for 
information  technology,  the  federal  government,  is  right  next  door  Want  to  change  the  face  of  information  technology? 
Then  change  your  business  address.  Call  703-790-0600  or  visit  our  Web  site.  And  join  us  in  Fairfax  County. 


AIRFAX  COUNTY,  VIRGINIA.  PLATINUM  SPONSOR  OF  THE  2000  WORLD  CONGRESS  ON  INFORMATION  TECHNOLOGY.  1 


www.FairfaxCountyEDA.org 


EMC' 

The  Enteip  tsf!  Storage  Company  To  make  the  acquisition  of  your  largest  competitor  work  successfully,  ist 
amaj-ifr;  of  diverse  information  must  be  consolidated  without  disrupting  daily  businss. 
EM\         erprise  Storage  '  makes  this  a  reality.  And  with  EMC's  Enterprise  Storage  Network  (I'N) 
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that  will  rock  the 
computer  industry...,. 
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Probably  you  don't  think  of  anyone  at  your  company  as  a  node  either.  They're  users.  People.  Individuals. 

Your  network  should  recognize  individuals  too.  And  it  can,  right  now,  with  Novell  Directory  Services^)  (NDS™). 

With  NDS  software,  everyone  on  your  network  has  a  unique  profile 
They  can  access  the  network  online  to  get  all  the  necessary  business  tools  even  when  they're  away  from  the  office.  With  one  password,  e 
network  identifies  which  files  and  applications  they  may  use,  while  restricting  access  to  secure  or  sensitive  documents. 

NDS-enabled  applications  monitor  the  system  to  correct  problems  like  Y2K  before  they  turn  into  downtime.  NDS  is 
designed  to  work  on  a  variety  of  platforms  like  NetWare^j,  NT  and  UNIX^  because  different  people  and  departments  have  different  need; 

You  need  a  network  of  people,  not  nodes.  You  need  a  networking  specialist.  You  need  Noili. 
www.novell.com/nGde  or  1-800-509-1800 
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Curiosity  ma^es  the  world  go  round.  It's  what  makes  the  people  at  Schott  see 
ihnologies  fc/r  glass.  How  else  could  we  have  developed  a  special  coating  proces 
ledications?  We  believe  that  when  it  comes  to  research,  there's  only  one  thing  that 
hott  Corporation,  3  Odell  Plaza,  Yonkers,  NY  10701  e-mail:  stay@schottgla 
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Up  Front 


EDITED  BY  ROBERT  McNATT 
SLUGFESTS 

INTEL:  DARLING 
OF  THE  JUDGES? 

AS  INTEL  AND  THE  FEDERAL 

Tr-ade  Commission  prepare 
for  their  Mar.  9  court  battle, 
three  appeals  judges  will 
soon  rule  in  another  case 
that  could  damage  tlie 
government's  antitins 
suit  against  the  chip- 
maker,  run  by  CEO 
Craig  Barrett. 

A  D.C.  federal 
appeals  coui't  is  re- 
viewing a  prelimi- 
nary injunction  tliat 
Intergi-aph,  a  comput 
er  gi-aphics  compa- 
ny, won  against  In-  CRAIG  BARRETT 

tel  last  April.  The   

judge  in  that  suit,  which  mir- 
rors the  FTC  case,  held  that 
Intel  had  used  monopoly  pow- 
er to  withhold  technical  data 
Intergi'aph  wanted.  If  judges 


Pauline  Newman,  S.  Jay 
Plager,  and  Edward  Smith 
agree,  their  decision  would 
help  the  FTC — and  be  binding 
on  the  FTC  administrative 
judge  hearing  the  case. 

But  some  experts  believe 
the  appeals  judges  will  side 
with  Intel.  Reagan  appointee 
Newman  and  the  Bush-ap- 
pointed Plager  are  con- 
idered  conservative 
on  antitrust  issues. 
Their  prior  rulings 
indicate  that  they 
"tend  to  be  inclined 
toward  [Intel's] 
view,"  says  George 
Mason  University  an- 
titi-ust  professor  Ei'n- 
est  Gellhorn.  If  he's 
right,  the  ftc  can 
still  take  some  so- 
lace. A  similar  D.  C.  circuit 
Court  of  Appeals  loiling  last 
year  forced  the  Justice  Dept. 
to  change  its  strategy  against 
Microsoft.         Mike  France 


AFTERLIVES 

CELEBRITY  CAN 
REALLY 
BE  A  GAS 

AIR  JORDAN 

shoes.  Martha 
Stewart  towels. 
Now,  how's  this 
for  the  latest  in 
celebrity  brand- 
i  n  g  ?  Mario 
A n d r e 1 1 i  un- 
leaded. Yes,  the 
58-year-old  re- 
tired racing  leg- 
end is  licensing 
his  name  to 
Texaco  gas  sta- 
tions on  the  West  Coast  in 
the  hopes  of  eventually  tak- 
ing the  Andretti  gas 
brand  nationwide. 

The  first  37,000- 
square-foot  Andretti 
megastation  opened  in 
San  Francisco  in  Janu- 
ary. It  has  10  gas 
pumps,  as  well  as  a 
Burger  King  and  Star- 


ANDRETTI: 

Fill  'er  up, 
mister? 


bucks,  which  lease  space 
from  Mario  Andretti  Petro- 
leum LP.  In  coming  months, 
Texaco  will  put  the  Andretti 
label  on  five  existing  Califor- 
nia gas  stations,  adding 
"Winning  Finish"  car  washes 
and  "Quick  Pit"  service 
bays,  branding  exclusive  to 
Andretti. 

Celebrity  evidently  sells 
well.  Sales  at  the  San  Fran- 
cisco flagship  already  total 
80%  of  first-year  projected 
revenues  of  $5  million,  says 
the  partnersliip.  The  gas  isn't 
any  better  than  rivals',  ad- 
mits Andretti.  But  he  boasts 
that  the  sei"vice  is.  The  Indy 
500  champ  regulai'ly  visits  his 
namesake  station  to  make 
sure.  He  sometimes  even 
lends  a  hand  to  sur- 
prised motorists.  "I'll 
pump  youi'  gas  and 
(  lean  youi'  windshield, 
no  problem,"  he  says. 
Now,  if  he  would  only 
drive  folks  home  in 
the  evening  rash  . . . 
Lorraine  Woellert. 


TALK  SHOW  UWhat  we  need  to  create  is  a  Silicon 
Continent,  not  just  Silicon  Valley.?' 

— Sun  Microsystems  co-founder  Bill  Joy,  in  The  New  York  Times^ 
seeking  more  government funds  for  high-tech  research. 


PRODUCT  PEEK 

COMPUTERS  WITH 
SHARP  EARS 

BEING  ABLE  TO  TALK  EASILY 

to  computers  has  been  a 
dream  since  before  the  days 
of  Stanley  Kubrick's  2001:  A 
Space  Odyssey.  Now,  thanks 
to  Intel  Coi-p.'s  new  Pentium 
III  processor,  talking  to  PCs 
could  soon  be  quick,  simple, 
and  commonplace. 

How  so?  The  Pentium  III 
can  zoom  through  the  com- 
plex math  used  in  speech 
recognition.  With  older  chips, 
some  users  had  to  spend  al- 
most a  half-hour  "training" 


their  software  to  ui 
derstand  them.  0 
Pentium  III  PCs,  th 
process   takes  le^ 
than    five  minute; 
And,   says   IBM's  to 
speech  researcher,  Davi 
Xahamoo,  the  Pentium  II 
easily  handles  speech  re 
ogniition  alongside  otl 
er  PC  programs. 
In  the  next  few  month 
makers   of  software  th; 
translates  speech  into  cor  I 
puter  text,  such  as  IBM,  Di-a ' 
on  Systems,  and  Lemout  , 
Hauspie,  will  offer  versioi 
that  harness  the  Pentium  I] 
making  speech  recognition 
standard  PC  feature  by  yea 
end.  That  could  ignite  tl 
market  for  speech  software 
And  even  better  chips  a 
in  the  ofBng.  On  Feb.  23,  In' 
previewed  a  Pentium  III  ni 
ning  at  1  gigahertz,  twice 
ciuTent  rate  and  the  fasti 
chip  speed  ever  shovel.  Co 
mercial  versions  could  be 
the  market  by  the  end 
2000.  Andy  Reinhai\ 


THE  LIST  WRONG  PLACE.  WRONG  TIME 


Like  fashions  and  toys, 
job  categories  ca 
change  from  "hot" 
to  "not  so  hot." 
Some  of  the  fac- 
tors affecting 
1999's  corporate 
losers  include  the 
rise  of  online  com 
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Commerce  Portal™ 
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Search 
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Buy 

in  a  secure  Internet  environment 
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Up  Front 


DRAWN  &  QUARTERED 


PRODUCT  PEEK 

miMAN,  SHOW  THE 
MAN  TO  HIS  DOCTOR' 

THE    LPSfAI.  E  PEABODV 

hotels  are  famous  for  their 
ducks,  which  hve  pampered 
lives  there  and  delight  hotel 
guests  by  parading 
through  the  lobby 
to  and  fro m 
their  indoor  ^ 
ponds.  But 
stay  at  the 
Peabody  Or- 
lando, and  you 
could  soon  see 
a  parade  of 
doctors  and 
nurses,  too. 

In  a  first  of  its 
kind,  the  hotel  will  set  up  a 
clinic  where  visiting  execs 
can  get  a  toi>to-b(ittom  phys- 
ical while  attending  conven- 
tions. It's  not  cheap:  Three 
houi's  with  a  doctor,  cardiac 
stress  testing,  and  cholesterol 
screening  costs  S850.  A  three- 


day  progi-am  for  S2,o00  fea- 
tui'es  that  and  plenty  of  one-' 
on-one  time  with  additional 
health  professionals.  "We 
don't  just  tell  them  to 
eat  less  fatty  foods  and  exer- 
cise more,"  says  Lany  Roof- 
ner,  du'ector  of  the  Orlando 
Regional  Institute  for  Cor- 
porate Wellness, 


which  i^uns  the 


elude  the  medi-  SLUGFESTS 


operation. 

The  hotel 
wants  meeting 
,  4     planners  to  in 

W'  T  "v  - 

cal  workups  m 
^.  convention  pack- 
ages,  though 
some  say  it  will 
be  tough  getting 
conventioneers  to 
go  to  doctoi"s  they  don't  know. 
The  program  kicks  off  on 
Mai".  2  with  presentations  to 
meeting  planners  fi'om  doc- 
toi-s.  massage  therapists,  and 
yoga  experts,  among  othei-s. 
And  yes,  the  ducks  will  be 
there,  too.       Dennis  Blank 


PC  PATROL 


BEFORE  YOU  CHUCK  THAT  LAPTOP... 


THE    ERA   UE   CHEAP,  EA.-^T 

laptop  computers  poses  a 
real  threat  to  high-end  I'c 
makers  such  as  Toshiba.  So 
to  keep  customers  from 
jumping  to  the  cut-rate 
crowd,  Toshiba  has  offered  to 


let  people  bring  their  com- 
puters in  to  get  souped  up. 

The  Toshiba  progi-am  in 
•Japan,  if  successful,  ceukl  find 
its  way  to  the  U.  S.,  where 
the  company  has  IG.Ti  of  the 
portable  PC  market.  A  key 


pmi  ol'  tile  new  plan,  wiiich 
includes  a  fi*ee  help  line  and 
e\-])edited  repaii-s,  is  upgi-ades. 
Customers  can  get  bigger 
hai'd  chives  and,  in  some  cas- 
es, faster  processoi"s,  for  about 
70  post-1995  models.  But  this 
part  isn't  free.  For  a  Tecra 
•SSO.  for  instance,  it  costs  S850 
to  upgi'ade  to  an  mmx  266- 
megaliertz  Pentiiun  cliip  fi-om 
an  MMX  16(>Mhz  chip.  In  the 
U.  S..  you  c-an  buy  a  new,  com- 
pai*able  bai-gain-basement  lap- 
top for  less  than  .-§2,000. 

Although  the  company's 
new  senice  is  popular,  it's 
unclear  if  it  is  profitable. 
"They're  not  going  to  make 
money,"  says  Shinichiro 
Wakahara,  an  industry  ana- 
lyst with  Gartner  Group 
Japan,  "and  they  risk  hurt- 
ing sales  of  their  new  prod- 
ucts." But  for  Toshiba,  the 
alternative — losing  market 
shai'e  to  low-end  models — is 
woi"se.  Iroie  Kunii 


CYBER-GRAPES 

OF  WRATH  

A   SPIRITED   WINE   WAR  IS 

bubbling  in  cyberspace,  and 
the  alliances  are  sui-prising. 
Alcohol  wholesalers  and  re- 
tailers have  teamed  up  with 
Mothers  Against 
Diimk  Driving  to 
push  congressional 
legislation  restrict- 
ing Internet  alcohol 
sales,  a  move  many 
vineyards,  which  are  heavy 
onhne  sellers,  say  would  be 
disastrous. 

The  coalition's  aim  is  to 
force  online  wine  buyei-s  to 
have  theii'  \ino  shipped  to  a 
local  liquor  store,  where  a 
clerk  could  check  customei"s' 
ages,  instead  of  to  theii* 
homes.  That  would  cut  dowTi 
on  underage  drinking — and 
boost  retail  sales.  Savs  BanT 


5ora 


McCahill.  executive  directo 
of  Americans  for  Responsibl 
Alcohol  Access:  "The  deliver 
of  alcohol  should  have 
semblance  of  control." 

Boutique  \intnei's  see  othe 
motives,  though.  The  Wine  Ir 
stitute.  their  ti-ade  gix)up,  say 
that  limiting  online  sales  a 
such  tji^ical  Web  sites 


^  1  r  1^  u  a  1  l\  ^ 

Nineyards 


small 


w-s\n\-. virtualvineyard.com  o 
wA\-Av.samswine.com  woul 
make  the  '\\'eb-based  mai'ke 
wither  on  the  \ine.  That  mai 
ket  is  estimated  at  half  th 
SI  billion  in  annual  onlin 
liqtior  sales.  W\th  an  estimate 
loss  of  up  to  S400  miUion 
state  tax  revenues  each  yea 
many  states  ai-e  also  eager  fc 
the  legislation,  which  \intner 
may  find  a  bitter  di*aught  t 
diink.   David  G.  McDonoug 


THE  BIG  PICTURE 


ROSE-COLORED  EARNINGS 

When  they  piedirt  earnings,  analy>ts  tend  lo  get  trends 
right  but  miss  the  turning  points.  During  the  early-'90s  s; 
recession,  for  example,  they  were 
overly  optimistic.  They 
seem  that  way 
again 


'Consensus  12-month  earnings  projections,  per  share 
'Actual  12-month  trailing  operating  earnings,  per  share 


■34 

DEC. 31 


■95  '96  '97  '98 

DATA:  DEUTSCHE  BANK  AHO  VM/S  CONSENSUS  ESTIMATES 


■99 
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FOOTNOTES  Companieb  lYering  lelecommuting  option  in  1993:  6%;  in  1998:  33% 
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DATA.  CHALLENGER,  GRAY  &  CHRIST^' 


With  all  my  job  changing, 

I  should  consolidate  my  retirement 
savings  at  Fidelity."  -  Don  Rickles 


Call  to  roll  over  your  eligible  401  (k),  403(b)  or  pension  savings  with  Fidelity  Rollover  Express.  ' 


If  you've  changed  jobs,  Fidelity  can  make  it  eas\' 
to  roll  over  your  eligible  retirement  savings  to  a 
Fidelity  Rollover  IRA.  Consolidating  your  money 
at  Fidelity  helps  make  it  easy  to  manage.  You  also  gam 
access  to  our  money  management  expenence  and  vari- 
ety of  mutual  funds,  stocks,  bonds,  and  annuities,  so 


Fidelity  

ROLLOVER 

Express 


you  can  develop  a  strategy  to  match  your  needs.  All 
It  takes  is  a  phone  call  to  get  started,  and  our  Rollo\-er 
Specialists  will  help  )'0u  find  an  in\-estment  strateg)' 
that's  nght  for  you,  and  e\'en  complete  the  Rollover 
paperwork.  Call  toda)-  or  \'isit  our  website  to  get 
your  Rollover  Express  Kit.  It's  fast.  It's  easy  It's  smart. 


Fidelity 


Investments' 


WHERE   15  MILLION 

INVESTORS  PUT  THEIR  TRUST.  ' 

CALL. 

1  -  s  o  o 

-  F  1  O  E  L 

1  T  Y 

OR  VISIT 

us      AT  WW 

W  .  F  1  D  E  L  1  T  Y 

.COM 

For  more  complete  information 

on  any  fund  or  annuity 

available  through  Fidelity, 

including  charges  and 

expenses,  call  for  a  free  prospectus.  Please  read  it  carefully  before  you  invest  or  send  money. 

Annuities  are  distributed  by  Fidelity  Insurance  A.jfnc/.  Inc  and  Fidelify  Investments  Insurance  Agency  of  Texas,  Inc 

Fidelity  Brokerage  Services,  Inc.,  Member  NYSE,  SIPC  66241 .001 
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LIFE  IS  SO  MUCH  EASIER  WHEN  YOU  HAVE  THE  RIGHT  SUPPORT. 


A  CDW  account  manager,  your  Direct  Solutions  Provider, 
can  make  life  a  whole  lot  easier.  Because  he's  an  expert, 
assigned  to  you  personally  and  always  there  to  help. 
Drawing  from  the  top  names  in  every  computing  category, 
like  Compaq,  IBM,  Toshiba,  Hewlett-Packard 
Cisco  and  Microsoft,  he'll  build  a  computing 
solution  just  right  for  you.  He'll  ship  it  the  same 
day  and  give  you  lifetime  support  too,  making 


CDW  your  one-stop  resource  for  everything  you  need. 
No  wonder  we're  the  number  one  direct  source  for 
industry  leaders  including  Compaq,  Microsoft,  IBM  and 
many  others.  So  call  us  today  at  888-239-7278  or  visit 
us  at  www.cdw.com.  And  see  how  much  a  billion 
dollar,  FORTUNE'  1000  company  can  help  you. 
CDW.  Solutions  that  make  your  job  easier. 
And  that  puts  you  in  the  best  seat  in  the  house. 


Computing  Solutions  Built  for  Business' 

888-239-7278  www.cdw.com 


©  1999  CDW  Computer  Centers.  Inc. 
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THE  GREENBERG  BROTHERS: 

A  RESPONSE  FROM  AIG  

Your  article  on  the  Greenberg  family 
"Like  father,  like  sons"  (People,  Mar.  1) 
is  filled  with  inaccuracies  that  demon- 
strate lack  of  understanding  of  the  in- 
sm-ance  industiy.  The  imfair  characteri- 
zation of  both  Evan  and  Jeffrey  is 
offensive.  In  particular,  the  mean-spuit- 
ed  and  personal  natm'e  of  the  cominents 
about  Evan  Greenberg  are  a  far  cry 
from  the  responsible  reporting  one  ex- 
pects from  BUSINESS  week.  Nowhere  is 
there  a  single  quotation  from  an  indi- 
vidual who  had  something  positive  to 
say  about  Evan  Greenberg,  aig's  presi- 
dent and  chief  operating  officer. 

The  subhead,  "The  Greenbergs  iiile 
insiu'ance,"  is  not  merely  hyperbole  but 
absurd.  The  U.  S.  insurance  industry 
consists  of  thousands  of  companies.  No 
single  company  has  more  than  a  rela- 
tively small  share  of  premiums  wiitten. 
Why,  for  example,  when  discussing 
Marsh  &  McLennan 's  relationsliips  with 
insm"ers  including  aig,  does  the  article 
not  mention  that  there  are  other  large 
brokers?  The  article  gives  the  impres- 
sion that  AIG  and  Marsh  &  McLennan 
have  some  kind  of  holy  alliance  and  that 
they  completely  dominate  the  industiy. 
Anyone  with  any  scant  knowledge  of 
the  insurance  industry  knows  this  is 
simply  not  the  case. 

The  article  had  a  number  of  other 
factual  eiTors  and  omissions.  They  in- 
clude an  inaccurate  description  of  the 
business  of  aig's  Domestic  Brokerage 
Group,  overseen  at  one  time  by  Jeffi'ey 
Greenberg  (neither  of  the  products  men- 
tioned existed  in  the  Group  dui"ing  his 
tenure),  the  attribution  to  aig  of  owner- 
ship of  a  Mai'sh  &  McLennan  unit,  the 
implication  that  Evan  and  Jef&'ey  Green- 
berg are  CEOs  of  their  respective  com- 
panies when  they  are  not  ("the  two 
brothers  are  sitting  at  the  helm  of  two 
industry  giants"),  and  the  description  of 
Evan  Greenbergs  education  backgi'ound 
which  omitted  reference  to  his  atten- 
dance at  New  York  LIniversity  and  the 
College  of  Insurance.  Finally,  it  is  al- 
most idiotic  to  claim  that  the  Greenberg 
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family  "controls"  aig,  a  pubhc  compan; 
with  over  1  billion  shares  outstanding. 

Florence  A.  Davl 
Vice-President  and  General  Counse 
American  International  Group  Inc 
New  Yorl 

Editor's  note:  Here  is  business  week 
reply  to  the  factual  errors  cited: 
u  The  story  incomctly  identified  Trt 
dent  Partnership:  It  is  a  unit  of  Mars. 
&  McLennan  Cos.,  not  aig. 
u  According  to  several  sources,  whe: 
Jeffrey  Greenberg  was  liead  of  aig's  Dt 
niestic  Brokerage  Group,  he  was  activ 
in  developing  products  geared  to  rediu 
ing  finayicial  risk.  But  those  product 
targeted  to  the  specific  risks  cited  iver 
launched  after  he  left. 

■  The  biography  of  Evan  Greenber 
provided  by  the  company  did  not  w£7, 
tion  that  he  attended  New  York  Un- 
versity  or  the  College  of  Insurance.  Th 
company  didn't  respond  to  inquirie 
about  his  educational  backgrouyui. 

■  Tlie  stoi-y  clearly  iiuiicated  that  Eva 
is  president  and  chief  operating  office 
of  AIG,  wh  ile  Jeff  is  president  of  Mars 
&  McLennan. 

■  The  story  didn't  say  that  the  Greei 
berg  family  "controls"  AIG.  The  stor 
.states:  "Hank  himself  owns  2.U^%  c 
aig's  shares  outright — and  the  Greey 
berg  clan  indirectly  controls  much  mor 
through  holdings  in  three  private  ent 
ties  that  hold  a  combined  22%  of  aig.' 

In  addition,  a  quote  by  Nikki  Finh  ! 
former  wife  of  Jeff  Greenberg,  was  ir  a 
adveHently  cut  in  the  editing  process.  .  A 
should  have  read:  "Evan,  when  he  wo  ; 
younger,  was  the  rebel  of  the  famih  a 
Early  on,  the  Greenbergs  despaired  the  'tj 
Evan  umdd  ever  amount  to  anythim  i 
But,  of  course,  fie  straightewd  out  beat  m 
tifully.  By  contrast,  Jeff  was  alway  t\ 
the  dutiful  son."  ri 

MANAGERS  MITIGATE  RISKS.  ' 
THEY  DON'T  COURT  THEM   J 

"Insui'e  coiporate  earnings?  Bad  idej  fe 
(Editorials,  Feb.  8)  says  that  **takin  r 
risks ...  is  what  managers  are  paid  t  fi; 
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CORRECTIONS  &  CLARIFICATIONS 

In  Up  Front  (Feb.  15),  BUSINESS  WEEK  referred 
erroneously  to  Senator  Susan  Young.  Maine's 
junior  senator  is  Susan  Collins. 

In  "Generation  Y"  (Cover  Story,  Feb.  15),  the 
teenager  pictured  on  ttie  first  page  of  the 
story  was  Lauren  Barbour,  17,  not  Laura 
Schaefer,  19. 

"How  Vodafone  aims  to  rule  the  wireless 
world"  (International  Business,  Jan.  25) 
reported  that  AirTouch  Communication  Inc. 
had  8.5  million  customers  in  California.  In 
fact,  the  company  has  8.5  million  cellular 
and  PCS  subscribers  in  25  states. 


0."  The  millions  of  managers  who  in- 
u'e  or  hedge  against  losses  fi"om  risks 
inging  from  fii"es  to  cm'rency  fluctua- 
ons  would  disagi'ee.  Managers  are  paid 
)  be  alert  to  risks  and  then  make  pra- 
ent  judgments  about  how  to  mitigate 
id  manage  them.  Reliance  National's 
nterprise  Earnings  Protection  Insur- 
ice  (eepi)  is  a  valuable  new  tool  for 
ianaging  risks. 

J.  Bernard  Friemann 
President 
Financial  Risk  Management 
Reliance  National 
New  York 

0  BE  YOUNG,  INSULTED, 

WD  MISREPRESENTED  

I  found  the  chart  comparing  "Cool 
:uff '  according  to  boomers  and  Gen  Y 
'  be  a  mismatch  ("Generation  Y,"  Cov- 
•  Story,  Feb.  15).  The  authors  [Ellen 
eubome  and  Kathleen  Kei-win]  ai-e  re- 
ly showing  differences  between  young 
id  old.  A  more  appropriate  comparison 
ould  be  between  the  boomers  when 
ley  were  5  to  20  years  old  and  the 
UTent  generation  of  young  people.  Tlie 
le  factor  covers  up  how  the  genera- 
ons  might  be  different.  For  e.xample, 
le  car  preferences.  Wliat  young  person 
ould  select  a  Lexus?  This  might  as 
ell  be  a  comparison  between  someone 
ith  a  healthy  income  and  one  with  a 
irt-time  job.  Duh!  Another  example 
Hanison  Ford  vs.  Leonai'do  DiCaprio. 
don't  believe  that  Mr.  Ford  has  done 
ly  movies  that  would  give  competi- 
3n  to  the  Scream  viewing  market. 

Tina  Lee 
Houston 

Wow,  I  got  to  thank  you  two  ladies 
i:r  youi'  article.  Until  now,  I've  never 
ien  this  insulted  in  my  life.  Who  did 
)u  get  your  infoiTnation  from,  anyway? 
'  ne  of  the  actors  on  the  Wai-ner  Broth- 
's network  perhaps?  Come  on,  the  wb. 


1  actually  hate  TV.  None  of  my  friends 
agree  with  it  either.  Generation  Y,  as 
you  so  ignorantly  put  it,  is  not  all  the 
same  type  of  people.  Not  one  thing  you 
listed  as  something  that  Generation  Y 
likes  or  calls  "Cool  Stuff'  (shudder)  have 
1  seen  anyone  agi'ee  with.  I'm  18,  so  I 
like  to  think  I'm  included  in  this  h'l 
group.  So  please,  next  time  you  guys 
want  to  do  a  seven-page  article  on  an 
entire  generation  . . .  don't. 

Eric  Holodnak 
Parma  Heights,  Ohio 


It's  (juite  lovely  how  your  subhead 
("The  boomers'  60  million  kids  are 
poised  to  remake  the  brand  univer.se") 
transfers  human  agency  in  the  charade 
of  generational  marketing  from  the  ad- 
vertisers to  the  targets  and  victims. 
The  article,  though,  tells  us  quite  a  bit 
about  the  grossly  manipulative  nature  of 
marketers,  who  are  using  the  Internet 
to  reach  into  the  wallets,  hearts,  and 
minds  of  children  for  profit. 

Your  heroic  ad  men  are  with  Uni- 
versal Studios,  Coca-Cola,  and  Mc- 


Before  you  jump,  make  sure  that  your  associations 
are  as  reliable  as  Williams  is. 


It's  a  big  leap.  You're  going  to  entrust  your  company's  energy 
or  communications  future  to  someone.  It's  worth  knowing  that 
Williams  is  America's  only  leader  in  both  businesses.  With  an 
$18-billion  backbone  and  our  history  of  innovation  and  reliability, 
we  make  for  a  very  nice  safety  net. 


Williams 


Energy  •  Communications  •  Leadership 

1-800-WILLIAIVIS  •  NYSE:  WMB 
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The  new  Power  Macintosh  G3. 


BThe  Power  Macintosh  G3  has  been  completely  reinvented.  With  Pentium-crushing*  PowerPC" i 
processors  up  to  400MHz,  the  world's  first  integrated  ATI  RAGE  1 28  2D/3D-graphics  accelerate 
(the  new  industry  speed  champ,  faster  than  even  the  venerated  Voodoo2  add-in  card),  up  to  afi 
(gigabyte  of  memoiy  and  up  to  100GB  of  internal  disk  storage.  The  new  Power  Macintosh  G3  gi' 
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Now  opening  on  a  desk  near  you. 


1  more  PCI  slots  and  more  ways  to  connect  to  external  devices,  with  built-in  100Mbps  Ethernet,  USB  and 
rafast  FireWire:  It  also  gives  you  a  revolutionary  way  to  access  the  revolutionary  technology  inside  -  a  side 
or  that  opens  as  easily  as,  well,  opening  a  door  The  new  Power  Mac  G3.  It's  the  most  powerful,  expandable 
d  accessible  Macintosh"  ever  built.  Now  open  for  your  inspection  at  www.apple.com.  If  Think  different: 


Mark  and  Pou'er  Mac  mid  ninkJiffmnUire  trademarks  of AfifileOimliuhr  liic  I'lmrrPC  a  a  InitU-marl/ of  IBM  Corimrdimn  Othrprodua^md  company  tiamesmenlioiwd  herein  nuiy  he  Iradmark  of  Iheirrespecliremmpamts 


■  ■■  This  book  describes  liow 
competitive  intelligence  is 
used  to  help  decisionmakers 
see  looming  dangers  or  new 
opportunities  at  the  earliest 
possible  moment ..." 

— Ava  Harth  Youngblood,  President 
Society  of  Competitive 
Intelligence  Professionals 
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CDMPETITIVE 
INmLIGENCE 

•  Outsmart  Your  Competitors 
a  Cain  the  Strategic  Edge 
*  Protect  Your  Company's  Secrets 

STEVEN  M.  SHAKER  ■  MARK  P.  GEMBICKi 

from  the  world's  foremost  corporate  intelligence  experts 


w, 


ield  the  most  vital  business 
weapon  in  your  company's  arsenal: 
information.  Two  of  America's 
foremost  security  and  intelligence 
experts  reveal  proven  techniques 
for  systematically,  ethically,  and 
/ega//y  gathering  intelligence  on 
customers,  competitors,  personnel, 
technologies,  and  the  total  business 
environment. 


Available  at  Bookstores  Everywhere 
Visit  us  at  www.books.mcgraw-hill.com 


Ihftii'm  oi  IheMcGrawHiUCorijpaJiies 


WITHOUT  YOUR  SUPPORT, 
THIS  STORY  MIGHT  HAVE  HAD 
A  VERY  DIFFERENT  ENDING,, 


Floods.  Hurricanes.  Tornadoes.  Rescues  at  sed,  ,iational  peacekeeping  missions. 
Whenever  there's  a  need,  the  National  Guard  and  Reserve  responds.  But  only  with 
the  unselfish  support  of  thousands  of  employers  like  you. 


THANKS  FOR  MAKING  US  YOUR  BUSINESS. 


Readers  Report 


Donald's,  employing  "street  teams" 
talking  to  teens  about  everything  from 
fashion  to  finance.  Other  marketer,-: 
are  trying  to  "build  grassroots  sup- 
port for  their  brands."  Your  article  in- 
cludes a  special  blurb  on  the  self-sat- 
isfied yuppie  entrejjreneur  who  blessed 
the  human  race  with  Delia's  Catalogue 
for  teenage  girls.  He's  about  to  go  af- 
ter boys  and  told  business  week,  get 
this:  "We  are  going  to  own  this 
generation." 

I  love  it.  Please  do  not  cancel  my 
subscription.  As  a  longtime  radical  who 
is  always  looking  for  frank  statements 
of  tyi'annical  corporate  values  and  be- 
havior, I  find  your  magazine  to  be  an 
unrivaled  primary  source. 

Paul  Street 
Professor  of  History 
Northern  lUinois  University 
De  Kalb,  111. 


FINDING  US  ONLINE 


The  full  text  of  Business  Week,  the  Business  Week 
Daily  Briefing,  and  seven  years  of  BW  archives  are 
available  on  the  World  Wide  Web  at: 
www.businessweek.coin 

and  on  America  Online  at  Keyword:  BW, 
To  sign  up  for  BW  on  AOL,  call  (800)  641-4848 
and  mention  Business  Week. 
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Shopping  for  computer  equipment?  Visit  Maven,  our 
online  Computer  Buying  Guide,  for  continuously 
updated  ratings  and  price  information. 
Go  to  Keyword:  Maven  on  America  Online, 
or  to  the  World  Wide  Web  at: 
www.maven.businessweek.com 
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h  fishing  at  Waterfall  Resort.  Alaska 

Business  or  Pleasure? 

AVATERFALl 


The  decision  is  good  for  business 
and  a  pleasure  to  nialie. 


Ford  Dealers  Association  of  Southern  California  "For  the  last  15 
years.  Waterfall  Resort  has  been  our  incentive  destination  of  choice 
Our  benefits  include  not  only  improved  sales  results  but  the 
Waterfall  experience  itself  helps  build  a  camaraderie  unlike  any 
other  travel  destination  we  have  used. "  -  Rich  Defrank,  Manager 


Waugh  Family  of  Las  Vegas  "Since  July  of  1 985,  we  have  been 
bringing  groups  of  various  sizes  to  Waterfall  Resort.  I  believe  we  are 
somewhat  like  the  salmon.  We  return  because  of  instinct.  Our 
instincts  have  been  nurtured  and  rewarded  by  the  wonderful  staff  of 
Waterfall  and  the  beauty  that  is  southeast  Alaska. "  -  David  Waugh 


Fax  this  page  to  Waterfall  (907)  225-8530  and  receive  our  brochure  and  video. 


e-mail:  waterfal@alaska.ktn.net 
internet:  http://www.waterfallresort.com 


Name  (Pnnt) . 
Company  _ 
Address  


-Title 


City 


State 


Zip 


ATERFALI 

R  E   S  O   R   T  *J 

ALASKA 


"Wherf  Sporlfishitig  is  for  Kings' 


Area  &  Phone 
Interested  □ 


Fax 


Very  Interested   □  Saltwater  □  Freshwater  □ 

Business  Entertainment  □         Pleasure  □         Number  of  Guests  

Best  Season  1999  □  2000  □  2001  □  May  June  July  Aug.  Sept. 
Date  of  Business  Week  issue  


INFORMATION  /  RESERVATIONS    800-544-5  125 
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From  thought  to  FiNisnr 

Books 


DIRECT  FROM  DELL 

Strategies  That  Revolutionized  an  Industry 

By  Michael  Dell  with  Catherine  Fredman 
HarperBusmess  •  236pp  •  $26 


DON'T  LOOK  FOR 
DELCS  SECRETS  HERE 


Talk  to  executives  in  the  computer 
industry,  especially  in  pcs,  and 
it  seems  as  if  eveiyone  wants  to 
be  like  Mike— Michael  S.'  Dell,  that  is, 
the  84-year-old  CEO  of  giant  Dell  Com- 
puter Corp.  Rivals  such  as  Compaq, 
IBM,  and  Hewlett-Packard  are  tripping 
over  themselves  to  embrace  elements 
of  the  dii'ect-sales  model  that  made  Dell 
Computer  into  one  of  the  past  decade's 
biggest  high-tech  success  stories.  Not 
even  Dell's  recent  sales  slowdown — from 
a  heady  56%  gi'owrth  rate  to  38% — tar- 
nishes Michael  Dell's  story.  Nor  can  ri- 
vals expect  to  get  a  breather. 

Fi-om  such  a  titan,  readers  might  an- 
ticipate a  landmark  account — one  that 
would  offer  insight  into  lus  management 
style.  Or  one  might  expect,  as  Direct 
from  DelFs  dust  jacket  claims,  that  Dell 
will  lay  out  "a  new  model  for  doing 
business  in  the  infomnation  age."  After 
all,  the  author  is  helped  by  Catherine 
Fredman,  who  workecl  with  Intel  Chaii"- 
man  Andrew  S.  Grove  on  his  acclaimed 
bestseller,  0»lij  the  Paranoid  Survive. 

Direct  fro )H  Dell,  however,  is  a  dis- 
appointment. It's  an  easy  read,  and  it 
does  present  some  of  the  thinking  that 
went  into  building  one  of  the  world's 
most  successful  companies.  Early  on, 
tliis  dean  of  dii'ect  sales  discovered  that 
he  could  get  closer  to  consumers — and 
learn  lots  about  them — by  cutting  out 
the  middleman.  And  with  the  direct 
approach,  he  would  not  need  huge 
inventories. 

But  unless  you've  been  on  a  steady 
diet  of  Elmore  Leonard  novels,  you're 
likely  to  find  the  strategies  Dell  applied 
to  "revolutionize  an  industry"  pretty  fa- 
miliar. Indeed,  each  of  them,  including 
his  decision  to  eliminate  a  step  in  the 
assembly  process  by  having  pes  and 
monitors  shipped  separately  to  cus- 
tomers from  theii-  respective  factories 
has  been  widely  reported.  Most  disap- 
pointing is  that  the  book  provides  little 


new  insight — into  Dell,  the  computer 
industry,  or  electronic  commerce. 

The  author  recounts  his  personal  sto- 
ly,  by  now  the  stuff  of  legend.  At  12, 
Dell  learned  his  lesson  on  avoiding  the 
middleman:  With  a  buddy,  he  decided 
that,  instead  of  buying  stamps  through 
others'  auctions,  he  would  start  his  own 
auctions.  He  made  $2,000.  Later,  in  1984, 
as  a  University  of  Texas  student  with 
$1,000  in  hand,  he  began  assembling  PCs 
in  his  Austin  dorm  room.  The  business 
boomed,  and  he  dropped  out  of  school. 
Working  hard,  and  with 
only  one  major  misstep—   Direct  from 
for  a  brief  period  in  1993, 
the  company  hoarded  too 
much  inventory — he  built 
Dell  into  the  '$18  billion 
powerhouse  that  it  is  to- 
day. By  his  calculation,  Dell 
stock  has  risen  36,000% — 
that  is,  to  360  times  its 
original  value. 

Out    of    this  history 
emerges  what  is  perhaps 
the  most  distressing  ele- 
ment in  Direct  from  Dell — 
a  flood  of  cliches.  Sample:  "Tlie  ability  to 
find  and  hii'e  the  right  people  can  make 
or  break  your  business.  It's  as  plain  as 
that."  Yes,  it  is.  Or:  "If  you  accept  the 
status  quo  as  'good  enough,'  you're  man- 
aging in  a  r-earview  mirror."  This  is  the 
stuff  of  revolutions? 

A  reader  keeps  hoping  that  Dell  will 
dish  a  little  dirt — or  offer  some  insight 
into  his  competitors.  After  all,  the  ri- 
vahy  with  Compaq  is  one  of  the  most 
intense  in  the  industiy.  But  there's  no 
Compaq  dirt  and  no  analysis  of  Com- 
paq's move  into  dii-ect  sales.  Even  when 
Dell  has  an  opening,  as  when  mention- 
ing a  1997  rally  held  by  Apple  Com- 
puter CEO  Steven  P.  Jobs  to  announce 
his  company's  foray  into  direct  sales, 
the  author  drops  the  ball.  There's  no 
mention  of  how  Jobs  waved  before  his 


troops  a  photo  of  Michael  Dell  superin 
posed  with  a  bull's-eye.  Instead,  De 
blandly  wiites:  "We  reacted  by  contini 
ing  to  do  what  we  always  have:  focusin 
on  the  customer,  not  the  competition 
He  would  haixlly  have  had  to  leave  th 
high  road  to  assess  his  rival's  manei 
vei-s.  Apple's  du-ect  sales  haven't  made 
headUne  since.  Wliy,  Michael? 

Still,  there  are  nuggets.  Dell  repoii 
company  sales  of  $12  million  a  da 
tlirough  its  Web  site.  DeU's  site  is  one  ( 
the  few  profitable  ones — and  has  bee 
from  its  beginning,  in  1994.  Dell  w; 
also  one  of  the  first  companies  to  rei 
ognize  that  the  Internet  should  be  use 
not  to  push  product  at  customers  but  t 
create  strong  ties  with  them.  Thus,  in 
biilliant  move,  it  gave  individual  an 
corporate  customers  the  ability  to  prit 
various  configurations  of  a  machine  oi 
line.  The  lesson  is  valuable  for  today 
scores  of  E-commerce  startups. 

Even  some  of  Dell's  platitudes  ai 
backed  up  with  illuminating  example 
"By  spending  time  wit 
your  customer  where  tin 
do  business,  you  can  leai 
more  than  by  bringin 
them  to  where  you  (i 
business,"  he  vnites.  Visi 
ing  British  Petroleum  C 
in  London,  for  exampL 
Dell  watched  workers  coi 
figiu'e  their  machines  wit 
new  software  and  ne 
\\  orking  capabilities — i 
i  (  insiderable  cost,  bp  ask( 
Dell  if  he  could  do  tl 
work  for  them.  The  resu 
was  a  new  multimillion-dollar  businei 
involving  many  such  customers. 

Dell  ends  his  book  with  a  discussi( 
of  what  must  be  on  the  minds  of  mai 
investors:  Can  his  company  continue 
expand  revenues  by  more  than  50 
each  quarter?  Dell  admits  no  compai 
can  do  that.  But  he  then  goes  on  to  e: 
plain  how  Dell  can  continue  to  gro 
faster  than  the  industiy:  With  highe 
margin  products  such  as  workstatioi 
and  storage  products,  say,  or  by  movir 
into  untapped  markets  such  as  Chin 
Some  of  Dell's  goals  are  probably  a 
tainable.  But  as  the  ranks  of  Mil 
warmabes  continues  to  swell,  it  will  be 
challenge  to  keep  defying  gi-avity. 

BY  IRA  SAGE 

Soger  has  followed  the  PC  iiidusb 
since  Michael  Dells  early  days. 


MICHAEL  DELL  BUILT  AN  ASTOUNDING  COMPANY, 
BUT  HIS  BOOK  DOESN'T  TELL  YOU  HOW 
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Singapore 


.rcstar   Advanced  global  communications  from  NTT. 

Arcstar  offers  you  a  umquely  flexible  global  connection.  In  fact,  no  one  offers  a  stronger  connection 
with  Asia  and  the  Pacific.  In  Singapore,  for  example,  NTT's  Customer  Support  Center  provides 
comprehensive  network-integration  services  and  maintenance  to  flexibly  satisfy  your  every  need. 
As  one  of  the  world's  leading  telecom  providers,  NTT  can  provide  you  and  your  global  offices  with  an 
unsurpassed  level  of  service.  From  round-the-clock  multi-language  assistance  and  business  support  to 
emergency  backup.  Now,  connecting  with  Asia  is  a  simple  matter  of  connecting  with  the  right  partner. 


® 

NTT 


NtPPOM  lELEGflAPH  AND  TELEPHONE 


Builders  of  the  infocpmmM^nications  age 

•TOKYO  •BANGKOK  •BEIJING  •HANOI  -HONG  KONG  •J.^RARTA  -KLrXLA  LUMPtIR  -MANILA  •SEOUL  •SHANGHAI  •SINGAPORE  •SYDNEY  -TAIPEI  -AMSTERDAM  -BRUSSELS 
■DUSSELDORF •GENEVA  ■LONDON  •PARiS  •CHICAGO -NEW  YORK  -MOUNTAIN  VIEW  -LOS  ANGELES  -WASHINGTON  D.C.  •RIO  DE  JANEIRO  •SAO  PAULO 


For  more  initifrnalion  on  how  NTT  can  connect  you.  call  1-800-4-NTT-USA, 


http://info.ntt.co.jp/gIobal 


Books 


THE  BUSINESS  WTEK  BEST-SELLER  LIST 


HARDCOVER  BUSINESS  BOOKS 


1  THE  9  STEPS  TO  FINANCIAL  FREEDOM  by  Suze  Orman 
(Crown  •  $23)  Practical  and  "spiritual"  steps  for  managing 
money. 

2  THE  MOTLEY  FOOLS  RULE  BREAKERS,  RULE  MAKERS  by 

David  and  Tom  Gardner  (Simon  &  Schuster  •  $25)  Investing 
in  upstarts  and  in  established  companies. 

3  WHO  MOVED  MY  CHEESE  by  Spencer  Johnson,  M.D.  (Put- 
nam •  $19.95)  Finding  happiness,  just  like  rats  in  a  maze. 

4  THE  ELECTRONIC  DAY  TRADER  by  Marc  Friedfertig  and 

George  West  (McGraw-Hiil  •  $34.95)  Hopping  in  and  out  of 
the  market  electronically. 

5  THE  ROARING  2000s  by  Harry  S.  Dent  Jr.  (Simon  & 

Schuster  •  $25)  Why  the  good  times  won't  go  away. 

6  HOW  TO  GET  STARTED  IN  ELECTRONIC  DAY  TRADING  by 

David  S.  Nassar  (McGraw-Hill  •  $24.95)  Trading  stocks 

moment  by  moment  via  PC. 

7  THE  CRISIS  OF  GLOBAL  CAPITALISM  by  George  Soros 
(PublicAffairs  •  $26)  The  billionaire  hedge-fund  manager 
sounds  the  alarm. 

8  PUSHING  THE  ENVELOPE  by  Harvey  Mackay  (Bailantine  • 
$24.95)  A  chatty  and  amusing  guidebook  for  success. 

9  SELLING  THE  INVISIBLE  by  Harry  Beckwith  (Warner  •  $16) 
A  collection  of  bite-size  lessons  on  marketing. 

10  MORE  THAN  ENOUGH  by  Dave  Ramsey  (Viking  •  $22.95) 
Virtue  and  more  bankable  rewards. 

11  HOW  TO  BECOME  CEO  by  Jeffrey  J.  Fox  (Hyperion  •  $15.95) 

Succinct  rules  for  getting  ahead. 

12  GUNG  HO!  by  Ken  Blanchard  and  Sheldon  Bowles  (Morrow  • 

$20)  How  Walton  Works  No.  2  fired  up  its  employees. 

13  THE  INNOVATOR'S  DILEMMA  by  Clayton  M.  Christensen 
(Harvard  Business  School  •  $27.50)  Anticipating  new 

technologies'  disruptive  effects. 

14  THE  JOY  OF  WORK  by  Scott  Adams  (HarperBusiness  •  $22) 
Office  pranks  and  ploys  to  fend  off  the  cubicle  blues. 

15  THE  48  LAWS  OF  POWER  by  Robert  Greene  and  Joost  Elffers 
(Viking  •  $24.95)  Thoughts  of  Machiavelli,  Talleyrand,  and 
other  power  brokers  distilled. 


PAPERBACK  BUSINESS  BOOKS 


1  THE  MILLIONAIRE  NEXT  DOOR  Dy  Thomas  J.  Stanley,  PhD, 
and  William  D.  Danko,  PhD  (Pocket  Books  •  $14)  The  simple 
ways  of  the  wealthy  among  us. 

2  THE  SEVEN  HABITS  OF  HIGHLY  EFFECTIVE  PEOPLE 

by  Stephen  R.  Co;ey  (Fireside  •  $14)  Habitually  popular 

3  J.K.  LASSER'S  YOUR  INCOME  TAX  1999  by  the  J.K.  Lasser 
Institute  (Macmillan  •  $14.95)  Get  ready,  set... 

4  THE  ERNST  &  YOUNG  TAX  GUIDE  1999  by  the  Tax  Partners 
and  Professionals  of  Ernst  &  Young  LLP  (Wiley  •  $15.95) 
Sharpen  your  pencils. 

5  THE  MOTLEY  FOOL  INVESTMENT  GUIDE  by  David  and  Tom 
Gardner  'Fireside  •  $12)  The  onime  duo  puts  it  on  paper. 

6  THE  1999  WHAT  COLOR  IS  YOUR  PARACHUTE?  by 

Richard  Nelson  Bolles  (Ten  Speed  Press  •  $16.95)  The 
enduring  job-search  bible. 

7  INVESTING  FOR  DUMMIES  by  Eric  Tyson,  MBA  (IDG  Books  • 
$19.99)  From  stocks  tc  small  business — with  cartoons,  too. 

8  THE  MOTLEY  FOOLS  YOU  HAVE  MORE  THAN  YOU  THINK 

by  David  and  Tom  Gardner  'F^res  de  •  S13)  Help  for  the 
investment-challenged. 

9  THE  MOTLEY  FOOL  INVESTMENT  WORKBOOK  by  David  and 
Tom  Gardner  (Fireside  •  $12)  "So  where  do  I  find  stocks"  and 
other  queries,  asked  and  answered. 

10  DIE  BROKE  by  Stephen  M.  Pollan  and  Mark  Levine 
(HarperBusiness  •  $14)  Forget  about  the  will — and  the 
conventional  wisdom,  says  a  financial  adviser 

11  DON'T  SWEAT  THE  SMALL  STUFF  AT  WORK  by  Richard 
Carlson,  PhD  (Hyperion  •  $11.95)  Methods  for  minimizing 
stress  and  conflict. 

12  BUILT  TO  LAST  by  James  C.  Collins  and  Jerry  I.  Porras 
(HarperBusiness  •  $15)  How  3M,  Wal-Mart,  Procler  & 
Gamble,  and  others  became  standouts. 

13  GETTING  TO  YES  by  Roger  Fisher,  William  Ury,  and  Bruce 
Patton  (Penguin*  $12.95)  A  Harvard  team's  step-by-step 
guide  to  conflict  resolution. 

14  THE  ONE  MINUTE  MANAGER  by  Kenneth  Blanchard,  PhD, 
and  Spencer  Johnson.  M.D.  (Berkley  •  $11.95)  Three 
management  techniques,  conveyed  in  brief  story  form. 

15  THE  ONLY  INVESTMENT  GUIDE  YOU'LL  EVER  NEED  by 
Andrew  Tobias  (Harcourt,  Brace  •  $13)  What's  more,  it's 
expanded  and  updated. 


BUSINESS  WEEK  S  Best-Seller  List  is  based  on  a  survey  of  chain  and  independent  booksellers  that  carry  a  broad  selection  of  books  on  economics, 
management,  sales  and  marketing,  small  business,  investing,  personal  finance,  and  careers.  Well  over  1,000  retail  outlets  nationwide  are  repre- 
sented. Current  rankings  are  based  on  a  weighted  analysis  of  unit  sales  in  January. 

Reviews  and  more  are  available  on  AOL  (Keyword:  BW)  or  www.businessweek.com  (Click  on  BW  Plus!) 


^^MWBff!l!!WgWf|M  /<hile  READING  don't  sweat  the  small 
^^BliilBUXjiB  Stuff  at  Work,  the  No.  1 1  paperback  on 

this  month's  best-sei'er  list,  I  found  myself  humming  Don't 
Worry,  Be  Happy.  Bobby  McFerrin's  dopey  feel-good  anthem  of 
a  few  years  back.  The  b^jc''<  -s  a  lot  like  the  song:  hardly  pro- 
found but  pleasantly  th- 

And  the  volume  is  dipped  into  for  only  a  few 

stress-busting  minutes  each  day.  In  some  cases,  there's  no 
need  to  read  beyond  -napter  headings:  "Have  Some  'No 
Phone'  Time  at  Work,"  ggests  one.  "Remember  the  Motto, 
'You  Catch  More  Flies  w,     Honey,'"  instructs  another. 

Other  times,  you'll  hav  to  dip  into  the  two-  to  three- 
page  chapters.  "Tap  into  Yol   Secret  Stress-Buster"  offers  in- 


struction in  deep  breathing.  "Strengthen  Your  Presence"  urges 
readers  to  be  "fully  attentive  to  the  task  at  hand." 

Admittedly,  there  is  stuff  here  that  will  make  office  grinch- 
es  howl.  Does  it  really  help  to  know  that  author  Richard  Carl- 
son (a  PhD  who  feels  it  necessary  to  mention  the  degree  on 
the  cover)  has  "a  purple  hippo  named  Happy"  among  his  of- 
fice decorations?  Does  anyone  who  has  got  a  life  want  to  "Get 
Really  Comfortable  with  Using  Voice  Mail"? 

Still,  Don't  Sweat  the  Small  Stuff  at  Work  can  help  readers 
stop  and  think  about  negative  office  dynamics  or  destructive 
personal  habits  they've  fallen  into.  And  if  it  doesn't  work  for 
you,  there's  a'ways  Bobby  McFerrin. 

BY  HARDY  GREEN 
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Technology  &  You 


BY  STEPHEN  H.  WILDSTROM  

GIVE  THESE  PALMS 
A  BIG  HAND 


3Com's  newest 
handheld  computers 
are  smaller,  lighter 
and  easier  to  read 

In  the  past  tlii'ee  years  or 
so,  I  have  tried  every 
handheld  computer  to 
;ome  along.  None  has  suc- 
ceeded in  displacing  a  series 
Df  Palm  models  from  their 
olace  as  my  constant  com- 
oanions.  And  the  latest  offer^ 
Jigs  fi"om  3Com's  Palm  Com- 
Duting  division  should  ensui'e 
".hat  things  stay  that  way. 

IVo  new  models,  the  mem- 
)ry-rich  Palm  II Ix  and  the 
dim  and  light  Palm  V  should 
lelp  Palm  keep  domi- 
lance  of  the  market. 
^nce  cuts  on  older  mod- 
ih,  wliich  take  the  Paki 
-'ilot  Professional  under 
5200,  should  stave  off 
;ompetition  fi-om  below. 
«WT  BROKEN.  The  $449 
i'alm  V  is  by  far  the 
nore  interesting  of  new 
nodels.  It  weighs  just 
)ver  4  oz.,  vs.  a  bit  over 
■)  oz.  for  the  Palm  III, 
md  is  about  Xin.  thick, 
4  in.  less  than  the  Palm 
II  and  about  Kin.  shoit- 
!r  as  well.  Those  changes 
lon't  sound  like  much,  but 
hey  ai'e  enough  to  make  the 
lifference  between  a  device 
hat  slides  easily  into  a  pock- 
it  and  one  that  is  more  com- 
brtable  stajdng  in  a  briefcase 
ir  purse. 

Palm  hasn't  tried  to  fix 
vhat  wasn't  broken,  so  the 
)asic  functions  of  the  Palm 
/  are  identical  to  the  III.  It 
Ices  address  the  biggest  user 
omplaint  about  earlier  mod- 
els, a  display  that  was  often 
lard  to  read.  The  screen  still 
neasui-es  just  160  pixels,  but 


contrast  in  normal  room  light- 
ing is  markedly  better.  The 
backlighting  has  changed  in 
a  way  that  makes  the  screen 
readable  in  really  dim  light, 
but  somewhat  less  legible 
than  earliei-  models  under  in- 
between  conditions. 

The  biggest  change  in  the 
Palm  V,  other  than  size,  is 
the  switch  to  rechargeable 
batteries.  This  is  a  mixed 
blessing.  The  battery  stays 
topped  up  with  just  a 
few  minutes  daily  in 
the  combination 
charger  and 
cradle  used  to 
connect  to  a 
PC"  for  synchro- 


WHAT'S  NEW  IN 
THE  PALM  V 

►  One-third  lighter,  just 
over  half  the  thickness  of 
the  Palm  III 

►  Improved  screen  contrast 
new  backlighting  makes 
screen  readable  in  very  dim 

►  Batteries  recharge  through  combina 
tion  charger/sync  cradle 

►  New  slim  modem  snaps  on  back 


Because  of  its  smaller  size, 
the  Palm  V  cannot  use  older 
accessories,  including  sync 
cradles  and  modems.  A  new 
5Gk  modem,  which  snaps  on 
to  the  back  instead  of  the 
bottom,  is  a  $169  option. 

The  $369  Palm  IIIx  is  ba- 
sically a  Palm  III  (which 
drops  to  $299)  with  its  mem- 
ory doubled  to  4  Mb.  The 
IIIx  is  intended  mainly  for 
people  who  use  Oracle, 
Sybase,  or  sap  software  to 
carry  chunks  of  corporate 
databases  in  their  Palms.  It 
includes  the  enhanced  dis- 
play and  software  of  the 
Palm  V  and  also  has  a  slot 
for  a  pager  card  or  other 
accessory. 

In  coming  months,  Palm 
will  face  new  challenges  as  it 
tries  to  maintain  mai-ket  dom- 
inance. Compaq,  Hewlett- 
Packard,  and 


color  version.  But  I  think  the 
current  monochrome  models 
work  just  fine,  and  I  doubt 
whether  color  would  bring 
enough  benefits  to  be  worth 
the  cost  in  dollars,  battery 
life,  and  weight. 

The  bigger  move  for  3Com 
wiW  be  the  Palm  VII,  which 
is  just  entering  field  trials 
and  is  expected  to  hit  the 
market  later  this  year.  The 
VII,  which  is  about  the  size 
of  the  current  III,  features 
wireless  communications  for 
traffic  reports,  airline  fhght 
information,  and  other  time- 
sensitive  infoi'mation,  such  as 
critical  E-mail  and  corjjorate- 
price  or  inventoiy  data. 
NEW  USES.  It's  not  just  new 
models  that  distinguish  the 
Palm  lineup.  They  also  get  a 
boost  from  the  creativity  of 
third-party  developers  who 
continue  to  come  up  with 
uses  undreamed  of  by  Palm. 
For  example,  a  startup  called 
Imagiworks  (www.imagi- 
works.com)  is  about 
*5\  to  offer  a  product 
that  allows  stu- 
dents to  col- 


nization,  a  pi'ocess  of  updat- 
ing 01'  swapping  infonnation. 
A  ftill  chai'ge  should  last  for  a 
couple  weeks  on  the  road  (a 
travel  charger,  including  the 
three  most  common  interna- 
tional power-plug  adapters,  is 
available  for  .$50).  But  I  miss 
the  seciu-ity  of  always  being 
able  to  pop  in  a  pair  of  AAA 
batteries  if  the  power  runs 
low.  The  new  model  also  in- 
cludes improved  software  for 
synchronization  with  a  vari- 
ety of  PC  information  man- 
agement programs,  including 
Microsoft  Outlook. 


other  companies  are  about  to 
bring  out  new  color  Palm-size 
PCS  based  on  Microsoft's  Win- 
dows CK  operating  system.  A 
quick  look  at  these  models 
suggests  that  a  color  display 
is  a  huge  improvement  for 
what  had  been  a  hard-to-use 
screen  design.  At  the  other 
end  of  the  market,  Olivetti 
has  introduced  the  sub-$100 
Royal  DaVinci,  a  Palm  look- 
alike  and  sort  of  work-alike, 
though  it  falls  fai'  short  of  the 
Palm  in  data  entiy,  synchi'o- 
nization,  and  flexibility. 
Palm  is  consideiing  its  own 


lect,  annotate,  and 
graph  data  using  sen- 
sors that  measure  tempera- 
ture, light,  acceleration,  and 
other  physical  phenomena. 

In  the  breakneck  world  of 
high  tech,  sitting  on  your 
laurels  can  be  risky.  But  so 
can  messing  with  a  formula 
that  works.  For  the  time  be- 
ing, at  least,  I  think  these 
evolutionary  products  from 
Palm  have  struck  a  balance 
between  innovation  and 
stability  that  serves  cus- 
tomers well. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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Economic  Viewpoint 


BY  ROBERT  KUTTNER 


THIS  IS  A  TAX  CUT 
WHOSE  TIME  HASNT  COME 


FAIRER 

There  are 
good  ways  to 
use  a  budget 
surplus,  but  if 
we  must 
reduce  taxes, 
let's  target 
those  who 
haven't  shared 
in  the  boom 


Robert  Kuttner  is  co-editor  of  The 
American  Prospect  and  auttior  of 
Everything  for  Sale 


Having  failed  to  remove  President  Clin- 
ton from  office,  the  Republicans  are 
rallying  behind  their  most  reliable 
flag:  the  call  for  a  general  tax  cut.  This  is  a 
salutary  debate  the  country  should  welcome. 
Why  a  tax  cut,  and  why  a  tax  cut  now?  And, 
if  a  tax  cut,  what  kind  of  a  tax  cut? 

The  GUP  case  appears  simple  and  persua- 
sive. The  money  belongs  to  the  people,  and 
the  government  is  taking  too  much  of  it — 
the  budget  surplus  proves  it.  Rather  than 
dreaming  up  ways  to  spend  the  sm'plus,  the 
government  should  return  it  to  the  taxjaayers, 
via  a  10%  aci'oss-the-boai'd  cut.  What  could  be 
simpler  and  fairer? 

Tlie  case  against  a  tax  cut  is  more  complex. 
One  element  is  budgetaiy.  The  last  time  the 
Republicans  legislated  huge  tax  cuts,  in  1981, 
they  didn't  produce  the  advertised  spur  to 
growtli,  revenues,  and  budget  balance.  It  took 
the  country  nearly  two  decades  and  four  tiil- 
lion  dollars  of  additional  debt  befoi'e  we  final- 
ly got  back  to  balance  and  then  surplus. 
Maybe  we  should  let  some  of  that  surplus 
accumulate  and  pay  doMoi  the  national  debt 
before  indulging  in  another  big  tax  cut. 
NEAR  PERFECT.  A  second  counterargiunent  is 
macroeconomic.  Usually,  tax  cuts  are  pro- 
moted as  a  fonii  of  economic  stimulus.  But  for 
the  past  three  years,  the  economy  has  been 
gi'owing  at  nearly  4%  a  year,  with  almost  no 
inflation.  It  doesn't  get  much  better  than  that. 
With  interest  rates  low  and  the  economy  neai" 
full  employment,  not  even  Keynesians  are 
calling  for  fiscal  stimulus. 

To  protect  the  budget  suiijIus,  we  might 
jjay  for  tax  cuts  with  pi'ogram  cuts.  But  we 
cut  general  government  spending  dramatical- 
ly in  the  1980s  and  '90s.  Excluding  social  in- 
surance, general  government  outlay  has 
cb'opped  fi'om  12.4%  of  gi'oss  domestic  product 
to  just  6.6%  in  1998.  Social  Security  and 
Medicare,  of  course,  are  consuming  more 
money.  But  allocating  more  of  oui'  national 
income  for  social  insurance  simply  reflects 
the  realities  of  an  aging  population. 

The  Clinton  Administration  has  proposed 
spending  three-quarters  of  the  projected  15- 
year  budget  smi^lus  to  shore  up  Social  Secu- 
rity and  Medicare.  Tliose  who  prefer  a  tax  cut 
ai'gue  that  the  money  should  instead  be  "re- 
turned to  the  people."  But  putting  budget 
resei-ves  into  social  insm-ance  is  hardly  squan- 
dering it.  Govei'nment  is  simply  returning 
the  money  to  the  people  in  a  different  foi-m, 


by  insuring  against  illness  and  destitutioi 
old  age. 

This  bi-ings  us  to  the  real  debate,  whic' 
philosophical  and  distributive.  A  10%  acn 
the-board  tax  cut  sounds  perfectly  fair  ' 
during  the  past  20  years,  the  share  of  ti 
national  income  has  shifted  dramatically 
the  top  10%'  of  the  population.  Wealth 
also  become  more  highly  concentrated. 
Gates  all  by  himself  has  net  worth  equa 
that  of  the  least-affluent  120  mfllion  Am 
cans  (nearly  half  the  population). 
NO  RELIEF.  Since  the  wealthiest  earn  n: 
of  the  income,  they  also  pay  most  of  the  t 
es.  So  an  across-the-board  tax  cut  would  ^ 
most  of  the  benefit  to  those  with  the  rr 
private  income.  The  top  1%-  of  househc 
(average  income  of  $883,000)  would  get 
cuts  averaging  $20,697,  according  to  Citiz 
for  Tax  Justice.  The  top  10%  would  get  ( 
of  all  the  tax  relief.  And  the  bottom  & 
those  with  household  incomes  of  less  ti 
$38,000,  would  get  tax  cuts  averaging  j 
$99.  And  48  million  taxpayers  would  get 
tax  cut  at  all,  according  to  the  Congressic 
Joint  Tax  Committee. 

Indeed,  Republican  Ways  &  Means  Ch 
man  Bill  Archer  (R-Tex.),  in  a  recent  press 
lease,  helpfully  observed  that  people  vrith 
comes  under  $100,000  on  average  pay  o 
38%  of  then-  federal  taxes  as  income  ta 
(most  of  the  rest  is  payi'oll  taxes),  while  p 
pie  with  incomes  over  $100,000  pay  75%-  as 
come  tax.  So  the  gop's  proposed  cut,  wl 
cuts  only  income  taxes,  is  not  an  across-t 
board  reduction  at  all. 

The  gop's  proposed  tax  cut  would  cost 
Ti'easury  nearly  a  trillion  dollars  over 
yeai's.  And  we  would  invaiiably  wind  up  flj 
ing  these  tax  cuts  by  I'educing  outlays  t 
benefit  people  with  more  modest  private 
sources.  Popular  programs  like  Social  Sea 
ty  and  Medicare  would  take  the  hit. 

If  we  must  cut  taxes,  let's  target  the  c 
to  those  who  haven't  shared  in  the  rec 
boom.  The  best  candidate  would  be  an 
creased  Earned  Income  Tax  Credit  for 
working  poor.  The  second  best  would  be 
exempt  the  fii'st  few  thousand  dollars  of 
come  from  the  regi'essive  payroll  tax.  Sec 
ingly,  the  gop  has  a  siu-e  winner  in  the  call 
a  general  tax  cut.  But  the  public  also  vali 
social  insurance,  living-wage  jobs,  and  i 
faii'ness.  So  good  riddance  to  the  impea 
ment  follies,  and  let  the  tax  debates  begir 
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They  think  you're  slaving  away  in  a  boxy  Uttle  hotel  room.  Let  em. 
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Economic  Trends 


BY  GENE  KORETZ 

TOO  MUCH  AIR 
IN  THE  DOW? 

A  study  finds  prices  are  out  of  line 

Investors  may  have  good  I'eason  to 
fret  about  tfie  stock  market's  sky- 
high  levels.  The  Dow  Jones  industrial 
average  is  trading  at  near-record  levels 
when  compared  with  the  "intrinsic  val- 
ue" of  the  30  stocks  that  make  up  the 
index,  according  to  a  foithcoming  study 
by  economists  at  Comell  University. 

Cornell's  Parker  Center  for  Invest- 
ment Research  keeps  tabs  on  the  rela- 
tionship between  the  Dow  and  the 
stocks'  basic  value,  as  measured  by  a 
valuation  model  spelled  out  in  a  paper 

HOW  LONG  CAN  THE  DOW 
STAY  SO  PRICEY? 
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RATIO  OF  DOW  JONES  INDUSTRIAL  AVERAGE 
TO  A  MEASURE  OF  THE  INTRINSIC  VALUE ' 

OF  THE  UNDERLYING  STOCKS 
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•AS  OF  FIRST  DAY  OF  EACH  MONTH 
DATA:  PARKER  CENTER  FOR  INVESTMENT  RESEARCH,  CORNELL  UNIVERSITY 

due  to  be  pubHshed  soon  in  the  Journal 
of  Finance.  The  Dow's  9552.68  close  on 
Feb.  22  meant  that  the  index  was  trad- 
ing at  1.59  times  the  stocks'  value 
(chart).  That's  not  as  high  as  in  April, 
1998,  when  the  price-to-value  ratio  hit 
1.74,  but  it's  still  far  above  noiTnal. 

It's  hardly  news  that  stocks  look 
pricey  by  conventional  inles  of  thumb: 
Tlie  price-to-book-value  ratio  of  the  Dow 
stocks  has  soared  from  1.0  in  1970  to 
well  over  3.5,  and  pi'ice-eamings  ratios 
keep  setting  new  highs.  Many  Wall 
Streeters,  however,  say  these  histoiical 
measures  don't  take  into  account  the 
strong  long-texTn  prospects  for  the  com- 
panies' eai'nings. 

But  Cornell's  yardstick  is  different: 
It's  based  on  each  Dow  company's  indi- 
vidual track  i-ecord  and  eai'nings  out- 
look. In  essence,  Comell's  Chai-les  M.  C. 
Lee  and  Bhaslvaran  Swaminathan,  work- 
ing with  .James  Myers  of  the  University 

Washington,  have  constructed  a  bot- 
toni-up  method  for  valuing  the  Dow. 

i  V  eat'h  company  in  the  index,  the 
res(  <irchers  took  analysts'  long-term 
earnings  )rojections,  then  discounted 


them  by  the  sum  of  two  returns:  the 
rate  on  Treasuiy  bills  plus  the  historical 
premium  over  Ti'easmy  bills  of  stocks  in 
that  company's  industry.  They  then  com- 
bined curi'ent  values  for  the  stocks  to 
calculate  the  Dow's  value. 

This  measure  has  pi'oved  a  powerful 
tool  in  pi'edicting  the  Dow's  trend,  Lee 
says.  When  the  price-to-value  ratio  has 
moved  far  above  its  mean  value  of  1.08 
in  the  past,  it  has  almost  invariably 
sunk  back  over  18  months  or  so. 

Of  course,  the  ratio  can  return  to 
noiTnal  without  a  big  fall  in  shai'e  prices. 
Rising  profits  can  lead  to  a  higher  in- 
trinsic value  that  helps  close  the  piice- 
value  gap.  "The  market  is  generally 
ahead  of  the  analysts  in  pi'edicting  earn- 
ings," Lee  notes. 

Still,  even  allowing  for  today's  low 
interest  rates,  Cornell's  price-value  i-atio 
is  so  high  (more  than  two  standard  de- 
viations above  the  mean,  an  occmrence 
with  only  l-in-40  odds)  that  Lee  and 
his  colleagues  doubt  that  earnings  im- 
provements alone  can  bring  it  back  into 
line.  Stock  prices,  they  say,  must  also 
come  down — though  they're  unsiu'e  just 
when  or  how  hai'd  they  will  fall. 

By  Mike  McNamee 


A  TASTE  FOR  GUCCI 
AND  FOIE  GRAS 

Euro-goods  torpedo  trade  tallies 

The  merchandise  trade  deficit 
widened  by  25%  in  1998,  to  a  record 
$248  billion.  The  conventional  view  is 
that  the  I'ecession  in  Asia  caused  this 
drag:  U.  S.  exports  to  the  Pacific  Rim 
tanlted,  so  the  story  goes,  wliile  imports 
of  low-cost  Asian  goods,  whose  prices 
wei'e  pushed  down  to  rock-bottom  levels 
by  weak  currencies,  took  off.  All  this 
helped  stabilize  the  region's  ailing 
economies. 

But  economist  Paul  Kasriel  of  Chica- 
go's Northern  Ti-ust  Co.  says  this  pic- 
ture is  only  half  right.  Nominal  U.  S. 
exports  to  the  Pacific  Rim  did  plunge  by 
14%  last  year.  But  it  was  surging  im- 
ports in  the  fu"st  half  of  the  year  that 
really  raised  the  trade  deficit,  he  says, 
and  it  was  iinjiorts  from  Western  Eu- 
i"ope  that  were  mainly  responsible. 

By  last  October,  imports  from  the 
Pacific  Rim  had  risen  only  4%  over  the 
same  period  in  1997,  while  the  cumula- 
tive total  of  imports  from  Western  Eu- 
rope was  limning  11%  above  its  year- 
earlier  level.  In  other  words,  growth  of 
pricey  imports  from  Western  Europe 
picked  up  smartly,  while  growth  of 


cheap  imports  from  Asian  countrie 
slowed  down. 

We  weren't  forced  to  buy  those  ej 
pensive  European  imports,  adds  Kas 
riel.  "We  wei'e  richer  and  therefore  fe 
we  desei"ved  the  finer  things  in  life — ^lik 
Mercedes  cars,  Gucci  shoes,  and  Doi 
Perignon  champagne." 


MATILDA  IS 
REALLY  WALTZING 

Australia's  boom  echoes  America'! 

By  all  accounts,  the  Australian  ecoi 
omy  should  have  been  whipsawe 
by  the  Asian  crisis  in  recent  years.  A 
ter  all.  Australia's  major  exports  ai 
commodities,  and  two-tliii'ds  of  them  g 
to  East  Asia.  Instead,  the  countiy  ha 
been  posting  heady  growth  in  the  199( 
(chart)  after  a  lackluster  performam 
for  several  decades. 

According  to  the  International  Mon( 
tary  Fund,  Australia's  success  sten 
from  economic  reforms  beg^an  in  tl: 
mid-1980s  and  still  being  implemente 
The  adoption  of  a  floating  exchange  rat 
discouraged  domestic  companies  froi 
bori'owing  heavily  in  foreign  cun-encie 
Tariffs  have  been  reduced,  public  ei 
terprises  privatized,  and  the  Reser\ 
Bank  of  Australia  has  adopted  a  targ( 
for  the  inflation  rate.  Meanwhile,  ri 
forms  of  telecommunications,  aviatio: 
the  financial  sector,  and  the  electiicit 
and  gas  industries  have  reduced  price 
and  boosted  productivity. 

The  upshot  is  a  boom  remarkabl 
similar  to  that  in  the  U.  S.  Merri 
Lynch  &  Co.  economist  Peter  Osbon 
notes  that  consumer  spending  has  pov 
ered  more  than  half  of  Australia 
growth  in  gross 
domestic  product 
in  recent  years. 
Falling  interest 
rates  have  low- 
ered debt-service 
burdens,  he  says, 
while  reduced  in- 
flation has  pushed 
up  i"eal  wages  and 
household  pur- 
chasing power, 
and  rising  stock 
and  real  estate 
prices  have  made 
consumers  feel 
wealthier.  The 
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portion  of  Australia's  population  thi 
owns  shares,  directly  or  indirectly,  hi 
risen  from  20%-  in  1991  to  40%  in  ear 
1998.  Sound  familiar? 
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CHAIRMAN  GREENSPAN'S 
CAUTIONARY  TALE 

The  nation's  current-account  deficit  is  a  growing  problem,  he  warns 


us.  ECONOMY 


IMPORTS'  CURB  ON 
INFLATION  MAYBE  OVER 


CORE  CONSUMER 
INFLATION 


The  U.  S.  pays  a  piice  for  be- 
ing the  economic  Atlas  that  is 
carrying  a  world  beset  by  recessions  and  rocky 
economies.  The  cost  has  been  the  severe  deterioration 
Df  its  foreign  trade  position.  The  trade  deficit  hit  a 
i  record  high  in  1998  and  appeal's  set  to  widen  further  in 
1999,  pushing  the  U.  S.  further  into  debt  with  the  rest 
Df  the  world.  For  now,  the  pile  of  foreign  lous  is  not  a 
problem,  because  the  U.  S.  economy  is  extraordinarily 
robust  and  its  financial  markets  are  the  only  game  in 
;own  for  global  investors. 

But  what  happens  when  Atlas  shrugs?  That  is,  what 
ivill  occur  when  the  U.  S.  economy  slows  and  growth 
jlsewhere  picks  up,  or  if  the  bull  market  stumbles? 

Federal  Reserve  Chairman 
Alan  Greenspan  addressed 
that  concern  and  more  when 
he  testified  ,  before  Congress 
on  Feb.  23.  ,6  reenspan  warned 
about  the  fapidly  growing  cm*- 
rent  account  deficit  —the  U .  y. 
extemar  debt  comprised  of  the 
shortfalls  in  trade,  net  invest- 
ment income,  and  foreign 
transfers.  "The  rapid  widen- 
ing of  the  current-account 
leficit  has  some  disquieting  aspects,  especially  when 
dewed  in  a  long-tenn  context,"  said  Greenspan.  "Should 
he  unsustainability  of  the  buildup  of  our  foreigTi  in- 
lebtedness  come  into  question,  the  exchange  value  of 
he  dollar  may  well  decline." 

For  the  outlook,  a  cheaper  dollar  would  be  a  mixed 
)lessing.  It  would  help  the  ailing  export  sector,  but 
mport  prices  would  no  longer  hold  down  overall  infla- 
ion,  as  they  have  in  the  past  (chart).  Moreover,  U.  S. 
redit  markets  might  have  to  offer  higher  interest 
■ates  in  order  to  compensate  foreign  investors  for  the 
eturns  ei'oded  by  a  weaker  dollar.  And  highei"  rates 
vould  hurt  the  stock  market  and  curtail  domestic  de- 
nand  for  housing  and  capital  goods. 

VHAT  HAS  POSTPONED  the  doUai-'s  day  of  reckoning? 
f  any  economy  is  capable  of  financing  a  lai'ge  external 
lebt,  which  in  1999  could  match  the  1986  record  of 
J,  '.5%  of  gross  domestic  product,  it  would  be  the  U.  S. 
''or  now,  at  least,  the  U.  S.  remains  the  strongest  econ- 
my  in  the  world,  and  its  investment  fundamentals 
xe  extremely  solid.  Greenspan  reeled  off  the  Ust,  in- 
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eluding  productivity  gains,  technological  innovation, 
the  deteiTnination  of  workers  to  improve  their  skills, 
and  the  "welcome  advent  of  a  unified  [federal]  budget 
surplus,  fr-eeing  up  funds  for  capital  investment." 

However,  in  a  tone  that  seemed  more  aggressive 
than  in  recent  rema^^ks,  Greenspan  also  said  "the  econ- 
omy appears  /stretchecl  in  a  number  of  dimensions." 
In  addition  toVthe  hu^  external  debt,  he  pointed  out 
that  the  extreme  tig'htness  of  the  labor  markets  cannot 
continue  without  cost  pressures  lifting  inflation.  High 
equity  prices  raise  questions  about  overvaluation.  Do- 
mestic debt  levels  ai'e  rising.  And  the  U.  S.  remains  vul- 
nerable to  developments  overseas. 

In  light  of  these  risks, 
Greenspan  said  that  the  Fed 
was  ready  to  move  policy 
quickly  in  either  direction  to 
protect  the  expansion.  But  he 
stunned  the  bond  market 
when  he  said  that  the  Fed 
would  have  to  decide 
"whether  the  full  extent  of  the 
policy  easings  undertaken  last 
fall  to  address  the  seizing  up 
of  financial  markets  remains 
appropiiate  as  those  disturbances  fade."  The  Fed  chief 
made  it  clear  that  a  1999  rate  hike  was  not  off  the 
table,  contrary  to  market  sentiment.  The  yield  on  30- 
year  Treasury  bonds  jumped  from  5.36%  on  Feb.  22  to 
5.43%,  a  six-month  high. 

FOR  NOW,  THE  FED  expects  the  expansion  to  sail 
through  1999,  although  more  slowly  than  in  1998.  The 
central-tendency  forecast  of  policymakers  projects  real 
GDP  to  grow  between  2.5%  and  3%  in  1999,  down  from 
4.1%  in  1998.  Consumer  prices  will  rise  between  2%  to 
2.5%  this  year,  up  from  1.5%  in  1998.  And  the  unem- 
ployment rate  should  end  the  year  close  to  its  cur- 
rent 4.3%'.  As  Gi-eenspan  noted,  "the  economy  evi- 
dently retains  a  great  deal  of  underlying  momentum." 

Most  of  the  credit  for  that  strength  goes  to  con- 
sumers. Even  though  gi'owth  in  household  outlays  does 
appear  to  have  eased  a  notch  this  winter,  any  slowdown 
is  likely  to  be  short-lived  because  consumer  funda- 
mentals remain  so  vibrant. 

In  particular,  consumers  think  the  economy  is  cur- 
rently in  the  best  shape  it  has  ever  been  in  (chart).  The 
Conference  Board's  overall  index  of  consumer  confi- 
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dence  rose  to  132.1  in  February,  from  128.9  in  January. 
The  index  of  the  present  economic  situation  jumped 
from  172.9  to  178.4,  the  highest  on  record.  The  board 
said  that  very  favorable  job-market  conditions  are  mak- 
ing consumers  optimistic  about  their  financial  situa- 
tions and,  thus,  very  apt  to  spend  more  freely. 

That  spending  spree  is  the  major  reason  why  the 
U.  S.  is  gi'owing  faster  than  most  other  nations.  But 
this  divergence  has  meant  that  the  U.  S.  is  importing 
goods  at  a  far  greater  pace  than  it  is  exporting.  As  a 
result,  the  trade  deficit  swelled  53%  in  1998,  to  a  record 
$168.6  billion.  In  December,  the  trade  gap  narrowed  to 
$13.8  billion  from  $15.3  billion  in  November,  but  that  is 
not  indicative  of  the  trend.  The  December  shiinkage  re- 
sulted from  a  drop  in  imports,  but  with  demand  so 
strong,  imports  will  likely  rebound  in  coming  months. 

For  merchandise  alone,  the  1998  gap  rose  25%,  to 
$248  billion,  with  increases  everywhere,  including  the 
five  largest  country  deficits  (table).  The  combined  gap 
with  the  troubled  Asian  nations  of  Hong  Kong,  Korea, 
Singapore,  and  Taiwan  leapt  185%  in  1998  from  1997. 

GREENSPAN  ALLOWED  THAT  the  rising  trade  deficit 
carries  some  benefits.  Overseas  production  has  been  a 
safety  valve,  restraining  pressure  on  U.  S.  capacity. 
And  American  purchases  of  imports  cushioned  the  eco- 
nomic weakness  of  U.  S.  trading  partners.  In  addition, 
Greenspan  said,  "decreasing  import  prices,  which  part- 
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ly  came  from  the  appreciation  of  the  dollar  through 
midsummer,  contributed  to  low  overall  U.  S.  inflation." 

However,  the  Fed  chief  worried  that  the  dollar's  de- 
cline since  last  summer  signals  an  end  to  falling  import 
prices.  Indeed,  the  prices  of  nonpetroleum  imports 
have  risen  slightly  in  three  of  the  past  four  months, 
something  that  hasn't  happened  in  SYi  years. 

To  be  sui'e,  inflation  remains 
benign  in  the  U.  S.  Total  con- 
sumer prices  edged  up  just 
0.1%  in  January.  Excluding 
food  and  energy,  core  prices 
also  rose  just  0.1%-,  and  just 
2.4%  from  a  year  earlier. 
Cheap  imports,  though,  have 
exerted  a  disinflationai-y  effect 
on  the  U.  S.  economy  because 
they  prevented  domestic  pro- 
ducers from  raising  prices.  If 
import  prices  rise,  U.  S.  businesses — in  the  midst  of  a 
profits  recession — will  be  bolder  in  hiking  prices. 

It  is  just  that  type  of  inflation  risk  that  worries 
Greenspan  and  other  policymakers,  since  rising  inflation 
could  short-circuit  this  expansion's  long  vnn.  For  now, 
the  U.  S.  looks  healthy  enough  to  continue  carrying 
the  rest  of  the  world.  The  Fed  just  wants  to  ensure 
that  the  economy's  towing  power  doesn't  flag  before  the 
rest  of  the  world  can  get  back  up  to  speed. 
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On  Feb.  8,  the  European 
Union's  Finance  Ministers 
gave  the  0.  K.  to  Italy's  three- 
year  budget  and  economic  plan, 
but  they  cautioned  that  more 
spending  cuts  may  be  needed.  In- 
deed, with  economic 
growth  faltering,  ana- 
lysts believe  that  the 
blueprint  is  too  ambi- 
tious but  that  the 
downward  deficit  trend 
should  remain  in  place. 

The  government 
says  it  will  cut  its 
deficit  from  an  expect- 
ed 2.7%  of  GDP  in  1998, 
to  2%  in  1999,  and 
down  to  1%  by  2001.  However, 
growth  will  almost  certainly  fall 
short  of  the  budget's  projection  of 
2.5%  growth  for  1999.  Officials  al- 
ready have  said  that  yet-to-be-re- 
ported 1998  gi'owth  was  only 
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about  1.4%,  and  on  Feb.  15,  the 
government  sliced  its  1999  fore- 
cast to  only  2%,  which  most  econ- 
omists believe  is  still  too  high. 

The  unexpectedly  sharp  drop  in 
December  industrial  production 
suggests  that  Italy's 

1998  weakness,  the 
worst  in  the  euro 
zone,  is  carrying  into 

1999  (chart)."  The 
malaise  in  the  euro 
zone's  third-largest 
economy  accents  the 
region's  broader 
frailty,  recently  high- 
lighted by  Germany's 
0.4%  drop  in  fourth- 
quarter  GDP.  Like  Gennany,  Italy 
depends  heavily  on  exports,  more 
than  half  of  which  go  to  its  Euro- 
pean neighbors,  where  Italy's  ex- 
port growth  is  stagnant.  Foreign 
shipments  to  Asia  and  other  de- 


pressed markets  ai'e  off  sharply. 

Italy,  which  was  admitted  to 
the  euro  zone  with  overall  debt  at 
twice  the  euro  zone  giiideline  of 
60%  of  GDP,  must  maintain  its 
new  fiscal  responsibility.  But  the 
weak,  three-month-old  govern- 
ment is  also  committed  to  reduc- 
ing unemployment. 

The  good  news  is  that  the 
sharp  drop  in  interest  rates  in 
the  runup  to  the  euro  will  spur 
growth  later  in  1999,  and  with 
one-year  rates  well  below  the 
4.5%  budget  projection,  signifi- 
cant savings  on  debt  sei'vice  will 
offset  some  of  the  revenues  lost 
to  slower  growth.  The  likely  re- 
sult: While  the  1999  deficit  will 
not  make  the  2%  goal  without 
poHtically  and  economically  diffi- 
cult interim  action,  the  deficit 
should  still  come  in  well  below 
the  1998  level. 
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GROW, 
TEAM, 
GROW 


Rubin's  push  for 
drastic  action  in 
Europe  meets 
Japan-like  inertia 

The  U.  S.  economy  may  be  in  a 
blissful  state  for  now,  but  Federal 
Reserve  Chairman  Alan  Green- 
span and  Treasury  Secretary 
Robert  E.  Rubin  see  a  new  threat  lurk- 
ing overseas.  No,  not  another  cuirency 
crisis  in  an  emerging  market.  This  is  a 
more  worrisome  development:  a  slow- 
down in  the  world's  only  other  engine  of 
gi-owth — Europe. 

The  outlook  for  Euroland  has  turned 
abruptly  from  buoyant  to  bearish,  and 
that  has  the  two  titans  of  economic  pol- 
icy nervously  wondering  how  long  the 
U.  S.  expansion  can  keep  chugging  along 
without  falling  into  the  worldwide 
slump.  Greenspan  voiced  his  concerns 
in  testimony  to  Congress  on  Feb.  23. 
Rubin  is  so  worried  about  stagnation 
on  the  Continent  that  he  forced  a  dis- 
cussion of  pro-growth  remedies  to  the 
top  of  the  agenda  when  finance  minis- 
ters from  the  Group  of  Seven  industrial 
countries  met  in  Bonn  on  Feb.  20. 

The  distress  is  understandable.  With 
Japan  still  a  basket  case  eight  yeai-s  after 
its  bubble  bm-st,  Rubin  and  Greenspan 
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have  been  counting  on  Eui'ope  to  shai-e 
the  burden  of  leading  a  fragile  global 
economy  back  to  health  by  sucking  in 
impoits  from  developing  nations  and  pro- 
vicling  investment  capital.  But  gi-owth  is 
tapeiing  off  in  Britain,  Gennanys  econo- 
my contracted  0.4%  in  the  fouith  cjuaiter, 
and  industrial  production  in  France 
dropped  sharply  in  December.  "Their 
biggest  fear  is  that  the  U.S.  is  the  last 
coimtry  standing,"  says  Joseph  R  Quin- 
lan,  senior  international  economist  at 
Morgan  Stanley  , 
Dean  Witter. 

That's  why 
Rubin  wants 
the  Em'opeans 
to  stimulate 
theii'  economies, 
much  as  he  has 
been  pleatling  with 
Tokyo  for  the  past 
two  years  to  take 
bolder  steps  to  snap  out  of  its  slump. 
"Private  and  official  gr-owth  estimates 
for  Em-ope  have  been  mai'ked  down  re- 
cently," he  told  BUSINESS  week  on  Feb. 
2o.  "If  Japan  is  going  to  be  between  neg- 
ative gTowth  and  flat,  it's  extr'emely  im- 
portant that  Europe  be  a  source  of 
strength."  In  i-etum,  the  U.  S.  is  willing 
to  keep  living  with  a  strong  dollar, 
though  the  resulting  trade  imbalance 
means  its  1999  ciuTent-account  deficit — 
which  measures  goods,  sei-vices,  and  mon- 
ey flows — could  top  .$300  bOlion  for  the 
fu'st  time. 

Rubin's  European  counteqjarts  agree 
with  him  in  principle.  But  many  are 
nearly  as  resistant  as  the  Japanese  to 
the  kinds  of  major  policy  changes  re- 
quired to  spui"  their  economies.  Why? 
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Europe  is  in  a  state  of  denial  about 
iie  bleakness  of  its  economic  outlook," 
ays  David  Malpass,  chief  international 
eonornist  at  Bear,  Stearns  &  Co. 

It's  not  haixl  to  figiu'e  out  why.  Barely 
ivo  months  ago,  Em*o-phoria  was  sweep- 
ig  the  Continent  over  the  launch  of  the 
1-nation  Eufopean  Monetaiy  Union  and 
le  debut  of  the  em'o,  which  is  supposed 
D  give  the  dollar  a  run  for  its  money  as 

global  reserve  currency.  But  now  econ- 


mists  are  scaUng  back  their  forecasts 
for  EMU  growth  tliis  yeai;  even  to  1%. 
"I  see  no  gi'owth  in  Gennany  in  the 
second  half,"  says  Deutsche  Bank  Se- 
curities chief  economist  Edward  E. 
Yardeni,  one  of  the  more  pes- 
simistic forecasters. 
\       Although  the  G-7  ministers 
\    agi'eed  on  the  need  to  stimulate 
J    Europe's  economy,  the  best  way 
I       to  accomplish  that  is  a  matter  of 
A    deep  dispute.  Burgeoning  budget 
4    deficits  nile  out  fiscal  stimulus.  So 
^   Gennan  Finance  Minister  Oskai'  La- 
fontaine  is  lobbying  the  new  Eu- 

rropean  Central  Bank  to  cut  a  key 
short-teiTO  interest  rate,  now  3%. 
But  the  ECB — eager  to  prove  its  in- 
dependence— is  resisting  because  it 


doesn't  want  to  look  like  it  is  buckling 
under-  to  political  ijressm-e.  U.  S.  officials, 
noting  that  Rubin  has  refrained  from 
publicly  second-guessing  Fed  policy,  say 
Lafontaine's  jawboning  may  be  counter- 
productive— delaying  any  plans  by  the 
central  bank  to  cut  rates. 

For  now,  the  ecb  is  showing  no  in- 
terest in  easing.  "From  the  monetary 
side,  everything  is  prepared  for  sus- 
tainable growth,"  ECB  Chief  Economist 
Otmar  Issing  told  business  week  on 
Feb.  19.  "What  is  lacldng  is  stioictural 
reforms."  Issing  was  referring  to  ecb 
calls  for  U.  S.-style  flexibility  in  labor 
markets  to  combat  high  unemployment, 
as  well  as  government  cost-cutting,  tax 
reform,  and  a  social  security  overhaul. 
MORE  PRESSURE.  Such  changes,  even  if 
they  can  overcome  stiff  political  opposi- 
tion, won't  result  in  immediate  growth — 
one  reason  behind  so  much  European 
dealmaking  in  the  more  lucrative  U.  S. 
economy  (page  35).  StiU,  Rubin  applauds 
any  potential  reform:  "It's  been  obvi- 
ous for  a  long  time  that  there  needs  to 
be  a  lot  of  focus  on  all  the  labor  and  so- 
cial restraints  that  deter  people  from 
investing  and  hiring." 

Despite  the  ecb's  current  stance,  pri- 
vate forecasters  are  betting  that  short- 
term  rates  will  be  trimmed  by  at  least 
a  quarter-point — and  maybe  as  much 
as  75  basis  points — if  the  economic  data 
for  the  region  indicate  continued  dete- 
rioration. Lower  rates  would  put  more 
downward  pressure  on  the  euro,  which 
has  fallen  6%  against  the  dollar  since 
its  debut. 

Rubin  can  only  hope  that  the  Euro- 
peans prove  more  responsive  to  gi'owth 
pleas  than  the  hunkered-down  Japan- 
ese. It  required  intense  U.  S.  prodding 
to  get  Tokyo  to  finally  act — albeit  slow- 
ly and  timidly.  Japan  has  cut  interest 
rates  and  taxes,  launched  massive  pub- 
lic works  progi'ams,  begim  to  clean  up 
its  banking  system,  and  is  keeping  the 
yen  weak  with  U.  S.  blessing  to  help 
exporters.  So  far,  there  are  few  signs 
that  these  measures  are  working.  "We 
have  to  wait  and  see  what  the  outcome 
will  be,"  says  Finance  Minister  Kiichi 
Miyazawa.  Forecasters  think  they  know: 
In  1999,  Japan's  economy  will  contract, 
just  as  it  did  in  1997  and  1998.  "Japan 
has  taken  some  important  steps  lately, 
but  it  clearly  has  an  enormous  amount 
to  do,"  notes  Rubin. 

What  more  could  Japan  do?  Rubin 
won't  say.  But  U.  S.  officials  echo  econ- 
omists who  want  Japan  to  print  more 
yen  and  cut  taxes  to  put  cash  in  the 
hands  of  consumers — fast.  That  would 
send  Japan's  public  deficit,  now  10%  of 
gross  domestic  product,  even  higher. 


Prescription  for 
Growth 


IN  EUROPE 


CUT  INTEREST  RATES  The  Euro 
pean  Central  Bank  is  resisting,  but 
a  worsening  slowdown  may  force  it 
to  move 

MAKE  STRUCTURAL  REFORMS 

Relaxed  labor  laws,  public  budget 
cuts,  and  tax  reform  will  spur 
hiring  and  investment,  but 
political  opposition  will  be  fierce 

LET  EURO  WEAKEN  Keeping  the 
new  currency  strong  is  a  matter  of 
pride,  but  as  a  practical  matter,  a 
weaker  euro  will  help  exporters 


IN  JAPAN 


CUT  PERSONAL  TAXES  It  would 
stimulate  consumer  spending, 
which  public-works  programs 
haven't  done,  but  would  drive  a 
massive  deficit  even  higher 

PRINT  MORE  MONEY  The  Bank 
of  Japan  could  stimulate  growth  by 
circulating  more  yen,  but  central 
bank  worries  about  creating  long- 
term  debt  burden 

DEREGULATE  FINANCIAL 
MARKETS  American-Style  liberal- 
ization would  free  capital  and 
spark  entrepreneurial  ventures,  but 
political  system  can't  handle  such 
dramatic  moves 

Rubin  &  Co,  believe  it  is  a  worthwhile 
trade-off  if  it  means  that  the  Japanese 
economy  starts  to  grow  again. 

Can  Rubin's  pro-gTowth  cheerleading 
win  over  Tokyo — or  even  the  Euro- 
peans? In  Bonn,  the  Europeans  and 
Japanese  seemed  less  concerned  about 
the  need  for  expansionaiy  policies.  They 
were  more  interested  in  new  govern- 
ment initiatives,  such  as  regulated  ex- 
change rates  and  capital  conti'ols  to  pre- 
vent a  future  financial  crisis,  like  the 
ciuTency  meltdowns  that  have  created  a 
series  of  panics  over  the  past  18  months. 

Rubin  blocked  those  moves,  insisting 
that  the  group  has  a  gi'eater  impera- 
tive right  now.  Without  grovrth,  the  G-7 
countries  won't  have  time  to  worry 
about  the  next  crisis — they'll  be  too 
busy  coping  with  a  cun-ent  one.  That, 
ultimately,  may  be  the  best  argiiment  to 
prod  Europe  and  Japan  into  action. 

By  Owen  Ullmmui, 
with  Thane  Peterson  in  Bonn 
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COMMENTARY 


By  Michael  J.  Mandel 

RIVERS  OF  CASH  WON'T  SWAMP  THE  ECONOMY 


Is  the  world  awash  in  money?  Cer- 
tainly it  looks  that  way.  In  the 
U.  S.,  M2 — a  broad  measure  of  the 
money  supply  that  includes  cash, 
checking  accounts,  and  money-mar- 
ket accounts — is  rising  at  an  annual 
rate  of  9%,  up  from  6%  just  a  year 
earlier.  The  money-supply  growth  in 
both  Britain  and  Europe  has  also  ac- 
celerated sharply  over  the  last  year. 
And  even  Japan — one  of  the  few 
countries  where  money  gi'owth  has 
slowed — has  recently  cut  a  key  inter- 
est rate  to  near  zero,  with  the  aim  of 
stimulating  money  creation  and  eco- 
nomic gi'ow^th. 

This  flood  of  money  has  prompted 
some  economists  and  investors  to 
won-y  that  a  surge  of  excess  liquidi- 
ty may  be  a  pi'ecursor  of  inflation,  as 
traditional  thinking  suggests.  For  ex- 
ample, the  report  accompanying  the 
Feb.  23  congi'essional  testimony  by 
Fedei'al  Reserve  Chainnan  Alan 
Greenspan  noted  that  some  members 
of  the  Fed's  policy-setting  committee 
"have  expressed  the  concern  that  the 
unusually  rapid  growth  in  the  money 
and  debt  aggregates  in  1998 
. . .  would  ultimately  lead  to  an  in- 
crease in  inflation  pressures."  In  his 
testimony,  the  Fed  chief  raised  the 
question  of  whether  it  might  be  nec- 
essary to  undo  partially  last  fall's  in- 
terest rate  cuts. 

But  even  with  rapid  money 
growth  around  the  world,  there  is 
little  reason  to  fear  a  new  round  of 
global  inflation.  With  gi-owth  slump- 
ing in  Germany  and  Britain,  and 


Japan  in  a  near  depression,  there  is 
plenty  of  room  for  these  economies 
to  expand  without  bumping  up 
against  capacity  constraints.  And  as 
long  as  productivity  continues  to  rise 
in  the  U.  S.,  fast  money  growth  will 
show  up  as  low  interest  rates  and 
rapid  increases  in  output,  rather  than 
higher  prices. 

Even  if  Japan  and  Europe  should 
recover  later  in  1999,  the  chances  of 
excess  liquidity  igniting  inflation  are 
slim.  First,  despite  the  conventional 
wisdom,  there  is  a  gi-ovring  accep- 
tance among  economists  that  money 
supply  growth  is  a  poor  predictor  of 
future  inflation,  especially  in  the  de- 
veloped countries.  "The  amount  of  in- 
formation in  the  monetary  aggi'e- 
gates  is  essentially  zero,"  argxies 
Frederic  S.  Mishkin,  a  professor  at 
Columbia  Business  School  and  a 
former  research  director  of  the  Fed- 

THE  SOARING  MONEY  SUPPLY 


PERCENT  CHANGE 
OVER  PREVIOUS  YEAR 

ADJUSTED  FOR  INFLATION 


•MAINLY  CASH.  CHECKING  ACCOUNTS,  SAVINGS  DEPOSITS,  SMALL 
TIME  DEPOSITS.  AND  RETAIL  MONEY  MARKET  FUNDS 

DATA:  FEDERAL  RESERVE  BOARD 


eral  Reserve  Bank  of  New  York. 
,  Indeed,  the  growth  of  M2  in  the 
U.  S.  in  large  part  reflects  factors 
other  than  a  loose  monetaiy  policy. 
Foi-  example,  the  global  turmoil  in 
the  second  half  of  1998  led  many  in- 
vestors to  move  some  of  their  assets 
from  stocks  into  money-market 
funds,  which  are  counted  in  M2.  Such 
movements  do  not  fuel  inflation. 

Moreover',  by  most  measures  the 
Federal  Reserve — the  most  impor- 
tant central  bank  in  the  world — is 
running  a  restrictive  monetaiy  poli- 
cy. While  M2  is  expanding  rapidly, 
interest  rates,  adjusted  for  inflation, 
remain  quite  high.  For  example,  the 
real  federal  funds  rate — the  key  in- 
terest rate  controlled  by  the  Fed — -is 
between  2.5%  and  3%,  depending  on 
how  inflation  is  measm-ed.  By  con- 
trast, the  historical  average  for  the 
post-war  period  is  1.9%. 
BUBBLE  QUESTION.  Ti'ue,  there  is  the 
possibility  that  too  much  global  licj- 
uidity  could  push  up  stock  market 
values  too  high  in  the  U.  S.,  much  as 
it  did  the  Japanese  market  in  the 
late  1980s.  However,  there  ai"e  pro- 
found differences  between  the  two 
situations.  For  one,  by  contrast  with 
the  U.  S.,  Japan's  miarket  bubble  re- 
ally was  driven  by  an  explosion  of  its 
money  supply  in  1987  and  1988. 

The  other  difference  is  the  nature 
of  the  policy  response.  In  1989,  Japan 
had  a  soaring  stock  market  and  little 
inflation,  much  like  the  U.  S.  Never- 
theless, fears  of  a  market  bubble  and 
an  overheated  economy  led  the  Bajik 

Japan  to  boost  the  di&count  rate 
from  2.5%  to  6%  in  just  over  a  year^ 
These  increases,  coming  just  in  timfe 
for  a  global  recession,  set  th&~«te^ 
for  nearly  10  years  of  sluggish 
growth.  It  is  difficult  to  imagine  how 
a  little  inflation  could  have  done 
more  damage. 

So  far,  Greenspan  and  the  Fed 
have  stayed  away  fi'om  such  a  de- 
structive policy  path.  Nevertheless,  if 
M2  keeps  rising,  and  the  U.  S.  econo- 
my and  markets  continue  to  stay 
strong,  pressures  may  gi'ow  for  pre- 
emptive action  against  futm^e  inflation 
or  overly-optimistic  markets.  But  no 
matter  how  troublesome  excessive 
liquidity  seems,  in  today's  economy 
the  alternative  may  be  worse. 

Mandel  covers  the  New  Economy. 
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News:  Analysis  &  Commentary 


DEALS 


EUROPE'S 

BUY  AMERICAN'  POLICY 

Foreign  companies  are  on  a  U.S.  acquisition  spree 


rlie  Europeans  ai'e  coming.  Or  rather, 
they've  arrived.  In  the  past  14 
months,  a  period  that  included  the 
nassive  Daimler-Chrysler  and  British 
*etroleum-Amoco  deals,  Eui'opean  com- 
)anies  have  dipped  into  their  wallets  to 
pend  more  than  .$280  billion  to  buy  U.  S. 
■ompanies.  Tliat  compai-es  with  just  $58.5 
)illion  spent  by  Eui'opeans  for  Yankee 
ngenuity  in  1996,  and  $48.4  billion  in 
997.  U.  S.  companies 
rere  the  subjects  of 
•0%  of  Britain's  cross- 
lorder  investments  last 
ear. 

Why  the  accelerating 
luying  binge?  With 
:i'owth  rates  two  to 
liree  times  that  of  Eu- 
opean  economies,  the 
J.  S.  looks  like  the  place 
0  be  in  coming  years, 
n  addition,  taxes  and 
ibor  rules  are  relatively 
ght  in  the  New  World. 

But,  most  important, 
he  acquisitions  solve 
exing  problems. 


Expect  more  ci'oss-Atlantic  deals  in 
the  coming  months,  bankers  say.  Even 
though  U.  S.  coiporate  eai-nings  fell  an 
estimated  3%  in  the  foiulh  quarter,  the 
U.  S.  is  still  seen  as  a  huge  gTowth  mar- 
ket by  foreigners.  Already,  there  are  in- 
mors  that  Volvo's  track  division  may  be 
looking  to  acquire  an  American  truck 
company,  and  that  Faurecia,  a  French 
auto-paits  maker,  inight  piu'chase  UT  Au- 


TOP  TRANSATLANTIC  DEALS  IN  1999 


anies  in  the  last  12 
lonths  have  become 
eiy  focused  on  resolv- 
ig  strategic  challenges 
hat  came  about  over 
He  last  few  years,  and 
hey're  looking  to  use 
lergei-s  and  acquisitions 
s  a  tool  to  do  that," 
ays  Steven  Koch,  co- 
ead  of  mergers  and  ac- 
uisitions  at  Credit  Suisse  Fu-st  Boston. 
ROOM  FOR  GROWTH."  Vodafone  Group 
LC,  Britain's  leading  wireless  compa- 
y,  will  suddenly  become  a  major  global 
layer  through  its  $55  billion  deal  to 
uy  AirTouch  Communications  Inc.,  for 
xample.  And  in  its  $10.8  billion  trans- 
etion  for  San  Francisco-based 
if-ansamerica  Corp.,  Dutch  insurer  Ae- 
on is  vaulting  to  the  top  of  the  insur- 
nce  charts,  and  will  become  the  thii'd- 
irgest  Hfe  insurer  in  the  U.S.  "This 
'  eal  reaffirms  om-  faith  that  the  U.  S.  is 
huge  market  with  lots  of  room  for 
irowth,"  says  Donald  J.  Shepaixl,  chair- 
nan  of  Aegon  USA. 


TARGET 

ACQUIRER 

DATE  ANNOUNCED 

VALUE  BILLIONS 

AIRTOUCH  COMM. 

VODAFONE  GROUP 

1/18/99 

$55 

TRANSAMERICA 

AEGON 

2^8/99 

11 

WARBURG  PINCUS 
ASSET  MGT. 

CREDIT  SUISSE 
ASSET  MGI 

2/15/99 

0.650 

PINKERTON'S 

SECURITAS 

2/19/99 

0.384 

GEOSCIENCE 

CORE  LABORATORIES 

1/18/99 

0.216 

DATA;  SECURITIES  DATA  CO, 

tomotive,  a  division  of  United  Technolo- 
gies, for  about  $2  bilhon,  analysts  say. 

Even  at  today's  prices,  deals  promise 
to  solve  strategic  problems  in  a  hurry. 
"Companies  like  Deutsche  Bank  realize 
it's  easier  to  do  one  large  acquisition 
like  Bankers  Tinist  for  creating  critical 
mass  than  a  series  of  small  transac- 
tions," says  Fred  H.  Marcusa,  a  senior 
paitner  at  Kaye,  Scholei;  Fiennan,  Hays 
&  Handler,  an  international  law  firm 
specializing  in  transnational  mergers  and 
acquisitions.  As  European  stock  mar- 
kets have  risen,  once  unattainable 
Americans  companies  "now  look  like 
low-hanging  frait." 


Deutsche  Bank  CEO  Rolf  E.  Breuer 
sees  his  $10.1  bilhon  bid  for  Bankers 
Trust  as  a  way  of  acquiring  a  well- 
known  franchise  in  the  U.  S.  while 
adding  strength  in  mergers  and  acqui- 
sitions. Deutsche  could  use  the  help: 
Its  huge  effort  to  expand  in  invest- 
ment banking  has  been  faltering.  But 
some  analysts  think  Deutsche  overpaid 
for  BT.  "On  a  multiple  of  earnings  the 
deal  price  was  very  high,"  says  Steven 
Eisman,  an  analyst  at  ciBC  Oppen- 
hiemer.  "BT  was  a  very  wounded 
franchise." 

Vodafone's  deal  wasn't  cheap  either 
After  Vodafone  clinched  the  AirTouch 
acquisition  by  upping  its  bid  to  head 
off  Bell  Atlantic  Corp.,  Moody's  In- 
vestors Service  put  Vodafone  on  review 
for  possible  downgi-ade  based  on  con- 
cerns over  its  ability  to  pay 
down  debt. 

On  the  other  hand,  Nick 
Holmes,  a  senior  analyst  at 
Moody's  in  London,  thinks  Eu- 
ropeans are  getting  U.  S.  life  in- 
surers at  good  prices — at  least 
relative  to  intra-Eiu'opean  deals. 
"Life  insurance  companies  in 
Europe  are  really  quite  expen- 
sive at  the  moment,"  he  says. 

Still,  warns  Phillipe  Camus, 
co-CEO  of  Paris-based  Lagardere 
Groupe,  buying  a  U.  S.  company 
is  never  easy.  His  company,  a 
$12.1  billion  defense  and  media 
conglomerate  that  is  about  to 
buy  a  33%  stake  in  Aerospatiale, 
the  French  aei'ospace  group,  has 
bought  four  American  compa- 
nies, including  the  fonner  mag- 
azine division  of  cbs-tv.  "You 
have  to  take  into  account  that 
management's    motivation  is 
closely  tied  to  stock  options,"  he 
says.  And  without  their  loyalty 
and  their  ability  to  ran  the  op- 
eration, the  cost  of  deals  can 
soar.  So  acquii'ers  must  figiu'e 
out  how  to  retain  talent. 
Without  doubt,  some  of  the  deals  be- 
ing done  in  this  buying  binge  will  ran 
into  trouble.  Foreign  companies  can 
have  a  tough  time  figiuing  out  just  what 
they're  buying,  says  Herve  Mathe,  a 
professor  in  international  management 
at  ESSEC  graduate  school  of  manage- 
ment in  Paris.  "Sometimes,  when  they 
do  figiu'e  it  out,"  he  says,  "it  can  be  too 
late."  That's  0.  K.,  too.  The  lawyers  and 
bankers  are  always  pi-epai'ed  to  negoti- 
ate transatlantic  divorces,  too. 

By  Debra  Sparks  and  Leah  Nathans 
Spiro  in  New  York,  with  Thane  Peter- 
son in  FrankfuH,  Kerry  Capell  in  Lon- 
don, and  bureau  reports 
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News:  Analysis  &  Commentary 


STEEL 


AN  IRONCLAD 
DEAL  WITH  GM 

Steelmakers  trade  a  low  price 
for  a  long-term  contract 

Curtis  H.  Barnette,  CEo  and  chair- 
man of  Bethlehem  Steel  Corp., 
claimetl  he  was  very  happy  to  sign 
a  four-year  contract  with  his  biggest 
customer,  General  Motors  Corp.  But 
the  $11.7  billion  order— split  with  39 
other  steel  producers,  mostly  in  the 
U.  S. — set  in  stone  until  2004  about  the 
lowest  pnce  for  cold-rolled  steel  seen 
this  decade.  So,  what's  there  to  smile 
about? 

The  r,u  order — the  largest  of  its  kind, 
at  18  million  metric  tons — is  a  potent 
-symbol  of  just  how  powerful  steel  buy- 
ers ai'e  and  how  eager  to  please  steel- 
makers have  to  be.  GM  negotiated  be- 
tween a  3%  to  5^  decrease  in  prices 
and  a  longer-than-usual  contract — foui* 
years,  vs.  the  more  normal  one  year. 
That's  a  pattern  other  customers  will 
tiy  to  follow.  So  steelmakers  may  hear 
demands  for  CM-like  terms  when  Ford, 
Caterpillai',  John  Deere,  Maytag,  and 
others  renew  orders  later  this  year. 
SILVER  LINING.  Still,  Barnette  does  have 
reason  to  be  cheerful.  Locking  into  a 
low  price  may  be  risky,  but  it's  out- 
weighed by  the  benefits  of  long-term 
commitments,  which,  he  says,  provide 
"a  gTeat  stability  in  your  business  plan." 
With  a  clear  jjicture  of  revenues,  steel- 
makers can  plan  a  transition  to  higher- 


tech  ways  of  making  the  high-cjuality 
steel  that  customers  demand,  he  says. 

Such  deals  could  also  lock  companies 
such  as  Bethlehem  into  the  future  of 
the  global  auto  industry.  Carmakers 
such  as  GM  prefer  increasingly  better 
grades  of  cold-rolled  steel  and  have  been 
reducing  theu-  list  of  steel  suppliers  to 
those  capable  of  meeting  tougher  speci- 
fications for  such  metal.  In  fact,  much  of 
the  cheap  imported  steel  has  been  of 
the  hot-rolled  variety,  which  cannakers 
use  less.  Cannakers  are  also  demanding 
tough  just-in-time  delivery  schedules, 
which  upstarts  have  trouble  meeting. 

Perhaps  most  significant,  companies 


HOT  COMPETITION: 

'  'heap  imports  pared 
margins  to  the  bone 

lucked  into  long-term 
deals  may  be  in  better 
shape  to  survive  as  an 
industry  awash  in  over- 
capacity shakes  out.  The 
prices  of  hot-  and  cold- 
rolled  steel  have 
plunged  in  the  wake  of 
the  emerging-markets 
crisis  as  imports  flowed 
from  Russia,  Brazil,  Ko 
rea,  and  elsewhere.  The 
GM  contract  itself  could 
further  lower  prices,  ul- 
timately setting  off  a 
long  overdue  restnictur- 
ing.  "The  longer  term 
implications  of  this  deal 
will  be  another  drive  to 
consolidate  the  U.  S. 
steel  industry,"  says 
Michael  F.  Gambardella 
a  steel  analyst  at  J.  P. 
Morgan  Securities. 

GM-style  contracts  may  also  give  lev- 
erage to  the  largest  U.  S.  producers— 
USX-U.  S.  Steel  Group,  ltv,  and  Bethle 
hem — wiien  they  sit  down  this  summer 
to  bai'gain  with  the  United  Steel  Work 
ers  of  Atnerica.  "Tliis  might  mal^e  (steel 
makers)  take  a  tougher  stance  in  labor 
talks,"  says  Richard  Aldrich.  a  senioi 
metals  analyst  at  Lehman  Brothers  Inc. 

If  suppliers  can  learn  to  live  prof 
itably  under  (_;m's  terms,  they  may 
emerge  as  survivors.  And  by  the  time 
the  deal  expires,  that  might  be  enough 
for  any  steelmaker  to  smile  about. 

By  Pete)-  Galuszka  in  Cleveland 
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LABOR 


BUMPS  IN  A 
BRAND-NEW  ROAD 

GM's  new-factoiy  plans  may 
cool  its  cozier  labor  relations 

After  years  of  open  warfare  with 
union  workers,  (general  Motors 
Coip.  has  pulled  a  U-tm-n.  gm  execs 
now  freely  admit  that  Ford  Motor  Co., 
wliich  has  been  more  civil  to  the  United 
Auto  Workers  (UAW) — and  has  avoided 
strikes — has  a  better  idea.  "Tliey  have  a 
relationship  that  has  allowed  them  to 
be  competitive,  without  the  work  stop- 
pages we've  had,"  concedes  gm  North 
America  President  Ronald  L.  Zairella. 


Now,  gm's  new  policy  faces  its  fii-st 
test.  The  issue:  "Project  Yellowstone," 
gm's  proposal  to  replace  small-cai'  factories 
in  Lansing,  Mich.,  and  LordstowTi,  Oliio. 
GM  is  ah'eady  demolishing  small  build- 
ings in  Lansing,  in  prepai'ation  for  a  new 
plant  that  will  assemble  .f  ai's  fi'om  mod- 
ules made  by  subconti'actors.  Problem  is, 
the  u.w  isn't  ready  to  sigii  on  until  it 
knows  how  workers  will  fare. 
In  mid-FebinaiT,  UAW  Presi- 
dent Stephen  P.  Yokich  cut  off 
infonnal  talfe  on  the  local  lev- 
el and  brought  the  discussions 
to  his  national  board. 

Yellowstone  is  a  top  prior- 
ity for  GM,  wiiich  now  loses 
money  on  small  cars.  The 
carmaker  hopes  to  break 
gi'ounfl  within  months,  if  the 
union  gives  its  0.  K.  relative- 
ly soon.  GM  has  hinted  that 


UAWS  YOKICH 


it  will  help  the  union  organize  the  mod- 
ule suppliers  and  might  even  get  them 
to  hire  any  displaced  GM  workers.  But 
union  insiders  say  Yokich  wants  largei 
issues  involving  organizing  and  out- 
sourcing of  jobs  to  be  hashed  out  at 
the  national  level.  Only  then  will  locals 
and  GM  negotiate  on  Yellowstone.  'We're 
still  talking  to  the  uaw  leadersliip,"  says 
^  <  (;;m  spokesman  Vince  Muniga 
"It's  being  handled  at  the 
highest  levels." 

If  the  issue  isn't  resolved 
soon,  the  new  plants  could  be 
delayed  until  after  nationa 
contract  talks,  slated  foi-  June 
But  c;m  can't  press  too  hard 
lest  it  poison  the  national  ne- 
gotiations— a  quick  route  back 
to  its  old  labor  problems. 

By  Kathleen  Kerwin 
Detroit 
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By  Keith  Naughton 

NISSAN?  DRIVE  CAREFULLY.  MR.  SCHREMPP 


DaimlerChrysler  Chaimnan  Jiirgen 
E.  Schrempp  can't  help  himself 
when  it  comes  to  Japan's  trou- 
bled No.  2  auto  maker,  Nissan  Motor 
Co.  He  confesses  that  he  just  has  to 
take  a  look  under  the  hood.  Buying  a 
stake  in  Nissan  could  help  Schrempp 
achieve  two  significant  objectives: 
DaimlerChrysler  might  crack  the  al- 
most impenetrable  Japanese  domestic 
auto  market  and  transform  itself  from 
a  bit  player  in  Asia  to  a  formidable 
competitor  What's  more,  Schrempp 
could  also  add  some  hard-to-find  top- 
line  growth. 

Those  ai'e  tantalizing  prospects. 
Gushes  Schrempp:  "Nissan  offers  ex- 
cellent opportunities."  And  although 
he  claims  to  be  "flipping  coins  for  the 
next  three  or  four  months,"  Schrempp 
has  a  high-level  negotiating  team  in 
Tokyo  attempting  to  strike  a 
deal  that  could  give 
DaimlerChrysler  con- 
trol of  Nissan.  One 
soui'ce  familiar  with 
the  talks  tells  busi- 
ness WEEK  that  a 
handshake  could 
come  by  the  end  of 
March. 

But  Schrempp 
should  take  an- 
other long  look 
under  the  hood 
before  he  signs  any- 
thing— and  takes  on 
a  major  headache 
just  three  months 
into  the  task  of 
blending  Daimler 
and  Chrysler.  Robert 
A.  Lutz,  retired  vice-chair- 
man of  Cluysler  Coi-p.,  offers 
this  advice  to  his  former  colleagues: 
"They  might  as  well  take  $5  billion  in 
gold  buHion,  put  it  in  a  huge  contain- 
er, spray -paint  the  word  'Nissan'  on 
the  side,  and  drop  it  into  the  middle 
of  the  Pacific  Ocean." 
LEMONS.  What  Lutz  and  other  critics 
are  most  concerned  about  is  Nissan's 
massive  debt — $21  billion — and  its 
bland  lineup  of  cars.  "Jiirgen 
Schrempp  should  not  think  he  can 
just  waltz  into  Nissan  and  somehow 
make  them  better,"  says  Furman  Selz 
LLC  auto  analyst  Maiyann  N.  Keller. 
"Nissan's  liabilities  are  just  stagger- 
ing. If  it  were  in  the  U.  S.,  Nissan 
would  be  bankiTipt." 


On  the  other  hand,  Japan's  econom- 
ic crisis  provides  what  could  be  a 
once-in-a-lifetime  chance  to  buy  com- 
panies like  Nissan  or  Mitsubishi  Mo- 
tors, which  recently  said  it  is  seeking 
a  partner.  And  DaimlerChrysler  isn't 
the  only  Western  auto  maker  tempted 
to  take  some  of  the  billions  it  has 
socked  away  for  a  rainy  day  and  buy 
gi'owth  on  the  cheap.  Volkswagen, 
Renault,  Ford,  and  General  Motors 
ai'e  all  kicking  the  tires  on  some  of 
the  industiy's  biggest  lemons.  "We 
definitely  have  some  inter- 
est," enthuses  John  F.  Smith 
Jr.,  chairman  of  General  Mo-  DaimlerChrysler 

tors,  which  has  already  boost-  shareholders  are 

already  fretting 
over  the  awesome 
task  of  reviving  the 
troubled  Japanese 
carmaker 


FUNNY  NOISES 


ed  stakes  in  Suzuki  Motor  to  10%  and 
Isuzu  Motors  to  49%  last  fall.  "It's  a 
good  time  to  be  looking  over  there." 

Wliy  should  these  companies  be  re- 
garded as  lemons  rather  than  dia- 
monds in  the  rough?  To  fLx  them,  crit- 
ics say,  a  Western  buyer  would  have 
to  deal  with  a  quagmire  of  product 
problems,  culture  clashes,  and  debili- 
tating debt.  What's  more,  the  same 
local  politics  that  have  kept  U.  S.  and 
Eui'opean  cars  out  of  these  markets 
could  trip  up  anybody  who  comes  in 
and  tries  to  overhaul  Asian  auto  com- 
panies, by  closing  inefficient  and  re- 
dundant factories  and  laying  off  work- 


ers. "Some  of  these  CEOs  are  so  ma- 
cho they  think  they  can  come  down 
from  the  mountain  and  turn  around 
companies  instantly,"  says  University 
of  Michigan  auto  researcher  David  E. 
Cole.  "But  that's  how  executives  lose 
theii'  jobs." 

THINK  TRUCKS.  Indeed,  Daimler- 
Chrysler shareholders  are  already 
fretting  over  the  awesome  task  of  re- 
viving Nissan.  Warns  Cliristian 
Strenger,  head  of  fund  managers  Dws, 
a  unit  of  Deutsche  Bank:  "You  can 

only  do  so  many  things 
at  one  time,  even  if 
you  are  Jiirgen 
Schrempp." 

Still,  Schrempp 
doesn't  have  to  put  the 
entire  idea  of  Nissan 
out  of  his  mind.  Ana- 
lysts say  Schrempp 
should  steer  clear  of 
its  car  business  and 
try  for  a  stake  in  its 
heavy-truck  unit.  Nis- 
san tmck  execs  are 
already  consider- 
ing restinicturing 
by  closing  a  fac- 
tory and  laving 
off  3,000  work- 
ers. The  unit  also 
has  relatively 
modest  debt  of 
$1.8  billion  and 
would  fit  nicely  with 
DaimlerChiysler's 
Freightliner  and  Mercedes- 
Benz  heavy-truck  units. 
A  controlling  stake  in  Nissan's  car 
business,  however,  could  cost  Daimler- 
Chrysler $3  billion  to  $6  billion  and 
leave  the  Gemian- American  auto 
maker  liable  for  debts  valued  at  $21 
billion  to  $36  billion,  depending  on 
how  they  are  calculated.  Just  who  will 
be  on  the  hook  for  that  debt  is  said  to 
be  a  point  of  contention  in  the 
negotiations. 

Such  thorny  issues  are  why 
Schi-empp's  usual  "speed  is  eveiy- 
tliing"  approach  is  ill-advised  with 
Nissan.  He  should  tap  the  brakes  be- 
fore amassing  DaimlerChryslerNissan. 
It  might  appear  to  be  a  global  auto- 
motive powerhouse  in  the  showroom, 
but  on  the  road  it  could  tmn  into  a 
clunker 

With  Karen  Lomry  Miller  in  Bonn 
and  Emily  Thornton  in  Tokyo 


BUSINESS  WEEK  /  MARCH  8,  1999  37 


News:  Analysis  &  Commentary 


ENTREPRENEURS 


THEY  THOUGHT 
WE  WERE  CRAZY' 

Bill  Gross's  idealab!  turns  Internet  startups  into  big  IPOs 


Bill  Gross  has  been  accused  of  hav- 
ing a  lot  of  crazy  ideas  that  never 
seemed  to  go  anywhere.  But  sud- 
denly, some  of  those  wacky  ideas  are 
starting  to  pay  off  quite  smartly. 

Gross  runs  idealab!,  a  Pasadena 
(Calif.)  company  that  provides  seed 
money  and  an  incubator  environment 
for  startup  Inteniet  companies,  mostly 
his  brain  children.  Two  have  already 


for  $220  million  in  cash.  On  Jan.  26, 
Tickets.com  announced  that  it  was 
merging  with  ticketing  company  Ad- 
vantLx  Inc.,  a  move  that  puts  it  in  dii-ect 
competition  with  Ticketmaster  Online- 
CitySearch  Inc.  CitySearch  was  idea- 
lab!'s  first  success  and,  after  it  was 
acquired  by  USA  Network  Inc.'s  Ticket- 
master  unit,  the  combination  went  pub- 
lic in  a  Dec.  3  IPO  that  valued  it  at  $2.8 


THE  GROSS  NET 


ETOYS  The  leading  online 
toy  seller  could  be  the  next 
big  Internet  IPO 

FREE-PC  Will  give  away 
PCs  to  customers  willing 
to  accept  continuous 
advertising 


sumes  that  Gross  can  generate  enough 
advertising  and  transaction  revenue  to 
pay  for  thousands  of  $500  pcs. 

Does  Gross  mind?  "The  biggest  thing 
going  for  me  is  that  nobody  thinks  it 
will  work,"  he  says.  That's  the  same  re- 
action that  his  critics  had  when  he 
launched  GoTo.com  last  year,  he  points 
out.  With  GoTo.com — which  plans  to  go 
public  later  this  year — a  Web  site 
agrees  to  pay  money  to  GoTo  when  vis- 
itors to  GoTo  actually  click  on  the  site's 
listing.  The  more  a  site  is  willing  to 
pay,  the  higher  up  it  appears  on  lists 
generated  by  the  GoTo  search  engine. 
"They  thought  we  were  crazy,"  he  says, 
noting  that  Yahoo!  Inc.  is  now  charging 
Web  sites  $199  to  get  an  "expedited 
listing"  in  its  directory.  Moreover,  the 
little  GoTo.com  that  everyone  thought 
would  flop  even  has  the  chutzpah  to 
take  on  the  Walt  Disney  Co.  and 
Infoseek  Coi-p.  On  Feb.  18,  the  com- 
pany sued  the  pair  for  copying  the 
GoTo.com  logo  in  their  recently 
launched  Go  Network. 
"RISKY  DEAL."  All  told,  idealab!  has 
raised  $20  million  from  partners 
who  include  director  Steven  Spiel- 
berg, Compaq  Computer  Chairman 
Benjamin  M.  Rosen,  and  former 
AT&T  executive  Robert  M.  Kavner 
II.  Half  of  that  has  been  invested  in 
30  idealab!  companies  over  the  past 


EWALLET  Allows  customers 
to  pay  for  Web  purchases 

three  years,  and  those  companies 


BRIGHT  FUTURE:  Gross's  company  incubator  is  hot 


GOTO.coM  Lets  advertisers 
pay  for  better  positions  in 
lists  generated  by  its  search 
engine 

NETZERO  Offers  Internet 
access  and  E-mail  in 
exchange  for  a  banner  ad 
that  can't  be  removed 

PET.NET  Online  pet-supply 
store  opening  soon 


gone  public  and  a  third,  eToys  Inc.,  an 
online  toy  retailer,  filed  on  Feb.  17  for  a 
public  offering  to  raise  as  much  as  $115 
million.  The  Internet  toy  store — the 
most  successful  in  its  category — could  be 
among  the  top  initial  public  offerings 
this  year.  "They'll  have  a  veiy  strong 
showing,"  says  Nicole  Vanderbilt,  an  an- 
alyst at  Jupiter  Communications  in  New 
York.  "EToys  is  one  of  the  top  dozen 
online-only  retailer's." 
BIG  PC  GIVEAWAY.  Other  idealab!  com- 
panies are  paying  off  in  another  way:  as 
takeover  targets  of  bigger,  richer  com- 
panies looking  for  Internet  assets.  On 
Jan.  11,  for  example,  Compaq  Computer 
Corp.  agi'eed  to  buy  Shopping.com,  the 
first  publicly  traded  idealab!  company. 


billion  by  the  end  of  the  fu-st  day  of 
trading.  Its  market  capitalization  today 
is  about  $2.7  bilhon. 

Gross's  most  outrageous  idea  to  date, 
however,  came  on  Feb.  7  when  he  an- 
nounced that  he  would  form  a  company 
to  give  away  10,000  prs  in  exchange  for 
detailed  demogi'aphic  information  and 
the  right  to  present  advertising  to  then- 
users.  Eai'ly  critics  predicted  that  people 
would  never  part  with  their  privacy,  a 
notion  blown  away  the  next  day  when 
375,000  showed  up  on  Free-PC's  Web 
site,  as  well  as  hundreds  at  idealab  !'s 
headquarters,  and  did  just  that.  So  far, 
the  company  has  received  1.2  million 
applications.  Now,  skeptics  are  ques- 
tioning the  business  model,  which  pre- 


have  raised  another  $500  million  on 
their  own.  Idealab  !'s  $10  million  in- 
vestment is  now  worth  $1  billion, 
Gross  says,  based  on  share  prices 
and  last-round  valuations  for  the 
private  companies. 

Gross  also  has  a  venture-capital 
fund,  idealab  Capital  Partners  (ICP), 
to  provide  financing  beyond  seed 
capital  to  idealab!  companies  and 
for  other  Internet  startups.  That 
may  tui'n  out  to  be  even  more  suc- 
cessful. ICP  has  raised  $100  million 
and  at  least  foui'  of  its  investments  look 
ready  for  an  IPG.  "That's  veiy  unusual," 
says  John  Fisher,  a  partner  at  Draper 
Fisher  Jurvetson,  a  Redwood  City 
(Calif.)  venture  capitalist.  "It  usually 
takes  more  time  for  a  young,  fii'st-time 
fund  to  attract  that  kind  of  deal  flow." 
Fisher  joined  ICP  in  fimding  the  four 
companies — GoTo.com,  NetZero,  Aveo, 
and  Centraal. 

For  now,  however.  Fisher's  taking 
pass  on  the  chance  to  invest  in  Free-PC| 
Inc.  "It's  an  interesting  model,  and 
believe  its  the  direction  the  industry  is 
moving  in,  but  it's  a  risky  deal."  Then 
again,  he  notes,  he  passed  on  eToys. 
That  wasn't  such  a  smart  idea. 

By  Larry  Armstrong  in  Los  Angeles  s 
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Our  advice  could 
mean  the  difference 
between  retiring  to 
your  bacl^ard  or  to  Boca. 


Morgan  Stanley  Dean  Witter  IRAs. 

People  from  all  walks  of  life  are  benefiting  from  the  new  IRA  choices. 
But  what's  right  for  someone  else  may  not  be  right  for  you.  How  do 
you  decide  whether  you  need  an  IRA?  Or  which  IRA  to  get? 
Just  talk  to  one  of  our  Financial  Advisors.  They'll  use  our 
exclusive  tool,  IRAdvisor^'^,  to  analyze  your  situation  and  help 
you  choose  the  IRAs  that  are  right  for  you.  Call  toll-free 
1-800-THE-DEAN  for  the  office  nearest  you.  And  be  sure  to 
ask  for  a  copy  of  our  free  IRA  brochure,  "New  legislation. 
New  opportunities." 


MORGAN  STANLEY  DEAN  WITTER 

Measuring  success  one  investor  at  a  time'" 


3rgan  Stanley  Dean  Witter  is  not  a  tax  advisor.  Investors  are  urged  to  consult  with  their  personal  tax  advisors 
yarding  the  effects  of  the  new  legislation  on  their  situations  as  well  as  the  tax  consequences  of  any  investment 
cisions  they  may  make. 

)rgan  Stanley  Dean  Witter  is  a  service  mark  of  Morgan  Stanley  Dean  Witter  &  Co. 
rvices  are  offered  through  Dean  Witter  Reynolds  Inc.,  member  SIPC. 
1999  Dean  Witter  Reynolds  Inc. 
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THE  INTERNET 


A  REAL  SHOT  IN  THE  ARM 
FOR  A  VIRTUAL  PHARMACY 

Drugstore.com  learns  Net  merchandising  from  Amazon 

Amazon.com  sure  proved  it  can  hawk 
books  on  the  Internet.  But  can  it 
show  how  to  push  Prozac  as  well  as 
it  promotes  Proust?  The  Seattle-based 
onJine-sales  giant  has  been  tutonng  start- 
up dmgstore.com  in  the  ait  of  building  a 
successful  cyberstore.  On  Feb.  25,  drag- 
store. com  opened  its  cyberdoors  and 
stalled  filling  orders  for  close  to  19,000 
items,  from  prescription  drags  to  tooth- 
paste. "These  guys  ai'e  better  prepared 
for  theii-  launch  than  we  were  by  a  factor 
of  about  a  million,"  says  Amazon  ceo 
Jeffrey  P.  Bezos. 

Over  the  past  seven  months  Ama- 
zon.com Inc.,  which  owns  40%  of  drag- 
store.com,  has  shai'ed  its  vast  Net  knowl- 
edge. Bezos  is  a  director  and  adviser, 
and  most  new  dragstore  employees  get 
an  Amazon  mentor  "Tlie  competition  can 
watch  Amazon  and  learn,"  says  Kate  Del- 
hagen,  director  of  online  retail  strategies 
for  Foirester  Reseai-ch  Inc.  But  'that's  a 
totally  different  exi^erience  than  the  kind 
of  DNA  transfer  that  has  been  happening 
between  Dragstore  and  Amazon." 
WEB  RIVALS.  Amazon's  protege  isn't  the 
only  drugstore  on  the  Net.  Startups 
PlanetRx,  Soma.com,  and  Rx.com  have 
opened  or  are  opening  their  E -doors 
within  weeks  of  dragstore.com.  And  the 
chains  that  dominate  the  $155  billion  in- 
dustry— such  as  Walgi'eens,  Rite  Aid, 
and  Drag  Emporium — have  Web  sites, 
too.  The  relationships  they  have  with  the 
big  insurers  could  make  it  tough  for 
drugstore.com  to  sign  up  with  some 
health-cai"e  plans.  And  since  it  fills  pre- 
scriptions by  mail,  drugstore.com  can't 
compete  in  the  $55  billion  market  for 
acute  prescriptions — the 
medicines  that  patients 
need  to  take  immediately. 

Drugstore's  backers 
think  they  can  offset  the 
limited  prescription  vol- 
ume with  higher  mai'gins 
on  other  goods.  There 
ai"e  other  challenges,  too. 
Dragstore.com  promises 
low  prices,  but  will  cus- 
tomers pay  $4.95  in  ship- 
ping costs  to  get  sham- 
poo, diapers,  and 
medicine  delivered  to 
their  doorsteps?  If  con- 


ANSWERED  PRAYER:  Niins  input  a  16,000-ite)n  catalog 


DRUGST0RE.COM 
VITAL  STATISTICS 


FOUNDED  July  23,  1998 

BACKERS  Venture- 
capital  firms  Kleiner, 
Perkins,  Caufield  &  Byers 
and  Maveron;  Amazon 
.com;  Liberty  Media; 
CEO  Peter  Neupert 

WORKFORCE  Three  at 
founding,  131  currently 


sumers  need  ceitain  medicines  or  items 
such  as  contraceptives,  will  they  be  will- 
ing to  entrust  personal  data  to  drag- 
store.com,  even  knowing  that  the  com- 
pany has  strict  policies  on  confidentiality? 

If  dragstore.com  can  clear  these  hui'- 
cUes,  it  will  be  lai'gely  thanks  to  the  Ama- 
zon Cdnnection,  says  Cliief  Executive  Pe- 
ter M.  Neupeit.  In  fact,  it 
was  Amazon's  involve- 
ment that  persuaded 
Neupeit,  a  15-year  Mi- 
crosoft veteran,  to  join 
the  staitup.  The  compa- 
ny was  founded  by  Jed 
Smith,  who  had  launched 
the  CyberSmith  chain  of 
software  stores.  Now 
chaigstore.com's  vice-pres- 
ident for  strategic  al- 
liances, Smith  sold  ven- 
ture-capital powerhouse 
Ivleiner,  Perkins,  Caufield 
&   Byers  on  his  idea. 


Kleiner  Perkins  partner  L.  John  DoeiT 
wooed  Neupert.  Now,  alongside  Amazon, 
ventui'e  fimis  including  Kleiner  Perkins 
have  nearly  $60  million  in  the  company, 
and  Neupert  has  $3.5  million. 

Amazon  has  helped  solve  dozens  of 
problems  for  dragstore.com.  How  to  cat- 
alog 16,000  retail  items?  Bezos  suggested 
Electronic  Scriptorium  Ltd.,  a  company 
that  hires  monks  and  nuns  to  create 
databases.  "You  can  be 
thinking  of  God  while  you 
do  it,"  explams  Sister  Flo- 
rence McManamen,  pri- 
oress of  St.  Martin  Mon- 
asteiy  in  Rapid  City,  S.  D., 
where  some  of  the  work 
was  done.  Nuns  balked  at 
keying  in  data  about  a 
shipment  of  condoms.  Sec- 
ular employees  now  do 
that  work. 

To  make  sure  it  can  fill 
prescriptions  as  promised 
— within  three  to  five 
days — cbTigstore.com  tiUTi- 
ed  to  RxAmerica.  The 
Fort  Worth  mail-order 
pharmacy  handles  25,000 
orders  a  week  by  mail  and 
says  it  has  the  capacity  to 
quachnple  its  business.  Tlie 
paitnersWp  with  RxAmer- 
ica also  gives  drugstore 
.com  lower  wholesale 
prices  on  drags. 
SATISFACTION.  Doctore  can 
call  in  prescriptions  to 
dragstore.com  as  they  do 
to  traditional  pharmacies, 
And  the  staitup,  which  has 
ah'eady  signed  with  Aetna 
U.  S.  Healthcare  Inc.,  is  racing  to  join 
with  more  insiu'ers.  As  for  nonprescrip- 
tion offerings,  dragstore.com  is  teaming 
with  Walsh  Distribution  Inc.  in 
Texai'kana,  Tex.,  to  handle  cosmetics  and 
sundries.  Neupert  says  he  can  match  the 
20%  to  30%  profit  margins  traditional 
chugstores  derive  fi'om  such  items. 

As  with  Amazon,  the  ultimate  chal 
lenge  for  dragstore.com  is  to  convince 
consumers  that  shopping  online  is  not' 
only  convenient  but  also  as  satisfying  as 
wandering  the  aisles.  "How  would  Ama- 
zon take  one  item,  like  a  lipstick,  and 
show  it  in  all  80  colors?"  wonders  Suzan 
Fine  DelBene,  vice-president  for  ch-ug- 
store.com's  marketing  and  store  devel- 
opment. But  if  dragstore.com  can  rein- 
vent a  visit  to  the  phammcy  the  way 
Amazon  changed  browsing  in  a  book- 
store, then  Rite  Aid  and  its  rivals  need 
to  watch  then-  backs. 

By  Janet  Rae-Dupree 
in  Redtmnd,  Wash. 
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How  to  squeeze  more  "P"  out  of  your  P&L. 

A  Direct  Reimbursement  Dental  Benefits  Plan 
could  mean  savings  that  go  right  to  your  bottom  line. 


DIRECT 

REIMBURSEMENT 


When  it  comes  to 
your  company's 
P&L,  the  buck  stops  on  your  desk. 


So  consider  the  advantages  of  Direct 
Reimbursement  dental  coverage.  You  get  a 
program  financed  by  an  interest-earning 
fund  you  control,  which  reduces  your  costs. 

What  you  don't  get  is  just  as  important... 
high  administrative  costs,  excessive 
paperwork  and  red  tape,  and  the  overhead 
associated  with  insurance  companies. 


Dental 

Benefits  Plan 
C 

omart  Companies 


Your  employees 
win  because  they 
get  an  easy-to-understand  program  that 
gives  them  freedom  to  choose  dentists 
and  select  appropriate  dental  treatment. 
You  win  where  it  matters  most:  with  a 
healthier  bottom  line. 

For  information  or  a  cost  estimate  of  a  Direct 
Reimbursement  plan  designed  to  meet  the 
company  needs  you  specify,  just  call 

1-800-232-7698  ext  510 

or  vi.sit  our  website  at  http://www  ada.org 


ADA 


American  Dental  Association 


News:  Analysis  &  Commentary 


CITIES 


PRINCE 
OF  THE  CITY 

Eli  Broad  is  leading  the  drive 
to  renew  L.A -and  its  image 

When  Los  Angeles  billionaire  Eli 
Broad  hosts  President  Bill  Clin- 
ton for  dinner  on  Feb.  26,  the 
buzz  will  be  about  the  Democratic  Na- 
tional Convention  in  2000.  Official  word 
isn't  likely  until  mid-March.  But  as  30 
Democratic  leaders  and  donors  feast  on 
roasted  beets  and  Moroccan-style  lamb 
prepai'ed  by  Wolfgang  Puck,  they'll  toast 
Bi-oad,  whose  cash  and  connections  have 
made  L.  A.  a  shoo-in  to  play  host. 

The  convention  is  just  the  latest  ef- 
fort by  the  65-year-old  mogul  to  resur- 
rect L.  A.'s  image  and  its  dying  down- 
town. Broad,  whose  net  worth  rose  to 
more  than  $3  billion  after  he  merged 
liis  retirement-savings  fimi  SunAmeiica 
Inc.  with  Ameiican  International  Group 


Inc.,  wauls  Id  liuild  a  nexus  of  world- 
class  cultural,  academic,  and  sports 
venues  in  a  metropolis  long  scorned  as 
suburbs  in  search  of  a  city. 

In  Januaiy,  Broad  joined  developer 
Ed  Roski  Jr  in  a  $700  million-plus  bid 
to  return  pro  football  to  L.A.  He  has 
also  given  $28  million  to  local  universi- 
ties. In  1996,  he  led  a  drive  to  rescue 
the  Disney  Concert  Hall,  a  new  home 
for  the  L.  A.  Philhamionic,  raising  neai- 
ly  half  the  $259  million  constniction  cost. 


BROAD:  Cultivating  music, 
football,  and  the  Denis 

What's  behind  the  gen- 
erosity? "This  city  gets  a  ba(  i 
rap,"  says  Broad,  blaming 
setbacks  including  a  reces- 
sion, riots,  an  earthquake, 
and  the  O.J.  Simpson  trial 
The  reputation  is  unfair,  he 
says,  surveying  the  sun 
drenched  city  and  mountains 
from  his  37th-floor  office. 

A  single  child  of  Jewish 
Lithuanian  iminigTants,  Broad 
says  he  wants  to  give  some 
thing  back  to  a  place  that  let 
liim  build  two  major  companies — the  na- 
tion's largest  homebuilder,  Kaufman  & 
Broad,  and  then  SunAmerica.  But  hi 
says  liis  motivation  isn't  entii'ely  pui'e:  " 
have  a  big  ego  and  like  people  to  hav( 
respect  for  what  I've  done." 

It's  far  from  certain  that  Broad  wil 
build  the  esteem  he  seeks.  But  no  on( 
doubts  liis  drive,  and  ha\ing  money  anc 
powerful  friends  doesn't  huil,  either. 

By  Steven  V.  Brull,  with  Kathlee> 
Morris,  in  Los  Ayigeles 


COMMENTARY 


By  Lorraine  Woellert 


THE  REDSKINS  DEAL:  IS  THE  NFL  PUYING  FAIR? 


The  latest  Washington  scandal  has 
more  to  do  with  touchdowns  than 
titillation — but  it's  messy 
nonetheless.  With  the  subtlety  of  a 
blitzing  linebacker,  the  National  Foot- 
ball League  has  signaled  that  it's  not 
wild  about  seeing 
the  Redskins  go  to 
a  group  led  by  New- 
York  real  estate 
mogul  Howard  Mil- 
stein,  his  brother 
Edward,  and 
Daniel  M.  Snyder,  a 
Maryland  business- 
man— despite  their 
colossal  $800  mil- 
lion bid. 

Tlie  league  has 
hired  Teny 
Lenzner,  President 
Clinton's  personal 
iimshoe,  to  ran 

"kgi'ound  checks 
•ii  ihe  investors. 

And  BUSINESS 

IV !  KK  has  learned 
•:    six  owners  are   THE  SMUS:  Part  of  n  private  club 


ready  to  reject  the  Milstein  bid  at  an 
NFL  meeting  in  mid-March.  If  two 
more  vote  no,  the  deal  is  dead. 

Maybe  owners  are  afraid  of  another 
Jeiry  Jones,  who  angered  the  nfl  by 
enteiing  into  private  sponsorship  deals 
for  liis  Dallas  Cow- 
boys. "We  don't 
want  fi'anchise 
I  iwnei-s  driven  by 
financial  decisions," 
says  Robert  Ki'aft, 
( iv\Tier  of  the  New 
England  Patriots, 
head  of  the  nfl  fi- 
nance committee, 
and  the  man  who's 
moving  the  Pats  to 
Haitford  for  very 
lucrative  reasons. 
Or  maybe  Mil- 
-tein's  hai'dnosed 
tactics  after  buying 
hockey's  New  York 
Islanders  in  1998 
have  them  scared. 

But  what's  real- 
ly at  issue  is  the 


owners'  desire  to  keep  the  team  with 
one  of  then-  own:  John  Kent  Cooke, 
son  of  fornier  Skins  ownei-  Jack  Kent 
Cooke.  The  elder  Cooke  was  part  of 
the  nfl's  old  guard.  He  named  his 
new  stadium  after  liimself  and  cut  off 
season  tickets  to  neighbors  he  dis- 
liked. Cooke  left  10%  of  the  team  to 
son  Jolin  and  90%  to  his  chaiitable 
foundation — and  asked  that  John  be 
given  consideration  as  the  new  owner. 
The  estate's  trastees  had  a  fiduciaiy 
responsibility  to  get  the  best  price  for 
the  team,  but  John's  offer,  $680  mil- 
lion, was  expected  to  cany  the  day. 
Few  expected  the  blowout  bid  from 
Milstein  &  Co. 

So  the  other  30  owners  ai"e  facing 
the  prospect  of  teaching  then*  secret 
handshake  to  a  strong-willed  billion- 
aire with  no  ties  to  the  fraternity. 
Some  of  them  might  not  like  it,  but 
Millstein  won.  The  nfl  is  a  club,  but 
it  is  also  the  guardian  of  one  of  Amer- 
ica's favorite  games.  And  the  league's 
field  ought  to  be  at  least  as  level  as 
the  gi-idii'on. 

With  Marii  Hyman  in  Baltimare 
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wherever  Frank  and  Shirley  went,  DnStar  was  sure  to. 


Ilclj)  Ihciv  jiliin  ii  irip  loAri/ona 

Call  tlu'in  when  their  uit  hiujs  went  oif. 
(Their  car  sent  a  signal  to  OnStar") 

\4ake  sure  they  were  all  ri(ilu 

(They  slid  into  a  nesl  of  rattlesnakes.) 

Offer  to  se)'iil  an  a\ninilance. 

Check  their  engine  by  remote. 
(From  1,000  miles  away.) 

Pinpoint  their  exact  location. 

Order  a  tow  truck. 

Get  them  a  cab  to  the  hotel. 

Notify  their  insurance  carrier 
(At  Shirley s  request.) 

Suggest  a  great  Mexican  restaurant. 

Get  them  to  1-40 
(After  Frank  got  lost.) 

Get  them  tickets  to  a  baseball  game. 

Find  the  nearest  gas  station. 

Warn  them  about  road  detours. 


Call  when  their  car  was  stolen. 
(And  help  the  police  track  it.) 

Contact  them  after  the  car  was  recovered 

Unlock  their  car  doors  Ijy  remote. 
(Frank  locked  the  keys  in  the  car.) 

Tell  them  Tucson  will  he  sunnv  and  86" 


How  will  vou  use  it^ 


Wherever  you  go.  here  we  are.' 


The  one  t OIK  h  connexion  to  veoule  who  can  helu."'  Call  1-800-ONSTAR-7 or  visit  WWW.onstar.com . 


In  Business,TMs^\^^^ 


EDITED  BY  KELLEY  HOLLAND 


ANNUNZIATA 
HANGS  UP  m  AT&T 

ONCE  AN  P":NTREPRENEUR, 
always  an  entrepreneur? 
Robert  Annunziata,  head  of 
AT&T's  $22  billion  corporate 
business,  is  leaving  to  become 
CEO  of  Global  Crossing,  a  2- 
year-old  fu'm  that  is  string- 
ing fiber-optic  cables  across 
the  world's  oceans.  Just  a 
year  ago,  Annunziata  agi'eed 
to  sell  his  upstart  Teleport 
Communications  Group  to 
AT&T  for  $12  billion.  AT&T 
Chairman  and  ceo  Michael 
AiTnstrong  promoted  Annun- 
ziata to  the  key  management 
position,  hoping  that  his  en- 
trepreneurial zeal  would 
shake  up  bureaucratic  at&t. 
At  Global  Crossing,  Annun- 
ziata will  replace  .John  Scan- 
Ion,  who  will  become  vice- 


CLOSING  BELL 


NOSEDIVE 


The  bid  by  United  Airlines  for 
America  West  skidded  off  the 
runway  late  on  Feb.  22  when 
America  West  said  it  had 
ended  the  talks.  Although 
America  West's  move  was 
popular  in  Phoenix,its  home 
base,  Wall  Street  pushed 
down  its  stock  by  15%,  to 
m,  on  Feb  23.  United  want- 
ed America  West's  111  planes 
to  better  compete  in  the  West 
against  American  but  faced 
headwind  from  its  pilots' 
union.  Also,  Continental  Air- 
lines has  an  8%  share  of 
America  West  and  a  right  to 
match  any  bid. 


FEB,  15,  '99  FEB.  23 

DATA:  BLOOMBERG  FINANCIAL  MARKETS 


chairman.  Michael  Keith,  a 
21-year  AT&T  veteran,  was 
named  to  replace  Annunziata. 

BARNES  &  NOBLE 
VS. BARNES  &  NOBLE 

FEB.  23  WAS  A  GOOD  NEWS/ 

bad  news  day  for  Bames  & 
Noble — but  the  bad  news 
dominated,  and  the  book  re- 
tailer's stock  fell  13%.  Bames- 
andnoble.com  sales,  at  $70  inil- 
lion  for  the  year  ended  Jan. 
30,  1999,  surpassed  expecta- 
tions. But  rising  Web  sales 
are  dampening  gi'owth  for  its 
brick-and-mortar  business. 
Same-store  sales  growth  in 
1999  will  be  lower  than  antic- 
ipated, says  analyst  Danielle 
'Turnof  Fox  at  J.  P.  Morgan 
Securities,  and  the  company 
is  opening  fewer  new  super- 
stores. Says  Turnof  Fox: 
"They  are  doing  the  right 
things,  but  there  are  negative 
consequences." 

A  GRAVEYARD  SHIFT 
FOR  THE  NYSE? 

GOT  NO  DOZ?  THE  NEW  YORK 

Stock  Exchange  may  shaq^ly 
extend  its  hours.  In  a  Feb.  23 
speech,  Chairman  Richard 
Gi-asso  said  the  exchange  may 
supplement  its  current  9:30 
a.m. -4  p.m.  hours  v/ith  a  5 
a.m.-9  a.m.  session  for  non- 
U.  S.  stocks,  starting  in  June, 
2000.  Eventually,  after-hours 
trading  could  continue  as  late 
as  midnight  and  include  some 
U.S.  stocks.  "The  growth  in 
global  investing  will  not  allow 
markets  to  be  competitive  if 
they  consti-ain  themselves  to  a 
time  clock,"  Grasso  said.  But 
it  might  be  haixl  to  convince 
brokers — who  in  1991  defeat- 
ed a  proposal  to  expand  trad- 
ing by  just  30  minutes. 

REELCOMMAYGET 
ITS  BIG  BREAK 

HOLLYWOOD  ENTERTAINMENT 

is  considering  a  paitial  public 
offering  of  Reel.com,  its  re- 


HEADLINER:  ROBERT  D.  HAAS 


JEAN  THERAPY 


Levi  Strauss  has  a  bad 
case  of  the  blues.  On  Feb. 
22,  the  company  announced 
plans  to  cut  30%  of  the 
19,900  workers  it 
employs  in  the 
U.  S.  and  Cana- 
da and  shut  half 
its  factories. 
The  jobs  will 
move  overseas. 
Levi's  pays  U.  S. 
textile  workers 
more  than  $9  an  hour 
with  benefits.  But  with 
revenues  off  13%  in  '98 
company  says  it  can't 
afford  that.  The  move 
means  that  Levi's,  long 
famous  for  its  social 
responsibihty,  is  abandon- 
ing 150  years  of  mostly 
domestic  production. 

Chief  Executive  Robert 
Haas,  who  spent  the  days 


the 


after  the  announcement 
talking  with  displaced 
workers,  wasn't  available 
for  comment.  The  com- 
pany is  setting 
aside  $245  million 
^pj_  for  severance 

payments,  and 
Haas's  Levi 
Strauss  Foun- 
dation will  add 
$5  million  to  the 
$8  million  commu- 
nity-aid fund  begun 
when  Levi's  slashed  6,395 
jobs  last  year.  At  this  rate, 
the  total  job  loss  from 
1997  to  the  end  of  1999 
will  be  12,000.  "This  coun- 
try is  over-denimed,  and 
Levi's  doesn't  have  the 
heat  of  a  Calvin  Klein," 
says  J'Amy  Owens  of  The 
Retail  Group. 

By  Seanna  Browder 


cently  acquired  online  video 
seller  It  would  use  the  mon- 
ey to  expand  its  Internet 
business.  The  No.  2  video 
store  chain  paid  $90  million 
for  Reel.com  last  October, 
and  analysts  estimate  that 
the  site,  which  featui'es  soft- 
ware to  help  users  select 
movies  to  rent,  could  ring  up 
some  $25  million  in  sales  this 
year.  Hollywood  is  pushing 
for  synergy  between  its  on- 
line business  and  its  1,250 
stores:  The  stores  have  Web 
kiosks  where  consumers  can 
use  Reel.com  to  pick  movies, 
and  they  provide  coupons  for 
Reel.com  movies. 


RITE  AID  HAS 
A  DEBT  HANGOVER 

RITE  AID  WAS  EXPECTED  TO 

raise  at  least  $1.5  billion  in 
equity  in  February  to  pay  off 
debt  incun-ed  in  the  January 
acquisition  of  phaiTnacy  bene- 
fits manager  pes  Health  Sys- 
tems. But  Meirill  Lynch  ana- 


lyst Mark  Husson  now  says 
the  deal  may  not  get  done  un- 
til late  March,  after  the  drug- 
store chain  reveals  fourth- 
quarter  earnings.  Analysts 
figui'e  the  delay  stems  in  part 
fi'om  the  recent  filing  Rite  Aid: 
made  with  the  Secui-ities  & 
Exchange  Commission  that 
outlined  dealings  between  the 
company  and  businesses  affil-, 
iated  with  members  of  CEO' 
Martin  Grass's  family.  Rite 
Aid  says  there  is  nothing  un- 
usual in  the  delay  and  that  it 
was  unrelated  to  the  filing. 

ETCETERA... 


■  Boeing  chiefs  Phil  Condit 
and  Harry  Stonecipher  will 
forego  their  1998  bonuses. 

■  Motorola  has  a  deal  with 
Vodafone  to  supply  Internet 
gear  and  digital  handsets. 

■  Paul  Begala,  senior  adviser 
to  President  Clinton,  is  leav- 
ing to  teach  at  Georgetown. 

■  Amei'ican  Greetings  says 
profits  in  the  new  fiscal  year 
will  be  below  expectations. 
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external  cd  drive 
port  replicator 
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6.4gb  hard  drive 
64mb  memory 
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13,3"  active  matrix  display 
swappable  drive/battery  bay 
dvd  drive,  SRS  3D  sound 
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docking  station 
SuperDisk  (LS-120)  drive 
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Does  it  really  matter  what  notebook  you  carry? 

Or  give  to  your  people?  Or  use  to  present  your  ideas? 

These  are  fair  questions. 

In  business  today,  the  tools  you  and  your  people  need  to  access  and  manage 

your  business  take  on  a  whole  new  level  of  importance.  They  become  not 

only  workhorse  but  lifeline  -  the  keys  to  the  kingdom,  your  mobile  mission  control. 

This  isn't  just  about  doing  spreadsheets  at  home,  or  doing  e-mail  on  a  plane. 

This  is  about  actively  running  all  the  aspects  of  a  business,  or  a  department, 

or  a  supply  chain  from  a  small  black  box  you  can  hold  in  your  hand.  This  is  ThinkPad. 

Pick  one  up  and  you'll  feel  solid,  tight  construction, 
like  a  well-made  tool  built  to  last. 

Choose  a  ThinkPad.  Any  ThinkPad.  Throw  it  in  your  bag.  Pull  it  out  of  a  taxi  trunk. 

Plug  it  into  that  hotel  jack.  Start  it  up.  Dial  in.  You're  back  at  work.  Type  on  it 

for  a  few  hours.  The  more  you  use  the  keyboard,  the  more  you'll  like  it.  Switch  from 

two  batteries  to  one  battery  and  a  Zip  drive.  Pull  the  Zip  and  put  in  a  DVD. 

Plug  into  a  black,  flat-panel  monitor  at  the  office  and  let  them  eat  their  hearts  out. 

Park  a  docking  station  on  your  desk  and  never  mess  with  cables  again.  This  is 

engineering.  This  is  ThinkPad. 

Feeling  more  responsible  than  indulgent?  Good. 

The  ThinkPad  notebook  you  want  costs  less  than  you  think,  with  fully  eguipped  models 
starting  at  $1799.*  Own  one  and  you'll  feel  wildly  responsible.  Because  you, 
your  work  and  your  ThinkPad  are  backed  by  IBM.  Not  just  by  global  IBM  24x7  phone 
support,  but  by  EasySery™our  door-to-door  depot  repair  service.'  Better  yet, 
consider  SystemXtra',"  the  best  of  IBM  financing,  service,  support,  upgrade  and 
training  options,  completely  customizable  to  fit  the  size  and  needs  of  your  business, 
all  consolidated  into  one  monthly  bill:'  This  is  IBM. 

ThinkPad.  This  is  a  tool  that  matters. 

www.ibm.com/thinkpad  or  800  426  7255,  ext.  5029 
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IS  THE  INDEPENDENT  COUNSEL 
REALLY  HISTORY? 


P 


resident  Clinton's  impeachment  oi'deal  may  be  over.  But 
Kenneth  W.  Starr's  investigation  just  keeps  going,  like 
some  junkyard  bulldozer  on  craise  control.  With  Starr 
ow  in  the  fifth  year  of  his  $48  million  probe.  Congress  is 
bout  to  decide  whether  to  renew  the  Ethics  in  Government 
i.ct  that  empowers  open-ended  inquiiies  by  independent  coun- 
sls  or  deep-six  the  law. 

Conventional  vdsdom  says  the 
iatute  will  be  the  final  casualty 
f  the  Clinton-Starr  duel.  While 
taiT  and  four  others  (table)  will 
my  on  even  if  the  law  expires, 
lany  hope  they  are  the  last  of 
leir  breed.  It's  "bad  law  and  bad 
olicy,"  says  Joseph  E.  diGeno- 
a,  a  Republican  ex-prosecutor 
'ho  served  as  an  independent 
)unsel  in  the  early  '90s. 
30UBLE  HANDICAP."  Still,  the 
inventional  wisdom  may  be 
Tong.  There's  no  question  that 
le  law  needs  revamping,  but  key 
wmakers  ai'e  mounting  a  last- 
itch  effort  to  stave  off  extinc- 
on.  It  wiW  be  an  uphill  strug- 
le,  but  with  polls  showing  that 
lost  Americans  favor  modifying 
le  law  rather  than  ditching  it, 
,st  rites  are  premature. 

And  guess  who's  leading  the  drive:  Democratic  Senators 
arl  Le™  of  Michigan  and  Joseph  I.  Liebennan  of  Connecti- 
it.  Both  voted  to  acquit  Clinton,  and  both  have  been  hai'sh 
tan-  critics.  Yet  they  believe  the  law  is  worth  saving  if  it  can 
3  limited  to  a  handful  of  top  officials  and  be  made  more  diffi- 
Jt  to  trigger.  "At  stake,"  says  Lieberman,  "is  oui"  ability  to 
rosecute  the  veiy  people  who  enforce  the  laws." 

In  Senate  Governmental  Affairs  Committee  hearing's  that  be- 
m  on  Feb.  24,  critics  will  charge  that  counsels  often  become 


Still  Investigating 

INDEPENDENT  COUNSEL 

TARGETS 

KENNETH  STARR 

President  Clinton  and  others  involved  in 
Whitewater  and  Monicagate 

DONALD  SMALTZ 

Lobbyists  and  companies  regulated  by 
the  Agriculture  Dept.  (Former  Ag  Secre- 
tary Mike  Espy  was  acquitted  of  all 
charges) 

DAVID  BARREH 

Former  HUD  Secretary  Henry  Cisneros 
for  allegedly  lying  to  the  FBI 

CAROL  BRUCE 

Interior  Secretary  Bruce  Babbitt  for 
allegedly  lying  to  Congress 

RALPH  LANCASTER 

Labor  Secretary  Alexis  Herman  for 
allegedly  soliciting  illegal  donations 

loose  cannons  answerable  to  no  one.  They  have  unlimited  bud- 
gets and  can  be  removed  only  for  misconduct.  Since  1978, 
there  have  been  20 — seven  each  for  the  Reagan  and  CUnton 
Administrations.  Cost  to  taxpayers:  $150  miUion. 

For  Dems,  StaiT  epitomizes  the  too-zealous-by-half  prose- 
cutor. For  RepubKcans,  it's  Lawi'ence  E.  Walsh  and  his  $50  mil- 
lion Iran-Contra  probe.  With  both  parties  gunning  for  the 

statute,  "It's  laboring  under  a 
double  handicap,"  says  Senator 
Fred  Thompson  (R-Tenn.),  who 
chair's  the  panel. 

The  hearings  should  also  de- 
bunk some  myths.  Of  the  20  ics, 
13  retiuTied  no  indictment.  Tine, 
some  cases  take  time  and  money. 
An  eight-yeai-  Housing  &  Urban 
Development  Dept.  inquiry  spent 
$23  million  to  win  nine  guilty 
pleas  and  five  convictions.  Still, 
Iran-Contra,  hud,  and  Monicagate 
ai'e  aberrations.  On  average,  the 
other  17  probes  took  18  months 
and  cost  less  than  $1  million. 

Clearly,  the  law  needs  fixing. 
Liebennan  says  one  idea  is  to  let 
the  President  appoint  and  the 
Senate  confii-m  an  ic  with  a  12- 
year  temi.  Others  would  impose 
an  18-month  limit  on  probes.  StOl  others  favor  a  "Stan-lite"  ap- 
proach that  boosts  the  Justice  Dept.'s  PubKc  Integi-ity  Section, 
which  investigates  elected  officials  not  covered  by  the  act. 

Even  Thompson,  who  was  a  young  Watergate  Committee 
lawj^er  in  1973  when  President  Nixon  fired  Special  Prosecutor 
Ai'chibald  Cox,  wonders  what  would  happen  if  a  futm-e  Presi- 
dent abuses  his  power.  So  fai',  he's  not  convinced  that  inde- 
pendent counsels  are  the  solution.  But  Uke  Lieberman  and 
Levin,  tliinldng  about  the  next  scandal  gives  Mm  pause. 

By  Paula  Divyer 


CAPITAL  WRAPUP 


ft  MONEY  TREE  FOR  BUSH 

►  Texas  Governor  George  W.  Bush 
(page  68)  says  he's  "warming"  to  the 
idea  of  a  bid  for  the  gop  Presidential 
nomination.  A  key  reason:  sizzling 
fund-raising  prospects.  An  adviser 
says  Bush  has  commitments  for  $25 
million — enough  for  a  top-tier  cam- 
paign. With  Steve  Forbes  expected  to 
forgo  federal  matching  funds  so  he  can 
spend  unlimited  amounts,  some  aides 
are  urging  Bush  to  do  the  same.  Bush 
is  said  to  be  leaning  against  the  advice. 


WHOOPS! 

►  The  Federal  Aviation  Administra- 
tion's $5.5  billion  fiscal  '99  budget  is 
nearly  $250  million  in  the  red  because 
of  snafus  and  bad  planning.  The 
agency  mistakenly  asked  Congress 
for  $5  million  instead  of  the  $22  mil- 
lion it  needed  to  develop  a  new  navi- 
gation system.  Then  it  lost  $90  million 
it  hoped  to  collect  under  a  user-fee 
plan  that  got  shot  down  in  court.  And 
it  spent  $129  million  more  than  antici- 
pated to  ink  an  air-traffic  controllers' 


contract.  The  result:  a  hiring  freeze, 
job  cuts  through  attrition,  and  pared- 
back  travel. 

NOT  CHINA'  SYNDROME 

►  The  White  House  is  having  a  hard 
time  replacing  Ambassador  to  China 
James  R.  Sasser,  who  had  hoped  to 
depart  at  yearend.  So  far,  former 
National  Security  Adviser  Tony  Lake, 
former  Joint  Chiefs  of  Staff  Chairman 
John  M.  Shalikashvili,  and  former 
Defense  Secretary  William  J.  Perry 
have  all  turned  thumbs  down. 
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After  he  wa.  ...ilk  i  licud 
Italy's  Telecom  Italia  last  No- 
vember, Franco  Bernabe  had 
hardly  settled  into  his  sixth- 
floor  offices  on  Rome's  Via 
Flaminia  when  the  rumors 
started.  Taking  a  call  from  a  top  U.  S. 
investment  banker  just  after  Cluistmas, 
Bernabe  learned  that  Olivetti — a  com- 
pany one-fifth  the  size  of  Telecom — 
might  be  preparing  a  hostile  bid.  Ber- 
nabe was  troubled,  but  with  Telecom's 
stock  price  up  20%  since  his  arrival,  he 
figured  the  sprawling  giant — with  a 
market  capitalization  then  over  $40  bil- 
lion— was  just  too  big  and  politically 
protected  to  be  raided. 

For  once,  the  savvy  turnaround  ex- 
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Olivetti's  bold, 
1980s-style  bid 
marks  a  turning 
point  for  Europe 

pert's  instincts  proved  wi'ong.  On  Feb. 
20,  Olivetti  lunged,  proposing  an  auda- 
cious $58.5  billion  offer  for  Telecom,  the 
largest  hostile  bid  ever  launched  in  Eu- 
rope. That  afternoon,  Bernabe  convened 
an  emergency  meeting  of  board  inem- 
bers  and  senior  executives,  with  sever- 


al tni)  iiit'iiilitT^  U'ifmiili_'rfiiciiig  111  from'i" 
MOan  and  Tiuin.  The  bespectacled,  boy- 
ish  executive  did  little  to  conceal  hisS 
anger — and  his  detei-mination.  "We  are  il^ 
going  to  fight  this,"  he  declared.  ' 

The  battle  for  the  company  Bernabe  i?i 
has  led  for  just  18  weeks  is  shaping  up  m 
to  be  the  biggest  and  bitterest  Europe 
has  ever  seen.  Although  Italy's  stock  h 
market  regulatory  commission,  consob,  tr 
dismissed  Olivetti's  bid  on  Feb.  22,  Chiei  i?i 
Executive  Roberto  Colaninno  is  plan-'' 
ning  to  launch  a  more  powerftil  offer  B' 
than  the  initial  bid  of  10  euros  or  $11 1 
per  share.  He  wants  to  move  Olivetti  tei 
fi-om  its  niche  in  cellular  phones  to  the 
wider  arena  of  an  integi-ated  telecom  it: 
operator,  and  he's  wiUing  to  pay  more  to  % 


:lo  it.  A  new  offer  could  be  20%  richer, 
jay  sources  close  to  Olivetti. 

The  brawl  signals  notliing  less  than  a 
.urning  point  for  European  capitalism. 
Olivetti's  bold  move  against  its  larger  i-i- 
/al  shatters  taboos  that  have  long  held 
iway  in  Corporate  Europe:  It  serves 
yarning  that  nothing  is  too  sacred  or 
,00  big  to  be  taken  over.  And  the  offer's 
structure — a  hostile  bid  financed  with 
?ash,  debt,  and  shares — could  persuade 
)ther  raiders  in  Eui"ope  that  a  takeover 
I  s  easier  than  they  imagined.  "This  is 
1  he  opening  of  Pandora's  Box,"  says 
Dlivetti  board  member  Peter  Cohen, 
he  former  chief  of  Shearson  Lehman 
iutton  and  a  big  dealmaker  himself  in 
;  he  1980s.  "People  ai'e  going  to  say,  'You 
■an  do  this  now  in  Em-ope' "  (page  52). 
HOTSHOT  BANKERS.  If  these  hostile 
leals  proliferate,  Em-ope  could  be  in  for 
he  kind  of  wild  ride  that  marked  the 
'  leyday  of  the  U.  S.'s  takeover  kings, 
^he  result  could  be  huge  change  in  the 
orporate  landscape.  "It  is  a  wake-up 
all  to  a  lot  of  the  lai'ge,  publicly  traded, 
tate-oriented  companies  in  Europe," 
■  ays  Daniel  Dickinson,  co-head  of  merg- 
:  rs  and  acquisitions  for  Men-Ol  Lynch  & 
:  ]o.  in  London.  "You  ai'e  going  to  see  in- 
reasing  levels  of  shareholder  activism 
nd   aggressive   attempts   to  grow 
hi'ough  acquisition  like  in  the  U.  S." 

There's  already  enough  drama  in  the 
'elecom  Italia  tale  to  rival  any  of  the 
oardroom  battles  of  1980s'  America. 
)n  one  side,  there's  Colaninno,  the  56- 
ear-old  former  accountant  from  the 
ich  city  of  Mantua  who  has  trans- 
irmed  Olivetti  from  a  sinking  comput- 
r  maker  into  a  nimble,  $4  bilUon-a-year 
iche  player  in  telecommunications  in 
ist  over  two  years.  On  the  other  side, 
liere's  50-year-old  Bernabe,  the  worka- 
olic  economist  who  tm-ned  troubled  oil- 
nd-gas  conglomerate  ENi  into  Italy's 
lost  profitable  company  in  1994  before 
loving  on  to  Telecom  Italia  last  year. 
!oth  Olivetti  and  Telecom  Italia  are 
rofitable:  Olivetti  earned  $9.5  million 
ist  year,  while  Telecom  earned  $2.05 
illion  on  its  $30  billion  in  sales. 

Behind  both  men  stand  some  of  the 
iggest  investment-banking  names  in 
lurope  and  the  U.  S.  These  include  hot- 
tiots  from  Lehman  Brothers  Inc.  and 
►onaldson,  Lufkin  &  Jenrette  Inc.,  ea- 
er  to  play  a  pait  in  Em-ope's  moimting 
lerger  mania.  The  sudden  appearance 
.  f  these  bare-knuckled  bankers  under- 
:3ores  how  much  has  changed  in  Eu- 
i  3pe.  The  days  of  tight  family  control 
wer  industry,  as  in  Italy  and  Sweden, 
vehind-the-scenes  shareholders'  agree- 
nents,  as  in  Germany,  and  France's 
oyaux  duT  system  of  friendly  share- 


holders owning  stakes  in  each  others' 
companies  are  fast  waning.  Now,  a  new 
breed  of  raiders  with  access  to  capital 
in  Europe's  booming  markets  is  target- 
ing undervalued  companies  across  the 
Continent. 

Airlines,  insurance  combines,  bank- 
ing empires,  and  former  state  industrial 
giants  could  all  become  targets,  as 
shareholders  seek  ever  higher  returns. 

Behind  Europe's 
Biggest  Takeover  Battle 


THE  TARGET 


Telecom  Italia,  the  former  state 
monopoly,  with  $30  billion  in 
sales,  has  been  in  turmoil  since  its 
privatization  in  1997.  But  it  domi- 
nates both  Italy's  fixed-line  and 
mobile-phone  businesses. 


THE  PREDATOR 


Olivetti  has  just  $4  billion  in  sales 
and  only  four  years  of  experience 
in  mobile  phones.  Once  big  in 
computers,  it's  coming  back  after 
facing  bankruptcy  in  1996. 


THE  ADVISERS 


Lehman  Brothers  and  Donaldson, 
Lufkin  &  Jenrette  teamed  up  with 
Italy's  Mediobanca  to  fight  for 
Olivetti.  J. P.  Morgan,  Credit  Suisse 
First  Boston,  Lazard  Freres,  and 
Italy's  IMI  advise  Telecom. 


THE  LOSERS 


Whoever  prevails,  the  battle  sig- 
nals the  loss  of  control  over  Italian 
industry  by  a  tight  club  of  families 
led  by  the  Agnellis.  And  it  serves 
warning  to  industrial  giants  across 
Europe  that  they,  too,  could  be 
vulnerable  to  a  raid. 

DATA:  BUSINESS  WEEK 


As  the  banking  industry  consolidates  in 
France,  one  hot  banking  takeover  target 
is  Credit  Commercial  de  France.  The 
battle  for  Telecom  Italia  is  also  fuelling 
a  share  loin-up  in  companies  once  con- 
sidered untouchable,  such  as  Italy's  gi- 
ant insurer  Assicurazioni  Generale. 
"SHOPPING  LIST."  The  takeover  targets 
may  also  be  making  themselves  attrac- 
tive by  changing  their  ovraership  struc- 
ture. To  Im-e  capital,  European  compa- 
nies such  as  Telecom  "are  moving  to 
U.  S.-style  one-nian-one-vote  sharehold- 
ings," says  Marco  Becht,  head  of  the 
European  Conjorate  Governance  Net- 
work. Many  companies  are  now  widely 
held  and  the  power  of  a  few  big  in- 
vestors to  block  deals  is  diminishing. 

The  Olivetti  raid  ftu'ther  ratchets  up 
pressm-e  on  former  monopolies  such  as 
France  Telecom  and  Telefonica  of  Spain 
as  they  face  new  competition.  Within  a 
few  years,  industry  insiders  figiu'e,  Eu- 
I'ope's  phone  market  will  be  dominated 
by  just  a  handful  of  Continentwide  al- 
liances. Olivetti's  move  is  likely  to  speed 
the  industry's  consolidation,  says  Maxi- 
milian Ardelt,  a  member  of  the  man- 
agement board  of  German  giant  Viag 
and  CEO  of  Viag  Interkom,  a  joint  ven- 
ture with  British  Telecommunications. 
"Anyone  who's  not  attached  is  on  the 
shopping  list,"  he  says. 

The  raid  also  shows  how  takeover 
artists  are  prepared  to  play  Europe's 
corporate  assets  like  so  many  poker 
cliips.  To  finance  its  bid,  Olivetti  plans  to 
sell  stakes  in  its  fast-growing  Omnitel 
mobile  phone  division  and  in  Infostrada, 
which  competes  with  Telecom  Italia's 
fixed  line  services,  to  Germany's  Man- 
nesmann  for  $8.6  billion.  That  will  tm-n 
Mannesmann,  once  a  maker  of  auto 
parts,  into  a  major  player  in  southern 
Europe's  telecom  market.  In  Gennany, 
its  mobile-phone  sei'vice  has  surpassed 
Deutsche  Telekom's. 

Even  if  the  Olivetti  bid  proves  un- 
successful, it  is  the  biggest  consequence 
so  far  of  the  waves  of  privatization, 
deregulation,  and  modernization  that 
have  swept  Em-ope.  It  signals  the  tvri- 
light  of  an  era  of  control  of  Italy's 
l)ourse  and  industry  by  the  salotto 
buono,  the  "genteel  drawing  room"  of 
Italian  big  business,  which  revolves 
around  the  Tiuin-based  Agnelli  family, 
masters  of  Fiat.  If  companies  changed 
hands,  it  was  done  through  a  gentle- 
manly swap  of  shai'es,  far  from  the  pry- 
ing eyes  of  minority  shareholders. 

But  the  rules  of  the  game  are  dra- 
matically changing.  Thanks  to  privati- 
zations and  rock-bottom  interest  rates, 
Italian  savers  are  shifting  massively  into 
equities.  That  flood  of  investment  is 
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Never  before  has  the 
climate  for  major 
deals  in  Europe  been  better.  "Capital  is  easy  to 
find,"  says  one  Olivetti  adviser 


forcing  Italian  capital  mai'kets — and  reg- 
ulators— to  grow  more  sophisticated 
fast.  Once  dominant  players  like  the 
Agnellis  and  their  allies  are  being  side- 
lined. And  old-boy  relationships  are 
fraying:  For  example,  Milan's  secretive 
Mediobanca,  once  the  viitual  house  bank 
of  the  Agnellis,  is  backing  Olivetti's 
Colaninno,  while  the  Agnellis  themselves 
ai-e  publicly  backing  Beniabe.  That  split 
"is  a  sign  that  Italy  is  finally  becoming  a 
modern  Western  country,"  says  Paolo 
Panerai,  CEO  of  Milan-based  financial 
media  gi'oup  Class  Editori. 
TURMOIL.  Hordes  of  American  invest- 
ment bankers  are  speeding  this  trans- 
formation. In  fact,  it  was  bankers  ft'om 
Lehman  and  dij  who  came  up  with  the 
idea  for  Olivetti's  raid.  They  approached 
Colaninno  last  fall  with  their  plan:  Why 
not  sell  off  Olivetti's  developing  mobile- 
and  fixed-telephone  services  to  Mannes- 
mann,  they  argued,  to  whom  Colaninno 
had  fii'st  sold  a  minority  stake  in  Sep- 
tember 1997.  The  proceeds  could  then 
be  used  to  make  a  play  for  Telecom. 

Colaninno  recognized  the  opportunity. 
Mannesmann  was  already  pressing  to 
gain  more  control  of  its  joint  operations 
with  Olivetti.  More  important,  Colanin- 
no figured  that  while  mobile  operators 
such  as  Olivetti's  Omnitel  were  gi'owing 
explosively,  it  was  wrong  to  count  out 
fixed-line  operators  such  as  Telecom. 
The  reason:  They  would  have  more  ca- 
pacity to  meet  the  exponential  demand 
in  data  transmission  and  Inteniet  use. 
Colaninno  "saw  that  he  was  on  the  los- 
ing side"  of  a  big  gi'owth  story,  says 
Paul  Ryb,  a  Paribas  telecom  specialist. 

The  Olivetti  chief  knew  something 
else:  Telecom  was  in  tmrnoil.  Just  before 
the  bulk  of  Telecom  was  sold  to  the 
public  in  Octobei;  1997,  the  Italian  Trea- 
sury had  engineered  a  6.6%  core  share- 
holding of  big  institutional  groups  such 
as  Assicurazioni  Genei-ali  and  Italian 
banks  to  ensure  stability.  IFIL,  an  Ag- 
nelli family  investment  vehicle,  signed 
up  for  a  0.6%  stake — and  through  a 
tacit  agi'eement  with  the  government 
and  other  shareholders,  the  Agnellis  be- 
gan to  call  the  shots  at  Telecom.  Their 
first  move:  appointing  their  ally  Gian 
Maiio  Rossignolo,  a  pliable  but  lacklus- 
ter for-mer  Fiat  and  Electrolux  manager, 
as  Telecom  chairman. 


Rossignolo's  19  months  on  the  job 
were  nothing  short  of  a  disaster.  AT&T 
fled  as  a  potential  strategic  partner  for 
Telecom,  withdrawing  $390  million  in  a 
pledged  investment.  And  Rossignolo's 
eiTatic  and  dictatorial  management  style 
was  leading  to  a  forced  exodus  of  the 
company's  best  managers.  By  last  Octo- 
ber, even  the  Agnellis  were  losing  pa- 
tience with  Rossignolo,  and  Telecom's 
share  price  had  plunged  to  bai'ely  $5, 
20%  less  than  its  offering  price  just  a 
year  earlier. 

Things  were  so  chaotic  at  headquar- 
ters that  some  senior  executives  had 
begun  to  sound  out  possible  rescue  plans 
for  Telecom — ranging  from  attracting 
potential  investors  to  leveraged  buy- 


MASTER  OF  THE 
EURO  UNIVERSE? 

Remember  Peter  Cohen,  the 
1980s  dealmaker  who  played 
a  key  role  in  the  R.JR  Nabisco 
takeover  and  who  was  celebrated 
in  the  book  Barbarians  at  the 
Gate?  He's  been  an  Olivetti  board 
member  since 
1993  but  says  he 
wasn't  instru- 
mental in  the 
Telecom  Italia 
raid:  "I'm  not 
sure  my  experi- 
ence was  neces- 
sary," he  says. 

Still,  it's  in- 
ter-esting  to  see 
this  former 
master  of  the  universe  tied  to  a 
U.  S.-style  deal.  And  Cohen  was 
behind  the  r-ecent  $2  billion  pur- 
chase by  Olivetti  and  Mannesmann 
of  Cellular  Communication  Inter- 
national Inc.  He  also  per'suaded 
Olivetti's  Carlo  De  Benedetti  to  go 
into  cell  phones  in  1988.  Smarl 
move:  Shearson's  $4  million  stake 
in  Olivetti's  cellular  business  was 
sold  in  1995  for  $250  million. 

By  John  Rossant  in  Rome 


outs.  Some  suggest  that  Olivetti  man- 
agement was  quietly  approached  in  Oc- 
tober Whatever-  the  case,  says  one  Tele- 
com board  member,  "the  irony  is  that  if 
Colaninno  had  moved  quickly  at  the 
time,  he  could  easily  have  walked  away 
\\ith  Telecom  for-  half  the  pr-ice  he's  will- 
ing to  pay  now." 

HEAVYWEIGHT  HELP.  That  pr-ice  is  now 
set  to  balloon.  By  mid-Febr-uary,  just 
days  before  Olivetti's  bid,  Ber-nabe  and 
his  finance  chief,  Fulvo  Conti,  tur-ned 
for  defensive  help  to  some  heavy- 
weights— J.  P.  Morgan,  Credit  Suisse 
First  Boston,  and  Lazar-d  Freres.  They 
lost  no  time  outlining  to  Bei-nabe  one 
way  to  up  the  airte  for  Olivetti:  absorb- 
ing the  40%  it  doesn't  oww  of  Telecom 
Italia  Mobile,  Telecom's  rich  cellular 
subsidiar-y,  as  well  as  $14  billion  in  non- 
voting pr-efer-r-ed  shares.  By  so  dorng, 
Telecom  could  double  its  mar-ket  cap- 
italization to  $100  billion. 

Such  a  move  could  face  legal  and  fis- 
cal hur-dles.  But  if  successful,  would  it 
deter  Olivetti?  Even  Ber-nabe's  close  ad- 
visor-s  think  Colaninno  and  backers  such 
as  Chase  Manhattan  Bank  and  Lehman 
will  soon  have  a  str-ong  countermove 
r-eady.  "These  people  have  ver-y  heavy 
ammuirition  in  that  they  can  raise  a  lot 
of  money,"  says  a  Ber-nabe  adviser  "And 
they  know  they  can  immediately  sell 
off  key  Telecom  assets."  Rich  but  not 
core  Telecom  assets,  such  as  its  stake  in 
the  Br-azilian  market,  could  bring  top 
dollar-.  Olivetti  could  also  sell  par-t  of  its 
stake  in  Telecom's  cell-phone  division. 

It  helps  that  the  environment  for 
i-aising  cash  in  Eiu-ope  has  never  been 
better.  "Capital  is  easy  to  find  these 
days,"  says  Colarrirmo  adviser  Francesco 
Micheli,  a  Milan-based  consultant  for 
Donaldson,  Lufkin  &  Jem-ette.  "We're  in 
a  united  Europe,  inflation  is  zero,  and 
not  even  politicians  are  going  to  block 
innovative  deals." 

As  the  Olivetti-Telecom  Italia  drama 
moves  into  its  next  act,  it's  too  early 
to  say  how  it  will  end.  BT,  keen  on 
br-eaking  into  the  r'ich  Italian  market, 
could  enter  the  fray,  likely  combined 
with  AT&T  as  a  partner  and  core  in- 
vestor in  Telecom.  Nor  does  Olivetti 
have  to  remain  a  hostile  player,  say 
some  Telecom  board  member-s.  Instead 
of  bidding  for  the  whole  company,  one 
solution  could  be  for  Olivetti  to  emerge 
as  the  key  core  shareholder-.  But 
whether  Olivetti  succeeds  or  fails  in  its 
brash  attack  is  almost  beside  the  point: 
For  Eur-opean  capitalism,  there  is  no 
going  back. 

By  John  RossatLt  in  Rome,  with 
Kerry  Capell  in  London,  Jack  Ewing , 
in  Frankfurt,  and  bureau  re-ports 
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small  world,  why  pay  big  shipping  costs?  Fly  Like  an  Eagle.' 


Looking  for  a  fast, 
reliable  and  affordable  way 
to  ship  volumes  of  lightweight 
parcels  and  correspondence 
overseas?  The  U.S.  Postal 
Service  has  options  that  can 
save  you  a  bundle. 

International  Express 
Mail  "  provides  delivery  to 
over  175  countries — for  as 
little  as  $15.  Global  Priority 
Mail"^  provides  prompt 
delivery  to  over  30  key 
business  countries — for  as 
little  as  $3.75.  You  won't 
find  prices  as  low  as  these 
from  any  other  major 
shipping  company.  Fact  is, 
rates  for  comparable  services 
are  often  double  ours. 

As  one  of  the  world's 
largest  global  delivery 
companies,  we  have  the 
resources  available  to  help 
your  international  business 
grow  at  prices  that  aren't  out 
of  this  world. 

For  a  free  Global 
Delivery  Solutions  Kit;'''  call 
1-800  -  THE- USPS,  ext.DM2035. 

UNITED  STATES 


POSTAL  SERVICE <i 


www.  uspsglobal.  com 
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COIVUVIENTARY 

By  Jack  Ewing 

MEMO  TO  EUROPE'S  CEOs:  TRY  LISTING  ON  WALL  STREET 


When  Aegon  listed  its  shares  in 
New  York  in  1985,  no  one 
dreamed  the  Dutch  insurer 
was  minting  the  cuirency  that  would 
one  day  let  it  buy  Transamerica 
Corp.  Yet  14  years  later,  that's  what 
has  happened,  and  it  demonstrates 
the  rewards  of  taking  on  the  world's 
most  impatient  investors.  European 
CEOS,  here's  your  role  model. 

Aegon — like  DaimlerChrysler, 
Vodafone  Group  PLC,  and  a  growing 
number  of  other  competitive  Euro- 
pean companies — has  parlayed  a 
soaring  stock  price  into  a  milestone 
acquisition.  Its  $10.8  billion  takeover 
of  Ti'ansamerica,  financed  mainly 
with  stock,  will  create  the  third- 
largest  life  insurer  in  the  U.  S.  It 
will  also  create  the  third-largest  in- 
surer in  the  world  in  terms  of  mar- 
ket capitalization.  The  success  of 
such  deals  is  driving  home  the  lesson 
that  assiduous  attention  to  share- 
holder interests  delivers  big-time  in 
the  global  arena. 
BENCHMARK.  Aegon 
Chief  Executive  Kees 
Storm  has  focused  on 
boosting  shareholder 
value  with  a  detemnina 
tion  unusual  for  a  Eu- 
ropean corporate 
leader.  "You  tend  to 
judge  other  companies 
by  how  they  compare 
to  Aegon,"  says 

AEGON'S  STORM: 
BIDDING  FOR 
TRANSAMERICA 


Paribas  analyst  Tom  Bennett.  Ana- 
lysts praise  Aegon's  clear  focus  on 
life  and  pension  insurance  in  the 
U.  S.  and  the  Netherlands.  And  the 
company  was  among  the  first  in  Eu- 
rope to  give  all  of  its  employees 
stock  options — to  concentrate  their 
minds  on  the  company  share  price. 

All  this  has  yielded  impressive  re- 
sults— net  income  has  grown  an  av- 
erage of  14.9%  a  year  in  the  past 
decade,  to  $1.1  billion  in  1997— and 
built  investor  tmst.  Not  only  do  in- 
vestors believe  Storm's  pledges  to 
deliver  consistent  long-term  profit 
gi'ovidh,  but  they  believe  Aegon's 
numbers  are  calculated  strictly  by 
the  book  because  the  insurer  reports 
earnings  under  both  Dutch  and  U.  S. 
accounting  nales.  As  a  result,  in- 
vestoi's  have  bid  up  Aegon's  share 
price  to  a  lofty  43.7  times  earnings, 
or  $102.5  as  of  Feb.  23,  in  New  York 
Stock  Exchange  trading. 

Aegon  is  the  latest  European  com- 
pany to  reap  the  rewards  of  an 


American  listing.  Daimler  was  the 
first  of  Germany's  dax  30  companies 
to  seek  such  a  listing  in  1993.  The 
U.  S.  shares  then  played  a  crucial 
role  in  its  $35  biUion  merger  vrith 
Chiysler  Corp.  The  $55  billion 
takeover  by  Britain's  Vodafone 
Group  of  AirTouch  Communications 
Inc.  is  another  example.  Aii-Touch 
shareholders  will  be  paid  mostly 
with  Vodafone  stock. 
NO  SHORTCUT.  These  deals  should  be 
models  for  corporate  behavior  in  Eu- 
rope. For  one  thing,  they're  luring 
other  acquisition-hungry  European 
companies  to  list  on  U.  S.  stock  mar- 
kets— and  submit  to  the  U.  S.'s  tough 
accounting  rules  and  demanding  in- 
vestors. Analysts  expect  Germany's 
Allianz  and  Deutsche  Bank  to  sell 
shares  in  the  U.  S.,  and  London- 
based  banking  giant  HSBC  Holdings 
plans  a  U.  S.  share  sale  later  this 
year.  Annual  trading  in  foreign  com- 
panies in  the  U.  S.  has  more  than 
doubled  in  five  years,  to  $563  billion. 

But  Europe's  corporate  chieftains 
need  to  remember  that  a  U.  S.  Hst- 
ing  isn't  a  strategic  shortcut.  Take 
Deutsche  Bank,  which  is  in  the 
midst  of  acquiring  Banker's  Trust 
Corp.  for  $10  billion.  Deutsche  is 
only  expected  to  finance  a  small  part 
of  the  deal  with  stock.  CEO  Rolf 
Breuer  would  have  loved  a  Daimler- 
style  deal  funded  mainly  with  stock: 
He  is  now  talking  about  listing 
Deutsche's  shares  in  the  U.  S.  to  be 
able  to  do  so  in  the  future.  But 
Breuer  is  forgetting  a  cmcial  step: 
the  years  of  cost-cutting  and  court- 
ing of  U.  S.  investors  that  made  the 
Daimler  deal  fly.  As  is,  Deutsche 
shares  barely  trade  above  book  val- 
ue, vs.  2.5  times  book  for  the  aver- 
age European  bank. 

As  European  megamergers  boom, 
CEOs  had  better  remember  the  game 
plan  of  such  execs  as  Kees  Storm 
and  Daimler  co-CEO  Jiirgen  E. 
Schi-empp.  Such  deals  only  have  a 
chance  if  they're  preceded  by  years 
of  winning  the  confidence  of  share- 
holders. If  any  CEO  forgets  that  les- 
son, investors  are  sure  to  provide  a 
harsh  reminder. 

Ewing  covers  Europeayi  business 
from  Frankfurt. 
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There  are  millions  of  stories  in  your 
customer  data.  All  ready  to  be  sold. 

Vhich  prospects  are  hot?  Or  not?  Which  target  groups  need  to  be  ignited. .  .or  simply 
lelighted?  histead  of  just  storing  your  customer  data,  why  not  get  the  whole  story  with 
he  SAS  Data  Mining  Solution?  It's  the  only  software  that  spans  every  facet  of  the  data 
lining  process,  bringing  you  ease  of  use  and  analytical  depth  in  a  single  package — one 
liat  draws  directly  from  the  award-winning  SAS  Data  Warehouse. 

lUSt  point  and  cHck.  You  don't  have  to  be  a  statistician,  or  a  database  expert,  to  convert 
ery  large  amounts  of  data  into  true  business  knowledge. .  .and  ultimately  into  competitive 
dvantage.  Identify  your  most  profitable  customers.  Gauge  the  effectiveness  of  advertising, 
lanage  customer  relationships.  All  without  ever  leaxing  your  desktop. 

tead  'em  and  reap 

ci  the  patterns  you'll  discover  in  your  customer  data  point  the  way  to  more  profitable, 
roactive  decision  making.  To  hnd  out  more,  including  real-world  success  stories  and  an 
iicractive  demo  of  the  SAS  Data  Mining  Solution,  visit  us  at  www.sas.com/Tnining 


Analyze  sales, 
products,  and  finances 

Explore  customer 
demographics 

Detect  fraud 

Point-and-click 
graphical  user  interface 

Fully  Web  enabled 

Year  2000  compliant 


SAS  Institute  Inc. 


The  Business  of  Better  Decision  Making 


www.sas. com/mining   E-mail:  bw@sas.com   Phone  919.677.8200 


SAS  IS  a  registered  trademark  of  SAS  Institute  Inc    Copyright©  1998  by  SAS  Institute  Inc 
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JAPAN 


FINALLY,  FRESH  FACES 
AT  JAPAN  INC. 

But  will  this  group  of  leaders  turn  their  companies  around? 


Ti 


I  he  scene  is  suddenly  familiar.  On 
Feb.    19,   Hisashi  Kaneko 
bowed  before  reporters 
and  acknowledged  his  poor 
performance  as  president 
of  NEC  Coi-p.  Why?  Un- 
der relentless  pressui'e 
at  home  and  abroad, 
Japan's  largest  chip  and 
computer  maker  ex- 
pects to  post  a  $1.25  bil- 
lion net  loss,  its  biggest 
ever,  in  the  year  end- 
ing Mar.  31.  NEC  will 
cut  15,000  jobs  over  the 
next  three  years.  Kaneko 
will  be  among  the  first  to 
depart. 

Japan's  economic  quag- 
mire is  finally  sucking 
down  the  corporate  elite. 
The  logical  follow-through 
is  to  appoint  tough  man- 
agers who  can  straighten  out 
sick  companies.  But  it's  far 
from  clear  whether  incoming  coi^porate 
chieftains  will  be  able  to  turn  their 
companies  around.  Japan  Inc.'s  prob- 
lems are  as  ingrained  as  the  keiretsu 
system  of  complex  loyalties  and  share 
cross-holdings.  The  only  hope  is  that 
the  recession  grows  so  severe  that  it 
finally  demolishes  the  old  management 
model. 

HIGH  STRESS.  The  trend  to  dump  boss- 
es could  spread  quickly.  In  March,  when 
15  debt-burdened  banks  get  the  first 
injection  of  $67  billion  in  public  funds, 
the  money  will  arrive  with  government 
pressure  to  shake  up  man- 
agement. The  stronger 
banks  are  expected  to  urge 
keiretsu  partners,  as  well  as 
other  companies  they  deal 
with,  to  restiTicture.  "After 
the  banks  are  reformed, 
we'll  see  a  lot  of  shake-ups 
in  the  boardrooms  of  the 
companies  that  they  deal 
with,"  points  out  Keiko  Kon- 
do,  a  strategist  at  Merrill 
Lynch  in  Tokyo. 

The  stress  is  already  evi- 
dent at  the  top  electronics 
companies.  It  began  last 
June,  when  Takashi  Kitaoka 


quit  as  president  of  Mit- 
subishi Electric  Cor{3.  Then 
came  NEC  Chairman  Tada- 
hiro  Sekimoto.  At  Hitachi 
Ltd.,  President  Tsutomu 
Kanai  moves  to  the  chair- 
man's   office    in  March. 
Apart  fi'om  Sekimoto,  who 
resigned  abruptly  last  Oc- 
tober after  nec  was  impli- 
cated in  a  defense-procure- 
ment scandal,  the  reasons 
for  their  removal  are 
the  same:  heavy  loss- 


Falling  on  Their  Swords 


COMPANY 

EXECUTIVE 

REASON  FOR  DEPARTURE 

MITSUBISHI 
ELECTRIC 

Takashi  Kitaoka 
President,  CEO 

Losses  of  $880  million  in 
year  to  March,  1998 

NEC 

Tadahiro  Sekimoto 
Chairman 

Defense  purchasing 
scandal  implicated  NEC 

Hisashi  Kaneko 
President,  CEO 

Worst  losses,  $1.25  billion,  in 
company's  100-year  history 

HITACHI 

Tsutomu  Kanai 
President 

Record  deficit  of  $3  billion 
in  latest  year 

DATA:  BUSINESS  WEEK,  COMPANY  REPORTS 

es  and  no  clear  strategy  to  stem  them. 

Electronics  companies  have  ovei-pro- 
duced  despite  recession  and  tougher 
competition  abroad.  This  miscalculation 
reflects  the  company  structure  itself — 
and  a  corporate  culture  unconcerned 
with  shareholder  value.  For  years, 
manufacturers  diversified  to  grab  mar- 
ket share  at  the  expense  of  profit.  As 
long  as  the  economy  prospered,  the 
system  was  sustained  by  one  essential 
rule.  Keiretsu  stockholders  never  med- 
dled in  each  other's  affairs — which  kept 
outside  controls  on  management  to  a 
bare  minimum. 

FRONT-RUNNER.   Problems   were  ii 
evitable  once  the  good  times  stopped 
rolling.  Sekimoto,  the  former  chairman 
of  NEC,  "gi'ew  so  powerful  that  no  one 
dared  oppose  his  decisions,"  says 
Naoki  Sato,  an  industry  analyst  at 
HSBC  Securities  in  Tokyo.  Last  year, 
Sekimoto  put  more  money  into 
Packard  Bell  nec  Inc.,  NEC's 
U.  S.  unit,  despite  losses  and  a 
falling  market  share  in  per- 
sonal computers.  This  year, 
NEC  will  spend  $625  million 
restructui'ing  the  company 
and  $425  million  more  to 
buy  out  Packard  Bell's  bur- 
densome European  operations. 
Faults  in  the  coi-porate  cultm-e  also 
to  sluggish  responses  to  change. 
Hitaclii  was  long  Japan's  front-numing 
chip  and  computer  maker.  But  Kanai 
failed  to  translate  a  technological 
lead  into  a  top  spot  in  the  market. 
"Hitachi  has  lost  its  edge,"  says 
MasahaiTJ  Akutsu,  a  technology  ex- 
pert at  the  independent  Mitsubishi ' 
Research  Institute  Inc. 

There  are  some  encouraging  signs 
that  the  new  leaders  are  serious  re- 
formers. Mitsubishi  Electric's  new 
president,  Iclui'o  TanigTichi,  has  agi'eed 
with  Toshiba  Coip.  to  merge  elec- 
tric motor  businesses.  At  nec, 
incoming  ceo  Koji  Nishigaki 
plans  to  accelerate  decision- 
making and  to  spin  off  un- 
necessary businesses.  The 
new  president  of  Hitachi,  Et- 
suhiko  Shoyama,  intends  to 
divide  it  into  10  companies 
that  will  have  to  post  steady 
profits  or  get  shut  down. 
They  are  sure  to  encounter 
stiff  resistance.  But  perhaps 
if  enough  gray  heads  roll,  a 
new  generation  of  tougher- 
minded  managers  vdll 
emerge  with  a  mandate  to 
revive  Japan  Inc. 

By  Irene  M.  Kunii,  with 
Tomoko  TakaJmshi,  in  Tokyo 
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TRANSAMERIGA       PREMIER       FUND  FAMILY 


TRANSAMERICA 
PREMIER  FUND 


EQUITY  FUND; 


SMALL 
COMPANY  FUND 


TOTAL  RETURN 
SINCE  INCEPTION* 
AS  OF  12/31/98 


ONE  YEAR  AS  OF 
12/31/98 


AVERAGE  ANNUAL  TOTAL 
RETURN  SINCE  INCEPTION' 
AS  OF  12/31/98 


150.24%     33-85%  32.59% 


MUNCEDFusD    1 0  6 . 43  %    29.30%  24-97% 


:^viNDEXFUND      121.54%     28.45%  27-71% 


AGGRESSIVE  T  2         2  O  % 

GROWTH  FUND  1     Z|.  ^  ^  U  /C 


84.07%  71.05% 


125.16%     80.27%  71-53^ 


RANKINGS 
AS  OF  12/31/98., 


★  ★  ★  ★  ★ 

MORNINGSTAR 

Rating  for  3  years  among  2,802 
domestic  equity  funds 


★  ★  ★  ★  ★ 

MORNINGSTAR 

Rating  for  3  years  among  2,802 
domestic  equity  funds 


★  ★  ★  ★  ★ 

MORNINGSTAR 

Rating  for  3  years  among  2,802 
domestic  equity  funds 


LIPPER'S  #  5  RANKING 

of  250  Capital  Appreciation 
Funds  for  12  montli 
performancet 


LIPPER'S  #  1  RANKING 

of  637  Small  Company  Funds 
for  12  month  performance! 


[f  you're  looking  for  a  mutual  fund  with  growth  potential,  there's  sure  to 
3e  a  Transamerica  Premier  Fund  that's  right  for  you.  Call  1-800-892-7587, 
;xt.  1615  or  visit  us  at  www.transamericafunds.com.  Past  performance  is  no 
guarantee  of  future  results. 

^Inception  for  Equity  Fund,  Balanced  Fund  and  Index  Fund  is  10/2/95.  Inception  for  Aggressive  Growth 
♦und  and  Small  Company  Fund  is  6/30/97.  tAs  ranked  by  Lipper  Analytical  Services,  Inc. 
Uorningstar  proprietary  ratings  reflect  historical  risk-adjusted  performance  and  are  subject  to  change  each 
nonth.  Five  stars  is  the  highest  ranking,  representing  the  top  10%  of  funds  in  an  investment  category. 
Uorningstar  ratings  are  calculated  from  a  fund's  3-year 'average  annual  returns  in  excess  of  90-day 
jrreasury  bill  returns  with  appropriate  fee  adjustments,  and  a  risk  factor  that  reflects  fund  performance 
)elow  90-day  Treasury  bill  returns.  Investment  returns  and  principal  values  vary,  and  you  may  have  a  gain 
)r  loss  when  you  sell  shares.  For  more  complete  information,  including  risks  and  expenses,  call  for  a 
rospectus.  Read  it  carefully  before  you'invest.  Transamerica  Securities  Saks  Corporation,  Distributor. 
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Would  your  company  be  interested  in  saving  380? 


A  few  examples  of  Microsoft- 
based  business-to-business 
commerce  solutions: 

Mf;rl'icl  strengthened  their 
business  relationships  by  giving 
tens  of  thousands  of  resellers 
real-time  inventory  and  order- 
status  access. 

Office  Depot  increased  sales  by 

iiions  of  dollars  by  enabling 
ijver  20,000  of  their  business 
customers  to  purchase  goods 
with  custom  catalogs  and  pricing. 

Sainsbury.  one  of  the  UK's 
largest  retailers,  is  integrating 
hundreds  of  disparate  suppliers 
via  a  Web-based  value  chain 
management  system. 


In  business  seldom  are  millions  saved  with  one  act.  More  often  it's  the  small  improvements 
that  add  up  to  a  big  impact  on  the  bottom  line.  And  that's  where  we  can  help.  A  commerce 
solution  built  on  a  scalable,  flexible  Microsoft"  platform  of  Windows  NT'  Server,  BackOffice;" 
and  Office  can  help  your  company  increase  efficiency  and  productivity,  save  money  and 
time,  and  even  bring  you  closer  to  your  customer.  Best  of  all,  you  can  start  right  now  using 
many  of  the  systems  you  alreaay  have,  along  with  our  wide  range  of  partners,  to  address 
your  specific  needs.  To  find  a  Microsoft  Certified  Solution  Provider  who  can  help  you,  or  to 
get  the  free  Digital  Nervous  System:  Commerce  Solutions  CD, 

call  (888)  674-6686  or  visit  www.microsoft.com/dns/  Microsoft 

Wneie  do  you  want  to  go  today?® 
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GERMANY:  SCHRODER  IS  SCRAMBLING 

BACK  TO  THE  CENTER  

chance  to  distance  himself  from  the  radical  wing  of  the 
Greens:  He  has  publicly  chastised  Green  Enwonmental  Min- 
ister Jui'gen  Tiittin  for  breaking  ranks  on  nuclear  fuel. 

Sensing  Sclu-oder's  shift,  some  business  leaders  are  even 
m"ging  him  to  dump  the  Greens  and  forge  a  new  pact  with 
the  Free  Democrats,  the  business-friendly  party  that  was 
aligned  with  Kolil.  The  prospect  of  such  a  tie-up,  though  not 
likely  now,  may  help  cm-b  the  Greens.  "He's  in  a  comfortable 
position  now,"  says  Ubich  Sclu'oder  (no  relation),  an  economist 
at  Deutsche  Bank  in  Frankfurt. 
PUPPETEER.  The  Chancellor's  other  big 
task  is  to  contain  the  ambitions  and  left- 
wing  policies  of  Lafontaine.  Here,  the  re- 
cent SPD  disasters  help.  Even  though  he 
was  once  seen  as  the  puppet  master  of 
the  Chancellor,  Lafontaine  can  no  longer 
attack  Schroder  without  wrecking  the 
government  coalition,  which  would  set 
the  SPD  back  for  two  decades,  says  Hans- 
Ulrich  Derlien,  professor  of  pubhc  ad- 
ministration at  Otto-Friedrich-Universi- 
ty  in  Bamberg. 

And  Lafontaine's  hard  left  policies  may 
give  Schroder  a  chance  to  reassert  him- 
vocal  in  his  belief  that  the  welfare  state 


From  the  beginning,  German  Chancellor  Gerhard 
Schroder's  plans  foi'  a  govemment  of  the  Neue  Mitte 
veered  wildly  off  track.  Schroder  lost  control  of  his  pro- 
business  agenda  when  Finance  Muiister  and  Social  Democratic 
(SPD)  leader  Oskar  Lafontaine  axed  pension  and  health-bene- 
fit reforms  that  would  have  helped  create  jobs.  Then  the 
Greens,  Schroder's  unruly  coalition  partner,  riled  German 
utUities  by  proposing  to  cancel  theii-  international  contracts  for 
reprocessing  nuclear  fuel.  An  uproar  followed.  Topjiing  it  all 
off,  the  SPD-Green  coalition  lost  five  seats 
in  Febniaiy's  Hesse  state  elections,  cost- 
ing Schroder  his  upper  house  majority. 

But  Schroder  may  have  a  second 
chance.  Already,  he's  trying  to  find  his 
way  back  to  the  center,  returning  to  the 
Tony  Blair-like  policies  that  allowed  him 
his  election  victoiy  in  the  fii'st  place.  And 
he's  showing  sigiis  of  a  new  toughness 
with  his  left-wdng  allies,  whose  excesses 
Schroder  must  curb  before  he  can  re- 
claim real  leadership  of  his  govemment. 
TELEGENIC.  The  Chancellor  has  begun  the 
realignment  task  by  sending  up  a  trial 
balloon  on  tax  cuts.  He  would  bring  the 
tax  on  coiporate  profits  down  fi-om  45'7(  to  '257c-S0%.  He 
has  also  acknowledged  that  the  spo-Green  coalition  badly 
misinteipreted  its  victoiy  over  Helmut  Kohl's  center-right 
Christian  Democrats  as  a  mandate  for  radical  change.  In 
fact,  as  polls  showed,  voters  were  more  tii'ed  of  Kohl  than  of 
his  policies.  No  matter  Nearly  drank  with  power,  the  Red- 
Green  coalition  rashed  to  ram  through  a  left-wing  agenda, 
from  an  ecologj'  tax  to  dual-citizenship  laws,  without  taking 
the  time  to  build  up  pojjular  support. 

Schroder  wants  to  turn  these  missteps  to  his  advantage. 
The  smooth-talking,  telegenic  Chancellor  remains  popular  in 
the  polls.  It  also  helps  that  the  Greens  are  the  ones  wiio  lost 
votes  in  Hesse,  not  the  spd.  That  gives  the  Chancellor  a 
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SCHRODER:  Lowei 


taxes  uii  bi(si)tess 


self.  Lafontaine  is 
need  never  shrink  and  that  the  workforce  never  gets  paid 
enough.  Thanks  to  his  urging,  the  metalworkers  union  ne- 
gotiated a  pay  deal  that  boosts  wage  costs  by  4.2%.  But 
these  goals  are  looking  spectacularly  flawed.  With  unem- 
ployment at  11.5%,  Lafontaine  is  failing  to  deliver  on  his 
promise  to  create  jobs.  Schroder  can  now  argue  that  his 
pro-business  policies  are  lu-gently  needed.  Business  confi- 
dence is  crumbling,  and  the  economy  may  grow  a  scant  1% 
tliis  year.  Only  by  showing  the  electorate  that  he  was  serious 
about  finding  the  Neue  Mitte  will  Schroder  win  the  support 
he  really  needs  to  revive  the  flagging  economy. 

Bii  Karen  Lownj  Miller  iv  Frankfurt 


GLOBAL  WRAPUP 


IRKED  flLLIES 

►  A  tougher  Clinton  Administration 
stand  on  export  controls  is  starting  to 
affect  not  only  China  but  also  some 
staunch  U.  S.  allies.  The  Feb.  23  deci- 
sion to  block  the  sale  of  a  Hughes 
Space  &  Communications  Group 
satellite  to  China  w-asn't  surprising. 
But  the  tech-transfer  tightening  is 
also  hitting  Canada  and  Australia. 

The  State  Dept.  says  it  may  revoke 
Canada's  special  exemption  to  import 
unclassified  militaiy  data  and  weapons. 
U.  S.  officials  gripe  that  aranored  per- 


sonnel caniers  and  arms  parts  sold  to 
Canada  wound  up  in  Iran. 

Meanwhile,  a  new  bureaucracy  to 
look  at  exports  of  stealth  technology  is 
delaying  Boeing  Co.'s  sale  to  Australia 
of  advanced  radar  made  of  stealth  ma- 
terials. Australia  may  be  u'ked  at  the 
implication  of  the  review.  "Countries 
take  offense  at  this,"  notes  one  indus- 
tiy  executive.  Maybe  China  shouldn't 
feel  singled  out. 

KIM  DELIVERS 

►  South  Korean  President  Kim  Dae 
Jung  has  ended  his  first  year  in  office 


by  allowing  London's  hsbc  Holdings 
PLC  to  purchase  51%  of  Seoul  Bank. 
The  deal  fulfills  a  promise  that  Kim 
made  to  the  International  Monetary 
Fund  to  permit  foreign  enterprises  to 
purchase  the  nation's  two  most  heavi- 
ly indebted  banking  institutions, 
Seoul  Bank  and  Korea  First  Bank.  In 
December,  U.  S.  investment  firm 
Newbridge  Securities  Inc.  bought 
Korea  First.  Next  on  the  sale  block  is 
Korea's  tottering  life-insurance  indus- 
try. As  a  fii-st  step,  the  Korean  gov- 
ernment has  identified  six  ailing 
insurance  companies. 
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The  sky  keeps  its  true  color 

Escape.  Serenity.  Relaxation.  The  1999  Toyota  4Runner  Limited  puts  them  all  well  within  your  reach. 

a  secret,  and  only  shares  it  with 

With  features  like  a  leather-trimmed  interior,  a  CD  sound  system  as  well  as  more  than  a  dozen 

those  who  climb  the  mountain. 

new  refinements,  you  might  actually  find  the  journey  to  be  as  rewarding  as  the  destination. 


4Runner 


TOYOTA 


1   8  0  0  -  G  O  -  T  O  Y  O  T  A  ♦  www.toyota.com 

©1998  Toyota  Motor  Sales,  U.S.A.,  Inc.  Buckle  Up!  Do  it  for  those  who  love  you.  Toyota  reminds  you  to  Tread  Lightly!' 
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From  thought  to  finish: 


Media 
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VIDEO 


BLOCKBUSTER 
FINALLY  GETS  IT  RIGHT 

But  its  IPO  raises  a  question:  Why  unload  a  turnaround? 


Will  Viacom  C'liairman  Sumner 
M.  Redstone  finally — to  bor- 
row Blockbuster  Video's  latest 
catchy  slogan — Go  Home  Hap- 
py? For  most  of  the  V/,  years  since  Vi- 
acom Inc.  bought  Blockl3Uster  Inc.  for 
$8.4  billion,  the  giant  video-rental  chain 
has  been  a  drag  on  everything  from 
Viacom's  earnings  to  Redstone's  stand- 
ing as  a  media  grandee.  Now,  Block- 
buster's financial  performance  is  sud- 
denly living  up  to  its  name.  "A  year 
ago,  that  chain  was  a  C-minus  opera- 
tion," says  Robert  C.  Alexander  of  New 
York-based  entertainment-industrv  con- 


sultant Alexandei'  &  Associates  Inc. 
"Now,  it's  really  quite  a  powerhouse." 

A  powerhouse  for  sale,  that  is.  With- 
in the  next  few  weeks,  Viacom  is  ex- 
pected to  file  for  an  initial  j^ublic  offeiing 
of  as  much  as  20%  of  Blockbuster,  wliich 
would  value  the  company  at  close  to  $6 
billion,  analysts  say.  That  will  hkely  be 
followed  by  a  spin-off  of  the  rest  of  the 
company  later  this  year,  when  it  will 
be  legal  for  Viacom  to  do  so  tax-free. 
But  despite  its  improved  performance, 
selling  Blockbuster  to  investors  may  not 
be  as  easy  as  renting  the  latest  Leonai'- 
do  DiCaijrio  flick  to  teenage  girls. 


VIACOM'S  DEBTBUSTER  STRATEGY 

An  IPO  of  the  video  outfit  caps  four  years  of  sell-offs 

^ARCH,  1995  Sells  Madison  Square  Garden  for  $1  billion 

JULY,  1996  Splits  off  cable  systems,  cutting  debt 
by_$1.7binK)n  

JULY,  1997  Sells  radio  business  for  $1,1  billion 

s  most  of  publisher  Simon  &  Schuster  for 


MAY 

$4.6 


1998  Sell 
billion 


MAN  REDSTONE 


MARCH,  1999  Plans  Blockbuster  stock  offering 

DATA:  VIACOM  INC  .  BUSINESS  WEEK 


After  all,  il  Bluckbuster  is  such  a 
roaring  success,  why  unload  it?  Will 
shareholders  buy  the  argument,  made 
by  Viacom  execs,  that  the  company's 
value  as  a  retailer  will  never  be  I'ealized 
within  a  content  business  like  Viacom? 
And  in  an  era  when  billions  have  been 
spent  on  systems  to  deliver  video  sig- 
nals directly  to  the  home  via  cable, 
satellite,  and,  ultimately,  the  Internet, 
how  long  will  consumers  be  wiUing  to 
lug  little  plastic  boxes  to  and  fi"om  video 
stores?  "The  clouds  on  the  horizon  are 
two  to  three  years  from  affecting  cash 
flow,"  says  Larry  Haverty,  senior  vice- 
president  of  Viacom  shareholder  State 
Street  Research.  "So,  you  get  rid  of 
this  thing  before  then." 
COST  CUTS.  Ceitainly  Blockbuster  is  in 
a  better  position  to  face  skeptics  now 
than  it  has  been  in  years.  After  a  series 
of  CEOs  and  failed  strategies,  current 
boss  John  F.  Antioco  appears  to  have 
gotten  it  right.  After  taldng  charge  in 
July,  1997,  the  former  Taco  Bell  chief 
dramatically  lowered  costs  and  increased 
volume  at  Blockbuster's  6,000  outlets. 

Ti-aditionally,  Blockbuster  bought  new 
video  releases  for  $65  to  $80  apiece  and 
hoped  it  would  rent  them  out  enough 
times  to  inake  a  profit.  Now,  it 
pays  only  between  $3  and  $8  per 
tape  but  gives  an  average  of  40% 
—  fi'om  eveiy  rental  back  to  the  ma- 
jor film  studios  under  revenue- 
sharing  deals,  say  industry 
sources.  This  has  allowed  Block- 
not  only  to  stock  far  more 
copies  of  new  releases  but  also  to 
giiarantee  to  customers  that  the 
tape  they  want  will  be  in  stock — 
or  it's  free. 

As  a  result,  analyst  Fredeiick 
W.  Moian  of  ING  Baring  Fiu'man 
Selz  expected  cash  flow  for  1998 
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Canon  Takes  Presentation  Technology 
From  The  Dark  Ages  To  The  Digital  Age. 


Introducing  "Digital  OHR' 


Digital  OHP  Presentations:  A  Canon  Exclusive. 

the  "Digital  Overhead  Projector,"  available  only  from 
Canon,  combines  the  first  affordable  hi-res.  (1900  x1424 
pixels)  Digital  Document  Camera,  with  Canon's  first  opti- 
cally-advanced LV-series  projector  to  give  you  text  clarity 
(to  8pt.  on  a  full  8  1/2"  x  11"  document)  without  trans- 
parencies, plus  a  whole  lot  more. 

Patented  Technology  Means  Breakthrough  Pricing. 

Canon's  patented  Parallel  Plate  'Variable  Refraction  Optical 
System'  is  a  unique  technology  that  allows  one  CCD  to 
give  you  the  quality  of  nine,  without  the  high  cost. 


Enhance  Your  PowerPoint®  Presentations. 

Within  seconds.  The  Digital  OHP  allows  you  to  access 
crisp  type  and  incredible  detail  from  documents,  charts, 
graphs,  even  3-D  objects  and  integrate  them  into  your 
PowerPoint  presentation  for  maximum  flexibility. 

The  Missing  Link  To  Videoconferencing. 

Unlike  conventional  document  cameras,  the  Digital  OHP 
optimizes  your  videoconferencing  system,  allowing  you  to 
share  full  document  text  and  detailed  images  much  like 
you  would  during  a  face-to-face  meeting. 


FOR  MORE  INFORMATION,  PLEASE  CALL  (516)  328  5960. 

E-mail  us  at  vcsd@cusa.canon.com  Website:  www.u5a.canon.com 


PowerPoinf  is  a  registered  trademark  of  Microsoft. 


Visual  ComuNiCAHON  Systems  Division 

Canon  is  a  registered  trademark  of  Canon,  Inc.  ©1 999  Canon  USA,  Inc. 
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Fujitsu  and  the  Fujitsu  logo  are  registered  trademarks  and  LifeBook  is  a  tademark  of  Fujitsu  Limited  ErgoTrac  is  a  trademark  of  Fujitsu  PC  Corporaaon  Intel,  the 
Intel  Inside  Logo  and  Pentium  are  registered  trademarks  of  Intel  Corporation  Microsoft  and  Windows  are  register  ed  trademarks  of  Microsoft  Corporauon  All  other 
trademarks  mentioned  herein  are  the  property  of  their  respective  owners  101999  Fujitsu  PC  Corporation.  All  rights  reserved. 
I  Starting  estimated  street  price  on  E342  '  With  purchase  of  E370  '  On  E370  '' On  E35 1 ,  E360.  and  E370. 
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No  matter  what  your  day  brings,  you  brought  the  right  notebook. 

The  reliable  Fujitsu  LifeBook"  E  Series.  Load  up  the  two  Multi-function  Bays  with  what  you  need  and  go. 
You  can  even  swap  out  options,  without  powering  down.  Great  idea.  And  a  great  value,  with  models  starting 
at  *I499'.  It's  technology  designed  to  let  you  focus  on  more  important  things,  like  your  business. 

FUJITSU 

FUJITSU  PC  CORPORATION  ^j^^y^ 

1-888-4-ON-THE-Oo     WWW. lnji+Sn-pc  -Cow^ 


Government 


to  increase  189(,  to  $607  million — even 
though  Alexander  &  Associates  says  con- 
sumers rented  2.67c  fewer  videos  nation- 
wide in  1998  than  the  previous  yeai*.  SG 
Cowen  Secuiities  Corp.  analyst  Edwaixl 
T.  Hatch  expects  Blockbuster's  same- 
store  sales  to  be  up  149(  for  1998,  com- 
pai'ed  with  a  27c  drop  in  1997.  "Tlie  rev- 
enue-shaiitig  agi'eements  have  completely 
revitalized  this  company,"  says  Hatch. 
STOCK  HOP.  As  fai'  as  shareholders  are 
concerned,  it's  about  tmie.  Selling  Block- 
buster represents  the  last  in  a  slew  of 
debt-slashing  sell-offs  by  Viacom  (table). 
Aside  from  the  Blockbuster  tm-naround, 
Viacom's  improving  results  have  been 
led  by  its  Pai-amoimt  tv  and  film  studios 
and  hot  cable-T\'  network^  vm*  and  Nick- 
elodeon. After  languisliing  for  years,  Vi- 
acom stock  is  up  more  than  in  the 
past  year,  to  85X  on  Feb.  22. 

Blockbuster  may  also  be  hoping  to 
catch  investor  enthusiasm  fi'om  its  clos- 
est competitor,  Hollywood  Entertain- 
ment Corp.,  based  in  Wilsonville,  Ore. 
Holl^'wood,  which  has  about  87c  of  the 
$11  "billion  U.S.  market,  vs.  Block- 
buster's 'i07c,  has  seen  its  stock  jump 
more  than  200%  in  the  past  year  on 
the  strength  of  its  revenue-sharing 
moves.  Unlike  Blockbuster,  though,  Hol- 
lywood also  is  making  a  strong  Web 
push;  both  chains  sell  videos  over  the 
Net,  but  Hollj'wood  recently  paid  $90 
million  for  Reel.com  Inc.,  a  site  that  op- 
erates a  film-related  search  engine.  Hol- 
K-wood  CEO  Mai-k  J.  Wattles  hopes  Reel 
will  eventually  serve  as  a  platform  for 
sending  videos  digitally  over  the  Web. 

Viacom  execs,  who  decUned  to  be  in- 
tei-viewed  for  tliis  aiticle,  have  shiiigged 
at  the  potential  impact  of  such  video-on- 
demand  senices,  and  point  out  that  some 
13  million  vcrs  ai-e  still  sold  each  year. 
Although  some  analysts  expect  pay-per- 
view  to  crimp  Blockbuster's  gi'ovvi;h  in 
the  next  two  to  tlu'ee  years,  othei-s  ai"gue 
there  is  still  plenty  of  share  for  Block- 
buster to  g}-ah.  In  the  meantime.  Block- 
buster must  also  contend  with  the 
charges  of  smaller  chains  and  indepen- 
dents that  its  revenue-shaiing  strategy 
gives  it  an  unfair  pricing  advantage. 

Such  criticism  will  likely  not  get  in 
the  way  of  the  upbeat  story  Redstone  & 
Co.  aim  to  sell  the  Sti'eet  in  the  weeks 
ahead.  And  among  Viacom  investors. 
Blockbuster  is  already  discussed  in  the 
past  tense.  Says  Mario  .J.  (jabelli,  chair- 
man of  Gabelli  Funtls  Inc.,  which  ovvtis 
about  9.47c  of  Viacom:  "What  we  need 
to  figure  out  now  is  where  Sumner 
takes  the  company  strategically  over 
the  next  thi'ee  years."  You  can  bet  that 
no  matter  how  good  its  results,  it  won't 
be  the  video-rental  business. 

By  Richard  Siklos  in  Netv  York  (tnd 
Stephcuiie  Anderson  Forest  i)t  Dallas, 
irifh  Seanna  Broioder  in  Wilsov.viUe.  Ore. 


SCHOOL  REFORM 


READING,  WRITING, 
AND  GEORGE  W. 

Is  Bush's  record  on  education  really  that  good?  In  short,  yes 


Once  there  was  a  Republican  vv^ho 
promised  to  be  "the  Education 
President."  After  a  fitful  experi- 
ment with  national  goal-setting,  he 
sliifted  to  other  priorities  and  was  ex- 
pelled after  a  single  term  in  office. 

Now,  another  prominent  (iOP  pol  is 
maldng  pubHc  education  Ms  top  priority. 
He's  streamlining  his  state's  eclucation 
bureaucracy,  returning  power  to  local 
school  districts,  stiffening  standards,  and 
demanding  more  accountability.  His  ef- 
forts have  vaulted  liim  to  national  proini- 
nence  and  helped  spark  talk  of  a  run  for 
the  \Miite  House. 

If  education  was  a  dead  end  for  Ms 
dad,  it's  proving  to  be  a  bonanza  for 
Texas  Governor  George  W.  Bush.  The 
younger  Bush  has  embarked  on  an  am- 
bitious progi'am  to  move  Texas  from  a 
state  in  which  42,000  third-graders 
couldn't  read  in  1997— and  38,0(X)  of  them 
were  promoted  anway — to  one  in  wMch 
eveiy  tliird-gTader  will 
be  reading  by  2002. 
Unlike  Washington 
conseiTatives,  Bush 
isn't  bashing  teach- 
ers' unions  and 
school  bureau- 
crats. He  has  com- 
mitted billions  in 
new  spending  to 
turn  Texas  into  a 
national  pacesetter, 
and  with  a  $8  billion 
budget  surplus  thi.- 
yeai;  he  doesn't  have  to 
plav  Scrooge  to  pav  the' 
bill's. 
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In  Texas,  Bush  has  been  "a  lifesaver 
foi-  school  reform,"  says  Sandy  Kress, 
ex-president  of  Dallas'  school  board  and 
a  onetime  Democratic  county  chair. 
Adds  Chester  E.  Finn  Jr.  of  the  con- 
servative Manhattan  Institute:  "Texas 
probably  leads  the  countiy  at  the  mo- 
ment in  setting  academic  standards, 
testing,  and  accountabihty." 

On  a  national  level,  the  success  of 
Bush's  education  initiatives  is  cnicial  to 
recasting  the  Republican  Party  in  his 
"compassionate  consen-ative"  image.  Just 
as  Bill  CKnton  co-opted  the  gop  issues  of 
welfare,  ciime,  and  deficit  reduction  in 
1992,  George  W.  is  intent  on  seizing  edu- 
cation fi-om  the  Democrats. 
BIG  TENT.  Bush's  conciliatoiy  approach 
has  endeared  liim  to  many  Democrats — 
and  even  to  some  teachei-s'  imion  leadere. 
"He  has  done  an  outstanding  job,"  says 
state  Representative  Paul  Sadler,  Demo- 
cratic chaii-  of  the  Riblic  Education  Com- 
mittee. "I'm  siu-e  he  wouldn't  like  me 
aving  this,"  adds  Texas  Federa- 
tion of  Teachers  President  John 
Cole,  "but  he  is  a  Texas  Demo- 
crat." Says  Bush:  "I  umte  peo- 
ple as  a  management  style.  If 
you  divide  people  into  gi*oups 
and  pit  one  gi'oup  against  an- 
other to  achieve  educational 
excellence,  it's  inevitably  go- 
ng to  fail." 
But  Bush's  big-tent  ap- 
proach  has  made  enemies  on 
his  party's  right.  Conservative 
critics  accuse  liim  of  selHng  out 
to  the  education  bm-eaucra- 
and  secular  hu- 
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Government 


manists.  "His  approach  has  been  to  play 
it  safe  and  work  with  Democrats."  says 
ex-Texas  GOP  ChaiiTnan  Tom  Paiiken. 

Hai'd-liners  ah-eady  liave  clashed  with 
Bush  over  Ms  attempts  to  modernize  the 
state  school  curriculum  and  liis  reversal 
of  a  1994  campaign  pledge  to  eliminate 
the  state  education  agency's  regulatoiy 
powers.  "He  has  a  mentahty  that  says 
big  government  is  0.  K.  as  long  as  we're 
in  control  of  it,"  says  Stephanie  Cecil, 
top  education  lobbyist  for  the  Texas  Ea- 
gle Foium,  a  gi'oup  of  social  conserva- 
tives. Bush  acknowiedges  the  tension: 
"All  I  ask  is,  judge  me  on  cm-  record  of 
results  not  on  conspiracy  theories." 

What  is  that  record?  Wlien  he  came 
to  power  in  1995,  Bush  inherited  a 
school  system  marked  by  stark  in- 
equalities between  wealthy  and  poor 
districts.  Texas  lagged  behind  national 
averages  in  pupil  achievement  and 
teacher  pay  despite  refonns  initiated 
by  Democratic  Governors  Mai'k  WHiite 
and  Ann  W.  Richards. 
PRIVATE  FLOPS.  Bush's  fii'st  majoi-  ed- 
ucation reform — an  overhaul  of  the 
state  education  code — reduced  red 
tape.  Under  Bush,  the  Texas  Educa- 
tion Agency  cut  its  staff  by  '11' c  and 
erased  ho'^'c  of  state  regulations. 

Now,  the  state's  accoimtability  sys- 
tem gi-ades  more  than  6,600  Texas  ■ 
schools   annually.   Texas   rewards  ;| 
schools  based  on  test  peifomiance 
(and  impro\ement),  wiiile  resening 
the  right  to  remove  principals  and 
seize  c(jntrol  of  failing  schools.  In 
1998,  sLx  school  districts  were  deemed 
"academically  unaccejDtable"  because 
of  low  test  scores  or  liigh  ch'opout 
rates.  The  Texas  Education  Agency 
inten'ened  in  two  Dallas  and  San 
.\ntonio  ai'ea  districts  diui]ig  Bush's 
'ii-st  tenn  but  restored  local  control 
:;ti<'!-  tiie  schools  made  gciijis. 


Some  of  Bush's  other  innovations 
haven't  been  as  successful.  Privately 
inn  charter  schools  have  had  mixed  re- 
sults despite  strong  support  ft-om  busi- 
ness, which  has  anted  up  S4  million  to 
help  fund  them.  Says  one  top  Bush  ad- 
\iser:  "Some  entrepreneiu-s,  wiiile  well- 
intentioned,  haven't  honed  their  man- 
aeement  abilities." 


r. 


WHY  JUAN  IS  DOING  BE 


ACHIEVEMENT 

Despite  steady  improvement 
Texas  students  still  rank  in  the 
middle  of  the  pack  nationally. 

ACCOUNTABILITY 

Texas  and  North  Carolina  are 
considered  models  for  their 
carrot-and-stick  approach  to 
holding  local  school  districts 
accountable  for  performance. 

GOALS  AND  STANDARDS 

Bush  has  focused  education 
goals  and  Texas  and  Arizona 
are  the  only  states  getting  a  ' 

FLEXIBIUTY 

Power  has  flowed  from  state 
bureaucrats  to  local  districts  i 
during  the  Bush  years. 

CHARTER  SCHOOLS 

Despite  strong  backing  from 
busmess,  these  innovative 

independent  schools  have  a 
mixed  record. 

DATA;  BUSINESS  WEEK 


CHOW  TIME  IN  '94:  Texas  was  at  the 
back  of  the  line  i)t  pupil  achievement 


But  the  bottom  line  for  Bush  is  stu- 
dent acliievement.  Ah-eady.  test  results 
are  better  Texas  and  North  Carolina 
have  show^^  the  gTeatest  improvement 
in  national  test  results  of  any  states  in 
the  countiy  since  1992,  according  to  a 
1998  study  issued  by  the  National  Edu- 
cation Goals  Panel.  Bush  boasts  that 
every  ethnic  gi'oup  improved  in  the 
Texas  Assessment  of  Academic  Skills 
(TAAS)  tests — and  minority  students 
showed  the  gi'eatest  gains. 
LONG  HAUL.  Despite  these  successes  and 
$10  billion  in  state  spending  on  education 
in  1997-98  alone,  Texas  remains  in  the 
middle  of  the  pack  in  national  tests. 
Teacher  salaries  and  per-pupU  expenses 
ai'e  still  below  the  national  average.  And 
some  25%  of  Texas  teachers  ai'en't  certi- 
fied in  the  subject  they're  teaching. 
"We're  pleased  with  the  progi-ess  but 
not  satisfied  with  where  we  ai-e."  says 
John  Stevens,  executive  dii-ector  of  the 
Texas  Business  &  Education  Coahtion. 

FmlheiTOore,  the  tests  reinain  a  light- 
ning rod  for  criticism.  A  study  conmiis- 
sioned  by  the  Tax  Research  Assn.,  a 
Houston  watchdog  gi"oup,  con- 
cluded that  TAAS  tests  have 
been  made  easier  in  recent 
yeai-s.  Hispanic  acti\ists  ai'gue 
that  standardized  tests  dis- 
ciiminate  agaiiist  Latinos. 

Bush  is  undeteired  by  the 
protests.  In  Ms  1999  State  of 
the  State  adch'ess,  he  asked  for 
an  additional  $1  billion  over 
two  yeai's  for  local  school  dis- 
tricts. The  centeipiece:  a  ban 
on  social  promotions  and  more 
remedial  aid  for  failing  students. 
And  just  a  day  after  liis  educa- 
tion bill  breezed  through  the 
state  senate  on  Feb.  18,  the 
governor  was  musing  about  a 
futiu'e  project.  "I  anticipate  vii*- 
tual-reality  reading  laboratories 
where  a  child  will  interi'ace  with 
a  voice-activated  computer  sys- 
tem," he  told  BUSINESS  w^EK  in 
a  Feb.  19  interview.  He  also 
dreams  of  \iaiual-reality  school 
districts  and  laptops  for  eveiy 
pupil. 

Certainly,  Bush  will  have  to 
make  good  on  Ms  ambitions  be- 
fore Ms  Texas  successes  translate 
into  a  compelling  national  plat- 
forni.  But  right  now,  dreams  may 
be  enough  for  a  paily  longing  for 
both  "the  vision  thing"  and  strong 
leadersMp. 

Bt)  Ricliurd  S.  DiDiliam  in  Austin 
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EXECUTIVE  SUITE 


THE  MAN  WHO 
SAVED  FERRARI 

CEO  di  Montezems  lo's  moves  are  starting  to  pay  off 


Luca  Cordero  di  Montezemolo 
wasn't  pleased  when  a  popular 
Italian  woinen's  magazine  ranked 
him  as  one  of  its  cop  10  examples 
of  "ideal  masculine  beauty."  Ti'ailing 
slightly  behind  Sean  Conneiy  and  Har- 
rison Ford  in  a  poll  of  1,000  Italian 
women,  the  51-year-old  chairman  and 
CFA)  of  auto  maker  Ferrari  immediately 
complained  to  the  magazine's  editors. 
"I  am  a  manager,  not  a  movie  star," 
he  says. 

Nevertheless,  di  Montezemolo  knows 
that  sex  appeal  is  what  Italy's  luxury 
car  industry  is  all  abdut.  Elegantly 
dressed,  engaging, 
and  always  quick 
with  a  broad 
smile,  di  Monteze- 
molo has  plenty  of 
what  the  Italians 
call  bella  figxra, 
the  ability  to  make 
a  good  impression. 


But  beneath  the  polished  image — in- 
cluding the  bright  red  cellular  phone 
with  the  Ferrari  logo  and  the  .$5,000 
Girard  Perregaux  wi-istwatch — is  also 
a  shrewd  businessman.  "Montezemolo 
is  atypical  in  Italy  because  he  follows 
through,"  says  Francesco  Casolari,  di- 
rector of  the  Industrial  Association  of 
Modena.  "In  Italy,  a  lot  of  people  do  a 
lot  of  talk,  but  little  action.  He  is  a  man 
of  action." 

Since  taking  over  Ferrari  in  1992,  di 
Montezemolo  has  thoroughly  trans- 
formed the  once  deeply  troubled  auto 
maker.  Back  then,  Feiraii,  wliich  is  now 
90%  controlled  by  auto  gi- 
ant Fiat,  was  losing  millions 
of  dollars  a  year.  At  its  low 
point  in  1993,  it  sold  only 
2,289  of  the  ultra-pricey 
roadsters — ^just  half  of  the 
cars  it  produced  annually 
duiing  the  1980s. 

To  fix  the  mess,  di  Mon- 


tezemolo  spent  $80  million  moderniz- 
ing its  factories.  He  brought  in  engi- 
neers and  designers  from  Fiat  to  re- 
think every  step  of  production  and 
design.  At  the  same  time,  he  over- 
hauled Ferrari's  offerings  by  rushing 
out  nine  new  models,  up  ft'om  just  two, 
including  the  legendary  Testarossa.  The 
$160,000  Ferrari  35.5— yes,  that's  the 
low  end — has  sold  particularly  well  i 
since  its  1994  launch.  The  moves 
tiimmed  costs  and  improved  efficiencies 
while  preserving  Ferrari's  elite  image. 
The  result:  Ferrari,  though  still  tiny 
in  size,  is  back  on  solid  financial  footing. 
With  sticker  prices  that  range  up  to 
$280,000  for  the  top-of-the-line  four- 
passenger  456M,  Ferrari  sold  3,637  cars 
in  1998.  Last  year,  pretax  profits  rose 
to  an  estimated  $24  million  on  sales  of 
$623  million.  That's  a  big  leap  fi'om  the 
puny  $2  million  it  earned  on  $399  mil- 
lion in  sales  in  1995. 
DOUBLE  TROUBLE.  As  if  that  weren't 
enough,  in  1998,  di  Montezemolo  ac- 
cjuired  Maserati,  an  even  more  troubled 
Italian  auto  company  that  had  been  los- 
ing money  for  15  years.  He  spent  $75 
million  to  refurbish  its  plant  and  intro- 
duce the  new  3200  gt  coupe  last  No- 
vember. And  he  established  a  new  deal- 
er network  featuring  both  Ferraiis  and 
the  fai"  more  affordable  Maserati  models. 
Maserati  is  on  track  to  sell  2,000  of  its 
.3200  GTS,  which  go  for  $88,000.  in  1999. 
Di  Montezemolo  predicts  that  the  unit 
will  break  even  by  the  end  of  this  year. 
With  both  Ferrari  and  Maserati  re- 


HA  Ferrari  is  like  a  beautiful 
girl  that  makes  you  fall  in  love 
at  first  sight 

LUCA  CORDERO  DI  MONTEZEMOLO,  Ferrari  CEO 
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gaining  their  nionientuni,  di  Monteze- 
niolo  is  emerging  as  one  of  Italy's  more 
accomplished  marketing  maestros.  "He 
has  kept  alive  Ferrari's  image  as  the 
icon  of  a  super  luxury  spoils  car,"  says 
Helmut  Panke,  a  management  board 
member  at  BMW.  Di  Montezemolo  says 
his  success  stems  fi'om  "creativity,  team- 
work, and  enthusiasm."  But  it  also  has- 
n't hurt  that  Feiraii's  largest  market, 
the  U.  S.,  which  accounts  for  23%  of 
sales,  is  in  the  midst  of  a  roax'ing  bull 
market  that  creates  a  new  crop  of  mil- 
lionaires with  every  Internet  IPO. 

Still,  Ferrari  couldn't  have  found  a 
better  cheerleadei'  foi'  its  cars.  Di  Mon- 
tezemolo's  eyes  gleam  with  delight 
when  he  talks  about  the  360  Modena, 
the  latest  Ferrari  model,  which  will  hit 
European  showrooms  in  April  and  will 
go  on  sale  in  the  U.  S.  for  $170,000  lat- 
er this  year.  A  master  at  generating 
hype,  di  Montezemolo  last  year  turned 
heads  when  he  covered  a  prototype  of 
the  360  Modena  with  cardboard  and 
masking  tape  v/hile  driving  back  and 
forth  between  his  country  house  near 
Bologna  and  his  office,  22  miles  away, 
in  Maranello.  Indeed,  he  misses  no  op- 
portunity to  play  the  promotional  pitch- 
man— though  always  with  an  Italian 
twist.  "A  Ferrari  is  like  a  beautiful  giii 
that  makes  you  fall  in  love  at  first 
sight,"  he  says  in  slightly  accented 
English. 

The  problem,  of  course,  is  that  this 
beauty  has  always  been  more  pleasing 
to  look  at  than  it  was  to  possess.  Fer- 
rari's founder,  racing  pioneer  Enzo  Fer- 
rari, engineered  his  sports  cars  with  a 
single  objective  in  mind:  speed.  His  lega- 
cy became  uncomfortable  ^m^^^^™ 
;ars  that  appealed  only  to 
professional  racers  or  well- 
neeled  daredevils.  When 
Ferrari  died  in  1988 
company  was  already  tee- 
:ering  on  the  edge  of 
oankruptcy. 

After  several  more  trou- 
oled  years,  Italian  automo- 
oile  titan  Gianni  Agnelli, 


INROADS 


For  those 
who  can't  afford 
$160,000  for  the 
real  thing:  10%  of 
Ferrari's  profits 
now  come  from 
merchandising 


FeiTaii  and  Fiat  earlier  in  his 
career,  and  he  later  made  a 
name  for  himself  as  a  mar- 
keting whiz  at  Cinzano, 
the  liquor  company. 

But  what  really  sold 
Agnelli  on  di  Monteze- 
molo was  his  record  as  a 
sports-event  marketer.  Prior 
to  joining  Feiraii,  he  had  been 
in  charge  of  organizing  Italy's 
1990  World  Cup  Soccer  championships. 
His  duties  ranged  from  putting  togeth- 
er fimd-raising  concerts  featuring  Lu- 
ciano Pavarotti  to  getting  corporate 
sponsorships  for  the  event.  The  games, 
which  turned  di  Montezemolo  into  a  bit 
of  a  national  celebrity,  were  a  huge  fi- 
nancial and  public-relations  success. 

When  he  anived  at  Ferraii,  di  Mon- 
tezemolo found  a  company  stuck  in  the 
1980s.  "The  range  of  products,  the  men- 


LUCA  CORDERO  DI  MONTEZEMOLO 

BORN  1947,  Bologna,  Italy 
the    lamous 

EDUCATION  University  of  Rome,  law  degree,  1971; 
Columbia  University,  International  Affairs,  1973 

TEENAGE  PASSION  Soccer 

ADULT  PASSIONS  Soccer,  collecting  modern  art 


tality,  the  way  woj'k  was  organized  all 
needed  to  be  changed,"  he  says.  He 
quickly  rolled  out  the  lower-priced  and 
popular  355.  And  he  made  that  and  oth- 
er models  far  more  comfortable  to  drive 
and  even  put  a  back  seat  in  the  456M — 
unheai'd  of  in  the  older-  models.  To  make 
more  r'oom  in  another  model,  di  Mon- 
tezemolo bucked  a  longstanding  Fei-- 
r-ari  tr-adition  and  orxler'ed  the  en- 
gine moved  fi'om  the  rear  to  the 
fr-ont.  "My  technicians  said  I 
was  crazy,"  he  r-ecalls. 
LESSONS  INCLUDED.  He  also  of- 
fered the  car's  in  a  r-ange  of  16 
color's  and  gave  each  new  own- 
er" racing  lessons  on  the  com- 
pany's private  tr-ack.  And  with 
the  addition  of  the  Maserati 
to  Fen'ari  showrooms,  con- 
sumers now  stand  a  better 
chance  of  finding  a  car  they 
might  be  able  to  afford  when 
they  come  in  to  gawk  at  those 
Ferraris.  Says  Standard  & 
Poor-'s  DRi  auto  analyst  Pietr-o 
Frigerio:  "Montezemolo  has  im- 
porled  the  idea  of  customer 
sei-vice  fr-om  the  U.  S." 
Di  Montezemolo  also  has 
something  for  those  who  can  only  af- 
for-d  the  price  of  a  key  chain.  An  exten- 
sive merchandising  sideline  he  has  de- 
veloped now  accounts  for-  10%  of  the 
company's  pr-ofits.  Stor-es  in  Rome,  New 
York,  and  Los  Angeles  sell  Ferrari  T- 
shirts,  watches,  bathrobes,  hats,  and 
other  gear*.  And  last  year,  Mattel  signed 
a  deal  to  sell  toy  Ferr-aris. 

How  does  di  Montezemolo  relax?  A 
few  years  ago,  he  and  a  friend,  shoe- 
^^"■"^  maker  Diego  Delia  Valle, 
bought  the  rights  to  a  de- 
funct perfume  called  Ac- 
cjua  di  Par-ma,  once  made 
by  Audrey  Hep- 
burn and  Ava  Gardner. 
They  now  sell  the  stuff  at 
Bergdorf  Goodman  and, 
soon,  at  Saks  Fifth  Av- 
enue stores  across  the 
U.  S.  And  in  1995.  di  Mon- 


hen  chair-man  of  Fiat!    BUSINESS  GOAL 'M  always  want  to  be  befo^^^^    tezemolo    bought  Web 

liandpicked  di  Montezemolo    WHAT  HE  DRIVES  A  silver  Maserati  coupe.  Plans  to  upgrade      Line,  a  sunglasses  compa 

to  a  360  Modena  Ferrari 


m  1992  to  r-evive  the  luxui-y 
iuto  maker.  Agnelli  needed 
someone  to  restructure 
Ferrari,  I'enew  its  car  line, 
and  refurbish  its  dated 
plants.  So  why  di  Monteze- 


WHAT  HIS  OFFICE  IS  DECORATED  WITH  Dozens  of  Ferrari 
model  cars,  Ferrari  flags,  and  other  Ferrari  memorabilia 

WHAT  HE  LIKES  BEST  ABOUT  FERRARI  CARS  The 

emotion  of  driving  them" 


ny  that  had  $13  million  in 
sales  last  year".  Its  shades 
have  alr-eady  been  spotted 
on  the  likes  of  Sharon 
Stone  and  Princess  Caro- 
line of  Monaco,  a  fact  di 


molo?  In  the  worid  of  Ital-   Montezemolo  hasn't  been 


ian  aristocrats,  family  con- 
nections go  a  long  way.  And 
Agnelli  and  di  Montezemo- 
.o's  father  wer-e  old  and 
:lose  friends.  Still,  di  Mon- 


EXTRACURRICULAR  Heads  a  $7  million-in-sales  perfume 
company  and  a  $13  million  sunglasses  company,  vice-chair- 
man of  the  Bologna  soccer  team,  chairman  of  the  Industrial 
Association  of  Modena 

FAMILY  Separated,  two  grown  children 


shy    about  publicizing. 
That's  di  Montezemolo  for 
you — a  marketing  maestro 
who  never  stops  selling. 
By  Monica  Lanier  in 


:ezemolo  had  some  selling     ^A_mi_i.T  jDepdrd_ieu,_  iwu  gr^^^^^^    Maranello,  Italy,  with 


ooints  all  his  own.  He  had 
already  wor-ked  for  both 


INTERESTS  Travel,  especially  to  Montana  and  southern  Italy 


Karen  Loivry  Miller 
Frankfurt 


BUSINESS  WEEK  /  MARCH  8,  1999  75 


AS/400e=Data  Mining 

What  does  your  data  know  that  you  don't?  An  AS/400e  data  mining 

solution  lets  users  quickly  spot  patterns  and  trends,  helping  turn  raw 

data  into  a  competitive  advantage,  its  integrated  database  lets  you 

get  up  and  running  faster.  Learn  more  at  wv\/w.as400.ibm.com/mining3      J  ^  e-husine^ 

(ools 

e-business  logo  are  trademarks  o(  International  Business  Machines  Corporation  in  tfie  U.S.  anij/or  olfrer  countries  Ottier  company,  product  and  service  names  may  be  ttie  trademarks  or  service  marks  of  ottiers,  ©  1999  IBIvl  Corp 


THE  NEW  POST-PC  PRODUCTS 

Ready  or  not,  here  they  come:  Information  appliances 
designed  for  all  parts  of  your  life.  Read  online  news  over 
the  morning  coffee  with  the  (1)  QUBIT  WIRELESS  WEB 
TABLET,  or  check  movie  times  from  your  (11)  ALCATEL 
WEBTOUCH  PHONE.  Road  warriors  can  save  magazine 
articles  with  their  (3)  HP  CAPSHARE  HANDHELD 
SCANNER,  send  E-mail  via  newfangled  cell  phones  like 
(2)  INNOVATIVE  GLOBAL  SOLUTION'S  NEOPOINT 
1000  or  (7)  QUALCOMM'S  PDQ  PHONE,  or  if  in 
Japan,  make  calls  through  (4)  NTT'S  WRISTWATCH- 
3!ZE  CELL  PHONE.  Granny  can  simplify  her  life  with 
m  SCOM'S  PALM  ORGANIZER  or  call  up  favorite 
:  -pshots  on  (5)  SONY'S  DIGITAL  FRAME.  For 

-tainment,  (9)  DIAMOND  MULTIMEDiAS 
9A<i  I-.  ts  you  play  music  downloaded  from  the 
!nterri(;:.  vhile  (8)  TIVO'S  SET-TOP  BOX  will  auto- 
rnaiically  :  'ore  your  favorite  shows.  And  if  you  prefer 
Jane  Auste   to  Austin  Powers,  you  can  always  curl  up 
w;t!;  an  EA:    JK  (10)  from  SOFTBOOK  PRESS. 
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Who  wants  to  crunch  numbers? 
What  we  need  are  appliances 
to  do  the  job-and  go  online 


I 


t's  the  end  of  a  long  day  of  crime-fighting,  and  Dick  Ti-acy  is 
cold  and  hungry.  After  turning  up  the  collar  of  his  trench 
coat,  Detective  Tracy  climbs  into  his  sedan  and  asks  the 
voice-activated  navigational  system  to  tell  him  the  best 
route  home.  He  arrives  and  plops  down  on  the  couch,  and 
touches  the  ad  on  the  screen  of  his  pictui-e  phone  for  fi-ee  de- 
livery of  the  local  diner's  blue-plate  special.  Just  then,  Tess 
Tr'ueheart  E-mails  good  news  from  her  wireless  phone:  The 
rotten  Sal  Monella  has  been  nabbed  for  selling  tainted  hot 
dogs.  Relieved,  Ti-acy  turns  on  the  news — his  TV  automatically 
stores  his  favorite  shows  for  convenient  viewing.  But  he's  quick- 
ly bored  and  climbs  into  bed  to  read.  Moments  later,  the  ulti- 
mate crime-stopper  is  fast  asleep,  his  paperless  electronic  book 
cradled  in  his  arms. 

Sounds  like  another  highfalutin  vision  of  technology  fi"om  the 
same  gumshoe  who  gave  us  the  high-tech  wristwatch.  But  hold 
on.  All  of  Ti-acy's  giz- 
mos are  available  to- 
day— from  the  Clari- 
on Auto  PC  to  the 
InfoGear  iPhone  to 

the  electronic  book  fi-om  SoftBook  Press.  And  they're  just  the 
edge  of  a  digital  tidal  wave  that  will  wash  over  the  high-tech 
landscape,  bringing  us  everything  from  gadgets  straight  out  of  a 
comic  strip  to  Internet-connected  versions  of  everyday  prod- 
ucts such  as  TVS,  phones,  and  fax  machines.  "We're  entering 
the  consumer  era  of  computing,"  says  Donald  A.  Noiinan,  co- 
founder  of  consultancy  Nielsen  Nomian  Group  and  a  leading 
apostle  of  so-called  infoi-mation  appliances — simple  devices  that  do 
one  or  two  jobs  cheaply  and  well.  "The  products  of  the  future 
will  be  for  everyone." 

That's  a  slap  at  the  personal  computer.  But  even  Andy  Grove 
and  Bill  Gates  seem  to  know  their  companies'  futures  no  longer 
depend  solely  on  the  PC.  Intel  Corp.  is  putting  its  muscle  behind 
new  chips  aimed  at  low-power  gadgets  and  is  even  designing  new 


Cover  Story 
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The  Visionary 

DONALD  A.  NORMAN 

Co-founder,  Nielsen  Norman  Group 

A  cantankerous  ease-of-use  expert, 
63-year-olci  Norman  spent  years  push- 
ing Apple  Computer  and  then  Hewlett- 
Packard  to  build  simpler,  more  con- 
venient products  for  the  computerless 

IllaooCo.    INUW,   IICo   IMIaliy   lioVlllg  oUU 

cess  spreading  his  gospel.  His  book 
The  Invisible  Computer,  published  in 
1998,  IS  the  bible  of  "post-PC"  think- 
ing, and  his  six-month-old,  two-man 
consultancy  has  36  clients,  including 
Sony,  Fuji  Xerox,  and  HP.  His  mes- 
sage to  PC  makers:  "Wake  up,  guys, 
you're  in  a  mature  industry;  all  your 
products  look  the  same.  And  if  PCs 
are  so  great,  how  come  we  all  still 

appliances  for  the  living  room.  And  Gates,  who  believes  more 
non-PC  devices  than  P(;s  will  be  attached  to  the  Internet 
within  10  years,  has  Microsoft  Coii).  creating  software  for 
easy-to-use  products  such  as  car  navigation  systems,  set-top 
TV  boxes,  and  electronic  organizers. 

Gates  and  Grove  are  right  to  think  beyond  the  Ft'.  The 
high-tech  industry  is  on  the  cusp  of  a  new  era  in  computing  in 

which  digital  smarts 
won't  be  tied  up  in  a 
mainft'ame,  minicom- 
puter,  or  PC.  Instead, 
computing  will  come  in  a  vast  an-ay  of  devices  aimed  at 
practically  eveiy  aspect  of  our  daily  lives.  Unlike  complex 
desktop  PCs,  these  infoi-mation  appliances — following  on  the 
lead  of  3Com  Coip.'s  handheld  Palm  computer  and  Microsoft's 
WebTV — will  be  simple  and  convenient. 

Think  divergence  instead  of  convergence.  To  become  as 
ubiquitous  as  vt:Rs  and  microwave  ovens,  analysts  say,  infor- 
mation devices  have  to  be  much  simpler  than  today's  PCs. 
Rather  than  rolling  more  features  into  computers,  newer 


Cover  Story 


devices  need  to  be  designed  to  per- 
form only  a  few  specific  functions. 
After  all,  who  needs  a  desktop  PC 
that  could  land  a  spaceship  on  the 
moon  if  all  they  want  to  do  is  send 
E-mail?  "The  PC  is  so  general-pur- 
l)ose  that  veiy  few  of  us  use  more 
than  5%  of  its  capability,"  admits 
Hewlett-Packard  Chief  Executive 
Lewis  E.  Piatt. 

Now,  everybody  from  startup  to 
industry  giant  is  answering  the  call. 
The  resulting  scramble  could  turn 
liigh-tech's  pecking  order  on  its  head. 
Until  now,  the  pc  was  the  only  route 
to  cyberspace — and  PC  makers  had 
only  to  ride  the  Wintel  standard 
based  on  Intel  chips  and  Microsoft 
softwai-e  to  get  in  on  the  action.  The 
future  won't  be  so  easy.  Winning  in 
the  digital-appliance  business  will  de- 
pend not  on  the  latest  geek-specs, 
like  megahertz  and  gigabytes,  but 
on  identifying  consumer  needs — and 
satisfying  them  with  products  that 
hide  then-  complexity. 
LOST  CAUSE.  Indeed^  after  a  20-year 
tear,  the  pc — one  of  the  world's 
fastest-gi'owing  products— is  already 
coming  down  to  earth.  And  swiftly. 
PC  prices  are  plummeting,  and  unit 
sales  aren't  making  up  the  differ- 
ence. While  PC  shipments  should 
gi'ow  15%  this  year,  that's  down  from 
the  heady  35%-plus  rates  in  the  mid- 
1990s.  And  with  prices  falling,  ana- 
lysts expect  PC  revenue  for  the  in- 
dustry to  grow  at  an  anemic 
rate — less  than  5%.  Meanwhile,  mar- 
ket researcher  International  Data 
Coi"p.  says  Net  access  is  now  94% 
via  the  PC;  but  that  number  will  fall 
to  64%  in  2002,  thanks  to  set-top 
boxes,  Web  phones,  and  palm-size  computers.  By  2002,  more 
information  appliances  will  be  sold  to  consumers  than  pes. 

Gates's  dream  of  putting  a  PC  in  eveiT  house  may  now  be 
a  lost  cause.  While  48%'  of  U.  S.  homes  now  have  a  PC,  ana- 
lysts don't  expect  that  to  rise  above  60%-  because  information 
appliances  will  take  on  many  of  the  jobs  now  handled  by  the 
PC.  That  means  PC  makers,  for  the  fii'st  time,  vrill  have  serious 
competition  in  cybei-space.  And  with  the  top  five  companies  al- 
ready selling  more  than  50%  of  all  PCs,  even  stellar  PC  com- 
panies may  have  trouble  posting  the  go-go  gains  of  the  past. 
Dell  Computer  found  that  out  on  Feb.  16.  That  was  when 
Wall  Street  pounded  its  stock  after  the  company  repoiled  rev- 
enue for  the  foiuth  quarter  ended  Jan.  29  rose  38%,  well  be- 
low its  typical  50%'-plus  clip. 

Not  that  the  PC  will  disappear  as  the  on-ramp  to  the  In- 
formation Highway.  For  people  with  home  offices  or  school- 
age  kids,  the  versatility  of  the  PC  is  still  hard  to  beat — espe- 
cially with  prices  so  low.  "We're  rapidly  moving  into  the 
post-PC  era,"  says  Paul  E.  Horn,  a  senior  vice-president  and 
head  of  research  for  IBM.  But  "the  PC  isn't  going  to  go  away 


The  PC  industry  is  coming  down  to  earth.  With  prices 
falling,  revenue  growth  will  be  anemic-less  than  5% 
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THE  SCRAMBLE  FOR  THE  KILLER  INFORMATION  APPLIANCE 


COMPUTER  STALWARTS 

SUN  MICROSYSTEMS  Its  Java 

software  is  being  used  in  (^_,^,<^ 

everything  from  smart     _  wj^r 
cards  to  smart  washing  N^**"^^ 
machines.  Now  Sun's  jr^f 
Jini  software  will  let  all  JINl 
those  Java  devices  work  together 
over  the  Internet. 

MICROSOFT  The  software  kmg  is 
out  to  dominate  pastures  beyond 
the  PC  as  well.  Its  WebTV  service 
has  more  than  700,000  sub- 
scribers, it's  pushing  Windows  CE 
software  into  appliances,  and  it  has 
unveiled  a  Jini-like  technology 
called  Universal  Plug-and-Play. 

HEWLETT-PACKARD  The  comput 
er  maker  may  finally  be  ready  to 
—         put  its  vaunted 
technology 
and  brand 
name  to  work. 
HP's  informa- 
tion Appliance 
Div.  has 
unveiled  the 
CapShare 
handheld 
scanner  and  the  Jornada  handheld 
PC.  HP  is  working  on  other  gizmos 
so  mobile  professionals  can  send 
and  receive  images,  voice,  and  data 
over  the  Internet. 

AOL  To  give  its  13  million  sub- 
scribers easier  access — and  reach 
the  PC-less  masses — AOL  is  talking 
to  makers  of  Internet  phones,  set- 
top  boxes,  and  other  gear  about 
offering  its  service  on  such  devices. 

DIAMOND  MULTIMEDIA  This 
maker  of  PC  add-in  cards  is 
shifting  investment  to  devices  such 
as  the  $199  Rio,  which  can  store 
and  play  songs  downloaded 
off  the  Internet. 


HP'S  CAPSHARE 

HANDHELD 

SCANNER 


QUANTUM,  SEAGATE,  AND 
WESTERN  DIGITAL  The  three 
disk-drive  makers  are  targeting 
consumer  appliances.  Quantum 
drives  are  in  TiVo's  set-top  box, 
Seagate  was  an  early  investor  in 
WebTV,  and  Western  Digital  is 
working  with  Sony  on  home  info 
appliances. 

CONSUMER- 
ELECTRONICS  GIANTS 

SONY  This  year  it  will  deliver  a 
batch  of  infor- 
mation-based 
devices, 
including 
smart  picture 
frames,  digi- 
tal cameras, 
and  hand- 
held com- 
puters with 
slots  for  its 
Memory 
Stik  mod- 
ules. These 
gumstick-size  modules  can  store  E- 
mail,  digital  photos,  etc.  Sony  also 
is  v«/orking  on  home  networks  so 
digital  camcorders/cameras,  TVs, 
and  other  devices  can  share  info. 

SHARP  It's  making  a  $150  pocket- 
size  device  called 
TelMail,  which 
lows  you  to 
send  and 
receive  E- 
mail  by  hold- 
ing it  up  to 
a  phone. 


QUBIT'S  WEB 
TABLET 


SONY  D^ 

PICTURE 


SHARP 
TELMAIL 
WITH  POCKETMAIL 


DIAWIONO'S  mo  PORTABLE 
MUSiC  PLAYER 


PHILIPS  A  leading  maker  of 
WebTV  set-top  boxes,  it  will  manu- 
facture a  "digital  VCR"  set-top 
based  on  TiVo's  technology  later  ' 
this  year.  It  is  considering  adding 
wireless  handheld  displays  so  view- 
ers can  receive  E-mail  or  info  from 
the  Net. 

STARTUPS 

TIVO,  REPLAY  NETWORKS  Using 
traditional  PC  hard  drives,  both 
make  "digital  VCRs"  that  let  you 
store  your  favorite  shows  to  be 
watched  when  it's  convenient. 
Replay's  board  of  directors 


includes  Netscape  co-founder  Marc 
Andreessen.  TiVo  has  landed  the 
first  big  licensee — TV  maker 
Philips  Electronics,  which  will 
introduce  TiVo-based  TV  set-tops 
this  year. 

QUBIT  TECHNOLOGY  It  has  three 
appliances  on  the  drawing  board, 
including  a 
$350  tablet 
for  checking 
E-mail  and 
Web  browsing 
It  works  wire- 
lessly  when 
you're  within 
300  feet  of 
its  cradle. 

APLIO  Its  $199  Aplio/Phone  gizmo 
lets  you  make  long-distance  calls 
free  over  the  Internet.  Next  step: 
persuading  phone  makers  to  inte- 
grate the  technology  into  their 
products. 

IREADY,  MICROTUNE  Chipmaker 
iReady,  which  has  raised  $20.5 
million,  makes  a  browser-on-a-chip 
so  information-appliance  manufac- 
turers can  easily  get  their  wares 
Net-ready.  Microtune,  which  has 
raised  $22  million,  makes  a  one- 
chip  TV  tuner  that  enables  info 
appliances  to  handle  video. 

CMI  WORLDWIDE  Founded  by  an 
inventor  of  bread-  and  juice-mak- 
ers, CMi  is  readying  an  appliance 
for  the  kitchen 
that  surfs  the 
Web  and  dou- 
bles as  a  TV 
and  CD  player. 
Different  mod- 
els, priced 
from  $800  to 
$1,500,  will  be 
sold  this  sum- 
mer via  Macy's. 


CmrS  ADVANTAGE 
2000  KITCHEN 

APPLIANCE 


SHAREWAVE,  TUT  SYSTEMS, 
2-WIRE  These  startups  are  chasing 
the  exploding  home  networking 
market.  ShareWave  and  Tut  sell 
technology  to  link  PCs  and  other 
gizmos  wirelessly  or  through  phone 
lines.  2-Wire  will  sell  a  device  to 
connect  home  networks  to  high- 
speed phone  lines. 
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Zip] 

For  a  faster 

tax  refund 

cKck  send 


IRS  e-Jile  is  today's  way  to 
file  your  income  tax — and 
get  your  refund  back  in 
half  the  usual  time.  Even 
faster  with  Direct  Deposit! 

If  you  prepare  your  tax 
return  on  your  PC  or  Mac, 
take  the  next  step  and  file 
it  electronically  too. 

Click!  IRS  e-file  is 
fast,  simple,  accurate  and 
secure.  And  vou  can  e-file 
24  hours  a  day,  7  days 
a  week. 

Do  you  owe  more  tax? 
You  can  still  e-file  your 
return  now,  get  fast  proof 
of  acceptance  from  the 
IRS,  but  then  wait  until 
April  15th  to  make  the 
payment.  One  option 
allows  you  to  authorize 
a  withdrawal  from  your 
bank  account  on  the 
date  you  choose,  up  to 
April  15th.  Another  option 
allows  vou  to  pay  with 
your  credit  card. 

Any  questions?  Check 
the  IRS  Web  site  at 
www.irs.ustreas.gov 
or  your  tax  preparation 
software. 

IRS  c-file.  It's  the  fastest 
way  to  get  a  tax  refund. 


Click.  Zip. 
Fast  Round  Trip. 


Working  to  put  service  first 


The  Company  Man 

WILLIAM  SCHROEDER 

3E0,  Diamond  Multimedia  Systems 


Schroeder,  who  has  run  modem  and 
graphics  card  maker  Diamond  Multi- 
media Systems,  since  1995,  has  been 
Tiore  than  happy  to  just  ride  the  PC 
A/ave.  Not  anymore,  thanks  to  Dia- 
Tiond's  three-month-old  Rio,  a  2.4- 


iny  more  than  the  TV  made  radio  go  away."  Indeed,  analysts 
jxpect  PC  unit  sales  gi'owth  to  remain  in  the  low  double-dig- 
t  range  well  into  the  next  decade.  "Consumers  are  pretty 
^mart,"  says  Steve  Jobs,  Apple  Computer  Inc.'s  interim  ceo. 
'If  for  an  extra  10%  they  can  get  something  that  does  so 
Tiuch  more  than  some  single-function  device,  they'll  take  it." 

Of  course,  that  doesn't  mean  Jobs  and  other  PC  pioneers 
ire  standing  stUl.  Apple,  which  made  a  major  step  foi"wai*d  in 
jase  of  use  with  the  introduction  of  its  elegant  iMac  PC  last 
;^ear,  is  expected  to  unveil  a  slick-looking  handheld  Mac  this 
;pring.  Meanwhile,  Microsoft  has  spawned  a  new  generation 
)f  handheld  products  via  its  Windows  CE  technology,  including 
;he  new  Jupiter  design  for  mini-laptop  PCs  that  ran  up  to  12 
lours  on  one  charge.  Vadem  Inc.'s  $999  Cho,  for  instance,  ap- 
peals to  road  warriors  because  the  3.2-pound  device  has  a 
arger  screen  and  is  more  comfortable  for  E-mail  or  Web 
Drowsing  than  SCom's  popular  Palm. 

What's  going  on?  Most  people  don't  beheve  there's  a  com- 
lelhng  reason  to  buy  cutting-edge  machines.  After  years  of 
ieing  swayed  by  claims  that  only  the  latest,  most  poweiful 
nachines  will  do,  consumers  are  waking  up  to  a  new  ideality: 


Today's  $400  pes  are  good  enough 
for  most  tasks — especially  connecting 
to  the  Net.  Pushing  the  latest  high- 
octane  machine  just  isn't  working. 
"People  are  realizing  that  whether 
.  lu  own  a  300-Mhz  PC  or  a  400-Mhz 
'  ,  it  isn't  going  to  change  your  life 
1  hat  much,"  says  Alain  Couder,  CEO 
of  Packard  Bell  NEC  Inc.  "That's 
scary  for  us.  We  need  to  get  real." 

Such  an  admission  would  have 
lu^en  considered  high-tech  heresy 
wo  years  ago.  But  today,  there's  a 
dazzling  new  spurt  of  innovation  in 
Silicon  Valley.  St.  Paul  Venture  Cap- 
ital, Flatiron  Partners,  and  Mat- 
susliita  Electiic  have  eannai'ked  $140 
million  to  invest  in  info-appliance 
companies.  Nokia,  Motorola,  and  at 
l  ast  five  other  phone  makers  are 
developing  Web  phones.  And  HP,  IBM, 
Sun  Microsystems,  and  Sony,  among 
others,  are  preparing  a  host  of  new- 
fangled gadgets  fi"om  palm-size  scan- 
ners to  the  underlying  chips  and 
software  that  will  power  these  de- 
vices. Meanwhile,  scores  of  startups 
are  spinning  out  whizzy  new  prod- 
ucts ranging  fi-om  a  countertop  Web 
browser  for  the  kitchen  that  doubles 
as  a  TV  and  CD  player,  to  a  tiny  gad- 
get that  health  maintenance  organi- 
zations will  give  chronically  ill  pa- 
tients so  doctors  can  check  theii"  vital 
stats  online. 

NO  TOASTER.  It's  not  just  this  slew  of 
gee-whiz  devices  that  will  make  in- 
formation appliances  commonplace. 
Mundane  products  already  found  in 
many  homes  will  also  get  far 
smarter.  Cameras,  TVs,  cell  phones, 
and  cable  boxes  are  going  digital, 
making  it  far  easier  to  add  new  features  that  let  them  take 
on  jobs  now  done  by  the  PC — including  Internet  access.  By 
next  year,  for  instance,  some  fax  machines  will  be  made  to 
work  over  the  Net  so  you  won't  have  to  rack  up  long-distance 
charges  to  zip  a  letter  to  London.  And  cell-phone  pioneer 
Qualcomm  Inc.  will  add  "microbrowsers"  to  its  phones  to 
allow  them  to  read  online  data.  Says  Paul  E.  Jacobs,  presi- 
dent of  Qualcomm's 
cell-phone  division: 
"People  think  cell 
phones   are  more 

like  toasters  than  they  are  like  PCs — but  that's  wrong." 

Wliat's  feeding  this  explosion  of  innovation?  You  guessed  it. 
The  Internet.  Computer  scientists  have  been  predicting  the 
advent  of  information  apphances  for  more  than  a  decade.  ^ 
But  now,  the  Internet  has  become  a  traly  social  phenomenon,  ^ 
with  oodles  of  new  infoiTnation  and  hundreds  of  innovative  i 
services  added  on  a  monthly  basis.  Consumers  want  infor-  U 
mation  appliances  "to  access  services  on  the  Net,"  says  ^ 
Claude  M.  Leglise,  who  heads  Intel's  new  home-products  S 
gi'oup.  And  more  consumers  are  wondering  if  they  really  i 


ounce  Walkman-style  gizmo  that  plays 
music  downloaded  from  the  Net.  The 
Rio  is  expected  to  bring  in  20%  of  Di- 
amond's revenues  this  quarter — roughly 
$30  million — and  unit  sales  could  pass 
750,000  this  year.  With  that  kind  of 
evidence,  Schroeder  is  shifting  Dia- 
mond's investments  away  from  PC 
products  and  toward  other  information 
appliances.  Says  Schroeder,  54:  "See, 
you  can  teach  an  old  dog  new  tricks." 


Cover  Story 


Only  64%  of  people  will  go  online  via  PC  in  2002,  vs.  94% 
now,  thanks  to  Web  phones  and  palm  computers 
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Indiana  has  been  home  to 
some  of  America's  greatest  sports  teams  for 
more  than  a  century.  Maybe  it's  because 
Hoosiers  are  naturally  competitive.  Or  maybe 
it's  because  the  local  fans  are  so  supportive. 
Whatever  the  reason,  teamwork  is  one  of  the 

^o,o*a  Motor  Manu^ac,,,,^^ 


'"diaria.  USA 

qualities  that  has  made  their  state  great.  And 
it's  definitely  one  of  the  reasons  Indiana  was 
chosen  as  the  site  of  Toyota's  major  new  U.S. 
vehicle  manufacturing  plant. 

By  the  time  it's  fully  opera- 
tional. Toyota  Motor  Manufacturing,  Indiana  will 
have  the  capacity  to  produce  1  50,000  vehicles 
per  year  The  2,300  new  jobs  created  here 
will  raise  Toyota's  direct  U.S.  employment 
to  more  than  25,000.  Now  that's  what  we 
call  an  expansion  team. 

As  a  company  which  does 
business  in  the  global  marketplace,  Toyota 
recognizes  the  need  to  invest  in  local  design, 
research  and  manufacturing,  to  ensure  that  the 
products  we  sell  answer  the  special  needs 
and  standards  of  all  of  our  drivers.  That's  why, 
in  25  countries  around  the  world,  Toyota  vehi- 
cles are  being  manufactured  by  the  same 
people  who  drive  them  -  local  people. 

Sure,  it  makes  good  busi- 
ness sense  for  Toyota.  But  it  also  builds  growth 
and  competitiveness  in  the  communities  where 
we  do  business.  That's  what  team  spirit  means 
to  Toyota.  It's  how  we  play  the  game. 

TOYOTA  People  Drive  Us 


Alcatel  asked  clients  what  they  wanted.  The  answer: 
A  phone  that  shows  faxes  and  E-mail  on  one  screen 


INFO  APPLIANCES  WILL  OUTNUMBER  HOME  PCs 
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need  a  PC  just  to  get  wii'ed.  "I  haven't  felt  any  compulsion  to 
buy  a  P(',"  says  Robert  Anderson,  a  nm-se  ft-om  West  Palm 
Beach,  Fla.,  who  is  completely  satisfied  sui-fing  the  Net  with 
his  WebTV — and  not  at  all  envious  of  P<  -using  friends. 

Consumers  like  Anderson  won't  suffer  fi'om  lack  of  alter- 
natives to  the  PC.  Tliat's  because  software  and  cliip  teclmology 
has  reached  the  point  where  it's  possible  to  build  inexpensive 
devices  with  enough  memoiy,  storage,  and  screen  size  to  be 
useful.  The  explosion  of  infonnation  appliances  will,  in  turn, 
boost  the  number  of  Net  connections  in  the  home.  By  2002, 
predicts  market  watcher  Jupiter  Communications,  56%  of 
U.  S.  homes  will  have  a  Net  connection,  up  from  32%  today. 
And  more  U.  S.  homes — 13.9  million  in  2002,  vs.  1  million  in 
1908 — wall  liave  faster  Internet  connections,  according  to  IDC. 
MORE  CLICKSTREAM.  Ti'anslation:  More  people  will  spend  more 
time  online.  In  today's  pc-centiic  world,  cybeniauts  spend  up 
to  40  hours  a  month  online,  says  Sky  Dayton,  chauinan  of  In- 
ternet service  provider  EarthLink  Network  Inc.  But  by  giv- 
ing consumers  the  devices  to  log  on  to  the  Web  moi'e  often 
and  more  conveniently — 
say,  to  check  the  local 
movie  schedule  or  even 
buy  a  car — that  could 
rise  to  200  houi-s.  "That 
kind  of  clickstream  be- 
comes inci'edibly  valu- 
able," Dayton  says,  re- 
fening  to  the  nimiber  of 
Web  sites  consumers 
will  visit  or  "click  to" 
when  online. 

To  reach  the  masses 
of  tech-shy  users, 
though,  companies  need 
cheaper  and  easier-to- 
use  digital  devices. 
That's  driving  a  funda- 
mental change  in  how  products  are  conceived.  Instead  of 
designing  cool  boxes  and  hoping  they  find  uses,  companies  ai-e 
dreaming  up  services — and  then  building  devices  that  can  de- 
liver them.  Wliat's  more,  these  devices  wiU  let  companies  lock 
customers  into  their  services — and  harvest  rich  new  rev- 
enues from  advertisers  and  E-merchants. 

Take  Alcatel.  The  French  phone  giant  spent  a  year  sur- 
veying media  and  telephone  companies  before  designing  a 
phone  that  offers  touch-sci-een  Web  access.  They  told  Alcatel 
the  phone  had  to  show  voice  mail,  E-mail,  and  faxes  on  one 

screen.  The  companies 
also  wanted  a  laptop- 
style  color  screen 
~  rather  than  black  and 
white.  And  to  help  telephone  companies  sub.sidize  the  $.500 
price  of  the  phone,  Alcatel  drummed  up  support  from  E- 
commerce  comimnies  such  as  Yahoo!,  Amazon.com,  and  others 
to  buy  links  on  the  phone's  startup  screen.  The  argument: 
This  placement  could  be  as  valuable  a.s  a  spot  on  the  Windows 
desktop.  By  2002,  Alcatel  expects  to  have  sold  1.5  million 
WebTouch  phones,  which  will  be  (offered  to  consumers  for 
around  $400  starting  this  September. 

Online  companies  are  just  itching  for  ways  to  snag  more 
users.  Yahoo!,  E*Tj-ade,  and  Sportsline.com,  for  example,  are 
eyeing  new  ways  to  dehver  their  services,  particularly  to 
smart  cell  phones.  Doing  business  in  Denver?  Your  phone 


could  give  you  the  traffic  conditions,  or  tell  you  whether 
there  are  seats  available  at  the  Nuggets  game.  GeoVecto 
Corp.,  a  four-person  Silicon  Valley  startup,  even  makes  soft- 
ware that  would  let  you  point  your  phone  at  a  restaurant  to 
gather  whatever  info  has  been  posted  on  the  local  online 
Yellow  Pages — say,  a  fi'ee  glass  of  wine  with  the  early-bird 
special. 

Some  online  companies  are  doing  more  than  scour  the 
market  for  new  devices:  They're  helping  to  create  them 
AT&T  recently  set  up  a  lab  in  its  Silicon  Valley  research  and 
development  center  to  build  prototypes  of  new  kinds  of  giz- 
mos, including  handheld  devices  that,  among  other  things 
could  capture  and  play  videos,  or  be  controlled  via  voice 
And  online  giant  America  Online  Inc.  is  working  with  part- 
ners— including  Sun  Microsystems — on  new  products  timed  to 
its  service.  One  possibility:  a  sub-.$300  set-top  box  based  on 
Sun's  JavaStation  computer  now  sold  to  corporations,  ac- 
cording to  analysts.  AOL  plans  to  miveil  these  devices,  part  of 
its  "AOL  Anywhere"  strategy,  by  tliis  simimer  "We're  going  to 

play  a  majoi-  role  in  this 
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next  generation  of  non- 
PC  connected  appli- 
ances," vows  Barry 
Schuler,  aol's  president 
for  interactive  services. 

At  stake  is  customer 
loyalty.  Consider  the  ex- 
perience of  Ibm  Benton, 
38,  of  Claverack,  N.  Y. 
His  engagement  to  his 
fiancee  in  Mexico  was 
straining  Ms  budget  un- 
til he  bought  a  device 
fi"om  Aplio  Inc.  that  lets 
him  make  free  phone 
calls  over  the  Net.  The 
device,  conveniently  lo-  | 
cated  next  to  the  phone  in  his  kitchen,  is  a  snap  to  use. 
"You  just  pick  up  the  phone.  It's  natural,"  he  says.  Now,  his 
monthly  bill  is  back  dowm  to  $20  from  a  wallet-crunching  J 
$200,  and  the  marriage  is  on. 

A  KITCHEN  BROWSER.  It's  stories  like  Benton's  that  inspired 
entrepreneur  Bob  Lamson  to  go  back  into  the  kitchen.  Lam- 
son,  who  made  millions  mventing  a  line  of  home  breadmaking 
machines  in  the  1980s,  has  built  a  new  gadget  that  merges  a 
9-inch  TV,  CD  player,  and  a  one-touch  Web  browser  into  a  con- 
traption that  attaches  to  the  bottom  of  a  cabinet.  His  com- 
pany, CMi  Worldwide,  will  pi'oduce  the  black  gizmo  at  a  price 
of  $800,  with  an  additional  $20  monthly  fee  for  Internet  ser- 
vice. There's  also  a  $1,500  to  .$2,000  countertop  version  that 
looks  just  hke  a  small  TV,  with  a  12-inch  screen.  "More  than 
50%  of  [homemakers]  are  not  politerate — and  they're  big 
shoppers,"  says  Lamson,  who  has  ah'eady  signed  up  appliance  p 
maker  Salton  as  a  distributor  He's  also  talking  with  phone 
companies  and  onUne  grocery  seivice  Peapod  Inc.  about  sup- 
porting the  gadget. 

Kitchen  gadgets  and  Web  phone-screens  won't  be  the 
only  new  cyber  real  estate.  The  TV,  a  fixture  in  98%'  of 
U.  S.  homes,  is  an  obvious  candidate.  Roel  Pieper,  Philips 
Electronics'  top  digital  exec,  points  out  that  Americans 
spend  3.6  billion  hours  a  month  in  ft-ont  of  the  tv,  vs.  300 
million  for  the  PC.  "Capitalizing  on  digital  tv  is  the  next  big 
thing  in  Silicon  Valley,"  says  Michael  Ramsay,  the  CEO  of  set- 
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70  OF  THE  TOP  100  BANKS  WORLDWIDE  INVEST  IN  OUR 
ECHNOLOGY.  WHERE  ARE  YOU  PUTTING  YOUR  MONEY? 


.•.•■5 ' 


oyi-'a^^c;  I  ia:5  ii  itr  iiii^rrTi6tion 

technology  you  need  to  bring 
together  different  infornnation 
systems  and  connputing  platfornns 
into  one  powerful  solution. 
So  everyone  in  the  organization 
has  the  information  they  need, 
when  and  where  they  need  it. 

Our  technology  is  used  at: 

•  70%  of  the  world's  top  banks 

Stock  markets  from  Tokyo 
to  New  York 

•  19  of  the  top  25  US  Life/ 
Health  Insurers 

We're  helping  them  develop 
applications  for  things  such  as: 


•  Sales  Force  Automation 

•  Global  Risk  Management 

•  Electronic  Commerce/Internet 

For  more  information  about  how 
we  could  put  together  a  solution  for 
your  business,  visit  www.sybase.com 
or  call  1-800-8-SYBASE  (Ref.  CPBU2). 


Sybase 


/  ,V  f  i)  li  M  ,\  /  i  0  ,\     A  .V  y  W  U  I:  li  I: 


98  Sybase,  Inc  All  rights  reserved.  All  trademarks  are  the  property  of  tl 
respective  owners  Photomosaic  '  Rob  Silvers  www  photomosaic  com  ■ 


a   s   e   .  c 


The  Entrepreneur 

MICHAEL  RAMSAY 

CEO,  TiVo  Inc. 

During  his  years  at  Silicon  Graphics, 
Ramsay  made  very  powerful  work- 
stations for  the  coolest  geeks.  But  in 
the  back  of  his  mind  he  was  examin- 
ing a  far  different  problem:  how  to 
apply  today's  gee-whiz  technology  to 
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top  startup  TiVo  Inc.,  whose  backers  include  billionaire  Mi- 
crosoft co-founder  Paul  G.  Allen.  General  Motors  Coip.  is  al- 
ready working  with  TiVo  to  figure  out  how  to  deliver  tar- 
geted ads. 

Entre])reneiu"s  and  giants  alike  are  tapping  into  a  gi'owing 
pool  of  chips  and  software  aimed  at  info  appliances.  IBM,  for 
example,  has  devised  a  disk  drive  half  the  size  of  a  credit  cai'd 
that  can  hokl  H40  megabytes  of  data — enough  to  store  80  full- 
length  books.  The  microdrive,  due  out  this  year,  will  cost  ap- 
proximately .$3.50,  but  IBM  expects  the  price  to  fall  below 

  .$100  once  volume 

picks  up  in  a  few 
years.  Meanwhile, 
startup  iReady 

Coi-p.  has  created  "Internet-on-a-chip"  technology  that  lets 
manufactui'ers  add  Net  access  to  eveiything  from  fax  ma- 
chines to  TVS  for  less  than  $10.  Seiko  Epson  Coip.  is  using  the 
chip  to  make  smart  screens  that  can  be  dropped  into  fax  ma- 
chines or  used  as  stand-alone  Net  browsers. 
NO  MORE  HAMMERLOCK?  Progress  is  also  picking  up  in  the 
critical  area  of  software.  Sun  Microsystems  Inc.'s  elegant 
Jini  software,  unveiled  on  Jan.  23,  could  become  the  lingua 
franca  for  devices  ranging  from  coffeemakers  to  supercom- 
puters. With  Jini,  devices  tell  a  network  what  they  are — and 
what  they  can  do.  That  way,  an  advertiser  could  create  dif- 
ferent versions  of  an  Internet  promotion — say,  a  full  video  for 
an  interactive  tv  vs.  a  one-line  headline  for  a  handheld  giz- 


mo— knowing  Jini-enabled  devices 
would  gi'ab  the  right  one. 

Who's  best  positioned  to  make 
these  cyberdreams  come  true?  Intel 
and  Microsoft  are  not  sure  bets.  In- 
deed, no  one  company  has  all  the 
pieces  in  place — yet.  Startups  tend  to 
have  ideas  and  technology  but  lack 
marketing  and  distribution  muscle 
Consumer-electronics  companies  are 
famously  slow  to  adopt  new  technol- 
ogy and  have  to  bridge  decades-old 
divisions  between  product  gi'oups. 

But  today's  liigh-tech  powers  may 
have  the  most  at  risk.  Since  info  ap 
pliances  recjuire  inexpensive,  highly 
focused  teclinolog}',  Microsoft  and  In- 
tel could  have  a  tough  time  main- 
taining the  high-margin  hammerlock 
they  enjoy  with  their  current  PC 
technologies.  As  for  PC  makers 
they'll  need  to  do  more  than  rush 
to  market  zippy  new  models  chock- 
full  of  state-of-the-ait  technology  that 
consiuners  have  to  learn  how  to  use 
Says  Philips'  Pieper:  "The  PC  com- 
panies move  at  a  higher  speed  of  in- 
novation— and  I'm  not  sure  con- 
sumers like  it.  They'll  have  to  slow 
down,  and  we'll  have  to  speed  up." 

For  now,  all  ai'e  focused  on  get- 
ting into  the  game — especially  com 
puter  companies.  Industiy  stalwarts 
such  as  National  Semiconductor,  disk- 
drive  maker  Quantum,  and  modem 
and  gi'aphics  board  supplier  Diamond 
Multimedia  Systems,  are  investingi 
heavily  in  infoiTnation-appUance  busi- 
nesses. HP  recently  imveiled  its  Cap- 
share  handheld  scanner,  which  by 
yearend  will  be  able  to  wirelessly 
zip  magazine  articles  thi'ough  cyber- 
space. And  Compaq  Computer  Coip.  says  it  aims  to  sell  set- 
top  boxes  and  Web  phones. 

A  weak  player  in  the  PC  era,  Sony  is  scrambling  so  that  it 
doesn't  miss  out  on  the  post-PC  age.  The  consumer-electron 
ics  giant  is  preparing  a  slew  of  innovative  products,  including 
a  digital  pictm^e  fi'ame  that  displays  50  different  color  photos, 
and  a  250-person  software  unit  is  working  on  smart  home 
networks  that  will  let  your  tv  and  stereo  recognize  you 
when  you  walk  into  the  room — and  fire  up  your  favorite 
tunes  or  shows. 

Not  all  of  these  novel  products  will  be  blockbusters.  But 
there  will  be  plenty  enough  hits  to  make  cash  registers  ring. 
Consider  Diamond  Multimedia's  Rio.  The  2.4-ounce,  pager-size 
gizmo  can  store  and  play  songs  dovmloaded  to  a  PC  in  a  for- 
mat called  MP3  that  makes  it  feasible  to  dovmload  music  of  CD 
cjuality  thi'ough  the  Web.  It's  Like  a  tapeless  Walkman,  and  Di- 
amond has  sold  250,000  of  the  $199  units  in  just  three 
months — and  the  Rio  has  become  a  major  fad  with  music 
lovers.  "It's  a  viral  kind  of  tiling,"  says  Diamond  ceo  Wilham 
J.  Schroeder,  who  hopes  to  sell  750,000  Rios  in  1999.  "A 
year  ago,  I  didn't  even  know  what  MP3  was!" 

That's  0.  K.  Because  in  the  post-PC  era,  most  consumers 
won't  need  to  know — or  care — how  their  infonnation  appli- 
ances work. 

By  Peter  Burrows  in  San  Mateo,  Calif.,  with  Andy 
Reinhardt  in  San  Mateo,  Heather  Green  in  New  York, 
and  biireau  reports 


spice  up  the  ubiquitous,  low-tech  TV. 
So  Ramsay  came  up  with  TiVo,  a  two- 
year-old  startup  whose  set-top  boxes 
include  a  disk  drive  to  store  your  fa- 
vorite shows  automatically.  Then  you 
can  watch  at  your  convenience — with 
no  PC-like  complexity.  "Seventy-five 
percent  of  our  effort  was  spent  on 
hiding  the  computer  from  the  con- 
sumer," says  Ramsay.  His  motto: 
"Life's  too  short  for  bad  TV." 
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(PC  Sold  Separately) 
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[Prcomputing 

Turn  traditional  thinking  on  its  ear. 

Today,  regardless  of  the  PC  brand  you  choose,  the 
most  important  component  is  not  the  computer. 
It's  the  monitor. 

Yesterday  the  hot  phrase  was  "Monitor  Sold 
Separately."  Today,  it's  "PC  Sold  Separately." 
Technology  blurs  the  lines  between  one  computer 
and  another  They're  all  fast,  all  loaded,  all  pretty 
much  the  same. 

What's  different,  what's  exciting  is  happening  in 
displays-multimedia  monitors  with  built-in 
teleconferencing  capabilities  and  flat  panel  displays 
you  can  mount  on  the  wall. 

The  new  ViewSonic  VG180,  18.1"  viewable  LCD 
ViewPanel'  is  a  case  in  point.  It  features  a  160° 
viewing  angle,  a  spectacular  true  resolution  of 
1,280  X  1,024,  a  rock  solid  image  and  amazing  per- 
formance. By  putting  ViewSonic's  VG180  ViewPanel 
on  top  of  your  pnority  list,  you'll  ensure  your  Visual 
Computing'"  expenence  is  excellent. 

At  ViewSonic  we  developed  the  VG180  with  your 
vision  in  mind.  TCO  '95  certification.  Warranty; 
3  year  parts  and  labor,  one  year  back  light. 
Express  Exchange'  Service  option  available. 

For  more  information  call  800-888-8583 

or  visit  our  website  at: 

www.  ViewSonic.com/busweek 

(800)  888-8583  •  Specilicalions  subiecl  to  chdnge  wilhoiil  nolice 
Copyrighl  ©  1999,  ViewSonic  Cotpoiation  •  All  (ighls  reserved 
Corporate  names  and  Irademarks  are  property  ol  their  respective  companres 
Intel  and  the  Intel  Insrde  logo  are  regrstered  Irademarks  ot  Inlel 
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SECOND  ACTS 


CAN  BOB  LUTZ 
RECHARGE  EXIDE? 

The  ex-Chrysler  vet  has  his  work  cut  out  at  the  battery  outfit 


For  years,   Robert   A.   Lutz  has 
soaked  up  accolades  as  the  market- 
ing genius  behind  the  Dodge  Viper 
and  other  snazzy  vehicles  that  helped 
pull  Cliiysler  Coi-p.  fi'om  a  second  bmsh 
with  banlvinptcy  in  the  early  1990s.  The 
cigar-chomping,  silver-haired  ex-Maiine 
fighter  pilot  embraced  his  role  as  the 
auto  industiy's  ultimate  "car  guy."  So 
when  he  stepped  down  as  vice-chaii'- 
man  last  year,  on  the  eve  of  Clirys-  ,/ 
ler's  merger  with  Daimler-Benz,  he 
could  have  ridden  into  the 
sunset  as  one  of  Detroit's 
most  coloi'ful  icons. 

Still,  at  67,  Lutz  says 
his  resume  was  not 
complete.   So,   in  a 
move  that  shocked 
many  in  the  industiy, 
Lutz  in  Decembei- 
accepted  the  top  job 
at  Exide  Corp.,  a 
tr'oubled  maker  of 
car  batteries, 
based  in  Ann  Ar- 
bor, Mich.  With 
estimated  1999 
revenues  of  $2.4 
billion,  Exide  is 
about  one  twen- 
ty-fifth the  size  of 
Chrysler.  And  its 
products  are  decidedly  less 
thrilling.  But  the  assignment 
lets  Lutz  tackle  the  one  chal- 
lenge that  eluded  him  during 
three  decades  in  the  auto  busi 
ness:  holding  down  the  CEO's  job. 
He  was  passed  over  for  Chrysler's 
top  job  in  1992  in  favor  of  fomer 
General  Motors  Coip.  exec  Robert  .1. 
Eaton.  Wliile  the  two  Bobs  seemed 
to  get  along  weO,  Lutz  knew  he  was 
playing  second  fiddle.  "I  almost  al- 
ways got  what  I  wanted,  but  it 
was  always,  'Bob,  here's  what  I 
want  to  do,'  and  then  I  had  to  get 
liim  to  say  yes.  Now,  I'm  the  guy 
who  says  yes." 

Or,  at  Exide,  "no."  Lutz 
has  inherited  a  company  in 
dire  need  of  financial  disci 


pline.  Exide  blew  out  its  balance  sheet 
in  the  mid-1990s  building  a  leading  36% 
share  of  the  global  auto  batteiy  busi- 
ness. A  string  of  bank-financed  acquisi- 
tions in  Eiu'ope  left  Exide  $1.8  billion  in 
debt,  with  $100  million  a  yeai-  in  interest 
payments,  just  as  aggi'essive  piice  cuts 
gutted  profits.  "We're  like  a  fami- 
ly that's  maxed  out  on  its 
~       credit  cards,"  Lutz  says.  Ex- 
ide will  announce  an  operat- 
-  •  .     ing  loss  of  $22  million  for  the 
12  months  ending  Mar.  31,  es- 
timates Darren  S.  Kimball, 
an   analyst   at  Merrill 
Lynch  &  Co.  That  com- 
pares with  an  $18.6  mil- 


RESUME 


Robert  A.  Lutz 


BORN  Feb. 
Zurich. 


12,  1932, 


EDUCATION  Graduated 
high  school  at  22 
because  his  family 
moved  so  much.  BA/ 
MBA,  U.C.  Berkeley. 

MILITARY  SERVICE 

Marine  Corps  flier, 
1954-59. 

HIS  TOYS  A  dozen 
cars,  five  motorcycles, 
one  Albatros  jet  fighter, 
one  helicopter. 

TROUBLE  WITH  TOYS 

Crash-landed  the  cop- 
ter in  1991,  belly 
flopped  fighter  in 
1996. 


lion  profit  in  1998  and  simila)'ly  meager, 
profits  the  previous  four  years. 

To  save  this  basket  case,  Lutz  will 
have  to  use  all  the  decisive,  "rock-the 
boat"  management  tactics  he  lauds  in 
his  1998  book,  Guts:  The  Seven  Laws  oj 
'Busijiess  That  Made  Chrysler  the 
World's  Hottest  Car  Company.  He's  off 
to  a  fast  start,  writing  down  miUions  ol 
dollar's  in  bad  investments.  And  the  calls 
won't  get  easier-.  Soon,  he  must  decide 
which  ancillary  businesses  he'll  sell  to 
pay  dov\Ti  debt.  He  has  to  settle  Florida's, 
char-ge  that  Exide  sold  old  batteries  as| 
new.  And  he  may  have  to  dr-op  a  money- 
losing  contr-act  to  supply  Sear's,  Roebuck 
&  Co.  with  4  million  DieHar-d  batter-ies. 

Fr'iends  wer-en't  surpr-ised  that  Lutz, 
opted  to  stay  in  the  auto  industry  after 
Ms  r-etii'ement  fi'om  Chrysler  But  most 
were  stunned  that  he  took  the  job  at 
Exide.  One  adviser  says  he  lu-ged  Lutz 
to  wait  for  a  better  offer  Lutz  admits 
that  he  hated  the  idea  of  being  left  out  of 
the  loop  in  Detr-oit.  But  this  job  will  be 
no  retir'ement  cr-uise,  says  Fr-angois  Cas- 
taing,  a  for-mer  Chrysler  exec  and  close 
fi'iend:  "One  could  make  the  case  that 
by  taking  the  leadersliip  of  a  company 
Mke  Exide,  wliich  is  not  an  easy  company 
to  fix,  he  has  mor-e  to  lose  than  by  leav- 
ing on  the  liigh  he  left  with  at  Chrysler." 
PROFIT  PUSH.  But  he  also  has  a  lot  to 
win.  Lutz's  three-year  contract  includes 
1.8  million  Exide  stock  options  pr-iced  at 
$10  each.  With  the  stock  now  tracUng  at 
16,  he's  already  sitting  on  a  $10  mil- 
lion potential  gain.  And  Lutz  is  still 
tied  to  his  old  outfit  in  a  sense: 
Chrysler  is  Exide's  lar-gest  customer 
among  U.  S.  carmaker-s. 

Investor's  cer-tainly  are  glad  Lutz  de- 
cided to  spurn  retu'ement.  Rumor's  of  his 
pending  ar-rival  ch'ove  Exide's  shar'e  pr-ice 
to  21  in  mid-November,  from  5  a  month 
ear-lier  For-  some  long-suffei-ing  shar-e- 
holders,  the  chance  to  cash  out  was  irre- 
sistible. State  Street  Research  &  Man- 
agement Co.,  Exide's  second-largest 
outside  holder-,  dimiped  1.7  million  shar-es 
ar-oimd  the  Mr-ing.  But  assistant  portfolio 
manager  and  analyst  John  Biu-bank  says 
he  kept  481,000  shar-es  on  faith  that  Lutz 
will  succeed:  "He  has  a  r-eputation  as  be- 
ing a  real  car-  guy,  but  he's  also  a  very, 
very  disciplined,  cost-conscious  execu- 
tive." For  instance,  while  Lutz  pushed 
the  maver-ick  Vipei',  he  also  managed  to 
hold  development  costs  to  $80  million. 

To  get  Exide  on  track,  Lutz  needs  L 
to  change  the  emphasis  from  sales  F 
gi-owth  to  pi-ofits.  That  means  pushing' 
fewer  $30  batter-ies  at  Kmart  Cor-p.  and 
Pep  Boys  stores  and  more  longer-lasting 
$80  NASCAR  Select  premium  batteries.  It 
also  viill  recjuir-e  stemming  losses — start- 
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We  see  reliable  Internet  solutions 


You  see  a  performance  vehicle 


In  a  national  test,  Sprint  outperformed  the  competition  and  won  top  honors  for  reliabiKty. 

The  dependable  and  timely  delivery  of  mission -critical  data  is  essential  to  the  success  of  your  business. 
Who  can  you  trust  to  ensure  everything  runs  smoothly?  Well,  Sprint  was  awarded  the  top  ranking 
in  a  recent  national  hiternet  backbone  testt  achieving  100%  uptime.  So,  whether  you're  managing 
a  dispersed  workforce,  conducting  business  on  the  Internet  or  linking  vendors,  suppliers 
and  customers.  Sprint  keeps  you  connected  and  doing  business.  What's  more,  Sprint  offers  a 
complete  range  of  dynamic  Internet  and  intranet  solutions.  And,  Sprint  lON^*^  our  Integrated 
On-Demand  Network,  combines  all  your  communication  services  through  a  single  connection. 
Whatever  your  needs,  Sprint  provides  the  reliability  you  need  to  outperform  your  competition. 
Business  Runs  on  Data.  Data  Runs  on  Sprint!"^  www.sprint.com/data  1-888-730  DATA 


Sprint 


We  help  your  business  do  more  business. 


'  Data  Communications,  November  1998.  ©1999  Sprint  Communications  Company  LP. 
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ing  witli  the  Sears  deal,  wliich  repre- 
sents nearly  15%  of  Exide's  North 
Amencan  sales.  Exide  won  the  contract 
away  from  Johnson  Controls  Inc.  a  few 
years  ago,  but  only  by  sacrificing  its 
profit  margin.  Worse,  Exide  cut  comers 
on  quality — saddling  it  with  huge  war- 
ranty costs.  Sears  wouldn't  comment, 
but  Lutz  says  he  wants  to  renegotiate 
so  that  Exide  sells  Sears  only  higher- 
end  batteries.  "You  never  like  to  give 
up  a  lai-ge  and  important  customer  with 
a  visible  and  effective  brand  like 
DieHard,"  he  says.  "But  regrettably,  it 
doesn't  make  a  lot  of  sense  for  us." 

Just  the  sort  of  tough  call  you'd  ex- 
pect from  the  "disruptive"  leadership 
Lutz  advocates  in  his  book.  If  his  deci- 
sions pay  off,  he  stands  to  pocket  a  bim- 
cUe.  But  for  Detroit's  foremost  iconoclast, 
something  bigger  is  at  stake  her'e — prov- 
ing that  he  can  lead  the  charge. 

By  Joami  Midler  in  Detroit 


A  BAHERY  OF 
OLD  PROS 

What  is  it  about  retired  car-com- 
pany executives  and  batteries? 
Former  Chrysler  Vice-Chairman 
Robert  A.  Lutz  isn't  the  fu'st  to 
dive  into  the  business.  Soon  after 
leaving  General  Motors  Co.  in 
1992,  ex-Chainnan  and  ceo  Robert 
C.  Stempel,  65,  joined  Energy 
Conversion  Devices  Inc.  of  Troy, 
Mich.  Founded  by  inventor  Stan- 
ford V.  Ovshinsky,  ecd  develops 
batteries  for  electric  vehicles. 
Like  Lutz,  Stempel  maintains 
ties  to  his  old 
outfit.  GM  is  an 
investor  in  ecd's 
Ovonic  Battery 
Co.  unit  through 
a  joint  ventui'e 
to  make  high- 
energy-capacity 
nickel  metal  hy- 
dride batteries 
for  gm's  ev-1 
electric  car  and 
S-iO  electric 
pickup.  Still,  with  cannakers  selling 
all  the  gas-giizzlers  they  can  make, 
few  are  pushing  electric  cars,  ecd 
made  most  of  its  $32  million  in  rev- 
enues last  year  from  development 
deals  and  technology  licenses.  It 
did  agi'ee  to  provide  batteries  to  an 
electric  bike  company  nan  by  an- 
other familiar  Detroit  name  and 
i  '^D  investor:  Lee  A.  lacocca.  Small 
world,  indeed. 


STEMPEL:  A 
POST-GM  GIG 


THE  PENTAGON 


PUSHING  THE 
PAY  ENVELOPE 

But  higher  wages  may  not  help  attract  and  keep  recruits 


SAILORS'  GYM:  Navy  enlistment  fell  13%  short  of  its  goal  last  year 


Defense  Secretaiy  William  S.  Cohen 
played  Santa  Claus  early  tliis  winter. 
On  Dec.  21,  he  proposed  a  4.4% 
across-the-boai'd  pay  liike  for  officers  and 
enlisted  personnel  and  a  licher  pension 
fomuila  for  two-thii'ds  of  his  troops  next 
yeai;  followed  by  annual  pay  increases  of 
3.9%  for  the  following  five  years.  Cohen 
said  those  increases  ai"e  essential  to  keep 
troops  ffom  leaving  for  high-paying  jobs 
in  the  booming  private  sector.  By  the 
end  of  February,  the  Senate  was  ex- 
pected to  go  Cohen  one  better,  adding  $5 
billion  to  his  six-year,  $25  billiori  pay- 
raise  package. 

But  the  focus  on  pay  may  be  mis- 
placed. It's  not  cleai'  how  bad — or  long- 
lasting — the  recniitment  and  retention 
problem  really  is.  And  it's  even  less  clear 
that  raising  pay  would  solve  it.  Reports 
by  RAND,  a  think  tank  in  Santa  Monica, 
Calif.,  and  other  ex-j^erts  say  that  militaiy 
pay  is  generally  in  line  with  pay  for  com- 
parable civilian  workers.  The  bigger 


drawbacks  to  mihtaty  sei^ce,  these  ex- 
perts say,  are  noneconomie,  from  fre- 
quent deployments  that  separate  troops 
fi'om  theii-  families  to  the  increasing  pref- 
erence of  high  school  gi'aduates  to  go 
directly  to  college  without  a  detour  in 
unifonn. 

So  fix  those  noneconomie  problems 
fii'st,  many  experts  say.  The  alternative, 
a  big  pay  and  benefits  increase,  could 
look  like  a  waste  of  money  if  the  econo- 
my softens  and  the  reci"uiting  and  re- 
tention problem  disappeai-s.  "We  should- 
n't lock  om-selves  into  decisions  that  have 
veiy  significant  long-teim  budgetaiy  con- 
sequences," says  Steven  M.  Kosiak  of 
the  independent  Center  for  Strategic  & 
Budgetaiy  Assessments  in  Washington. 

Recioiiting  and  retention  ai-en't  red- 
alert  crises  for  all  the  services.  The 
Navy,  which  has  the  biggest  problem, 
fell  13%  short,  of  its  recniitment  goal  of 
55,000  last  fiscal  yeai'.  Yet  last  year,  the 
Marines  met  theii'  target,  the  Air  Force 
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Inflight  Entertainment 


Neuj  Rircraft 


Cabin  improuements 


lUorldujIde  Cargo 
Prestige  Class. 


Internet  Seruices. 
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was  actually  oversubscribed,  and  the 
Army  met  99%  of  its  goal.  Retention 
has  a  similarly  mixed  record.  It  has 
dipped  in  the  Navy  and  Aii*  Force,  as  pi- 
lots bail  out  of  their  fighters  and  opt  to 
fly  commercial  jets.  And  computer  pro- 
gi'ammers  and  repair  technicians  are  re- 
treating to  the  pnvate  sector.  But  in  the 
Army  and  Marines,  reenlistment  rates 
are  above  theu'  levels  in  the  mid-1990s, 
when  the  semces  wei'e  encoui'aging  peo- 
ple to  leave. 

LIVING  WAGE.  Pay-hike  proponents  say 
military  raises  have 
lagged  13.5%  behind  the 
private  sector  since  1982. 
That  figui'e  is  based  on  a 
comparison  with  the 
Employment  Cost  Index, 
wliich  measures  changes 
in  private-sector  com- 
pensation. But  when 
RAND  compared  changes 
in  military  pay  with 
changes  for  comparable 
civilian  workers  (adjust- 
ing for  such  factors  as 
age  and  educational  lev- 
el), the  gap  vanished. 

What's  more,  when 
RAND  looked  not  just  at 
changes  in  compensation 
but  also  at  the  actual 
levels  of  pay,  it  found 
the  pay  for  most  trooj^s 


HOW  TO  GET  MORE 
RECRUITS  AND  I 
KEEP  THEM 


MARKET  BETTER 

Adopt  commercially  proven 
and  cost-effective 
techniques  such  as 
telemarketing.  Centralize 
so  the  four  services  don't 
call  the  same  prospects. 


COLLEGE  FIRST 

Let  enlistees  attend 
college  before  serving — 
in  a  reverse  Gl  Bill.  This 
would  increase  the  quality 
of  enlistees  and  improve 
retention. 


gon  problem  is  that  it  draws  from  a 
shrinking  pool:  young  people  who  earn 
high  school  degi'ees  but  don't  go  to  col- 
lege. The  share  of  18-  and  19-year-olds 
who  em-oll  in  college  skyi'ocketed  from 
46<%-  in  1980  to  60%  in  1994.  Anny  Sec- 
retary Louis  Caldera  suggests  taking  in 
more  high  school  dropouts  to  fill  holes. 
But  that's  controversial. 

RAND  analyst  Beth  J.  Asch  suggests  a 
different  strategy:  Let  enlistees  go  to 
college  first,  then  sei-ve.  That's  how  the 
Resei-ve  Officer  Ti'aining  Coips  works, 
but  ROTC  is  only  for  offi- 
cers. Putting  college  fii'st 
could  attract  the  quality 
troops  the  Pentagon 
needs  as  its  work  be- 
comes more  high-tech. 
And  it  could  improve  re- 
tention because  troops 
wouldn't  have  to  leave 
to  get  degi'ees,  as  many 
do  now. 

The  brass  also  must 
cope  with  dechning  in- 
terest in  sei"ving  in  the 
military,  rand  suggests 
trying  commercial  ap- 
proaches, such  as  using 
private  telemarketing 
companies.  To  cope  with 
retention,  the  Pentagon 
is  sensibly  moving  to- 
ward making  sure  the 


was  higher  than  that  of    same  units  don't  go  out 


CUSTOM  PAY  RAISES 

Give  the  biggest  hikes  to 
those  most  likely  to 
leave,  including  pilots, 
computer  programmers, 
and  repair  technicians. 

DATA  RAND,  BW 


70%,  to  80%.  of  compara 
ble  private-sector  work- 
ers. For  example,  an 
Army  coiporal  with  foui- 
years  of  service  gets 
$2,017  a  month.  That's 
the  78th  percentile  for 
civilian  males  22  to  26 
with  a  high  school  edu- 
cation. For  an  Amiy  majoi'  with  12  year's 
of  service,  the  pay  is  $4,949  a  month, 
the  70th  percentile  for  civilian  males  32 
to  36  with  foui'  or  more  years  of  college. 

Critics  advocate  offering  bigger  sign- 
ing and  reenlistment  bonuses — to  combat 
the  effects  of  the  strong  economy  with- 
out locking  in  higher  i>ay — wliile  target- 
ing iiei^manent  raises  to  hard-to-fill  slots 
such  as  for  pilots.  (Only  about  a  quarter 
of  Cohen's  pay-hike  budget  proposal  is 
for  targeted  increases.) 

The  Pentagon  says  that  such  ideas 
miss  the  point:  Troops  that  ai'e  on  call  to 
put  their  lives  on  the  line  desei-ve  to  be 
\r-xv\  more.  "We  feel  this  [Pentagon  pro- 
!' :s;iil  is  a  vei-y  fau'  package  that  reflects 
ih.-:  r-'iqueness  of  military  life,"  says 
Uiidy  'cLeon,  Under  Secretai-y  of  De- 
f<:!nse  '{■.iv  j^ersonnel  and  readiness. 

r-'-itme  "vperts  think  a  major  Penta 


time  after  time. 

In  contrast,  the  Ad- 
ministration's plan  to  fat- 
ten pensions  might  ag- 
gi'avate  retention  woes. 
The  goal  is  to  give  all 
retu'ees  50%  of  theii'  fi- 
nal pay  after  20  yeai's  of 
service.  That's  how  it 
was  until  Aug.  1,  1986.  Reci"uits  starting 
since  then  ai'e  promised  only  40%  of  pay 
after  20  yeai's.  Pentagon  officials  say  the 
cut  has  caused  acrimony  in  the  ranks. 
But  the  liberal  Center  on  Budget  &  Pol- 
icy Priorities  notes  that  the  Pentagon's 
50%  pohcy  was  adopted  to  encom'age  re- 
tii'ement  and  make  room  for  yoianger  re- 
cniits.  Now,  the  Pentagon  is  making  the 
opposite  claim — that  liigher  pensions  will 
encom'age  reenlistment.  If  the  generals 
were  right  the  fii'st  time,  they'll  be  left 
with  a  $6  billion  mistake. 

The  Pentagon's  ills  will  take  imagina- 
tion to  ciu'e.  But  the  Wliite  House  and 
Congi'ess  are  using  an  economic  ai'tillei'y 
shell.  Considemg  the  forces  at  work  and 
the  services'  different  experiences,  pre- 
cision-guided financial  weapons  may  make 
more  sense. 

By  Stmi  Crock  in  Waslimgto)i 
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Know  thy  customer.  New  Business  Intelligence  software  tools  can  help  you 
make  the  most  of  all  the  data  that  streams  into  your  business  every  day. 


('-business 


Tiey,  you  might  manage  it  differe  ntly.  Less  than  10%  of  rorporate  data  is  ever 
verage  the  "other  90%"  of  your  data  assets  and  turn  l)usiness-as-usual  into  Business  hitelligenc  e.  So  you  can 
)  lead  them.  Identify  and  reward  hest  customers.  And  give  your  j)eo])le  on  the  spot  the  tools  to  mak<>  hetter-inlormed 

3t  todays  results.  Speaking  of  results,  visit  \\  w  w.soflwarc.ihm.coni/histrat  

stories.  Solutions  for  a  small  planet "  T 


Montreal  is  tiiruina  (iccouni  data  into  <  iislanicr  insinlils  that  (illmr  il  Id  svi  vc  <'(i(  li  rliml  as  a  iiuirkcl  sri/mcnl  ol  (inc. 
J.S.  Healthcare  "x-iuys  clala  in  m  er  IdO  million  juiticnt  ond  pnn  idcr  jilcs  lo  (liscovi'v  -  and  share  -  hrsl  pro rl ices . 
the  Dutch  clothing  giant,  is  n  caving  producers  and  eusloniers  inio  ghdxtl  supply  <  hains  llial  are  seamless  anil  snioolli. 
orts  Authority  AMonage.s  globally  and  executes  iocallv  by  analYziug  sales  oj  sports  gear  in  l()7  local  markets  as  they  luipj)en. 
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TRADING 


HOW  REAL 

IS  THAT  E-BROKER? 

Investing  in  newly  online  brokerages  is  a  high-risk  play 


Foi-  most  of  its  39  years,  ever  since 
founder  Martin  H.  Meyerson  gave 
up  selling  cars  in  favor  of  stocks, 
M.  H.  Meyei'son  &  Co.  has  been 
known  as  a  small,  family-nm  brokerage 
with  few  retail  clients  but  a  lai'ge,  prof- 
itable over-the-counter  trading  desk.  But 
that  all  changed  when — in  a  Cinderella- 
like makeover — Meyerson  was  trans- 
formed fi'om  a  little-known  New  Jersey 
broker  into — roila — a  hot  Net  stock! 

With  the  stocks  of  leading  Internet 
brokers,  such  as  E*Trade  Grouj)  Inc.  and 
Ameritrafle  Holding  Coip.,  enjoying  pow- 
erful rallies,  Meyerson  put  out  a  brief 
press  release  early  on  Feb.  2  indicating- 
its  plans  to  offer  Internet  trading — under 
Emeyerson.com — by  yearend.  That  was 
enough  to  send  Meyerson's  moribund 
stock — which  had  been  below  $1  as  re- 
cently as  November — into  orbit:  Within 
two  days,  the  stock  had  jumped  fi'om 
around  $'■'>  to  over  .$20  and  now  trades 
around  $(i  (chart).  With  the  surge,  Mey- 
erson and  other  insiders  dimiped  a  chunk 
of  their  holdings. 

Meyerson's  move  symbolizes  the  rash 
by  even  the  most  obscure  of  brokers  to 
remake  themselves  as  Net  stocks  and 
the  rush  by  investors  to  buy  into  the 
dream.  With  Wall  Street  gripped  by 
Internet  mania — and  even  white-shoe 


firms  such  as  Goldman,  Sachs  &  Co. 
exploring  Net-based  trading — the 
biggest  market  moves  have  been  made 
by  third-tier  brokers  such  as  Meyer- 
son. They  include  firms  such  as  J.  B. 
Oxford  Holdings  Inc.,  whose  brokerage 
unit  has  a  troubled  regulatory  history, 
and  Eastbrokers  International,  trading 
at  $2  in  late  December,  which  jumped 
to  as  high  as  $13  on  speculation  the 
fii'm  would  start  Net  trading.  But  they 
bet  wrong,  says  Chairman  Martin  A. 
Sumichrast.  Eastbrokers  is  now  at  $(3. 
Or  look  at  Rushmore  Financial  Group 
Inc.,  an  ijisiU'er-tiuTied-cyberbroker,  that 
recently  announced  plans  to  stait  a  day- 
trading  operation  on  the  Net.  That 
pushed  the  stock  from  $4  to  $14  be- 
fore settling  back  at  $5.  No  matter  that 
the  company  is  losing  $2  million  a  year 
or  that  it  couldn't  even  sell  out  its  ini- 
tial public  offering  last  April. 
NO  LAYUP.  Indeed,  the  search  for  the 
next  E*Trade  has  gTowii  so  frantic  that 
traders  bid  up  the  shares  of  Bull  & 
Bear  Group,  from  $4  to  $15,  even 
though  the  fu-m  had  announced  in  De- 
cember that  it  would  sell  its  brokerage 
unit  to  Royal  Bank  of  Canada.  The 
shares  now  sell  around  $4. 

What's  driving  the  mania?  Already, 
one  of  every  seven  trades  is  executed 


THE  WILD  RIDE  IN  TWO  INTERNET  WANNABES 


J.B.  OXFORD 
HOLDINGS  _ 

STOCK  PRICE 
HI-LO    ■  CLOSE 


i  - 


ft 


M.H.  MEYERSON 
_     &  CO.  _ 

STOCK  PRICE 
■  HI-LO    ■  CLOSE 


!l  'I'll 

JAN  ?5.  '99 


FEB. 23 


0  I  I  I  I  I  I  I  

JAN.  25,  '99  FEB.  23 

▲  DOLLARS 


DATA;  BRIDGE  INFORMATION  SYSTEMS  INC. 


through  the  Internet,  and  investors  are 
betting  that  an  E-trading  site  is  a  li- 
cense to  print  money.  But  industry  an- 
alysts warn  that  nialdng  money  on  the 
Net  is  no  layup.  The  technology  and 
marketing  costs  to  establish  a  beach- 
head ai'e  enormous,  and  the  territory 
is  crowded.  Roughly  100  online  trading 
sites  are  up  and  rannmg.  Still,  traders 
are  betting  on  every  new  entrant.  They 
argue  that  after  system  outages  at 
Charles  Schwab,  Ameritrade,  and 
E*Ti-ade — whose  computers  crashed 
tlu'ee  straight  days  in  early  Februai-y — 
tnistrated  customei's  will  shift  accounts 
en  masse  to  J.  B.  Oxford  and  other  less- 
trafficked  brokers. 

After  easing  back  in  subsequent 
weeks,  the  Net-bi-oker  frenzy  broke  out 
again  on  Feb.  19  when  Men-ill  Lynch  & 
Co.  announced  its  acquisition  of  D.  E. 
Shaw's  Web  brokerage-technology  unit. 
That  led  to  speculation  that  the  deep- 
pocketed  brokers  would  buy  up  the 
small  fry.  "There's  a  school  of  thought 
that  many  of  these  second-tier  brokers 
could  become  acquisition  candidates  for 
banks  or  full-service  fii-ms  like  Memll,"' 
notes  John  Robb,  a  principal  with 
Gomez  Advisers  Inc.,  a  Concord,  Mass., 
Internet  consultant.  "Me,  I  think  they're 
all  gi-asping  at  straws." 

Executives  of  the  E*Trade  wannabes, 
say  their  newly  enhanced  stock  prices 
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jflect  their  rosy  business  prospects. 
kVe  thought  it  was  a  gi-ossly  underval- 
ed  firm  with  a  bright  future,"  says 
hristopher  L.  Jarratt,  a  Nashville  real 
5tate  investor  who  bought  control  of 
OS  Angeles-based  J.  B.  Oxford  last 
aar.  "Investors  probably  see  the  value 
lat  we  saw."  Oxford  stock  soared  fi'om 
low  of  $1.50  in  January  to  nearly  $26 
1  Feb.  4.  By  Feb.  24,  the  stock  was 
aar  $9.  There  was  no  particular  news 
em  that  set  off  the  i"unup.  Oxfoi'd  has 
Derated  an  online  site  for  several  yeai's. 
he  fii'm  is  also  under  FBI  investigation 
•r  mai'ket  manipulation,  although  Jar- 
itt,  who  now  serves  as  chairman,  says 
lat  none  of  Oxford's  current  manage- 
lent  team  is  a  target  of  the  probe. 
|P*RUDENT  PLANNING."  The  runup  in 
lese  stocks  created  a  windfall  for  some 
ivvy  day  traders — and  the  brokerage 
secutives  themselves.  As  the  online 
rokerage  stocks  soared,  execs  at 
harles  Schwab,  E*Ti'ade.  and  National 
'iscount  Brokers  all  cashed  in  some  of 
leir  shares  at  fat  profits. 
The  biggest  winners  may  have  been 
;  Meyerson:  On  Feb.  4 — two  days  after 
-s  Internet  announcement — Meyerson's 
vo  sons,  the  president  and  the  con- 
'•oller,  together  sold  $1.2  million  worth 
T  stock.  Meyerson  told  business  week 
iiat  he  himself  sold  "several  hundred 
iiousand"  shares.  Meyerson  chafes  at 


the  notion  that  the  Internet  press  re- 
lease was  timed  to  allow  him  and  other 
executives  to  take  advantage  of  the 
market  mania.  "We  call  it  prudent  plan- 
ning here,"  he  says,  noting  that  he  and 
other  executives  had  just  been  granted 
additional  stock  options  and  that  they 
needed  to  sell  some  shares  to  diversify 
their  holdings. 

That's  small  comfort  to  the  countless 
investors  who  bought  at  the  top.  Patri- 
cia Herzenberg  of  Pompano  Beach,  Fla., 
says  she  lost  $5,000  after  buying  500 
shares  of  J.  B.  Oxford  at  its  peak.  "I 
broke  my  own  rule:  Never  place  a  mar- 
ket order  for  a  volatile  stock,"  she  sighs. 
But  the  schoolteacher  turned  day  trad- 
er remains  upbeat  about  smaller  bro- 
kers' prosjjects  and  proved  it  by  scoop- 
ing up  another  500  shares  of  Oxford. 
"Online  trading  is  the  ftitm'e,"  she  says. 
"Everybody  who  is  serious  about  trad- 
ing is  going  to  have  at  least  one  online 
broker." 

But  Wall  Street  analysts  question 
whether  bit  players  such  as  Meyei'son, 
Oxford,  and  others  can  muster  the  re- 
sources to  woo  customers  from  online 
giants  like  Schwab,  E*Ti-ade,  and  Dis- 
covei'  Brokerage,  the  online  unit  of  Mor- 
gan Stanley  Dean  Witter.  E*Ti-ade,  for 
instance,  plans  to  spend  $100  million  on 
an  aggressive  ad  campaign  to  woo  new 
customers  this  year,  plus  millions  more 


The  technology 
and  resources 
needed  to 
establish  a 
beachhead  on 
the  Net  are 
enormous,  and 
the  territory 
is  crowded.  Yet 
traders  are 
betting  on 
every  new 
entrant 


to  upgi'ade  its  trading  system.  For  good 
measure,  E*Ti'ade  is  giving  new  cus- 
tomers $50  bonuses  simply  for  signing 
up.  "I  don't  think  there  is  room  for 
many  more  players  at  this  late  date," 
says  Genni  C.  Combes,  an  analyst  at 
Hambrecht  &  Quist.  "The  capital  spend- 
ing, not  to  mention  the  marketing  costs, 
[needed]  to  establish  a  brand  name, 
have  just  become  phenomenal." 

What's  more,  Wall  Street  pros  woriy 
about  the  E-brokers'  mai'gin  lending. 
These  pros  fear  that  if  the  market 
crashes,  E-brokers,  such  as  Oxford — 
which  has  only  $14  million  in  share- 
holder's equity  supporting  $o45  million 
in  assets — won't  have  the  cushion  to 
absorb  losses  from  customers  who  can't 
meet  then-  margin  calls.  Oxford's  JaiTatt 
says  he's  raised  margin  requirements 
on  fast-moving  stocks.  Says  Jairatt:  "We 
haven't  incuired  any  margin  losses,  and 
our  credit  department  monitors  it  by 
the  minute." 

For  small  brokers,  just  moving  into 
cyberspace  can  make  their  companies  a 
lot  more  valuable  very  quickly.  But 
eventually  the  market  should  realize 
that  few  if  any  of  them  stand  a  chance 
of  becoming  the  next  Schwab  or 
E*Ti-ade.  Tliat's  going  to  be  a  hai'd  land- 
ing for  investors  who  placed  big  bets  on 
these  little  fii'ms. 

By  Dean  Foiist  in  Atlavia 
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IT  SURE  LOOKS 

LIKE  INSIDER  TRADING 

Furious  market  moves  preceded  three  recent  deals 


0  ' 


FEB. 10  FEB  11 
▲  DOLLARS 


1.50- 


Are  insiders  involved  in  global  merg- 
ers using  information  about  deals 
to  make  a  killing  in  the  market? 
Stock  and  option  movements  in  a  few 
recent  high-profile  deals  strongly  sug- 
gest that  they  are.  Timling  patterns  for 
AirTouch  Communications  Inc.  and 
Transamerica  Corp.,  two  recent  U.  S. 
tai'gets  for  offshore  ac- 
quirers, are  drawing 
the  scrutiny  of  stock 
exchange  monitors  in 
San  Francisco  and  Phil- 
adelphia, respectively. 
And  heavy  trading  in  a 
third  company,  security 
senice  Pinkeiton's  Inc., 
before  the  Feb.  22 
news  of  its  pui'chase  by 
a  Swedish  company, 
surely  set  off  alarms  at 
the  New  York  Stock 
Exchange.  Federal  reg- 
ulators won't  say  if 
they  are  investigating, 
but  they  are  concerned 
about  insider  trading  on 
cross-border  deals. 

The  warning  bells 
were  especially  loud  in 
advance  of  the  Feb.  LS 
jHirchase  of  Ti'ansamer- 
ica  by  Aegon,  a  Dutch 
insurance  company. 
Ti-ansamerica's  stock 
rose  about  3%,  to  57X, 
the  day  before  the  $10 
billion  deal  was  an- 
nounced, as  its  volume  quadiiipled  fi'om 
the  previous  day,  to  just  over  1  million 
shares.  Even  more  revealing  was  the 
movement  in  call  options,  with  some 
rising  900%  on  soaring  volume  before 
word  of  the  deal  was  released  publicly. 

The  movement  of  the  Transamerica 
options — first  reported  by  business 
WEEK  Online — was  so  dramatic  that  the 
Philadelphia    Stock    Exchange  has 
launched  an  investigation.  A  spokes- 
\voman  for  the  exchange,  which  handles 
IVansamerica  options,  said  its  mai'ket- 
■I'veillance  department  tracks  all  un- 
-  il  movements.  The  NYSE  also  moni- 
•    inusual  activity  but  declines  to  say 


if  it's  investigating  any  of  the  cases. 

Market  traders,  too,  were  picking  up 
on  the  Feb.  17  movements  of 
Ti'ansanierica  while  they  happened.  Mai-- 
ket  watcher  Paul  G.  Foster,  chief  op- 
tions strategist  of  1010WallStreet.com,  a 
Web  site  that  tracks  trading  in  stocks 
and  options,  alerted  his  (),000  subscribers 
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that  the  action  on  the  options  suggested 
a  deal  was  in  the  works.  "I'm  not  saying 
I  triggered  it,  but  I  watch  and  can  un- 
derstand," says  Foster,  adding  his  alert 
may  have  accelerated  the  movements. 

Two  sets  of  Ti-ansamerica  options 
posted  the  most  dramatic  gains  the  day 
before  Aegon's  announcement.  Options 
to  buy  the  company's  stock  at  $60  a 
share  jumped  from  to  to  X,  while 
the  number  of  contracts  climbed  to  180 
from  10.  (Each  contract  gives  the  hold- 
er the  right  to  buy  100  shares  of  stock.) 
Options  to  buy  the  stock  at  $55  a  shai'e 
nearly  doubled,  to  $3,  as  volume 
jumped  to  961  contracts  from  26 — in- 


cluding 470  contracts  in  a  single  trade. 

On  Feb.  18,  Aegon  priced  its  deal  foii 
Ti'ansamerica  at  $78,  so  options  owners 
made  out  like  bandits.  The  $60  option 
contract  traded  as  high  as  $13,  up  more 
•than  200-fold  fi-om  its  low  of  Ke  the  day 
before.  "The  timing  is  somewhat  suspi 
cious,"  says  Jon  Najarian,  the  Chicago 
hedge  fund  manager  who  founded 
1010WallStreet.com.  His  suspicion:  In-J 
siders  in  Em-ope,  wlio  are  used  to  more 
lax  practices  on  insider  trading,  may 
have  acted  on  knowledge  not  commonly 
available.  Spokespeople  for  Ti-ansameri- 
ca and  Aegon  declined  comment. 
PROBE.  Just  two  days  after  the  peculiai- 
trading  in  Ti'ansamerica,  the  stock  ot 
Pinkeiton's  ch'ew  an  unusual  number  of 
buyei"s.  Neaiiy  400,000  slwes  of  its  stock 
changed  hands  on  Friday,  Feb.  19,  in  ad 
vance  of  the  Feb.  22  an 
nouncement  that  Swe- 
den's Securitas  was 
buying  the  company. 
Normally,  trading  vol- 
ume is  less  than  10,000 
shai'es  a  day.  (The  stock 
price  didn't  move  much 
until  after  the  deal  was 
disclosed,  when  it 
jumped  69%,  to  28%,. 
Pinkerton's  general 
counsel,  C.  Michael 
Carter,  says  the  firm  is 
not  investigating  be- 
cause top  officials  are 
confident  that  the  leak 
did  not  come  from  any 
of  its  18  people  who  had 
advance  knowledge  of 
the  deal.  Says  Carter: 
"The  people  who  were 
aware  of  it  were  on  a 
need-to-know  basis,  and 
they  were  very  much 
attuned  to  then-  respon 
sibility  under  secmities' 
laws." 

A  month  before  the: 
Securitas-Pinkerton's 
merger,  hints  that  a  deal  was  in  the 
works  seemed  to  swirl  around  Air- 
Touch,  too.  It  announced  its  $56  billion 
purchase  by  Britain's  Vodafone  Group 
PLC  after  the  close  of  trading  on  Jan. 
15,  but  its  stock  rose  AYu.,  or  5.5%,  on 
that  day — on  a  volume  of  over  6  million 
shares,  nearly  twice  the  volume  of  the 
previous  day.  AirTouch  executives  de- 
clined comment. 

Movements  in  the  options  for  Air- 
Touch,  too,  have  triggered  scratiny.  The 
Pacific  Exchange,  based  in  San  Fran 
Cisco,  has  launched  a  pi'obe  of  the  Air- 
Touch  options  trading.  A  spokesman  for 
the  exchange  won't  say  what  drew  the 
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You-know-who  would  have  you  believe  that  they're  the  first  and  last  word  in  digital  ,4^^ 
document  solutions.  At  Savin,  we're  working  hard  to  make  you  believe  otherwise.  /  i^u?^  \ 
After  all,  at  Savin  we  too  have  the  forward-thinking,  award- winning  technology  i  I^^U  J 
essential  to  boosting  productivity  in  today's  digital  ofhces.  Like  our  fast,  versatile,  [The  AMOCiAnof*  Of  i«roPM*noH  1 
connectable  digital  imaging  systems  that  allow  you  (or  your  workgroup)  to  print,  i_'<y'«'<^«>'"'^>"'<^>«ij 
sort,  duplex  and  staple -right  from  your  desktop.  And  full-color  digital  imaging  systems  that 
turn  electronic  documents  into  brilliant  hard  copy. 

But  that's  where  similarities  end.  Because  while  it  would  appear  that  Xerox  has  dedicated 
^  ^     themselves  to  becoming  the  biggest  document  company  on  the  planet,  at 
Savin  we're  dedicating  ourselves  to  becoming  the  fastest,  most  responsive, 
.  f~  most  easy  to  work  with  name  in  the  business.  With  smart,  energetic, 

highly-trained  Savin  professionals  willing  to  do  whatever  it 
"^-^^^'^^  j^S  takes  to  give  you  the  satisfaction  and  service  you  deserve. 

To  find  out  x-actly  what  we'll  do  to  win  you  over,  contact  li'iMi'l'iinil'liMlilll 
•~  usatl-800-234-1900orwww.savin.com.  I  1998 
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eye  of  the  market-sui'veillance  unit.  But 
the  vokime  of  options  to  buy  AirTouch 
for  $90  rose  to  !),255  contracts  in  the 
tra(Hng  session  before  the  inergei'  an- 
nouncement, up  from  118  the  day  be- 
fore. Officials  of  the  American  Stock 
Exchange  and  Chicago  Board  Options 
Excliange,  wliich  also  saw  heavy  trading 
in  AirTouch  options,  declined  comment. 

Wliile  insider  ti-ading  is  illegal  both  in 
the  U.  S.  and  Europe,  practices  vary 
country  by  country.  The  Netherlands, 
where  Aegon  is  based,  didn't  even  set 
up  a  securities-regulation  department 
until  1988  and  didn't  give  it  responsibil- 
ity for  insider-trading  cases  until  1996. 
So  far,  only  a  handful  of  cases  have 
been  successfully  prosecuted  there,  says 
Anita  Berntsen,  spokeswoman  for  the 
Securities  Board  of  The  Netherlands. 

While  federal  regulators  won't  say 
whether  they,  too,  are  curious  about 
these  deals,  they  have  acted  before.  The 
Securities  &  Exchange  Commission  in 
1997  brought  insider  trading  charges 


Inside  traders  are 
facing  tougher  scrutiny 
by  the  SEC  and  its 
counterparts  abroad 


against  a  London  trader  and  two  Sin- 
gapore associates  for  trading  in  advance 
of  the  acquisition  of  apl  Ltd.  by  Singa- 
pore-based Neptune  Orient  Lines  Ltd. 
It  has  frozen  the  U.  S.  accounts  of  the 
men  while  the  case  proceeds. 

The  SEC  and  its  counterparts  abroad 
are  getting  tougher  on  insider  trading, 
cross-border  or  otherwise.  "The  era 
where  corporate  directors  could  argue 
that  this  is  just  another  fonn  of  remu- 
neration has  gone  by  the  boards,"  says 
Michael  D.  Mann,  a  Washington  securi- 
ties lawyer  who  foranerly  directed  the 
SEc's  international  affairs  unit.  When 
the  trading  takes  place  on  U.  S.  ex- 
changes, he  adds,  the  LI.  S.  can  move 
on  its  own  against  suspected  inside  deal- 
ers, no  matter  where  they  live. 

It's  hard  to  believe  that  the  unusual 
trading  in  Ti-ansamerica,  AirTouch,  and 
Pinkerton's  is  due  to  chance.  But  the 
inside  dope — if  that's  what  it  was — could 
just  as  easily  have  come  from  the  LT.  S. 
as  from  overseas.  With  cross-border 
mergers  on  the  rise,  I'egulators  will  have 
to  cast  their  nets  wider  than  ever 

By  Joseph  Weber  in  Tofoiito,  ii'itli 
Peter  Coy  in  Neii'  York  and  Jack 
Kie  'my  in  Frankfurt 


DERIVATIVES 


THEHEDGERS 
PLAYED  HARDBALL 

How  they  won  the  battle  for  less  volatile  bond  futures 


For  more  than  a  year,  the  Chicago 
Board  of  Trade  was  the  scene  of  a 
ninning  battle  between  hedgers  and 
speculators  over  the  future  of  the 
world's  most  heavily  traded  derivative — 
the  U.  S.  Ti'easury-bond  futures  con- 
tract. Hedgers  clamored  for  the  cbot 
to  change  the  futures  contract  so  its 
price  would  more  closely 
track  the  ups 
downs  of  the  cas 
market  in  Ti'ea- 
sury  bonds.  Re- 
ducing volatility 
would  have 
made  it  cheaper  , 
for  big  bond  in- 
vestors to 
hedge  their 
portfolios.  That 
would  have  low- 
ei'ed  the  borrow- 
ing costs  of  every- 
one from  the  U.  S. 
Ti'easury  to  corpo- 
rations to  home  buy- 
ers. But  speculator 
liked  the  volatility  of 
contract.  The  more  prices  move, 
the  more  money  they  can  make  from 
trading.  With  local  traders  owning  many 
of  the  8,600  seats  on  the  exchange,  they 
managed  to  stave  off  action. 
A  GUN  TO  THE  HEAD.  The  hedgers  and 
their  Wall  Street  advisers  have  finally 
won  the  day,  though,  and  with  a  new 
weapon.  It  appears  that  in  mid-Febra- 
ary  a  major  broker-dealer  shifted  some 
of  its  business  to  the  Cantor  Exchange, 
a  fledgling  electronic  competitor  started 
by  bond  broker  Cantor  Fitzgerald.  Since 
Cantor  began  trading  Ti'easuiy-bond  fu- 
tures last  fall,  its  daily  volume  had  av- 
eraged below  1,000  contracts.  But  vol- 
ume leaped  to  4,000  conti'acts  on  Feb. 
18,  and  to  over  7,000  on  Feb.  19. 

That  did  it.  cbot's  directors  held  an 
emergency  meeting  on  Feb.  22  and  vot- 
ed to  make  the  change  hedgers  sought. 
"It  was  a  long  time  coming,"  says  Jim 
Keller,  a  derivatives  strategist  at  Pimco 
Funds,  which  has  $160  billion  in  assets. 
"I  guess  they  felt  enough  heat  and  ur- 
gency t(j  do  the  right  thing." 


I 


What  the  c:bot  did  was  to  lower  the 
coupon  rate  on  the  contract  from  8% 
to  6%,  beginning  with  the  March,  2000, 
contract.  The  lower  rate  will  bring  the 
contract's  I'ate  closer  to  actual  yields  on 
Ti-easury  bonds.  For  complicated  math- 
ematical reasons,  that  will  make  the  fu- 
tures contract  less  volatile  and  thus 
more  useful  to  investors 
ho  want  to  use  the 
futures  to  offset 
long  or  shoit  pO' 
sitions  in  Trea- 
suries. 

Even  before 
the  Cantor 
gambit,  some 
investors  were 
so  upset  withK 
the  volatility  of 
the  cbot's  bond 
futures  contract 
that  they  were 
taking  then-  busi- 
ness elsewhere. 
Paul  Johnson,  direc- 
tor of  government 
secuiities  trading  at  ing 
Baring  Fm'man  Selz  and  head 
of  the  CBOT  task  force  that  recommended 
changing  the  contract,  estimates  that  the 
exchange  has  lost  more  than  100,000  con- 
tracts in  the  past  six  months  over  the  is- 
sue. Pimco's  Keller  puts  the  figure  at 
over  200,000.  That  compai-es  with  total 
open  interest  of  about  770,000  contracts. 
Many  hedgers,  including  Pimco  Funds, 
have  used  alternative  tools,  such  as  in- 
terest-rate swaps. 

But  the  siu'ge  in  volume  on  the  Can- 
tor exchange  seems  to  be  what  finally 
spurred  the  CBOT  into  action.  "I  would 
have  i^referred  to  keep  the  contract  the 
same,"  says  one  local  trader.  "But  if  you 
put  a  gun  to  my  head,  I'd  probably 
change  my  mind."  The  Cantor  develop- 
ment, he  says,  was  that  gun.  Better  to 
compromise,  the  locals  figured,  than  to 
open  the  door  to  an  electronic  competi- 
tor. Then  again,  it  may  be  too  late: 
Ti-ading  on  the  Cantor  Exchange  kept 
going  strong  even  in  the  days  immedi- 
ately after  the  cbot's  vote. 

By  Andrew  Osierland  in  Chicago 
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NATIONAL 

GLOBAL 

DATA 

VOICE 


MCI  WORLDCOM. 


e  seamless  global  network.  Only  one  coinpaiiN  has  it.  MCI  WorklCoinr'  Wliicli  im-ans, 
ir  data  gets  to  where  it  has  to  go  without  handolTs  io  other  carriers.  Whether  your  needs 
!  local,  national  or  international,  yon  deal  with  one  network,  owned  and  operated  hv 
3  company.  MCI  WorldCom.*  How  do  we  do  this,  you  ask?  Simple.  By  building  hundreds 
metro  area  fiber  networks  around  the  world.  By  linking  the  I  .S.  and  Europe  with  the 
»st  adyanced  imderwater  cable  eyer  constructed.  By  owiiing  local  lacililies  in  more  than 
ht^'  L  .S.  markets.  By  neyer  letting  aiu  tliing  stand  in  the  wav  ot  pro\  iding  you  the  best 
isible  service.  Voila!  Introducins  MCI  WorldCom  On-Net.  Vi.sil  onr  Web  site  at  wcom.com 
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om.cc.in,  O  I'KHI.  MCI  \\  OHI ,|)(  :i  i\:  |i„    All  lii^iii^  l^,•■„  l^,•.l 


Finance 


MARKETS 


DUKING  IT  OUT  OVER 
THE  EURO  INDEXES 

Big  bucks  ride  on  which  companies  will  dominate 


European  Monetary  Union 
may  be  the  name,  but 
one  new  game  in  Eu- 
rope's financial  markets  looks 
more  like  war  than  a  unity 
march.  The  battle  is  over 
which  stock  market  indexes 
will  become  the  standard  by 
which  equity  performance  is 
measured.  The  global  titans 
of  the  business  are  the  con- 
tendere— fi'om  Dow  Jones  and 
Standai'd  &  Poor's,  a  unit  of 
The  McGi-aw-Hill  Companies, 
which  publishes  business 
WEEK,  to  London's  Financkil 
Times  and  Morgan  Stanley 
Capital  International  (Mscu). 

Wliat's  drawing  them  inl  ■ 
the  fi"ay  is  the  prospect  of  fa; 
fees  for  the  use  of  their  in- 
dexes for  products  such  as 
index  mutual  funds  and  fu- 
tures and  options  contracts  sold  by 
stock  markets  and  banks.  Typical  fees 
nm  up  to  $100,000  per  year  for  large 
users.  The  opportunities  for  new  index 
products  ai-e  rising  fast  with  the  launch 
of  the  euro,  which  is  revolutionizing  the 
way  investors  think  about  markets. 
JUNKIES.  Now  that  Eui-(jpean  investors 
can  venture  across  borders  without  feai- 
of  foreign  exchange  losses,  they  need 
the  quick  way  of  assessing  pert'ormance 
around  Europe  that  these  indexes  pro- 
vide. For  example,  they  can  measure 
how  shares  of  Germany's  Deutsche 
Bank  and  the  Netherlands' 
ABN  A.mro  Holding  move  not 
only  against  each  other  but 
also  against  European  banks 
as  a  whole.  Besides,  integTat- 
ed  euro  markets  ai-e  attract- 
ing more  U.  S.  institutional 
investors,  who  have  long  been 
index  junkies.  Already,  index 
mutual  fimds,  big  favorites  in 
the  U.S.,  are  starting  to  ap- 
pear in  Europe. 

The  stakes  are  substantial. 
Elliot  Shurgin  of  s&p  Index 
Services  estimates  annual 
revenues  from  all  the  indexes 
at  $20  million,  a  number  that 


LONDON  TRADERS:  Capitalizing  on  the  index  craze 


should  gTow  rapidly.  Ti-ading  in  deriva- 
tives based  on  Dow  Jones's  Euro  Stoxx 
50  index,  the  early  leader,  is  gi'owing 
fast.  Dow  Jones  has  allied  itself  with 
the  German,  French,  and  Swiss  stock 
markets,  where  contracts  based  on  its 
index  are  traded.  The  open  interest  in 
just  these  contracts,  a  measure  of  mar- 
ket liciuidity,  is  an  impressive  billion 
ah-eady.  Likewise,  the  FT  went  into  pait- 
nei'ship  with  the  London  Stock  Ex- 
change for  its  Eui-otop  100  and  related 
products  under  a  Financial  Times  Stock 
Exchange  (ftse)  International  banner 

The  Main  Contenders 


Index 


EURO  STOXX  50 
DOW  JONES 

EUROTOP  100 
FTSE  INTERNATIONAL 

MSCI  EURO  INDEX 
MORGAN  STANLEY 

S&P  EURO  PLUS 
STANDARD  &  POOR'S 


Coverage 

50  euro-zone 
blue-chip  stocks 

100  big-cap 
pan-Euro  stocks 

130  euro-zone 
stocks 

200  large 
European  stocks 
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Markets 

Eurex  (Frankfurt,  Zurich) 
and  Matif  (Paris) 

Liffe  (London)  and 
Amsterdam  Bourse 

Products  due  for 
launch  in  May 

Products  under 
negotiation 


The  Dow's  fast  start  in  Europe  is  ir 
contrast  to  what  happened  in  the  U.  S 
For  decades,  Dow  Jones  refused  to  li 
cense  its  30-stock  average,  allowing  tht 
Standard  &  Poor's  500-stock  index  t( 
.take  a  big  piece  of  the  market.  In  Eu 
rope,  S&P  started  slowly.  But  it  is  now 
negotiating  with  institutions  to  trad( 
contracts  based  on  its  broad-based  Eurc 
Plus  index.  "Clearly,  we're  not  the  fii-si 
in  Eui'ope,"  concedes  s&p's  Shurgin,  "but 
we  have  taken  a  disciplined  approach.' 

s&p  plans  a  counterattacl 
by  the  end  of  June,  when  ii 
will  launch  an  exchange 
traded  fiuid  similar  to  s&i 
depositaiy  receipts  (spdrs) 
based  on  the  S&P  500  index 
that  are  heavily  traded  or 
the  American  Stock  Ex 
change.  The  SPDR-basec 
products  will  be  founded  or 
the  Euro  Plus  or  the  nar- 
rower Em'o  Index  and  coulc 
become  a  major  market  fac- 
tor if  they  attract  as  muclf'^' 
investor  interest  as  the  U.  S 
SPDRS  themselves,  s&p  als( 
plans  a  Global  1200  inde> 
that  melds  the  s&p  500  witlin 
700  world  stocks. 
MORE  THAN  ONE.  Other  ri 
vals  aren't  sitting  still.  Or 
Jan.  27,  MSCi,  whose  Emx 
index  has  been  the  domi- 
nant benchmark,  launched  two  new  in- 
dexes that  will  be  the  basis  for  future4^J 
trading  on  the  London  International  Fi 
nancial  Futures  &  Options  Exchang€ 
beginning  in  May.  Just  five  days  earlier  t 
FTSE  International  announced  tlu'ee  new 
European  indexes  with  derivative  prod- 
ucts. "There  is  going  to  be  a  tough  bat- 
tle ahead,"  says  Suzamie  Jackson,  msci's 
director  of  global  marketing. 

Staying  the  course  is  important,  be- 
cause there  may  be  several  winners 
Some  investor's  want  a  narrow-gauge 
index  with  fewer  stocks  with  specific 
mar*ket  segments,  while  oth-  n 
ers  prefer  br-oader  mea- 
sures. A  surefire  winner, 
though,  will  be  no-load  in- 
dex mutual  funds,  which  of- 
fei'  higher  returns  than 
managed  fimds.  As  Eui'ope'^ 
discover-  the  virtues  of  these 
funds,  just  as  America  has, 
the  index  outfit  that  gets 
the  lion's  share  of  that  mar-f  e 
ket  could  clean  up.  For  now, 
though,  the  battle  of  the 
eiu'o  indexes  is  just  getting 
started. 

By  Heidi  Daivley,  with 
Kerry  Capell,  in  London 
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No  dot  for  .com? 

It'd  be  like  asking, 
A/hat  if  there  were  no 
)as  for  the  car?  No 
)ulb  for  the  lamp? 

Simply  put,  there'd  be 
10  Net.  Which  is  where 
ve  come  in. 

At  Sun,  our  sys  tems 
ind  technologies  power 
he  Net. 

Everything  we  make 
ind  do  enables  it.  So 
)usinesses  can  leverage 
;.  Cash  in  on  it.  Whether 
ou're  a  Fortune  500 
ompany  distributing  data 
hroughout  your  global 
)rganization  or  a  tiny 
tart-up  conducting 
-commerce  on  the  Web. 

What's  more,  our 
ava™  technologies  are 
'Xtending  the  whole 
lotion  of  the  Net.  Out  to 
mart  cards,  cell  phones 
nd  pagers.  And  soon 
lUt  to  wristwatches  and 
hermostats,  too. 

There's  a  lot  going  on 
■ehind  that  little  dot. 

We  think  you'd  miss  it 

it  weren't  there. 
Ve're  the  dot  in  .com. 

^Sun 

microsystems 


Java 


|3!990  Sun  MiCfOivslems,  Int  All  tryftls  i 


)  Sun.  Sun  Mif (osyslems,  ifie  Sun  L*)0.  Java  M  thi=  Jav3  Coflt*  Cuo  Logo  are  tratJemarks  or  leijisleted  irademarks  ol  Sun  Micfosyslen 


Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

WHY  AOL 

KEEPS  ON  CLIMBING 

What  now,  America  Online  (aul)? 
After  six  stock  splits  in  seven 
years  and  with  shares  blasting  to  new 
highs,  is  the  king  of  online  services 
still  a  buy?  A  number  of  analysts  and 
investors  say  AOL  is  a  Net  must. 

And  there  ai'e  inomors  on  the  Sti'eet 
that  AOL  may  well  be  the  tai-get  of  the 
likes  of  AT&T  for 
'FIRING  ON         a  merger  of 
ALL  CYLINDERS'     near-equals.  But 
analysts  think 
aol's  huge  mar- 
ket capitalization 
of  $83.5  billion 
would  deter  any 
potential  partner. 

Instead,  in- 
vestors are  gung 
ho  on  AOL  be- 
cause of  its  fun- 
damentals. "AOL 
is  firing  on  all 
cylinders,"  says 
Michael  Wallace, 
a  Net  maven  at 
Warburg  Dillon  Read.  He  says  aol's 
strategy  of  seeking  revenues  ft'om  di- 
versified E-commerce  and  ad  sources 
"will  continue  to  pay  off."  He  expects 
the  "momentum  behind  the  company's 
recent  2-for-l  split  will  continue." 

On  Feb.  1,  Wallace  renewed  his 
"sti'ong  buy"  rating  on  the  stock  and 
raised  his  earnings  estimate  from  28/^;(? 
a  shai-e  to  :55c  for  fiscal  1999  and  fi'om 
43^  to  50c  for  2000.  In  1998,  earnings 
were  just  8!^G  a  share. 

Wallace  figiu'es  aol  is  worth  110  at 
least,  compared  with  its  cuiTent  price 
of  88,  based  on  an  estimated  value  pei- 
subscriber  of  .$30  over  the  next  two 
years  and  a  subscriber  base  hitting  45 
million  by  2003.  AOL  now  has  17  million 
subscribers  and  sees  19  million  by 
yearend. 

What  about  fears  of  iiu  Internet 
"bubble"  that's  ready  to  bursl?  Ana- 
lyst Mark  Cavallone  of  Stamhird  & 
Poor's  thinks  aol  is  unlike  oli,  Net 
plays:  Its  solid  subscriber  growl,  md 
revenues  partly  offset  the  seasonalii  v 
of  E-commerce  and  ad  sales,  say 
Cavallone.  He  focuses  more  on  the 
price-to-sales  r-atio:  Based  on  estimated 
sales  in  calendar  1999  of  $4.5  billion, 
that  ratio  is  just  20,  figxires  Cavallone, 
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way  below  Yahoo  !'s  current  90  price-to- 
sales  multiple.  Based  on  that  multiple, 
Cavallone  figures  aol  stock  will  hit  115 
this  year. 

WILL  MOTOROLA 
SPEAK  TO  NETSPEAK? 

For  a  small  company,  NetSpeak 
(NSFK)  hobnobs  with  some  telecom 
biggies,  including  Motorola,  which  has 
accumulated  a  32%  stake.  NetSpeak's 
claim  to  fame,  says  Robert  Goldman 
of  New  York  investment  fuTO  .Joseph- 
thai,  is  its  call-agent  technology,  which 
has  been  integrated  in  Motorola's  wii'e- 
less  and  wire-line  technology.  One  Net- 
Speak  product  lets  customers  talk  to  a 
live  semce  agent  while  they  ai'e  online. 

NetSpeak  stock  hit  32  in  Apiil,  1998, 
but  started  to  skid  when  analysts  not- 
ed that  competition  in  the  Internet 
telephone  industry  was  intensifying. 
The  stock  dropped  to  around  5  in  Oc- 
tober. It  has  since  rallied,  closing  at 
nearly  13  on  Feb.  23.  In  the  fourth 
quarter,  a  big  chunk  of  NetSpeak's 
sales  were  to  Motorola.  But  NetSpeak 
has  yet  to  make  money. 

Thei'e  is  speculation  that  Motorola 
may  expand  its  stake  in  NetSpeak  or 
make  an  offer  for  the  whole  company. 
Motorola  paid  about  30  a  share  last 
year  when  it  raised  its  NetSpeak  hold- 
ings from  15%  to  32%.  "If  Motorola 
I'eally  has  its  eye  on  NetSpeak,  this  is 
the  time  to 
move — when  it's 
stock  is  still  way 
down,"  says  one 
California  money 
manager. 

Goldman  thinks 
Motoi'ola  will  need 
to  buy  NetSpeak 
sooner  or  later  for 
its  Net  telephony 
4:  technology.  At  a 

NETSPEAK         recent  cable  show, 
'      Sc^sE        Motorola  intro- 

°AUG.24,98  FEB:2r99         '^^^^^      itS  Van- 

A  doll;\rs  guard  Gateway 

DATA  BLOOMBERG  FINANCIAL  MARKETS  platfoiTn  that  Inte- 
grates NetSpeak's 
technologies  to  provide  Internet  rout- 
ing of  phone  calls.  Motorola  makes  the 
hardware  and  NetSpeak  provides  the 
^;oftwal•e  to  deliver  voice  and  data  over- 
•able  modems,  says  Goldman. 

He  believes  that,  as  new  uses  for 
.  'tSpeak  software  are  deployed,  the 
company  may  seek  alliances  with  other 
hardware  makers,  such  as  Lucent 


REBOUNDING 
FROM  A  SLUMP 


Technologies  or  Cisco  Systems.  These 
two  are  leaders,  he  notes,  in  making 
Net  telephony  geai-,  but  they  lack  soft- 
wai'e  components  requii'ed  to  deliver  "a 
full  solution."  Motoi'ola's  Geoi'ge  Grims- 
rud  declined  comment,  and  NetSpeak 
CFO  John  Staten  said  the  company  did 
not  comment  on  market  nimors. 

IN  HIGH  GEAR 

AT  NOBLE  

What's  good  for  General  Motore  is 
good  for  well.  Noble  International 
(NIL),  which  supplies  auto  parts  to  Ford, 
DaimlerChrysler,  and  Honda,  among 
others.  The  stock's  performance  is  im- 
pressive, too:  From  6M  on  Oct.  19,  1998, 
the  stock  chmbed  to  11  on  Feb.  23. 

What's  Noble's  secret?  Nothing  fan- 
cy— just  robust  sales  and  earnings 
growth.  Revenues  in  1998  rocketed 
289%',  to  $94.8  million,  and  earnings 
before  interest,  taxes,  and  depreciation 
zoomed  more  than  400%,  to  $15.3  mil- 
lion, up  from  just  $2.8  million  in  1997. 
Excluding  a  nonreciu'ring  item,  net  in- 
come jumped  to  $4.3  million,  or  61(^  a 
share,  from  $573,000,  or  13^,  in  1997. 

Better  numbers  are  due  in  1999  and 
2000,  says  Kurt  Kammerer  of  Blue- 
Stone  Capital 
Partners,  a  New  FAST 
York  investment  PICKUP 
and  merchant 
bank.  He  expects 
Noble   to  make 
$1.25  a  share  on 
sales  of  $148  mil- 
lion this  yeai",  and 
$1..50  a  share  on 
$167   million  in 
2000.  A  big  part 
of    the  growth 
stems  from  acqui- 
sitions. Noble  c'EO 
Bob  Skandalaris 
says  acquisitions 
will  continue,  al- 
though the  company  is  expected  to  in- 
ternally generate  growth  of  20%  to 
30%'  in  1999.  One  goal  over  the  next 
five  years  is  to  spin  off  one  or  two 
units  to  bring  out  Noble's  real  worth 

Kammerer  says  Noble  could  deliver 
20%  to  25*%  earnings  gi'owth  a  year 
over  the  next  three  years.  His  12- 
month  target  for  the  stock:  20. 


AUG  24,  '98  FtB  23,  '99 
▲  DOLLARS 

DATA  BLOOMBERG  FINANCIAL  MARKETS 


For  more  coverage  of  the  markets, 
visit  our  Web  site  at  businessweek.com 
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THE  GALAXY  INTERCONTINENTAL  BUSINESS  JET  Ck^^L^AX)^ 

EXPLORE  IT 


PAPER 


A  I  R  P  L  A  N  E  S 


ARE  FOR 


K  I  D  S. 


The  Galaxy  received  full  FAA  certificdtion  December  16t  1998> 


Just  because  you  want  on  airplane  of  the  future  doesn't  mean  you  have  to  wait  years  to  get 


The  Galaxy  has  an  inch  more  cabin  height  than 
any  Challenger  or  Gulf  stream  and  wide-body 
comfort  with  7'  2 "  of  cabin  width. 


it.  With  its  3,620  nm  range,  the  Galaxy  opens  up  a  whole  new  class  of  business  airplane, 


and  it's  ready  for  delivery  this  year  It's  |ust  what  we  said  it  would  be  and  more.  From  the 


3utiful,  spacious  cabin,  right  up  to  the  guaranteed  $850  per  hour  operating  cost  The 


Galaxy  is  here.  And  available  for  demonstration  to  all  those  looking  for  a  plane,  not  just  a  plan. 


For  information,  call  Roger  Sperry,  Executive  Vice  President,  8178373233,  ext.  115  Or  for  a  video, 
fax  us  on  company  letterhead  with  the  name  of  this  publication  at  8178373862. 


In  the  right  hands,  iron,  steel  and  aluminui 


H 

At  Chrysler,  we  have  one  simple  philosophy:  to  create  great  cars.  It  s  about  sculpting  innovative,  influential  designs  £ 
the  quest  for  engineering  excellence.  It  s  about  taking  the  basic  elements  and  crafting  something  dynamic,  unique 
extraordinary.  For  more  information,  just  call  1.800.CHRYSLER  or  you  can  visit  our  Web  site  at  www.chryslercars.cc 


in  be  transformed  into  precious  metals 
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Science  &  Technology 


ENTERTAINMENT 


DISNEY'S 

MICKEY  MENSA  CLUB 

Major  intellects  are  imagining  future  magic  for  the  Kingdom 


HIGH-TECH  SUPERSTARS:  (cluck wine  from  Upper  left)  Ferren.  Hillis,  Haselthie,  and  Kay 


it's  neai'ly  7  p.m.  on  Friday.  But  Bran 
Ferren,  Walt  Disney  genius-in-resi- 
dence,  is  wandering  the  halls  of  a 
nondescript  building  in  Glendale, 
Calif.  He  isn't  eagei'  to  unwind  for  the 
weekend.  He's  still  savoring  tiie  visions 
that  crystallized  during  the  day.  "What 
we  are  really  doing  here,"  he  says,  "is 
finding  new  ways  to  do  a  very  old 
thing — and  that's  to  tell  a  stoiy." 
Disney  has  been  honing  its  story- 
'lling  art  for  decades.  The  company 
Mally  invented  the  recipe  for  enter- 


tainment that  delights  both  the  young 
and  the  young  at  heart.  Now,  the  chal- 
lenge is  to  find  ways  to  apply  that  for- 
mula to  tomoiTOw's  high-tech  entertain- 
ment— and  keep  the  profits  rolling  in. 
That's  the  job  of  Disney  Imagineering, 
where  Ferren  is  president  of  research 
and  develoj^ment. 

Started  by  Walt  back  in  1952  to  help 
design  Disneyland,  Imagineering  today 
is  a  2,200-person  think  tank  sei-ving  Dis- 
ney's sLx  (iivisions.  It  still  conceives  new 
theme  parks,  with  plans  in  the  works 


for  Asia  and  Europe.  But  for  FeiTen 
sporting  his  trademark  safari  jacket 
khakis,  and  New  Balance  sneakers,  thi^ 
was  a  day  for-  hatching  future  cybei-- 
land  fantasies.  The  details  are  closeh 
guarded  secrets  for  now,  but  Ferrer, 
hints  at  viitual-reality  theme-park  ride^ 
so  realistic  that  even  jaded  adults  will 
be  captivated  by  make-believe  worlds 
For  kids,  there  will  be  Web  sites  where 
wishes  get  magically  transformed  intc 
virtual  pets  and  toys.  And  the  couch- 
potato  life  will  become  more  indolent 
than  ever,  with  smart  TV  sets  that  leani 
your  viewing  preferences  and 
automatically  record  programs 
you  forget  to  watch. 
BIG  SANDBOX.  For  the  Imagi- 
neers,  working  on  such  notions 
is  like  a  second  childhood.  This 
R&D  isn't  toil,  says  Feiren — it's 
playing  in  the  sandbox.  A  big 
sandbox.  Feiren  oversees  120 
people  who  are  paid  to  pui'sue 
theii*  sense  of  childish  glee,  in- 
cluding two  superstar  Disney 
Fellows.  The  first  arrived  in 
1996:  W.  Daniel  Hillis.  Now  42, 
he  founded  Thinking  Machines 
Corp.,  a  spin-off  from  Massa- 
chusetts Institute  of  Teclmology, 
and  he  is  famous  in  Boston  for 
driving  a  miniature  fii"e  tiiick 
to  woi'k  each  morning.  He  put 
himself  through  MIT  designing 
toys  for  Milton  Bi-adley.  These 
days,  HUhs  is  working  on  a  life- 
size  dinosaur  robot  that  may 
soon  tromp  around  Disney's 
new  Animal  Kingdom  park. 

Fellow  No.  2  signed  on  in 
1996.  Alan  C.  Kay  a  Silicon  Val- 
ley pioneer  and  former  senior 
fellow  at  Apple  Computer  Inc., 
also  indulges  in  serious  whimsy. 
At  4  a.m.,  this  onetime  profes- 
sional musician  often  plays  a 
big  pipe  organ  in  a  soundproof 
room  at  his  Brentwood  (Calif.) 
home.  Now  58,  Kay  was  a 
founder  of  Xerox  Corp.'s  leg- 
endaiy  Palo  Alto  Research  Cen- 
ter. He  was  working  on  note- 
book computers  before  most  folks  ever 
dreamed  of  owning  one — starting  three 
decades  ago.  In  the  early  '70s,  he  devel- 
oped the  fii"st  computer  language  based 
on  "object-oriented"  technology,  which 
gTeatly  simplifies  a  progTammer's  job  by 
encapsulating  related  instructions  in 
reusable  software  objects.  | 
Today,  Kay  is  shooting  for  another! 
software  breakthrough  with  Scjueak,  a 
computer  language  designed  specifically 
for  hckety-split  multimedia  applications. 
Squeak  will  power  Disney's  vast  Web 


u  S5  WEEK  /  MARCH  8,  1999 


Comfort  at  work, 


When  you're  comfortable,  taking  care  of 
business  seems  less  like  work.  Our  First, 
Business  and  Economy  Class  now  feature 
redesigned  seats  with  greater  recline  and 
adjustable  headrests,  along  with  more  space 
to  stretch  your  legs.  So  you  can  lean  back 
and  relax.  Or.  if  you  prefer,  you  have  the 
atmosphere  you  need  to  get  work  done. 
It's  all  part  of  our  new  intercontinental  service 
and  another  example  of  our  efforts  to  offer 
you  a  more  comfortable  journey. 

www.lufthansa-usa.com 


Lufthansa 


STAF 

The  airlil 


iLLlANCE 

network  for  Earth. 


Fly  on  Lufthansa  or  our  global  partner  United  Airlines  and  you 
can  accrue  or  redeem  miles  in  either  Lufthansa  Miles  &  More'  or 
United  Mileage  Plus*  in  accordance  with  the  terms  and  conditions 
of  the  programs.  New  seats  being  phased  in  through  Spring  1999. 


Science  &  Technology 


sites — especially  its  educational  sites, 
where  programs  rich  in  images  and 
sounds  will  help  children  leam.  "Disney 
is  a  gi-eat  place  to  ti-y  out  new  ideas  be- 
cause they  l-cnow  so  much  about  kids, 
and  they  have  the 
size  and  resources 
to  put  yoLU'  ideas 
into  practice," 
says  Kay. 

Disney 
pays  well  for 
talent.  Insiders 
say  the  fellows 
got  five-year 
contracts  at 
roughly  $200,000 
annually,  plus  stock 
options.  And  when  think- 
ers can't  be  enticed  to  join 
Disney  full-time,  Ferren  snags 
them  as  consulting  fellows.  So 
far,  there  are  two — both  mit 
professors:  Seymour  A.  Pa- 
pert,  a  fervent  proponent  of 
using  computers  to  spm*  learn- 
ing, and  Marvin  L.  Minsky, 
one  of  the  brains  behind  arti- 
ficial intelligence. 
SMALL  CHANGE.  Why  so  much 
emphasis  on  intellectual  mus- 
cle? Even  before  it  became  a 
.$23  billion  conglomerate,  Dis- 
ney invested  freely  in  new 
forms  of  entertainment.  But 
now,  it  faces  stiffer  competi- 
tion not  only  from  ti-aditional 
rival  media  giants  but  also 
from  newcomers  suci)  as  AT&T 
and  Yahoo!  Inc.  So  Disney  is 
huing  "the  guys  who  can  tliinl^ 
better  than  their  competition," 
says  William  Joy,  co-founder 
and  chief  scientist  at  Sun  Mi- 
crosystems Inc. 

If  that  means  pamjipring  a 
chosen  few,  Disney  can  afford 
it,  says  Paul  Saffo,  directoi-  of 
technology  consultant  Instil  ute 
for  the  Future  in  Menlo  Park, 
Calif.  "Whatever  they're  pay- 
ing has  to  be  a  I'ounding  eri-oi- 
for  a  company  the  size  of  Dis- 
ney," he  notes.  Saffo  figures  Disney's 
R&D  splurge  has  already  increased  its 
lead  over  such  adversaries  as  Time 
Warner  Inc. 

I'ime  Warner  Chairman  Gerald  Levin 
isn't  worried,  though.  He  barely  sup- 
presses a  snicker  when  asked  about  the 
gray-matter  buildup.  "It's  a  Disney 
thing,"  says  the  fonner  technologist. 

Disney  hopes  to  open  Levin's  eyes 
this  spring.  That's  when  its  new  wiz- 
ards are  scheduled  to  unveil  E-toys — 
ed.ncational  toys  tliat  let  kids  log  on  to 


a  Disney  Web  site  and  learn  how 
things  work  by  building  simulations 
they  can  download  and  play  with  on 
their  own  PCs.  Aspiring  engineers  will 
be  able  to  design  a  car — and  a  chal- 
lenging mountain  road  to  test  their  dri- 
j  skills.  The  behind-the-scre 
jftware  that  will  provides  th 
level  of  interactivity 


The  Brain  Trust 
at  Disney 


NAME              :  POSITION 

JOINED  DISNEY 

EXPERTISE 

BRAN 

r tRKEN 

President, 

lllldglllcci  111^ 

R&D 

1993,  from 
Associates 
&  Ferren 

Special  effects, 
lighting  effects 

ERIC  C. 
HASELTINE 

Sr.  V-Pand 
chief  scientist, 
Walt  Disney 
Imagineering 

1992,  from 

Hughes 

Aircraft 

Physiology, 
neuroanatomy, 
flight 

simulation 

W.  DANIEL 
HILLIS 

Disney  Fellow 

1996, 

concurrently 
adjunct  pro- 
fessor at  MIT 

Mathematics, 
high- 
performance 
computing 

ALAN  C. 
KAY 

Disney  Fellow 

1996,  from 
Apple  Computer 

Personal  com- 
puting, mathe- 
matics, molec- 
ular biology 

SEYMOUR 
A.  PAPERT 

Consulting 
Fellow 

1997,           :  Mathematics, 
concurrently  artificial 
MIT  professor    :  intelligence, 
:  education 

MARVIN  L. 
MINSKY 

Consulting 
Fellow 

1997,  Artificial 
concurrently     ;  intelligence, 
professor  cognitive 
of  media  arts  &  psychology, 
sciences  at  MIT  neural  networks 

DATA:  WALT  DISNEY  CO, 

was  developed  by  Alan  Kay's  group. 

Danny  Hillis'  expertise  in  parallel 
processing  had  its  fti-st  trial  last  month. 
Football  fans  who  watched  the  Jan.  4 
Fiesta  Bowl  on  Disney's  ABC-TV  net- 
work were  offered  related  play-by-play 
facts  and  video  clips  on  p:sfn's  Internet 
site,  espn.com.  Hillis  was  called  in  to 
help  synchronize  the  media  streams. 
When  game  time  rolled  around,  the 
technology  worked — but  espn.com  did- 
n't have  the  bandwidth  to  cope  with 
the  huge  demand.  By  the  second  quar- 


ter, ABC  ordered  its  announcers  to  sto 
promoting  the  service.  Ferren  say 
the  technology  is  also  proving  valuabl 
for  the  Telefusion  Lab,  a  mockup  o 
a  futuristic  living  room  where  ABi 
researchers  pluml 
the  implication 
of  the  conver 
gence  of  TV  anc 
computers. 

For  themi 
parks,   t  h  ( 
next  phase  o 
virtual  reality 
is  taking  its  cu( 
from  Eric  C 
Haseltine,  whc 
joined  Disney  in  1991 
after  13  years  at  Hughes 
Aircraft  Co.  Thei-e,  he  was 
recognized  as  a  leading  exper 
on  flight  simulators.  Now,  he'i 
the  giiiding  hght  for  the  Cave 
a  VR  environment  where  visi- 
tors will  be  engulfed  by  im 
ages  and  sensations  from  thi 
Wild  West,  outer  space,  or  any 
place  that  can  be  modeled  on 
computer. 

Fen-en,  46,  attended  mit  foi 
scai'cely  a  month  befoi'e  finding 
it  too  boring  to  continue.  Sc 
he  founded  Associates  &  Fer 
ren,  an  East  Hampton  (N.  Y.) 
company  that  developed  novel 
special-effects  technology  for 
moviemakers.  His  innovations 
earned  an  Academy  Award  in 
1992  for  tecluiical  acliievement.  | 
That  prompted  Disney  to  buy  v 
the  company  in  1993,  he  says 
"with  the  proverbial  offer  you 
can't  refuse."  Ferren's  pet| 
project  is  a  method  to  delive 
movies  digitally  to  theaters 
and  TV  stations,  which  could 
save  Disney  tens  of  millions 
annually  in  duplication  and  dis- 
tribution costs.  Hollywood  stu- 
dios and  TV  networks  ai-e  itch- 
ing to  toss  out  the  steel  cans 
now  used  to  distiibute  movies. 
Finally  ready  to  relax,  Fer- 
ren leans  back  behind  a  desk  cluttered 
with  metal  boxes  and  wire  cutters.  If 
you  sm-vey  the  histoiy  of  entertainment, 
he  muses,  "there  has  always  been  a 
long  time  between  killer  applications," 
fi'om  radio  to  TV,  and  then  on  to  video 
games.  Given  the  quickening  pace  of  in-  j 
novation,  the  next  "killer  app"  is  now" 
due.  What  will  it  be?  "We  think  we 
know,  or  at  least  I  hope  we  know,"  he 
says.  Then  he  clams  up  and  heads  back 
down  the  hall. 

By  Ronald  Grover  i)i  Glendale,  Calif. 
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AOL 

t's  easy  to  enjoy  the  same  AOL  benefits 
m  get  at  home,  at  work. 


It's  as  easy  as  1-2-3... 


 Step  1:  

nect  to  the  Internet  using  your  local  Internet 
'ice  Provider  or  by  using  the  Local  Area  Network 
N)  Internet  Connection  at  work. 


Step  3: 


Step  2: 


•t  up  your  AOL  software*  Before  signing-on  to  AOL, 

will  first  need  to  reconfigure  your  AOL  connection 

ip  to  connect  via  TCP/IP  Here's  how: 

In  the  Sign-on  screen,  click  "Setup." 

ihoose  Create  a  location  for  use  with  new  access 

ihone  numbers  or  an  ISP  option  and  click  Next. 

n  the  "Add  Location"  window,  type  a  name  for  the 

acation  (for  example,  TCP/IP  location). 

;hoose  Add  a  custom  connection  (for  example 

TP/IP)  and  click  "Next."  A  TCP/IP  location  will 

'6  created  automatically 


Sign-on  to  America  Online.  If  you  are  already  an  AOL 
member,  use  your  existing  screen  name  and  p-assword 
and  sign  on  as  normal.  If  you  are  not  an  AOL  member, 
you  can  download  the  current  software  through  our 
Web  site  at  www.aol.com  or  call  l-80()-4-ONLINI'  to 
get  software  delivered  to  you. 

AOL  also  offei-s  a  special  pricing  plan  for 
customers  who  use  AOL  exclusively  via  TCP/IP 
The  Bring  Your  Own  Access  Plan  is  just  $9.^)'^ 
per  month  for  unlimited  use  of  America  Online.** 

Next  time  you're  looking  for  the  best  of  the 
Internet  and  more  at  work,  check  out  AOL. 


■  II  you  are  nol  an  AOL  member,  you  cdn  download  Ihe  current  software  through  our 
Web  Site  at  www  aol  com  or  call  1  -800-4-ONLINE  to  gel  software  delivered  lo  you 

"Additional  charges  apply  it  you  do  not  connect  through  TCP/IP 
Go  to  AOL  Keywotd:  Billing  lo  swrlch  lo  this  plan 

©  1998  America  Online,  Inc. 


To  receive  FREE 
AOL  software,  call 
1-800-4-ONLINE. 

A 

AM  E  1^1  CA 

So  easy  to  use, 
no  wonder  it's  #7 


Harriott 

HOTtLS    RESORTS  SUITtS 


RENAISSANCE. 

HOTELS  AND  RESORTS 


Marriott  Rewards'"  25K  Bonus.  Marriott  Rewards  members  who  sign  up  for  our  special  bonus  will  get  j 
5,000  extra  points  for  every  three  stays*  at  a  Marriott  Hotels,  Resorts  and  Suites  or  at  participating  Renaissance  it: 
Hotels  and  Resorts  from  February  21  -  September  6, 1999.  All  the  way  up  to  a  grand  total  of  25,000  bonus  j, 

points.  Add  that  to  the  points  you're  already  racking  up  as  a  Marriott  Rewards  member  and  you  are  well  on  your  i 

1 

way  to  basking  in  the  sun  or  swishing  down  a  mountainside.  We  have  over  1,500  places  worldwide  (including  ^ 
glorious  resorts)  where  you  can  redeem  your  points.  Plus  cruises,  flights,  car  rentals  and  vacation  packages.  ' 
To  sign  up  for  the  25K  Bonus,  just  call  888-977-7012  or  click  over  to  www.marriottrewards.com. 


'A  "stay"  means  the  complete  pericxJ  for  which  payment  was  made 
(either  one  night  or  consecutive  nights)  from  check  m  to  checkout. 


^>  Harriott  REw  A  rds 


Developments  to  Watch 
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HOW  TO  GET  BUGS 
OUT  OF  KIDS'  EARS 

EVERY  YEAR  IN  THE  U.  S., 

childhood  ear  infections 
prompt  24  million  visits 
to  pediatricians'  offices — 
and  rack  up  medical  and 
surgical  costs  of  more 
than  $3  billion.  But  a  new 
drug  called  ne-1530,  made 
from  a  complex  sugar 
that's  found  in  breast 
milk,  could  drastically 
reduce  the  incidence  of 
3uch  ear  infections — and 
the  tab. 

The  drug  is  the  brain- 
child of  Stephen  A.  Roth, 
:hief  executive  of  Neose 
Technologies  Inc.,  a 
oiotech  company  in  Hor- 
sham, Pa.  NE-1530  is  very 
iifferent  fi-om  the  anti- 
oiotics  usually  used  to 
:reat  ear  infections.  It 
ioesn't  work  by  hunting 
iown  germs:  Instead,  it 
ures  the  bugs  to  their 
iestruction.  The  com- 
joimd  is  made  by  linking 
;ugar  molecules  together 
;o  mimic  a  natural  carbo- 
lydrate  molecule  found 
)n  the  surface  of  ear 
;ells.  When  bacteria  or 
i^iruses  are  tricked  into 
jlomming  on  to  these  de- 
:oys,  they  can't  infect  ear 
;ells,  and  the  body's  de- 
fense system  has  no  trou- 
jle  clearing  out  the  mole- 
cular mimes  and  any 
lasties  clinging  to  them. 

Because  NE-1530  re- 
moves pathogens  without 
dlling  them,  it  is  unUkely 
.0  cause  bacteria  to  de- 
velop increased  resistance 
;o  antibiotics,  a  gi'owirig 
problem  due  partly  to 
)veruse  of  antibiotics. 
\nd  because  it  is  a  natur- 
il,  nontoxic  compound,  it 
should  have  no  debilitat- 
j  ng  side  effects,  according 
:  -0  Roth.  The  dmg,  now  in 
"linical  trials  in  Finland, 
:  s  administered  as  a  nasal 
;pray.         Ellen  Licking 


NUGGETS  OF  DATA 
FROM  TAPED 
PHONE  CALLS 

"your  call  may  be  moni- 
tored  to  ensure  quality."  This 
disclaimer  crops  up  all  the 
time  these  days.  People  are 
especially  apt  to  heai*  it  when 
they  call  various  help  desks 
to  ask  about  product  war- 
ranties, software  problems, 
travel  airangements,  medical 
services,  or  dozens  of  other 
issues.  At  many  companies, 
the  monitoring  isn't  done  by 
supervisors  but  by  digital 
recorders.  As  a  result,  com- 
panies are  accumulating 
mammoth  databases  of  audio 
files. 


Dragon  Systems  Inc.  in 
Newton,  Mass.,  will  soon  of- 
fer computer-based  tools  to 
help  sift  through  that  ca- 
cophony for  precious  clues  to 
customer  satisfaction,  shifts 
in  buying  patterns,  and  other 
trends.  Using  the  same 
speech-recognition  tricks  that 
are  employed  in  Dragon's 
popular  NaturallySpeaking 
dictation  software,  the  new 
program  can  create  word  in- 
dexes from  reams  of  recorded 
speech.  The  indexes  allow 
managers  to  move  quickly  to 
the  locations  on  the  tape 
where  the  keywords  and 
phi'ases  occur. 

Users  can  also  queiy  the 
database  about  the  frecjuency 
with  which  a  certain  word  is 
used  in  phone  conversations. 
Managers  can  find  out,  for 
example,  how  many  calls  on  a 
given  day  made  reference  to 
a  particular  ghtch  in  the  soft- 
ware. Dragon's  audio-mining 
software  can't  create  perfect 
transcripts,  but  it  can  extract 
plenty  of  data  just  fi-om  the 
indexes.  A  commercial  prod- 
uct is  scheduled  for  launch 
by  yearend.         Neil  Gross 


MAKING  LIGHT  WORK 
OF  PHOTONS 

optical  computing  has 
long  shone  as  the  theoretical 
hope  for  faster  number- 
crunchers  when  electronics 
bumps  up  against  physical 
limits  around  2020.  A  pair  of 
breakthroughs  makes  that 
prospect  seem  fai-  more  likely. 

A  problem  has  been  stor- 
ing a  digital  bit  with  a  light 
pulse.  It's  tricky;  hght,  by  na- 
ture, is  always  moving  at  the 
speed  of  light.  So  keeping  a 
photon  in  one  spot  means 
boimcing  it  back  and  forth  be- 
tween miiTors,  or  pumping  it 
tlirough  coils  of  optical  fiber 
Neither  approach  is  practical 
outside  a  lab  because  it  takes 
up  far  more  space  than  to- 
day's memory  chips. 

Now,  researchers  at  Lud- 
wig-Maximihans-Univei'sity  in 
Munich  and  nearby  Munich 
Teclinical  University  have  de- 
vised a  promising  tactic.  They 
use  semiconductor  stmctm'es 
to  transform  photons  into 
"electron-hole  pairs."  Those 
ai'e  an  outgi'owth  of  quantum 
physics:  Electrons  have  a 
negative  charge,  and  "holes" 
cany  a  positive  chai'ge.  Wlien 
they  meet,  they  annihilate 
one  another  and  give  off  a 
flash  of  light.  The  trick  is  to 
control  the  timing  of  that  an- 
niliilation.  Tlie  reseai'chers  re- 
port in  the  Feb.  26  issue  of 
Science  that  they  can  tem- 
porarily delay  recombination 
and  thus  retrieve  a  photon  at 
a  predetennined  instant. 

Meanwliile,  in  the  Feb.  11 
issue  of  Nature,  physicists  at 
Stanford  University  unveiled 
a  cliip  that  uses  electron-hole 
anniliilation  to  create  photons 
ill  vast  numbers.  Tlieh-  chip  is 
studded  with  thousands  of 
posts,  each  of  which  can  emit 
millions  of  photons  a  second. 
The  posts  also  act  as  turn- 
stiles, ensuring  that  only  sin- 
gle photons  pop  out  on  sched- 
ule. Computers  capable  of 
processing  single-photon  sig- 
nals would  leave  today's  su- 
percomputers in  the  dust.  □ 


m  People  who  live  in  glass 
houses  may  finally  get  to 
throw  stones.  Materials 
scientists  at  Pennsylvania 
State  University  and  at 
Cateipillar  Inc.  say  they 
have  a  new  chemical 
technique     that  will 
toughen  the  inner  lay- 
ers of  a  sheet  of  glass. 
As  a  result,  the  re- 
searchers say,  a  crack 
on  a  window  or  wind- 
shield will  encounter  increas- 
ing resistance  as  it  moves 
into  the  pane.  That's  the  op- 
posite of  what  happens  with 
today's  tempered  glass.  Cm*- 
rent  chemical  and  heat  treat- 
ments toughen  only  the  ex- 
ternal layers. 

m  Desktop  computing  may 
soon  bid  farewell  to  that  last 
big  analog  holdout:  the  dis- 
play tube.  A  working  gi-oup 
representing  most  display 


and  PC  makers  is  set  to  en- 
dorse a  new,  all-digital  solu- 
tion developed  by  tiny  Sili- 
con Image  Inc.  of  Cupertino, 
CaHf  Chucking  the  digital-to- 
analog-to-digital  double  con- 
version now  used  for  flat- 
screen  monitors  will  take  out 
$100  worth  of  electronics 
parts  and  make  these  svelte 
miits  more  price-competitive 
with  tubes.  □ 
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action  for  your  company. 
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KEEPING 
MEMORY  LANE 
UNCLOGGED 


Are  you  starting  to  no- 
tice more  of  those  "se- 
nior moments"?  A 
name  or  fact  is  on  the  tip  of 
your  tongue,  but  you  can't 
remember  it,  and  your  con- 
versations are  increasingly 
studded  with,  "You  know, 
what's-his-name?" 

Don't  panic.  You're  not  los- 
ing yoiu'  mind.  Many  people 
experience  slight  memory 
problems  as  they  age.  But  if 
you've  been  jogging  all  these 
years  to  keep  physically  fit, 
you  may  wonder  if  there's  a 
way  to  keep  mentally  fit  as 
well.  Would  nutritional  sup- 
plements and  memory-im- 
provement classes  make  a  dif- 
ference? Recent  research 
suggests  supplements,  such  as 
ginkgo  biloba,  and  the  right 
mental  exercises  could  help. 

Regardless  of  age,  mne- 
monic abilities  vaiy  fi'om  one 
person  to  the  next.  Some 
people  have  always  been  for- 
getful, others 
have  extraor- 
dinary recall 
well  into  old 
age.  In  general,  though,  there 
is  "a  certain  amount  of  slow- 
ing of  synaptic  neural  trans- 
missions with  age"  that  can 
start  as  early  as  your  30s, 
says  Patricia  Tun,  associate 
director  of  the  memoiy  and 
cognition  lab  at  Brandeis  Uni- 
versity. In  other  words,  it 
takes  longer  to  retrieve  in- 
formation such  as  names  and 
dates.  Tim's  research  also 
shows  people  gTow  more  dis- 
tractible  with  age  and  find  it 
harder  to  block  out  certain 
backgi'ound  noise. 

Why  memory  slows  with 
age  is  unknown.  "There  may 
be  some  loss  of  nerve  cells 


YOUR  LIFE 


HEALTH 


and  accumulation  of  in- 
tercellular sludge,  and 
it's  thought  that  the 
parts  are  wearing 
out,"  says  Dr.  Bany 
Gordon,  director  of 
the  memoiy  clinic  at 
Johns  Hopkins  Med- 
ical Institutes  in  Balti- 
more. To  understand  what 
could  go  wrong  and  what 
might  help,  it's  useful  to  re- 
view how  memoiy  works. 

Contrary 
to  popular 
belief,  memo- 
ry is  not  lo- 
cated in  a  distinct  pail  of  the 
brain  or  stored  in  brain  cells. 
Rather  it  is  a  network  of 
thoughts  that's  created  as 
chemicals  called  neurotrans- 
mitters— acetylcholine,  in  pai- 
ticular — and  electrical  im- 
pulses trace  pathways 
through  the  brain.  As  we 
leani  new  infonnation,  the  in- 
terconnections, or  synapses, 
between  brain  cells  increase, 
creating  a  more  complex  net- 
work of  associations.  Orches- 
trating this  process  is  the 
hippocampus,  a  part  of  the 
brain  that  determines  what 
information  goes  into  long- 
teiTn  memoiy.  Unless  new  in- 


put has  special  meaning  for 
you  or  is  ft'equently  repeated, 
you  quickly  forget  it. 
CELL  SUPPORT.  People  don't 
actually  lose  their  memories 
unless  this  process  is  dam- 
aged by  injury  or  disease. 
"Dementia  is  a  pathology  that 
is  not  part  of  normal  aging," 
says  Andrew  Monjan,  chief 
of  the  neuropsychology  of  ag- 
ing at  the  National  Institute 
on  Aging.  Some  dementia  is 
caused  by  cardiac  conditions 
such  as  hyi^ertension,  where 


tiny  strokes  block  blood  flov 
to  the  brain.  More  commonly 
Alzheimer's  is  the  culprit.  I  iti; 
disables  brain  cells  that  pro 
duce  acetylcholine  and  foim 
insoluble  plaques,  especially  if 
in  the  hippocampus,  inflam  (r- 
mation  and  free-radical  dam  \\ 
age  in  surrounding  tissu<  i 
may  also  appear.   In  th<  i 
process,  "fatty  acids  in  th« 
membranes  of  brain  cells  be 
come  oxidized,  and  the  memifi 
branes  stop  functioning  prop  t 
erly,"  says  Jerry  Cott,  \\e&o 
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s  to  Avoid 
Brain  Drain 

USE  IT  OR  LOSE  IT 


adult  psychopharmacology 
search  at  the  National  In- 
.tute  of  Mental  Health. 
Various  drugs  and  nutri- 
inal  supplements  appear  to 
Ip  Alzheimer's  patients.  But 
ere  is  only  anecdotal  evi- 
nce that  these  substances 
)uld  make  a  difference  in 
althy  people.  For  example, 
searchers  have  noticed  that 
thritis  sufferers  who  take 
il^rofen  and  naproxin  to  re- 
ce  inflammation  have  a 
A'er    incidence    of  Alz- 


Challenge  your  brain  by  pursuing  an 
intellectually  stimulating  interest. 

DON'T  DO  TOO  MUCH  AT  ONCE 

Stay  focused  on  the  task  at  hand.  Peo- 
ple often  think  they  have  a  memory 
problem  but  are  simply  not  paying 
attention. 

EAT  HEALTHY 

Diets  rich  in  fruits,  vegetables, 
and  foods  containing  omega-3 
fatty  acids  (such  as  tuna  and 
salmon)  are  thought  to  keep 
brain  cells  strong. 

DO  AEROBIC  EXERCISE 

It's  important  for  circulation 
and  blood  flow  to  the  brain,  and 
can  prevent  cardiac  problems  that 
lead  to  dementia  and  Alzheimer's. 

GET  ENOUGH  SLEEP 

Lack  of  sleep  can  slow  brain  func- 
tion, blunt  memory,  and  increase 
reaction  time. 

TRY  DIETARY  SOPPLEiENTS 

Studies  on  Alzheimer's  patients 
show  minor  benefit  from  ginkgo 
biloba  (60  to  80  milligrams  taken 
twice  a  day)  and  vitamin  E  (800  to 
2,000  mg  a  day). 

TALK  TO  YOOR  DOCTOR 

Conditions  such  as  depression,  thyroid 
malfunction,  and  Parkinson's  disease, 
and  drugs  such  as  antihypertensives 
and  tranquilizers,  can  interfere  vnth 
memory. 


heimer's.  "Epidemiological 
studies  suggest  that  people 
who  take  nonsteroidal  anti- 
inflammatories [nsaids]  for 
two  years  or  more  have  a 
60%  reduction  in  risk  for 
Alzheimer's,"  says  Gary 
Small,  director  of  the  Center 
on  Aging  at  the  University 
of  California  at  Los  Angeles. 

Estrogen,  too,  has  been 
shown  to  improve  reading  re- 
tention and  reduce  the  risk 
of  Alzheimer's  in  postmeno- 
pausal women.  "There's  evi- 


dence that  estro- 
gens are  across-the- 
board  boosters  of 
acetylcholine  and 
[can]  inci-ease  syn- 
apses in  the  hippo- 
campus," says  Vas- 
silis  Koliatsos,  an 
associate  professor 
of  neurology  at 
Johns  Hopkins. 

Should  you  start 
taking  nsaids  or  es- 
trogen to  sharpen 
your  memory  or 
prevent  Alzheim- 
er's? Probably  not, 
unless  you  suffer 
from  aithiitis  or  ai'e 
a  postmenopausal 
woman  with  low 
cancer  risk.  Ginkgo 
biloba,  meanwhile, 
may  confer  some 
benefit  on  normal 
memories  and  prob- 
ably won't  do  any 
harm,  unless  you 
are  taking  a  blood 
thinner  such  as 
aspuin. 

Ginkgo,  used 
widely  in  Eiu'ope  to 
treat  memory  prob- 
lems, is  an  herb  de- 
rived from  an  an- 
cient species  of  tree. 
It  contains  flavi- 
noids,  wliich  help  to 
neutralize  free  radi- 
cals, and  ginkgo- 
lides,  which  inhibit 
blood-clotting  and 
reduce  inflammation. 
The  effect,  if  any,  is 
subtle,  and  you 
wouldn't  detect  it 
for  several  months. 
If  you  want  to  tiy 
ginkgo,  the  recom- 
mended dose  is  60 
to  80  milligi'ams  twice  a  day. 
Also  look  on  the  label  for  a 
26-to-6  or  27-to-7  ratio  of 
flavinoids  to  ginkgolides. 

Vitamin  E  is  well-recog- 
nized as  an  antioxidant  and 
in  daily  doses  of  800  to  2,000 
mg  can  have  blood-thinning 
properties.  Two  other  nutri- 
ents that  may  sharpen  the 
mind  are  the  omega-3  fatty 
acids  docosahexaenoic  acid 
(DHA)  and  phosphotidyl  ser- 
ine (PS).  Brain  cells  are  made 
largely  of  fatty  acids,  and 


these  supplements  may  keep 
them  supple. 

Before  you  rush  to  the 
health-food  store,  note  that 
you  can  get  a  similar  benefit 
by  eating  lots  of  finit,  veg- 
etables, and  fish.  "Finits  and 
vegetables  are  found  more 
and  more  to  have  important 
antioxidant  effects  in  the 
body,"  says  the  National  In- 
stitute of  Mental  Health's 
Cott.  Salmon,  tuna,  sardines, 
and  canola  and  flaxseed  oil 
ai'e  all  rich  soui'ces  of  omega- 
3  fatty  acids. 

DOWNTIME.  Other  considera- 
tions affect  memoiy  as  well. 
Stress  and  depression  often 
appear  to  impau-  memory  be- 
cause they  sap  mental  ener- 
gy. And  many  people  think 
they  are  becoming  forgetful 
when  in  fact  they're  too  busy 
to  keep  track  of  eveiything 
they  have  to  do.  "A  common 
misconception  is  that  you're 
having  memory  problems 
when  you're  not  really  paying 
attention,"  says  Tun.  "For 
people  in  middle  age,  it  can 
be  important  to  have  some 
downtime  to  relax." 

Memory -enhancement 
classes  are  probably  not  the 
answer.  They  are  based  on 
techniques  for  building  asso- 
ciations between  new  infor- 
mation and  old.  "I  warn  peo- 
ple they  don't  need  to  spend 
$300  to  leam  to  associate  to 
remember  someone's  name," 
says  Tun.  Sink  the  money  in- 
stead into  pursuing  a  new  in- 
terest, like  tap  dancing  or 
bridge,  that  builds  creative 
thought  associations  and  chal- 
lenges the  brain  to  form 
meaningful  new  connections. 
In  animal  studies,  enriched 
environments  have  shown  an 
increase  in  brain  synapses 
and  memory  abilities.  "Pas- 
sivity is  the  worst  enemy  of 
good  mental  function  as  you 
get  older,"  says  Tim. 

Physical  exercise  is  equally 
important.  Brain  cells  need 
oxygen  and  regular  blood 
flow,  and  aerobic  exercise 
helps  prevent  cardiac  condi- 
tions that  can  lead  to  demen- 
tia. It  all  boils  down  to  the 
maxim  that  what  is  healthy 
for  the  body  is  healthy  for 
the  mind.  Pain  Black 


BUSINESS  WEEK  /  MARCH  8.  1999  1  17 


Personal  Business 


DONATING  YOUR  CAR? 
DON'T  BE  DUPED 


The  ads  are  every- 
where, encouraging 
you  to  "Donate  Your 
.  Get  a  Tax 

And 
doing 


Car.  . 

Break!' 
they're 

their  job:  In 
large  urban  areas,  such  as 
New  York  and  Los  Angeles, 
some  10,000  cars  are  given 
away  to  charity  and  resold 
each  year,  says  the  Council 
of  Better  Business  Bureaus 
(CBBB)  in  Arlington,  Va. 

Such  programs  let  you 
ditch  an  old  clunker,  help  a 
good  cause,  and  get  a  tax 
break.  "When  you  factor  in 
the  hassle  and  haggling  in- 
volved in  selling  or  trading 
in  the  car,  donating  it . . .  of- 
ten looks  good,"  says  Paul 
Yurachek,  a  financial  plan 
ner  at  American  Express 
Financial    Advisors  in 
Bethesda,  Md. 

But  before  handing 
over  your  car  keys, 
you  should  know  that 
the  bulk  of  your  do- 
nation may  not  be  go- 
ing to  the  charity.  In 
fact,  says  Bennett  • 
Weiner,  dii'ector  of  the 
f'BBB  philanthropic  ad- 
visory service,  many 
charities  rely  on  for- 
profit  brokers — often 
towing  companies  or 
used-car  lots — to  pick 
up  and  sell  the  cars. 
These  middlemen  may 
pocket  most  of  the 
money  from  the  sale, 
passing  on  only  a 
small  flat  fee  or  tiny 
percentage  to  the 
charity. 

COMPLAINTS.  Take  1-800-MY- 
CHARiTY  in  Elmont,  N.  Y.,  a 
for  profit  broker  that  repr-e- 
sents  three  small  charities: 
the  Coalition  Against  Breast 
Cancer  in  Hauppauge,  N.  Y.; 
Neo/Presearch  Energy  Foun- 
dation in  the  Bronx,  N.  Y.; 


YOUR  MONEY 


GIVING 


and  Associated  Humane  So- 
cieties in  Newark,  N.J. 
Robert  Soshnick,  an  attor- 
ney for  1-800-MYCHARITY, 
says  it  gives  its  charities  $25 
for  every  non-running  junk 
car  and  "a  per- 
centage of  the 
book-appraised 
value  on  nonjunk  cars." 

But  a  spokesperson  for 
Associated  Humane  Societies 
says  that  the  animal  pro- 


To  determine  whether  a 
third-party  broker  is  in- 
volved, just  call  the  adver- 
tised number,  or  the  charity 
directly,  and  ask.  Regardless 
of  how  the  charity  gets  the 
cars,  at  least  60%  of  your 
donation  should  go  toward 
the  stated  mission,  says  the 
National  Charities  Informa- 
tion Bureau,  a  watchdog 
gi'oup  in  New  York.  For  ex- 
ample, the  Salvation  Army's 
car  donation  program 
brought  in  $17  million  gi'oss 
in  1998,  with  85%  going  to 
its  alcohol  and  drag  rehabili- 
tation programs,  says  Lt. 
Col.  Tom  Jones,  national 
community  relations  secre- 
tary. The  National  Kidney 
Foundation's  Cars  for  Kid- 


When  Giving  to  Charity. . . 


•  Make  sure  the  charity  is  legitimate. 
Ask  for  its  IRS  Letter  of  Determination 
verifying  its  tax-exempt  status  under 
Section  501(c)(3)  of  the  IRS  Code. 

•  Find  out  what  portion  of  donations 
go  to  the  cause.  Some  charities  list  this 
on  their  Web  site,  or  you  can  ask  for 
IRS  Form  990.  Or  contact  your  local 
Better  Business  Bureau  or  state  attor- 
ney general's  office. 

•  Ask  if  the  charity  uses  a  third-party 
broker.  If  so,  find  out  the  percentage 


tection  gi'oup  I'eceives  a  flat 
fee  of  $25  for  any  car  worth 
up  to  $5,000,  and  10%  to 
20%  for  more  expensive  cars 
(which  people  rarely  give 
away).  "It  works  out  well 
because  we  don't  have  to 
work  in  the  used-car  busi- 
ness," she  says. 


of  the  donation  the  charity  keeps.  If 
it's  less  than  60%,  give  elsewhere. 

•  Transfer  ownership  when  the  car  is 
picked  up.  Sign  over  the  title  and  keep 
copies  of  related  paperwork. 

•  Value  your  car  correctly  when 
claiming  a  tax  deduction.  When  filing, 
attach  Form  8283  if  the  car  is  worth 
$500  to  $5,000;  an  appraisal  report  if 
it's  worth  more.  Keep  the  receipt  for 
the  car  as  well  as  photos  and  records 
that  show  its  condition. 


neys  progi'am  raised  $10  mil- 
lion last  year,  with  70% 
tunneled  mostly  to  patient 
services.  Goodwill  Industries 
International  auctions  cars 
but  also  tries  to  give  them 
directly  to  people  in  need. 
These  charities  usually  han- 
dle the  cars  themselves,  but 


sometimes  use  middlemen 
You  can  determine  how  i 
charity  spends  its  funds  bj 
asking  for  its  annual  repon 
or  Internal  Revenue  Service 
Form  990.  Some  charitiei 
disclose  this  information  oi 
their  Web  site.  You  can  als( 
contact  your  state  attornej 
general's  office  and  local  Bet 
ter  Business  Bureau. 

To  confu-m  that  the  orga 
nization  soliciting  your  dona 
tion  is  a  legitimate  charitj 
request  its  IRS  Determina 
tion  Letter,  verifying  its  tax 
exempt  status  under  sectioi 
501(c)(3)  of  the  Internal  Rev 
enue  Code.  Or  look  it  up  oi 
Web  sites  that  list  tax-ex 
empt  entities:  www.irs.us 
treas.gov  from  the  iRS  am 
www.guidestar.org  fron 
GuideStar,  a  philanthropi 
research  organization 
Keep  in  mind  that  th 
law  does  not  requin 
chuiThes  to  register  for  tax 
exempt  status. 

Once  you  decide  t( 
donate  your  car,  b' 
careful  about  how  largi 
an  income-tax  deductioi 
you  take.  On  Jan.  1,  Cali 
fornia  began  requiiing  tha 
charities  inform  donors  ii 
wi-iting  of  the  vehicle'i 
condition  or  eventua 
sale  price  for  tax  pur 
poses.  But  in  othe: 
states,  you  must  esti 
mate  the  fair-marke 
value,  factoring  in  con 
dition  and  mileagi 
yourself.  To  figui'e  ou 
that  amount,  refe 
to  a  used-car  prici 
guide  such  as  th 
Kelley  Blue  Bool 
(www.kbb.com)  or  th 
National  Automobil 
Dealers  Associatioi 
Official  Used  Ca. 
Guide  (www.nada.com; 
"It's  up  to  the  Individ 
ual  to  have  the  appro 
priate  records  to  sup 
port  its  fair-market  value, 
says  Marcus  Owens,  the  di 
rector  for  tax-exempt  orga 
nizations  at  the  iRS. 

Donating  your  car  makei 
good  fiscal  sense.  Just  maki 
sure  the  worthy  cause  reall; 
gets  most  of  what  your  ca 
is  worth.      Marcia  Vicker. 


1  18  BUSINESS  WEEK  /  MARCH  8,  1999 


28,480,000,000  dollars  in  revenue 

800,000+  integrated  circuits  produced  daily 

200,463  employees  worldwide 
15,000+  dedicated  engineers 

1,450  records  of  invention  per  year 

190  product  lines 

169  global  manufacturing  sites 

163  quality  awards  (past  3  years) 

123  IRL  and  CART  wins 
90+  years  of  experience 
53  union  partnerships 

51  customer  service  centers 

40  joint  ventures 

36  countries 

27  technical  centers 
25  customer  teams 

6  hours ...  a  new  product  or  process 
4  regional  headquarters 
3  business  sectors 

1  COMPANY 

delphiauto.com 

NYSE  under 

the  symbol 

DPH 

AutomotiN/e  Systems 

The       power       to  simplify. 


Personal  Business 


NEW  FINDS 
WITH  OLD  PROS 


Choosing  any  new 
mutual  fund  is  risky, 
especially  when  you 
select  one  without 


proven  leadership.  Fortu- 
nately, a  handful  of  rookie 
funds  are  be- 
ing piloted  by 
polished  man- 
agers with  impressive  track 
records. 

These  no-load  babies — Ko- 
brick  Emerging  Growth,  Ar- 
tisan MidC'ap,  and  Marsico 
Focus  and  Mai-sico  Growth  & 
Income — are  flush  with  cash 
from  new  investors,  as  well 
as  fi-om  the  fiind  families  that 
launched  them.  Moreover, 
since  the  portfolios  haven't 
been  around  for  very  long, 
they  aren't  weighed  dowai  by 
played-out  investments.  So, 
if  you  can  live  viith  the  un- 
certainty of  investing  in  a 
mutual  fimd  without  at  least 
a  thi'ee-year  peifoirnance  rec- 
ord, you  might  take  a  look  at 
the  fresh  poitfolios  presented 
here. 


YOUR  MONEY 


INVESTING 


The  youngest  of  the  gi'oup, 
Kobrick  Emerging  Growth 
(888  523-8631),  is  off  to  a  nm- 
ning  start.  Launched  at  the 
beginning  of  1998,  the  fund 
has  risen  27%  through  Feb. 
19.  During  the  same  peiiod, 
the  Standard  &  Poor's  600 
SmallCap  In- 
dex fell  15.8%. 
Although  Ko- 
brick's  performance  has  been 
flat  for  the  year  to  date,  the 
benchmark  S&P  600  is  dowm 
nearly  10%. 

The  fund  is  co-managed 
by  Kobrick-Cendant  princi- 
pal Fred  Kobrick,  a  onetime 
star  manager  at  the  top- 
notch  State  Street  Research 
and  Management  Emerging 
Growth  Fund,  and  his  pro- 
tege, Michael  Carmen.  Ko- 
brick is  known  for  his  hands- 
on  approach  and  intense 
in-person  grilling  of  execu- 
tives in  the  companies  he 
jjIovvs  cash  into.  "Kobrick  is 
an  u|i|i(  r-echelon  quality  in- 
vestor y.ho  is  no-nonsense, 
focused,  and  hardworking," 
says  financi-il  adviser  Peter 


Culman,  president  of  Culman 
&  Co,  an  investment  adviso- 
ly  and  financial  planning  fiiTn 
based  in  Lexington,  Mass. 

Kobrick  Emerging  Growth 
has  $38  million  in  assets  un- 
der management  and  con- 
tains 50  issues.  As  its  name 
implies,  the  fund  seeks  out 
early-stage  companies,  most 
of  which  are  in  technology, 
retail,  and  services.  That 
means  you'll  have  to  tolerate 
a  fair  amount  of  volatility. 
The  fimd's  many  technology 
issues,  including  Lycos,  Ya- 
hoo!, and  CMG,  have  been 
bouncing  around  since  the 
beginning  of  the  yeai'. 

If  you'd  rather  toil  in  the 
medium-cap  arena.  Artisan 
MidCap  (800  454-1770)  has 
left  its  peers  in  the  dust  since 
its  launch  on  June  27,  1997. 
From  its  inception  through 
Feb.  19,  Artisan  has  soared 


JANUS  VETERAN 
leaving  Janus  Twenty 

73.2%,  compared  with  33.6 
for  the  s&p's  MidCap  400  Ir 
dex.  And  while  Aitisan  h 
slipped  nearly  4%  so  far  th 
yeai',  it  is  still  besting  the  s& 
MidCap  400  by  almost  fiv 
percentage  points. 

A  quick  history  lessoi 
Shortly  before  its  launch,  A 
tisan  lured  away  manag- 
Andrew  Stephens  froi 
Strong  Capital  Managemen 
where  he  co-ran  the  highl 
rated  Strong  Asset  Allocatio 
Fund.  His  Artisan  portfoli 
with  a  median  market  cap 
$2.1  billion,  is  based  on 
strategy  that  only  considei 
companies  with  a  price-ean 
ings  ratio  of  less  than 
times  1999  estimated  eari 
ings  and  good  gTovrth  potei 
tial.  Stephens  selects  comp 
nies  he  beheves  have 
well-known  franchise  ( 
brand  advantage.  An  exan 
pie  is  Fortune  Brands,  wM 
sells  Jim  Bean  Bourbon  an 
Titleist  golf  balls. 
"FERTILE  AREA."  He's  als 
quick  to  pull  the  trigger  ai 
dump  a  stock  that  h 
reached  its  price  target.  Fc 
mstance,  he  sold  Knoll  in  Jai 
uary  when  the  stock  hit  3' 
It  is  now  at  20.  The  54  ii 
sues  in  the  $24  million  por 
foHo  are  dominated  by  tecl 
nology  and  health-care  stock 
Top  holdings  include  Cent' 
cor.  Liberty  Media  Grou 
and  Western  Wireless.  ""W 
believe  the  mid-cap  segmei 
of  the  investment  univer 
represents  the  most  fertil 
area  to  identify  franchis 


No-Load  Babies 

FUND/SYMBOL 

12-MO.  RETURN* 

YTD  RETURN*  TOP  HOLDING 

ARTISAN  MIDCAP/ 
ARTMX 

36% 

-4% 

Apt.  Invest- 
ment &  Mgmt. 

KOBRICK  EMERGING 
GROWTH  /  KFEGX 

27 

0.5 

Yahoo!  j 

 1 

MARSICO  GROWTH 
&  INCOME /MGRIX 

37 

2.2 

Dell  1 

*Through  Feb.  19 


DATA:  MORNINGSTAR  INC 
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Actually,  it  works  very  well.  Maybe  because 
so  much  of  it  runs  on  Compaq,  Four  out  of 
the  five  most  popular  Web  sites  are  powered 
by  Compaq.  Hundreds  of  millions  of  liits 
are  handled  by  Compaq  platforms  every 
hree-quarters  of  the  top  ISPs  have  standardized  on  Compaq 
)r  their  Windov^s  NT  based  Web  hosting.  And  if  you've  ever 
^ceived  e-mail,  chances  are,  we  helped  get  it  to  you.  To  find  out 
Dw  the  Internet  can  help  grow  your  business,  feel  free  to  ask  the 
)urce  at  1-800 -AT- COMPAQ.  Or  visit  www.compaq.com/moon. 


COMPAQ  Better 


answers. 


©1998  Compaq  Computer  CofporaiiOfi  AllnghisresefvecJ  Compaq  is  regisietedtn  the  US  PaientanaTiadematk 
Oftice  Belief  answeis  is  a  service  mark  ol  Compaq  Compuler  Corporation  Windows  NT  is  a  registered  traoemafk 
0)  Microsoll  Corporation  All  oilier  names  are  trademarks  or  registered  trademarks  ol  their  respective  companies 


Personal  Business 


companies  trading  at  attrac- 
tive prices,"  says  Stephens, 
in  part  because  the  sector 
has  been  overlooked  and  the 
stocks  are  comparatively 
cheap. 

In  the  large-stock  world, 
fund  manager  Thomas  Marsi- 
co  earned  his  outstanding 
reputation  as  head  of  Janus 
Twenty,  where  he  was  cho- 
sen as  Manager  of  the  Year 
in  1987  by  Momingstar.  In- 
deed, Janus  was  consistently 
rated  near  the  top  of  Mom- 
ingstar's  i-anldngs.  In  Decem- 
ber, 1997,  Marsico  bolted 
from  Janus  and  launched  two 
mutual  funds  under  his  own 
name:  Marsico  Focus  and 
Marsico  Growth  &  Income 


These  newcomers  have 
shown  a  lot  of  pizzazz  and 
are  flush  with  cash 


(888  860-8686).  For  the  12 
months  through  Feb.  19,  the 
fimds  have  gained  42.8%  and 
36.9%,  respectively,  compared 
with  19.8%  for  the  s&p's  500- 
stock  index.  So  far  this  year, 
the  two  fimds  are  up  3.5% 
and  2.2%,  respectively. 

Just  as  with  the  Janus 
Twenty,  more  than  90%  of 
the  Focus  fund  is  invested  in 


a  core  group  of  20  stocks. 
Growth  &  Income  holds  al- 
most all  the  same  issues  but 
mixes  in  a  collection  of  divi- 
dend-paying stocks.  That 
brings  the  total  number  of 
issues  in  Growth  &  Income 
to  41. 

Although  Focus  has  the 
better  record  thus  fai;  Growth 
&  Income  is  a  little  less  risky 


and  should  hold  up  better  i 
there  is  a  sell-off  in  large-caj 
gi-owth  stocks.  Dell  Compute 
and  Microsoft  are  the  bigges 
winners  in  both  mutual  funds 
But  the  two  portfolios  also  an 
home  to  such  cyclical  stock 
as  Ford  Motor  and  Gulf 
stream  Aerospace,  which  hav 
turned  in  more  lackluster  pei 
formances  of  late. 

For  all  the  pizzazz  thes 
newcomer  funds  have  demon 
strated,  they  don't  have  th 
stellar  long-term  performanc 
records  that  give  investor 
confidence.  But  at  least  th 
stewards  handling  the  mon 
ey  have  been  around  th 
Street  on  more  than  a  fe\ 
occasions.    Susan  P.  Pevea 


FUND  WATCH 


A  FIVE-STAR 
FUND  RIDES 
THE  NET 

Huachen  Chen  and 
Walter  Price  Jr. 
posted  a  stellar 
record  over  10  years 

running  institutmial  portfo- 
lios before  starting  San 
Francisco-hased  Dresdner 
RCM  Global  Technology 
Fund  in  1995.  The  experi- 
ence showed:  Wlien  the  lit- 
tle-knoKm  $23.3  million  re- 
tail fund  turned  three  years 
old  in  December,  Morn- 
itigstar  gave  it  five  stars  for 
relatively  high  returns  at 
low  risk.  Chen  and  Price, 
who  both  boast  business  and 
enyineering  degrees,  now 
run  a  total  of  $860  million. 
Wliat  stocks  do  they  like? 
They  shared  some  names 
with  BUSINESS  week's 
Robert  Barker: 

Q:  Wfiat  clicked  for  yo7i  last 
year? 

Price:  The  cellular  segment. 
We  had  a  large  position  in 
Nokia,  for  example.  And  the 
systems-integrator  segment 
in  Europe  has  worKed  well 


for  us  Companies  like 

Merkantildata  or  TT  Tieto, 
which  we've  sold.  Recently 
we  bought . . .  Sema  Group. 

Q:  What  else  fmve  you 
boiight  this  year? 
Price:  Uniphase  and  jds 
Fitel.  Uniphase  is  the  lead- 
ing independent  company 
that  makes  active  optical 
components — lasers  for  com- 
munications systems,  cable- 
Tv  systems.  And  JDS  Fitel  is 
the  leading  independent 
company  that  makes  passive 


for  a  lower-risk  way  to  get 
exposed  to  the  optical  net- 
working area,  which  directly 
participates  in  the  data  ex- 
plosion of  the  Internet.  So 
we  became  awai'e  of  JDS 
Fitel,  [which]  was  growing 
just  as  fast  if  not  faster. 
And  the  stock  was  trading 
at  a  meaningful  discount  to 
Uniphase. 

Q:  Veritas  Software  is  a  big 
holding.  Why? 
Chen:  The  dream  here  is 
that  there  is  a  chance . . . 


work  Appliance.  That  theme 
has  served  us  very  well. 

Q:  Wliat  theme  do  you  see 
on  the  horizon? 
Price:  I'm  interested  in  the 
Internet  as  it  spreads  over- 
seas One  of  the  best 

ways  to  play  it  in  Europe  is 
the  system  integi-ator. . .  in 
particular,  Cambridge  Tech- 
nology Partners  [which]  has 
done  the  best  job  in  getting 
Web  sites  up.  The  other 
way  is  through  cable  compa- 
nies that  are  putting  in 


Dresdner  RCM  Global 
Technology  Fund  (DRGTX) 


ASSETS 

3-YEAR  TOTAL  RETURN* 
KEY  HOLDINGS 


$23.3  million 
42.3% 

Veritas  Software, 
Uniphase,  JDS  Fitel 

MINIMUM  INVESTMENT  $5,000 

EXPENSE  RATIO  1.75% 

PHONE  800  726-7240 

'Annual  average,  three  years  ended  Jan.  31    OflTfl:  MORNINGSTAR,  BW 


WALTER  PRICE 


[optical]  components.  It's  a 
Canadian  company,  [jds  and 
Uniphase]  just  [agi'eed  to] 
merge.  We  think  they're  go- 
ing to  become . . .  the  Intel  of 
the  optics  industry. 
Chen:  We've  owned 
Uniphase  in  varying 

amounts  for  a  long  time  

And  then  we  were  looking 


they  could  become  the  domi- 
nant operating  system  soft- 
ware company  for  data  stor- 
age Almost  like  what 

Microsoft  Windows  is  to  PCs. 

Q:  Yoiir  portfolio  betrays  a 
love  of  data-storage  outfits. 
Chen:  Absolutely.  You  see 
we  also  own  emc  and  Net- 


high-speed  infrastructure. 
There  is  a  company  we 
have  traded — we  don't  own 
it  right  now — but  I  would 
buy  it  again  if  the  stock  de- 
clined 20%  or  so.  The  par- 
ent is  United  International 
Holdings  and  a  recent  spin- 
off is  United  Pan-Eui'ope 
C  ommunications. 
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Do  computer 
makers  believe  that 
every  time  they 
come  out  v^ith 
new  product, 
I  get  a  new  budget? 


Reality  check:  If  you've  invested  m  technologies  like 
Open'VMS""  or  NonStop  Himalaya'^  you  count  on 
them  to  run  your  business — and  they  do  it  well.  But 
with  IT  rapidly  evolving,  there  are  opportunities 
you'd  like  to  seize.  So  Compaq  is  extending  these 
ivironmerits  to  lucorpoiace  elements  like  Web-enabled  capabilities,  Windows  NT"" 
iteroperability  and  64-bit  performance.  Wliich  means  your  IT  infrastructure  can 
main  fixmly  m  place  while  new  applications  like  e-commerce  come  on-line.  We 
ffer  not  just  systems  but  software,  services  and  solutions  to  make  it  all  work 
)gether.  So  your  past  investments  will  continue  reaping  future  returns, 
.0  learn  more,  call  1-800-AT-COMPAQ.  Or  visit  www.compaq.com/mvestment. 


COMPAQ.  Better  answers. 


FOR  AD  RATES  AND  INFORMATION 

PHONE:  (312)  464-0500 
FAX:  (312)  464-0512  OR  WRITE: 


BusinessWeek 


Mark  e  t  F  i.  a  c  e- 


BUSINESS  WEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE,  SUITE  2010 
CHICAGO,  IL  60611 


Corporate  Gifts/Premiums 


NO  time  to 
wait  for  a 


Order 
thousands 


of  inipriiitable 
business  gifts  online 
...  24  horn's  a  day. 

PROMOMART 

www.promomart.com/bw 

Enter  monthly  to  win  $1,000  in  gifts! 

\isll  ini-ii-  jii-diiiiiiiiitrl  riini  hii'  now 


Upscale  Household  Services 


Estate  Monogprs 
Household  Managers 
Lcndscope  Gordenefs 
Chefs  •Butlers/Housemen 
Couples  •  Personol  Assistants 

l-800-800-b757 


Publishing  Services 


Publish  Your  Book 

7.5-year  tradition  of  quahty.  Subsidy 
book  pubhsher  offers  publishing 
services  for  books  of  all  types.  For 
free  Author's  Guide  wxite  Dorrance- 
BW,  643  Smidifield,  Pittsburgh,  PA 
or  call  l-H()()-()9.5-9.599 


Corporate  Gifts 


Logo  Tattoos! 


Men's  Footwear 


Miffs  WIDE  SHOES 

EEE-EEEEEE,  SIZES  5-13 

FREE  catalog  •  High  quality  •  160  styles 

'0. 


HITCHCOCK  SHOES.  INC. 

Dept.  55C  Hingham.  MA  02043 
1-800-992-wiDE  www.wideshoes.com 


Career  Guidance/Consulting 


Search  FAX 


We  FAX  Your  Resume  to 
Executive  Search  Firms 
Results  Begin  Within  24  hrs 

CALL  800-429-0027 

Confidential  •  Save  Time  •  Save  Money 


Bar  Code  Equipment 


Bar  Code  Readers.  Printers. 

Software,  Labels.  Ribbons. 
Cash  Drawers,  Point-of-Sale 

Products.  Magnetic  Stripe 
Readers.  Pole  Displays  and 
much  more.  Visit  us  at 

www.barcode.com 


Trademarks 


TRADEIUARKS 


'  Registrations  and  Searches 
'  Protect  your  logo,  slogan, 
Domain  or  Business  name 
'  Lowest  fixed  fees 


800-67-TRADEMARK 


Investment  Opportunities 


INTERNET  INVESTMENT 
OPPORTUNITY 


Start-up  Internet  company  with 
innovative  market  seeks  investors. 
Minimum  investment  $15,000. 
Private  Placement  for  accredited 
investors.  Pnncipals  only. 

(612)  449-0550 


Franchising 


ARE  YOU  SiniNG  ON  A  GOLD  MINE? 


^^^^1  Fraii<hiselt71^MB 

CALL  1. •00-373-6344 

Talk  to  us  first  Because  nobody  has  fraachised 


more  businesses  than  Francorp 
The  leader  in  franchise  development 
and  consulting  Worldwide 

ntiiKOfP'  Bw 


Capital  Available 


^  Financial  Professionals  >v 

HARD  TO  BORROW?^ 

Use  Collateralized  Loans 

Training  Program  Available 

We  Locate  Funders 
tor  Business  &  Real  Estate 

Tony  Abraham,  Esq.  -  Real  Estate 
Eric  A.  Klein,  Esq.-Atty/Fiduciary 

International  Developing 
Enterprises  Agency  (IDEA) 

Tel  +1-212-751-0800 
Fax  -hi -21 2-688-4402 

k       Worldptione:  +1  500-387-6000 
\^     E-mail:  panglob@aol  com  ^ 


Venture  Capital 


Corporate  Investor 
Seeking  To  Invest 

In  emerging  companies  in  new 
media,  consumer  products 
and  branded  services. 
Please  tax  summary  description 
to  203-328-2394  or  e  mail 
bussplan@ix.netcom.com 


Business  Software 


I  'tdcT  cnirv,  LRtiii  CMii  pfxr.'-mt;,  shippiiiE;.  A/R,  :'VI! 
Lunua  mjujgcmcni  witii  ifiiegrjioj  internet  e-miil  option_v 

invenion'  nijnagcmeni,  reponing,  list  management  and 
mailing — e\er\thing  yoii  nceo  tor  order  tajung  by  phone,  mai. 
(f\cn  the  World  Wide  Web  in  one  -.imple  eas\'-[o-Lise  and 

afiurd.ibic  Windows  progr.im  (mm  I^dacomp. 
Call  1-800-85&-5666  or  visit  www.dvdacomp.com/bwii 

MailOnkrMmsigGr 


Business  Opportunities 


OFFSHORE 


Fax  on  Demand 

(800)551-9105 


♦Companies 
❖Banking 

!  ♦Credit  Cards       f  „,  ^ 

❖Privacy  coS''='= 

(800)  551-2141  Universal 

■vie 


Visa/MC/Ame.x  www.ucservioES.com 


MAKE  MONEY  AS  A 
BUSINESS  FINANCE 
CONSULTANT 


Arrtinge  Business  Loans  and  Equipment 
Leases  from  $1,000  to  SIO  million  No  co- 
brukermg.  Work  directly  with  National 
Le  nders  Unlimited  eammgs  potential  and 
rt'vidual  mconie  pi  w  iMiMmvwm 

FREE  45  minute  -  1 

video  seminar  and 
information  packet 

\CALL  1-800-336-3933  - 
^^i^^id^^^nsultantsMn^^^^ 


Business  Services 


RESEARCH  REPORTS 


20,000  ACADEMIC  TOPICS  AVAILABL 

I  Send  S2  for  the  290  page  catalog. 

I  Cuslom-wiiiten  lepotts  3lso  available. 

,  RESEARCH  ASSISTANCE 

'  1l322laahoAve  ,  #206BF 

I  Los  Angeles,  OA  90025 

I  TOLL  FREE  HOTLINE:  800-351-0222 


http://wv»w.research-assistancexor 


CALL  NOW 

SAVE  30%  to  50?: 


BUSINESS  AND 
COMPUTER  CHECKS 


Ordering  is  easy! 
Just  pick  up  the  phone  and  CALL 
Designer  Checks 

|.800.239.4087ext.2t 

Fax  l>800>774-i I  18 
WWW.deslgnerchecks.coin 


Have  your  checks  &  deposit  lickecs  in  front  of  ^ou.  as  w 
as  ^our  credit  card  You  can  fax  us  a  copy  of  the  check 
deposic  ticket.  &  we  will  call  to  confirm  your  order 


IBSS&3 


GENERATE  SALES 
LEAdS  TODAY!  I 


TELEPRO  2100  1 

The  most  effective  way  to  reach 

minimum  4,000  people  a  day 
with  your  personal  message  for 
as  little  as  $15  a  day. 

Call  800-786-9594  ext.4et 


i 


OFFSHORE  &  NEVAD 
CORPORATIONS 


♦  Asset  Protection,  Privacy,  Tax-Frj 

♦  Lie.  Offices:  Las  Vegas  -  Nassau 

♦  Flat  Rate  Fees,  Nevada  Corps.  $9 


INCORPORRTE 


FREE  Information 

All  U.S.  States  and  Oflstiore 

Attorney  owned  and  operated 


www.corpcreations.com 


1-800-672-9110  \ 


TRRDEMRRK 


Financial  Services 


$30,000 ,0  $500,00( 

Start  or  expand  your  busines 
with  a  business  loan  titat  is 

Guaranteed  by  tlie  Go\  t. 
\v\v>v. business-capital. org 

I -888-745-6756  Ext8( 


FOR  AD  RATES  AND  INFORMATION 

PHONE:  (312)  464-0500 
FAX:  (312)  464-0512  OR  WRITE: 


BusinessWeek 


Marketplace' 


BUSINESS  WEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE,  SUITE  2010 
CHICAGO,  IL  6061  1 


ducational/lnsfruction 


BSOLUTELY  FREE 
EVALUATION 


jchelor's  -  Master's  -- 
Ph.D.  Degrees 

ed  on  life  and  work  experience. 
;onfidential  --  Fast  --  Student 
Loans,  www.arrc.org 

800-951-1203 


m 


?  Practitioner's  MBA  &  JD 
Programs.  Accredited 

loctor.  Master,  Bachelor. 

ww.monticello.edu 

^ax  913-661-9414 
800-405-7935 


3A  BY  Distance  Learning 

British  university  utters  accredited  MBA;  no 
tor's  or  GMAT  needed.  Chosen  by  Economist 
lence  Unit  as  one  of  world's  best  MBA  programs 

~WATT  Ut^llVERSITY  [  (800)  MBA-0707 
American  Distributor  I       Ask  for  ext  20 
Stocl<ton  St,  Suite  2,  El  Cerrito,  CA  94530 
timediate  FaxBack  literature:  from  your 
lactiine's  plione,  call  (510)  486-8900. 


e  Leader  in  Distance 
earning  for  20  Years 


iOClate*Bachelor*Master*Doctor 

isiness  (Mgmt,  HRM,  Healtti  Care) 
Management  of  Technology, 
Pschology,  Law 

luthern  California  University 
for  Professional  Studies 
E  17th  St  BW,  Santa  Ana,  CA  92705 

)-477-2254  www.scups.edu 


Financial  Services 


7,500  to  $95,0001 
).00%  to  12.00%  I 


redit  Check  -  72  hr  Svce.  -  EZ  approval 
to  5  mil.  5.5%  •  Borrowing  Made  Easier 
ill)  compensating  balance  deposits. 


888-745-6752  ext.  1005  J 


Educational/Instruction 


A  Winning  Strategy 
to  Take  You  to  the  next  Level 


Mriirture  your  Study 
your  schedule,  location 
and  budget  while  earning 
your  MBA. 


You  profit  from  the 
experience  and  knowledge 
offered  by  the  world-class  faculty  at  Leicester 
University's  Management  Centre-a  world  leader 
in  providing  distance  learning 

■  No  QMAT  required 

■  Local  support  center 

■  Work  experience  6e  qualifications  considered 

■  Member  of  the  Association  o(  Business  Schools 

■  Accredited  with  the  Association  of  MBAs 

■  Offered  under  Royal  Charter 

For  more  Information  and  a  free  brochure. 
caU  us  at  800-87*-5844  or  e  mail 

rdiusa@erols.com  Visit  the  university': 


rdi 


International  Conference 


World  Trade  Center 

International  Education  Programs 


presents  a  unique  seminar  opportunity 
"Developing  the  Skills  for 
Global  Competition  " 

featuring 

The  McDonough  Sctiooi  of  Business 
Georgetown  University 
April  26-30,  1999 
Johannesburg,  South  Africa 
Limited  space.  For  registration  contact 
Lucy  Sibanda,  27  11  784-3667 
PO  Box  787193  Sandton  2146  SA 
Fax  27  1 1  784-3671 
U.S.  &  Canada  contact  1-800-445-2466 


Investment  Services 


Trade  Online  w/Signal 

ik(^  real-time  money-making  maehine!  ,., 


•  Stocks 

•  Futures 
'  Options 


'  Forex 
>  News 
•  Charting 


■Streaming  'Historical  I     ''^^^J^^  .^^^ 

Internet         Data  Ik  

Delivery  -Pager/cell  Sifln-UP  OnNne  tOday  at: 
'  Free  Nasdaq    phone  alerts        w  W  W ,  l1 1}  0 ,  C  0 !!!  /  fl  W 
Level  II  or  call  888.200.1016  x1401. 


European  Business 


Unified  Europe  id  the  place  to  go! 


tvin;j  n\ii  I  li  vi.Mrsiil  f\|.ifnMl(  f  uitli  IJS  HiL',h- 
Teth  Compcinies  in  Europe,  we  jre  your  p,irlner  if 
you  want  to  set  up  operations  in  Europe  or  reshape 
your  existing  organization. 
We  offer  location  analysis,  office  set-up,  fax  and 
legal  advise,  marketing  services,  management 
recruitment  and  much  more 


.ebc-usa.tom  '^BC  (USA)  INC.  'Tel/Fax  (941 1 493-3182 


Internet 


www.atronics.conn 


E-Mail  for  Everyone  and 
I  Internet  Solution  for  Networks  i 

•Cable  and  XDSL 
•S6KA'90,  ISDN 
•Starting  at  $600 

I  Contact  >our  local  PC  Resellers  or  visit  our  i 
website  at  wv^vi/  atronics  com 


Aviation/Fractional  Ownership 


FLEXJET 

Lose  some  wait. 


Our  Flexjet  Fractional  Ownership 
program  puts  a  Learjet  or  Challenger 
business  jet  at  your  disposal  for  as  little 
as  $175,000*.  Which  puts  control  of 
your  schedule  back  where  it  belongs: 
with  you. 

To  learn  more,  call  us  at  1-800-FLEXJET 

(353-9538).  We're  ready  when  you  are. 

BOMBARDIER 

AEROSPACE 

*  Estimated  annual  after-tax  cost  of  ownerstiip  (500  occupied 
hours  over  five  years)  in  a  Learjet  31A.  Conditions  apply. 


ADDRESS  DIRECTORY 


Reach  these  Business  Week  advertisers  on  the  Web: 


Apple 

www.apple.com 
Apple 

www.asia.apple.com 
AXA 

www.axa.com 
Chrysler 

www.chiyslercorp.com/ 

CNF  Transportation,  Inc. 

www.cnt.com 

Computer  Discount  Warehouse 

www.cdw.com 

Delta  Air  Lines 

www.delta-air.com 

Emirates 

www.ekgroup.com 

Ernst  &  Young 

www.ey.com 

Fujitsu  PC  Corporation 

www.fujitsu-pc.com 

General  Motors-OnStar 

www.onstar.com 


Georgia  Dept.  of  Industry, 
Trade  &  Tourism 

www.georgia.com 

IBM 

www.ibm.com 
Lexus 

www.lexus.com 

MCI  WorldCom 

www.wcom.com 

Microsoft  DNS 

www.microsotT.com 

National  Computer  System 

www.ncs.com.sg 

Network  Associates 

www.nai.com 

Novell 

www.novell.com 

Oracle  Corporation 

www.oracle.com 

Paine  Webber 

www.painewebber.com 

Savin  Corporation 

www.savin.com 


Sharp 

www.sharp-usa.com/ 
Sprint 

www.sprint.com 

Sun  Microsystems 

www.sun.com 

Sybase 

www.sybase.com 
Tektronix 

www.coloratwork.com 

Toyota  4  Runner 

www.toyota.com 

USPS 

www.usps.com 

Williams  Communications  Group 

www.willtales.com 

WIZNET 

www.wiznet.com 


Businessweek 

 _j 


wwv/. Businessweek. com 


usiness  Week  Index 


RODUCTION  INDEX 


PRODUCTION  INDICATORS 


150 


Change  from  last  week:  0.0% 
Change  from  last  year:  4.5% 


PRODUCTION  INDEX 

Feb.  13=142.3 
1992=100 


130- 


Feb.  June 
1998  1998 
The  index  is  a  4-week  moving  average 


Oct. 
1998 


Feb. 
1999 


'he  production  index  and  the  unaveraged  index  were  unchanged  in  the  week 
inded  Feb,  13,  After  seasonal  adjustment,  crude-oil  operations  increased 
1.1%,  vtfith  the  rated  capacity  at  94.4%.  Rail-freight  traffic  was  also  up,  with 
oadings  in  the  West  up  4.1%,  but  loadings  in  the  East  were  off  by  3.2%. 
;oal  production  grew  1%,  with  the  largest  weekly  gam  m  Virginia.  Auto  output 
ilso  increased.  Steel,  truck,  and  lumber  production  dipped. 

IW  production  index  copyright  1999  bv  The  McGraw-Hill  Companies 


EADING  INDICATORS 


(TOOK  PRICES  (2/19;  s&p  500 

LATEST 
WEEK 

1239.19 

WEEK 
AGO 

1230.13 

YEARLY 
%  CHG 

19.8 

iORPORATE  BOND  YIELD.  Aaa  (2/19) 

6.40%  6.38% 

-4.6 

mn  SUPPLY,  M2  (2/8)  b  I  ons 

$4,441.5  $4,441.6r 

8.6 

NITIAL  CLAIMS.  UNEMPLOYMENT  (2/12)  thous 

288 

284r 

-7.1 

MORTGAGE  APPLICATIONS.  PURCHASE  (2/19) 

231.7 

232.9 

-7.6 

MORTGAGE  APPLICATIONS.  REFINANCE  (2/19) 

1,324.2 

1,401.4 

-34.0 

iources:  Standard  &  Poor's,  Moody's,  Federal  Reser 
lankers  Assn.  (Index:  March  16,  1990=100) 

•je.  Labor  Dept  ,  Mortgag 

e 

NTKREST  RATES 

EDERAL  FUNDS  (2/23) 

LATEST 
WEEK 

4.73% 

WEEK 
AGO 

5.09% 

YEAR 
AGO 

5.49% 

lOMMERCIAL  PAPER  (2/23)  3  month 

4.81 

4.79 

5.45 

lERTIFICATES  OF  DEPOSIT  (2/24)  3  month 

4.91 

4.91 

5.56 

IXED  MORTGAGE  (2/19)  30-year 

6.96 

6.74 

7.10 

iDJUSTABLE  MORTGAGE  (2/19)  one-year 

5.72 

5.75 

5.71 

•RIME  (2/19) 

7.75 

7.75 

8.50 

iources:   Federal  Reserve,  HSH  Associates,  Bloombe 

g  Financial 

Markets 

LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

diccL  \Zid\j)  tnous.  OT  net  tons 

1 ,973 

1 ,930# 

-13.3 

MU 1  uo  [z/idU}  units 

1 16,642 

loy.by  irfl 

-4. 1 

inuvivo  [^/zu)  units 

147,892 

ICC  oocw 

1  ob.yoDrff 

5. 1 

CLCviniv  runcn  [Z/zui  millions  oi  kiiowatt-nrs 

d4,404 

63,977# 

2.7 

CRUDE-OIL  REFINING  (2/20)  thous  of  bbl  /day 

14,309 

14,556# 

3.7 

COAL  (2/13)  thous.  of  net  tons 

22,344# 

22,425 

-0.2 

LUMBER  (2/13)  milhons  of  ft. 

509. 3# 

506.3 

6.1 

RAIL  FREIGHT  (2/13)  bJlions  of  ton-miles 

27.0# 

26.9 

2.3 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports,  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept.,  WWPAl,  SFPA2,  Association  of 
American  Railroads 

PRICES  r 

LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

GOLD  (2/24)  $/troy  02. 

287.400 

285.750 

-1.7 

STEEL  SCRAP  (2/23)  #1  heavy,  $/ton 

79.50 

84.00 

-43.4 

COPPER  (2/19)  (Z/lb. 

65.7 

70.1 

-15.8 

ALUMINUM  (2/19)  c/ib 

57.5 

59.0 

-18.2 

COTTON  (2/19)  strict  low  middling  1-1/16  in.,  tl\b.  56.02 

56.44 

-10.9 

OIL  (2/23)  $/bbl. 

11.98 

11.07 

-21.9 

CRB  FOODSTUFFS  (2/23)  i967=ioo 

197.31 

194.79 

-10.5 

CRB  RAW  INDUSTRIALS  (2/23)  1967=100 

255.25 

258.89 

-14.7 

Sources:  London  Wednesday  final  setting.  Chicago  market.  Metals 
market,  NYMEX,  Commodity  Research  Bureau 

Week.  Memphis 

FOREIGN  EXCHANGE 


BRAZILIAN  REAL  (2/24) 

LATEST 
WEEK 

2,0050 

WEEK 
AGO 

1,9100 

YEAR 
AGO 

1.1292 

BRITISH  POUND  (2/24) 

1.60 

1.64 

1.64 

CANADIAN  DOLLAR  (2/24) 

1.50 

1.49 

1.42 

EUROPEAN  EURO  (2/24) 

1.0971 

1.1248 

NA 

JAPANESE  YEN  (2/24) 

121.89 

118.82 

128.42 

KOREAN  WON  (2/24) 

1217.0 

1175.0 

1541.5 

MEXICAN  PESO  (2/24) 

9,930 

9.885 

8.570 

TRADE-WEIGHTED  DOLLAR  INDEX  (2/24) 

109.5 

107,8 

109.6 

Sources:   Major  New  York  banks.  Currencies  expressed  in  units  per  U  S    dollar,  except 
for  British  Pound  and  European  Euro  in  dollars.  Trade-weighted  dollar  via  J. P.  Morgan. 

Raw  data  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
quipment.   l=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


THE  WEEK  AHEAD 


RSONflL  INCOME 

jnday,  Mar.  1,  8:30  a.m. est  ^  Personal 
;ome  probably  increased  by  a  solid  0.4% 
January,  after  a  0.5%  gain  in  December, 
ys  the  median  forecast  of  economists  sur- 
yed  by  Standard  &  Poor's  mms,  a  division 
The  McGraw-Hill  Companies.  But  con- 
mer  spending  likely  advanced  just  0.2% 
January,  follow/ing  a  0.8%  jump  in 
icember. 

iPM  SURVEY 

onday,  Mar.  1,  iO  a.m. fsr  ►  The  Nation- 
Association  of  Purchasing  Management's 
Jex  in  February  was  likely  little  changed 
im  January's  49.5%  level.  Analysts  will 
int  to  see  if  export  demand  is  rising. 


CONSTRUCTION  SPENDINC 

Monday,  Mar.  1,  10  a.m. est  ^  Building 
outlays  probably  rose  by  0.5%  in  January, 
after  a  1.7%  surge  in  December. 

NEW  SINGLE-FAMILY  HOME  SALES 

Tuesday,  Mar  2.  10  a.m. est  ^  New  homes 
probably  sold  at  a  970,000  annual  rate  in 
January,  says  the  s&p  MMS  median  fore- 
cast. In  December,  sales  slipped 
3.6%,  to  a  978,000  pace. 

LEADING  INDICATORS 

Tuesday,  Mar.  2,  10  a.m. est  P-  The  Confer- 
ence Board's  index  of  leading  indicators 
likely  rose  0.3%.  in  January,  the  same  gain 
as  in  December. 


FACTORY  INVENTORIES 

Thursday,  Mar.  4,  10  a.m. est  >■  Manufac- 
turing inventories  likely  edged  up  0.2%  in 
January,  after  dropping  0.9%  in  December. 

EMPLOYMENT 

Friday,  Mar.  5,  8:30  a.m.EST>-  The  s&p  mms 
median  forecast  expects  a  218,000  gain  in 
nonfarm  payrolls  for  February,  following  a 
245,000  increase  in  January.  The  unemploy- 
ment rate  likely  remained  at  4.3%. 

INSTALLMENT  CREDIT 

Friday,  Mar.  5,  3  p.m.EST>-  Consumers 
likely  added  $5  billion  in  credit  in  Janu- 
ary, on  top  of  $7.3  billion  borrowed  in 
December. 
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This 

Week, 

Online 

Business  Week  presents 
frequent  live  conferences 
and  chats  on  America 
Online-your  opportunity 
to  ask  questions  about 
timely  topics. 

riw  Sunday  <- 


How  can  you  profit  from 
doing  what  you  love'  Nancy 
Lindemeyer,  founder  of 
Victoria  magazine,  shares  her 
secrets  in  this  BW  Enterprise 
chat.  Feb.  28 
9  p.m.  EST 


! 

I 

I 

i  Tuesday 


Fmd  out  what  stocks  are 
stars  in  the  Standard  & 
Poor's  galaxy,  via  Robert  S. 
Natale,  manager  of  the  S&P 
STARS  Portfolio  Fund  at  Bear 
Stearns.  Mar.  2 
4:30  p.m.  EST 

Thursday 

Computer  stocks,  anyone? 
Make  that  almost  everyone — 
and  bring  your  questions  on 
the  topic  to  Ashok  Kumar  of 
Piper  Jaffray.  Mar.  4 
9  p.m.  EST 

AOL  keyword:  BWTalk 


Transcripts  ot  conferences 
are  available  fa  downloading 
from  the  BW  Oniaw  jrea  on  AOL 
soon  after  each  ' 


For  a  free  trial  diskette 
including  50  free  hours  on 
AOL,  call  1-800-641-4848 
and  mention  Business  Week. 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  stoty  or 
feature  with  a  significant  reference  to  a  company. 
IVIost  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


ABC(DIS)  108 
ABNAmro(AAN)  102 
Aduantix  38 
Aegon (AEG)  35,  54, 98 
Aerospatiale  35 
Aetna  U.S.  Healthcare  (AED  40 
AirToncfr  Communications  (ATI)  12, 
35,  54,  98 
Alcatel  (ALA)  78 
Alexander  &  Associates  64 
Allianz  54 

Amazon  com  (AMZN)  78 
American  Airlines  (A(VIR)  44 
American  Express  (AXP)  118 
American  Greetings  (AM)  44 
American  International  Group 
(AIG)  12,42 
America  Online  (AOL)  78, 104 
America  West  Airlmes  (AWA)  44 
Ameritrade  (AMID)  96 
APL  98 
Aplio  78 

Apple  Computer  (AAPL)  20,78,108 
Artisan  Mid  Cap  Fund  120 
Assicurazioni  Generale  50 
Associates  i  Ferren  108 
AT&T(D  38,44.50,104,108 
Aveo  38 


B 


Bankers  Trust  (BT)  35,54 
Barnes  &  Noble  (BKS)  44 
Bear  Stearns  (BSC)  32 
Bell  Atlantic  (BEL)  35 
Bergdort  Goodman  (H)  74 
Bettilehem  Steel  (BS)  38 
Blockbuster  (VIA  B)  64 
BlueStone  Capital  Partners  104 
Boeing  (BA)  44,  60 
BP  Amoco  (BPA)  20,  35 
Bntish  Telecommunications  (BTY)  50 
Bull  &  Bear  Group  96 


Cambridge  Technology  Partners 

(CATP)  122 
Cantor  Fitzgerald  100 
Caterpillar  (CAT)  36, 113 
CBS  (CBS)  35 
Cellular  Communication 

International  52 
Centocor  (CNTO)  120 
Centraal  38 

Chase  Manhattan  Bank  (CMB)  50 
Cmzano  74 

Cisco  Systems  (CSCO)  104 
Class  Editon  50 
CMI  Worldwide  78 
Coca-Cola  (KG)  12 
Compaq  Computer  (CPQ)  20, 23,  38, 
78 

Continental  Airlines  (CAI.A)  44 
Credit  Commercial  de  France  50 
Credit  Suisse  First  Boston  35,  50 
Culman  120 
CyberSmith  40 


DaimlerChrysler  (DCX)  35,36,37, 

54, 90,104 
Dallas  Cowboys  42 
Deere  (DE)  36 
Delia's  Catalogue  12 
Dell  Computer  (DELL)  20,78,120 
Deutsche  Bank  (DBK)  35, 37, 54, 

60,102 

Deutsche  Telekom  (DT)  50 
Diamond  Multimedia  (DIMD)  78 
Donaldson  Lufkin  &  Jenrette  (DU)  50 
Dow  Jones  (DJ)  102 
Dragon  Systems  6, 113 


Draper  Fisher  Jurvetson  38 
Dresdner  RCM  Global  Technology 
Fund(DRGTX)  122 
Drug  Emporium  (DEMP)  40 
drugstore.com  40 


EarthLink  Network  78 
Eastbrohers  International  96 
Electrolux  50 
Electronic  Scriptorium  40 
EMC  (EMC)  122 
ENI  50 
eToys  38 

E*Trade  (EGRP)  78,96 
Exide(EX)  90 

F 


Faurecia  35 
Ferrari  (FIA)  74 
Fiat  (FIA)  50,  74 
First  Interstate  Bancsystem  42 
Ford(F)  36,37,104,120 
Fon-ester  Research  (FORR)  40 
Fortune  Brands  (FO)  120 
France  Telecom  50 
Free-PC  38 


Gabelli  Funds  64 

Gartner  Group  (IT)  8 

General  Motors  (CM)  36.  37.  78.  90, 

104 
GeoVector  78 
Global  Crossing  (GBLX)  44 
Goldman  Sachs  96 
Gomez  Advisers  96 
GoTo  com  38 
Gulfstream  (GAC)  120 


Hambrecht&Quist(HQ)  96 
Hewlett-Packard  (HWP)  20, 23, 78 
Hitachi  (HIT)  56 

Hollywood  Entertainment  (HLWW)  44, 
64 

Honda  (HMO  104 
HSBC  Holdings  54. 56,  60 
Hughes  (GMH)  60,108 

I 


IBM  (IBM)  6,  20, 78 
idealab'  38 
IFIL  50 

Imagiworks  23 
InfoGear  78 
Intoseek  (SEEK)  38 
Infostrada  50 

ING  Baring  FurmanSelz  64,100 
Intel  (INTO  6, 20,  78 
Intergraph  (INGR)  6 
International  Data  78 
iReady  78 
Isuzu  Motors  37 


Janus  Twenty  (JAVLX)  120 
JDSFitel  122 
Johnson  Controls  (JCI)  90 
Josephthal  104 

Jupiter  Communications  38, 78 
K 


Kaufman  &  Broad  42 
Klein  (Calvin)  44 

Kleiner  Perkins  Cautield  &  Byers  40 
Kmart  (KMT)  90 

Kobrick  Emerging  Growth  Fund  120 
Korea  First  Bank  60 


Lagadere  Groupe  35 

Lazard  Freres  50 

Lehman  Brothers  (LEH)  36,  50 


Lernout  &  Hauspie  (LHSPR  6 
Levi  Strauss  44 
Liberty  Media  (TCI)  120 
LTV  (LTV)  36 

Lucent  Technologies  (LU)  104 
M 


Mannesmann  (MNSMY)  50,  52 

Mario  Andretti  Petroleum  6 

Marsh  &  McLennan  12 

Marsico  Focus  Fund  120 

Marsico  Growth  &  Income  Fund  120 

Maserati  74 

Maytag  (MYG)  36 

McDonald's  (MCD)  12 

McGraw-Hill  (MHP)  102,127 

Mediobanca  50 

Merkantildata  122 

Merrill  Lynch  (MER)  28, 44, 50, 56, 

78, 90,  96 
Meyerson  (M.H  )  96 
Microsoft  (MSFT)  6,23,78,120 
MicroTune  78 
Milton  Bradley  (HAS)  108 
Mitsubishi  Electric  56 
Mitsubishi  Motors  37 
Moody's  Investors  Service  (ONB)  35 
Morgan  U  P)  0PM)  36, 44,  50 
Morgan  Stanley  Dean  Witter 

(MWD)  32,96,102 
Morningstar  122 
Motorola  (MOT)  44,78,  104 


National  Semiconductor  (NSM)  78 
NEC(NIPNY)  56 
Neose  Technologies  (NTEC)  113 
Neptune  Orient  Lines  98 
NetSpeak  (NSPK)  104 
Network  Appliance  (NTAP)  122 
NetZero  38 

Newbridge  Securities  60 
New  England  Patriots  42 
NFL  42 

Nielsen  Norman  Group  78 
Nissan  (NSANY)  37 
Noble  International  (NIL)  104 
Nokia  (NOK.A)  78 
Northern  Trust  (NTRS)  28 
NTT  78 


Olivetti  23,  50, 52 
Omnitel  50 
lOlWallSteetcom  98 
Oracle  (ORCL)  23 
Oxford  (J  B  )  96 

P 


Packard  Bell  NEC  (NIPNY)  56, 78 
Paramount  (VIAB)  64 
Paribas  50, 54 
PCS  Health  Systems  44 


78 

Pep  Boys (PBY)  90 
Philips  Electronics  (PHG)  78 
Pimco  Funds  100 
Pinkerton's  (PKT)  98 
PlanetRx  40 

Procter  &  Gamble  (PG)  28B 


Qualcomm  (QCOM)  78 
Quantum  (QNTM)  78 
Qubit  Technology  78 

R 


Ramius  Capital  52 

Rand  92 

Reel  com  44,  64 

Reliance  National  12 

Renault  37 

Reno  Air  (AMR)  44 

Retail  Group  44 

Rite  Aid  (RAO)  40,44 

RJR  Nabisco  (RN)  50 

Royal  Bankot  Canada  96 

Rushmore  Financial  Group  (RFGI)  96 

RxAmerica  40 

RX.com  40 


Saks  Fifth  Avenue  (SKS)  74 
Salton  78 
SAP  (SAP)  23 

Schwab  (Charles)  (SCH)  96 

Seagate  Technology  (SEG)  78 

Sears (S)  90 

Securitas  98 

Seiko  Epson  78 

Sema  Group  122 

Seoul  Bank  60 

SG  Cowen  Securities  64 

Sharp  78 

Shaw(D,E)  96 

Shopping  com  (IBUY)  38 

Silicon  Image  113 

Softbook  Press  78 

soma  com  40 

Sony(SNE)  78 

Standard  &  Poor's  (MHP)  74,104, 
127 

State  Street  Research  64,90.120 

St  Paul  Venture  Capital  78 

Strong  Capital  Management  120 

SunAmerica  (SAI)  42 

Sun  Microsystems  (SUNVfl  78.108 

Suzuki  37 

Sybase (SYBS)  23 


Telecom  Italia  (Tl)  50 
Telefonica  50 
Teleport  Communications  (TCGI)  44 
Texaco  (TX)  6 
Thinking  Machines  108 
3Com  (COMS)  23, 78 
Ticketmaster  Online-CitySearch  38 
Tickets  com  38 
Time  Warner  (TWX)  108 
TiVo  78 

TlylA  Assxiates  6 
Toshiba  8,56 

Transamerica  (TA)  35, 54,  98 
Trident  Partnership  12 
niieto  122 
2-Wire  78 

U 


Uniphase  (UNPH)  122 
United  Airlines  (UAL)  44 
United  International  Holdmgs 

(UIHIA)  122 
United  Pan-Europe 

Communications  122 
United  Technologies  (UTX)  35 
Universal  Studios  (VO  12 
USA  Network  (USAI)  38 
U  S  Steel  Group  (X)  36 


! 


Veritas  Software  (VRTS)  122 
Viacom  (VIA  B)  64 
Viag  50 

Vodafone  (VOD'  12,35,44,54,98 
Volkswagen  37 
Volvo  (VOLVY)  35,  37 

W 


Walgreen  (WAG)  40 
Walsh  Distribution  40 
Walt  Disney  (DIS)  38,108 
Warburg  Dillon  Read  104 
Warner  Bros  (TWX)  12 
Washington  Redskins  42 
Web  Line  74 

Western  Digital  (WDO  78 
Western  Wireless  (WWCA)  120 


Xerox  (XRX)  108 
Y 


Yahoo!  (YHOO)  38,  78, 104, 108 


BusinessWeek  (ISSN  0007-7135)  published  weekly,  except  for  one  week  in  January  and  one  in  August,  by  The  McGraw-Hill  Companies.  Inc.  Exei 
tive.  Editorial,  Circulation,  and  Advertising  Offices;  1221  Avenue  of  the  Amencas,  New  York,  N.Y.  10020.  U.S.  subscriber  rate  $54. 95/year;  Canada:  CC 
$69/year.  Periodicals  postage  paid  at  New  York,  N.Y.,  and  at  additional  mailing  offices.  Postage  paid  at  Montreal,  P.Q.  Canada  Post  International  Pu 
cations  Mail  Product  Sales  Agreement  No,  246484  Postnnaster:  Send  address  changes  to  BUSINESS  WEEK,  P  0  Box  430.  Hightstowr,  N.J,  085: 


128  BUSINESS  WEEK  /  MARCH  8,  1999 


nvestment  Figures  of  the  Week 


TOCKS 


S&P  soo 

Feb.    Aug.    Feb.  Feb.  18-24 


%  change 


If 

W 

r 

±11253.41 


1230 


S2-week  change 
+20.2% 


1-week  change 

+2A% 


iOMMENTARY 

I  desultory,  seesaw  week  in 
he  financial  markets.  U.S. 
tocks  rose  on  Feb.  22,  with 
fie  Dow  Jones  industrial  av- 
rage  climbing  212  points, 
tocks  were  bolstered  by 
akeover  speculation,  spurred 
y  the  acquisition  of  Sund- 
trand  by  United  Technologies, 
ut  the  market  fell  on  Feb.  23, 
fter  Federal  Reserve  Chair- 
lan  Alan  Greenspan  signaled 
lat  interest  rates  may  be 
eading  higher.  Bond  prices 
ill  in  reaction,  but  the  dollar, 
hich  had  climbed  against  the 
3n  in  recent  weeks,  held 
teady. 


U.S.  MARKETS 

Latest 

Week 

Year 

Dow  Jones  Industridls 

9399.7 

2.2 

11.1 

NASDAQ  Combined  Composite 

2339.4 

4.0 

32.4 

S&P  iviidCap  4uD 

361.5 

1.8 

3.2 

S&P  SmallCap  600 

162.0 

1.6 

-15.9 

S&P  SuperComposite  1500 

262.3 

2.3 

17.2 

SECTORS 

Latest 

%  change 
Week  Year 

Bloomberg  Information  Age 

509.4 

4.0 

53.9 

S&P  Financials 

132.9 

2.1 

5.9 

S&P  Utilities 

240.6 

0.4 

3.5 

PSE  Technology 

486.3 

5.2 

44.3 

FOREIGN  MARKETS 

Latest 

%  change 
Week  Year 

Lonoon  (ri-ot  luu; 

ooU/.o 

3.8 

9.8 

Frankfurt  fDAXl 

5062  3 

5.2 

9.2 

Tnkun  fNIKKFI  77*11 

i  HjOUU.  «J 

1.4 

-12.3 

Hong  Kong  (Hang  Seng) 

9677.6 

2.9 

-11.1 

Toronto  (TSE  300) 

6339.4 

0.2 

-9.5 

Mexico  City  (IPC) 

4269.1 

4.7 

-9.9 

FUNDAMENTALS 

Latest 

Week 
ago 

Year 
ago 

S&P  500  Dividend  Yield 

1 .25  % 

1.28% 

1.48% 

S&P  500  P/E  Ratio  (Last  12  mos.) 

33.3 

32.8 

25.2 

S&P  500  P/E  Ratio  (Next  1 2  mos.)*  24.3 

23.8 

20.1 

First  Call  Earnings  Revision* 

-2.09% 

-1.78% 

-2.77% 

TECHNICAL  INDICATORS 

Latest 

Week 
ago 

Reading 

S&P  500  200-day  average 

1129.5 

1126.1 

Positive 

Stocks  above  200-day  average 

31.0% 

29.0% 

Positive 

Options:  Put/call  ratio 

0.61 

0.55 

Neutral 

Insiders:  VIckers  Sell/buy  ratio 

1.31 

1.39 

Positive 

Data:  Bloomberg  Financial  Markets;  'First  Call  Corp. 


BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


Shoes 

Transportation  Services 
Toys 

Insurance  Brokers 
Restaurants 


28.6  Communications  Equip.  84.3 
20.5  Specialty  Appar  Retailers  79.0 

16.7  Broadcasting  72.9 
16.4  Long-Dist.  Telecomms.  70.1 

14.8  Computer  Systems  69.4 


WORST-PERFORMING  Last 
GROUPS  month  % 


Last  12 
months  % 


Metal  &  Glass  Containers  -17.6 
Engineering  &  Constr.  -14.6 
Oil  &  Gas  Drilling  -13.3 
Hardwrare  &  Tools  -13.3 


Oil  &  Gas  Drilling  -57.0 
Machine  Tools  -40.9 
Metal  &  Glass  Containers  -37.9 
Oil  Exploration  &  Prod.  -37.4 


Furnishings  &  Appliances -13.0  Hospital  Management  -36.0 


BLOOMBERG  MONEY  FLOW  ANALYSIS 


Rebounil  ahead?  Stocks  with  most 
significant  tiuying  on  price  weakness 

Price 

1-month 
change 

IBM 

176 '5/1 6 

-5  Vie 

Airtouch  Communications 

94  V4 

-^'4 

Vodafone  Group-ADR 

188^/16 

-23/t6 

Exxon 

673/4 

-4V4 

Motorola 

69^/8 

DaimlerChrysler 

96^/4 

-6V8 

Decline  ahead?  Stocks  with  most 
significant  selling  on  price  strength 

Price 

1-month 
change 

Dell  Computer 

87Vi6 

2^16 

Intel 

134V4 

3^/8 

MCI  WorldCom 

83'Vi6 

6V4 

Sun  Microsystems 

104'Vi6 

3% 

Oracle 

58 '72 

7^/16 

eBay 

282  =/8 

65  Vs 

TREASURY  BOND  INDEX 

Feb.    Aug.    Feb.  Feb.  18-24 


1705 
1680 


■  1655 
■1644.44 


i2-week  change       1  -week  change 
4-1.4%  -1.7% 

i:  Bloomberg  Financial  Markets 


UTUAL  FUNDS 


'S&P  500**  as  U  S  Diversified  M  All  Equity 
eek  total  return        52-week  total  return 


KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 


MONEY  MARKET  FUNDS 

4.54 

4.57 

5.14 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds 

90-DAY  TREASURY  BILLS 

4,65 

4.52 

5.31 

assuming  a  i\%  federal  tax  rate. 

10-yr.  bond 

30-yr.  bond 

6-MONTH  BANK  CDS 

4.33 

4.33 

5.03 

Latest 
week 

Last 
week 

Latest 
week 

Last 
week 

1-YEAR  TREASURY  BILLS 

4.81 

4.69 

5.43 

GENERAL  OBLIGATIONS 

4.13% 

4.07% 

4.92% 

4.86% 

10-YEAR  TREASURY  NOTES 

5.17 

4.98 

5.63 

PERCENT  OF  TREASURIES 

79.84 

81.93 

89.36 

91.59 

30-YEAR  TREASURY  BONDS 

5.51 

5.32 

5.93 

TAXABLE  EQUIVALENT 

5.99 

5.90 

7.13 

7.04 

LONG-TERM  AA  INDUSTRIALS 

6.40 

6.21 

6.54 

INSURED  REVENUE  BONDS 

4.25 

4.20 

5.16 

5.11 

LONG-TERM  BBB  INDUSTRIALS  7.16 

6.99 

6.95 

PERCENT  OF  TREASURIES 

82.16 

84.55 

93.72 

96.30 

LONG-TERM  AA  TELEPHONES 

6.59 

6.38 

6.83 

TAXABLE  EQUIVALENT 

6.16 

6.09 

7.48 

7.41 

EQUITY  FUNDS 
Leaders 

Four-week  total  return 


Morningstar,  Inc. 


lAI  Value  22.0 

Lexington  Troika  Russia  1 9.4 

Wright  EquiFund-Mexico  15.7 

Van  Kampen  Lat,  American  A  11.7 

Warburg  Adv.  Japan  Sm.  Co.  11.6 

Leaders 

52-week  total  return  % 

Internet 

Amerindo  Technology  D 
ProFunds  UltraOTC  Inv. 
Munder  NetNet  A 
Grand  Prix 


Laggards 
%    Four-week  total  return  % 

State  St.  Res.  Glob.  Res.  C  -14.1 

Seligman  Frontier  B  -13.6 

Perkins  Opportunity  -11.7 

Galaxy  Sm.  Co.  Eq.  Retl.  A  -11.6 

Oak  Hall  Sm.  Cap  Contrar  -11.6 

Laggards 

52-week  total  return  % 

288.6  Lexington  Troika  Russia  -76.7 

148.2  American  Heritage  -57.3 

136.0  State  St.  Res.  Glob.  Res.  B  -56.9 

127.5  Offlthank  Latin  Amer.  Sel.  -51.8 

122.9  Excelsior  Latin  America  -51.0 


EQUITY  FUND  CATEGORIES 
Leaders 

Four-week  total  return 


Laggards 

Four-week  total  return  % 


Latin  America 
Financial 
Large-cap  Growth 
Large-cap  Blend 
Health 

Leaders 

52-week  total  return 


_%   

9.2  Small-cap  Blend 

2.3  Small-cap  Growth 
1.9  Small-cap  Value 
1.2  Natural  Resources 
0.8  Pacific/Asia  ex-Japan 


% 


Laggards 

52-week  total  return 


-6.1 
-5.9 
-5.9 
-3.5 
-3.4 

% 


Technology  48.1  Latin  America  -39.3 

Communications  44.5  Diversified  Emerging  Mkts.  -28.9 

Large-cap  Growth  31.2  Natural  Resources  -26.8 

Large-cap  Blend  17.0  Pacific/Asia  ex-Japan  -17.9 

Utilities  13.6  Real  Estate  -17.8 


are  as  of  market  close  Wednesday,  Feb.  24,  1999,  unless  ottierwise  indicated.  Industry 
.lude  S&P  500  companies  only.  Fundamentals,  tectinical  indicators,  Bloomberg  mon- 


ey flow  analysis,  and  mutual  fund  returns  are  as  of  Feb.  23.  For  a  more  detailed  explanation,  write 
to  us  or  E-mail  figures@businessweek.com,  NA=Not  available  "'Vanguard  Index  500  Fund 
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Editorials 


THE  RICH  DESERVE  A  TAX  BREAK,  TOO 


The  battle  for  the  moral  high  gi-ound  in  the  tax  cut  debate 
has  beg-un.  At  issue  is  a  10%  across-the-boai'd  proposal  to 
cut  income  taxes.  Republican  conservatives  want  to  show 
that  the  tax  biu-den  on  Ameiicans  is  the  heaviest  since  World 
Wai-  II — 20%  of  GDP — and  is  imfair.  Democrats  and  GOP  mod- 
erates want  to  show  that  a  uniform  tax  cut  mostly  benefits 
the  rich — and  is  unfaii'.  The  truth  is  that  both  sides  are  being 
disingenuous.  If  "fairness"  is  to  be  the  measure,  it  is  just  as 
easy  to  argue  that  the  rich  deserve  a  tax  bi'eak  as  it  is  to  say 
that  the  poor  and  middle  class  should  get  one. 

America  has  "deser-ving  rich."  It's  not  fashionable  to  say  it, 
but  the  rich  in  America  pay  then-  dues,  and  then  some.  Here 
are  the  numbers.  The  CongTessional  Joint  Tax  Committee  es- 
timates that  in  1999,  people  making  $200,000  or  more  will  pay 
40.1%  of  all  income  taxes.  Folks  making  $100,000  to  $200,000 
will  pay  21.9%.  So  people  earning  $100,000  or  more  wiW 
shoulder  62%  of  the  income  tax  bui'den  in  1999.  Assuming  the 
economy  gi'ows  at  about  3%  this  year-  (economists  ai'e  scram- 
bling to  revise  then*  estimates  upward  from  an  average  of 
2.2%),  the  total  income-tax  take  will  amoimt  to  $1  trillion.  The 
top  5%  in  income  will  pay  $620  billion  in  taxes. 

That's  some  number.  It  appears  that  much  of  it  comes 
from  executives  and  participants  in  the  option-rich  high-tech 
sector  of  the  economy.  The  booming  stock  market  is  gener- 
ating big  capital  gains.  And  recent  omb  studies  show  that  ex- 
ecutive compensation,  including  salary,  bonuses,  and  non- 
qualified options,  may  be  an  even  greater  contributor  to  the 
sui'ge  in  income  taxes.  Nonqualified  options,  wliich  constitute 
the  vast  majority  of  all  options  given  out  by  companies,  are 
taxed  as  ordinary  income — ^with  a  top  rate  of  39.6%.  Combine 
the  Clinton  tax  liike  of  1993  with  the  sm-ge  in  equities  prices, 
and  it  becomes  obvious  that  the  rich,  particularly  those  in 


large  corporations  and  high  tech  businesses,  ai"e  paying  pier 

ty. 

But  what  does  the  average  person  pay  in  income  taxes 
Well,  it  turns  out  that  most  Americans  don't  pay  much.  Lit 
erally.  The  working  poor,  making  $20,000  or  less,  will  ge 
about  $10  billion  back  fi-om  the  government  by  way  of  th 
Earned  Income  Tax  Credit  and  other  tax  credits.  People  i 
the  $20,000-to-$30,000  income  bracket  will  pay  2.4%  of  a 
income  taxes.  Those  making  $30,000  to  $40,000  will  pay  4.3^ 
and  those  m  the  $40,000  to  $50,000  will  pay  5.9%.  Once  the  ii 
come  bracket  hits  $50,000  to  $75,000,  people  begin  to  reall 
pay — 14.9%.  But  remember,  the  average  household  income  i 
about  $38,000,  and  people  in  that  household  ai-en't  paying  a  k 
of  income  taxes.  The  rich  are. 

But  what  about  the  payi'oll  tax?  That's  about  as  regi'essiv 
and  unfair  as  one  can  get.  And  it  is  onerous.  Some  thi-ee-quai 
ters  of  all  taxpayers  pay  more  in  Social  Security  taxes  tha 
they  do  in  income  taxes.  Combine  Social  Security  taxes  wit 
income  taxes  and  the  tax  burden  appears  heavy  not  onl 
on  the  rich  but  to  the  poor  and  the  middle  class  as  well.  Bot 
the  rich  and  the  not-so-rich  are  equally  desei'ving  of  a  ta 
break.  To  argue  othei-wise  is  to  be  less  than  truthful. 

So  what's  Ideally  "fail-?"  If  conservatives  want  a  10%  across 
the-board  income  tax  cut,  they  should  simply  say  the  rich  d( 
sei-ve  one  because  they  pay  most  of  the  income  taxes.  Be  hoi 
est  about  it.  Liberals  and  moderates  are  on  firm  gi'oun 
when  they  say  that  a  10%  cut  will  give  the  average  househol 
a  paltry  $99.  But  they,  too,  should  be  honest  in  acknowledg 
ing  that  these  households  don't  pay  a  gi-eat  deal  of  incom 
taxes  and  that  the  real  problem  is  a  regressive  payroll  ta 
that  needs  fixing.  That,  at  least,  would  put  the  debate  on  a 
honest  footing. 


LONG  LIVE  THE  PRODUCTIVITY  REVOLUTION 


Productivity  has  been  better  longer  than  you  think.  That 
was  the  cnicial  subtext  of  Federal  Reserve  Chairman 
Alan  Greenspan's  remarks  in  his  recent  Himiphi-ey-Hawkins 
testimony  befoi'e  Congress. 

Recognizing  that  the  conventional  ways  of  measming  pro- 
ductivity are  flawed,  to  put  it  mildly,  the  Federal  Reserve  has 
been  busy  constnicting  its  own  new  methods  of  assessing  pro- 
ductivity. It  focuses  on  the  real  capacity  and  profit  improve- 
ments generated  hy  new  investment  in  capital.  The  Fed's 
startling  finding  is  th  d.  the  rate  of  return  generated  by  each 
new  dollar's  worth  <.i  investment  began  rising  five  years 
ago.  Greenspan  said,  '  :>rting  in  1993,  capital  investment,  es- 
pecially in  high-tech  ,  iipment,  rose  shai-ply  beyond  nor- 
mal cyclical  experien.  .  ajjparently  the  result  of  expected 
increases  in  rates  of  rt  ■  r,  on  the  new  investment."  As  a  re- 
sult, productivity  growl    i-  nonfinancial  coiporations — one  of 


Greenspan's  prefeiTed  measui-es — has  averaged  2.2%  in  thi 
business  cycle,  compared  to  only  1.5%  in  the  late  1980s.  A 
this  means  that  the  productivity  revolution  in  America  bega 
much  earlier  and  is  stronger  than  the  conventional  measure 
have  been  showing. 

Greenspan's  analysis  offers  new  insights  into  the  reasor 
for  America's  unprecedented  growth  in  the  second  half  of  th 
'90s.  It's  an  insight  that  the  bond  market  missed  when 
tanked  on  the  day  that  he  testified.  The  Fed's  work  on  pr( 
ductivity  strongly  suggests  that  Greenspan  is  willing  to  ris 
keeping  U.  S.  rates  stable  in  the  face  of  strong  gi-owth,  an 
thereby  to  help  out  Evu'ope  and  Japan,  far  longer  than  moi 
analysts  now  anticipate.  It  appeal's  that  the  U.  S.  stUl  has  let 
way  to  grow  without  inflation.  Wall  Street  should  do  a  bett( 
job  of  reading  Fed  tea  leaves  and  interpreting  Alan-speal 
The  man  is  saying  something  quite  profound. 
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Henry  Ford  dreamed  of  "making  the  desirable  affordable!' 


Obviously,  it's  a  recurring  dream. 
Introducing  the  $17,995*  Ford  Taurus. 

!ry  innovation  helps  lower  costs,  for  us  and  for  you.  That's  why  the  lowest  price  ever 

today's  Taurus  is  $1000  less  than  last  year  for  the  same  equipment"  And  that  same  spirit  of  innovation 

;made  Ford  Taurus  the  OTily  caT  in  its  class  to  earn  afive-star  ***** 

)Vernnientfront  crash  test  rating!  More  affordable.  More  desirable.  Designed  for  safety. 


s  could  be  the  car  Henry  Ford  dreamed  of. 


Ford  Taurus 

Second  Generation  airbags!'  ^.o-Z/ter  V-d. 
Power  windows.  Air  conditioning.  All  standard. 


1^800-258-FORDor 
www.fordvehicles.com 


)  Taurus  LX  MSRP  Tax,  title  extra,  "Based  on  M5RP  of  '98  Taurus  LX  vs  MSRP  of  '99  Taurus  LX  'Driver  and  passenger  front  crash  test  Government  data  only 
ul  in  comparing  vehicles  withm  500  pounds  Class  is  medium  cars  starting  under  $20,000  "Always  wear  your  safety  belt  and  secure  children  in  the  rear  seat 


Scary  thinc3  is  this  13  u  y  is  not  aldne.   Lots  df  people  would  love  ndthimcs  moJ 
Ba%  OF  THE   Fortune  laa  have  chosen   Network  Associates  for  their  netwdi 
1  -a  D  a- 3  3  2-"3  g  6  6  .  DEPT.    igsB,  OR  VISIT  www.NAi.coM.   But  contact  us  soon,  becaue 
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HP  2000C  and  HP  2500C  start  at  $599: 


the  HP  2500C  and  2000C.  Both  feature  our  revolutionary  new  printing  system  which  uses  four  high  capacity  ink 
cartridges.  Result?  Full-page  graphics  print  at  an  impressive  4ppm.  Operating  costs  drop  sharply.  And  to  ensure 
brilliant  color,  both  printers  feature  our  PhotoREt  Color  Layering  technology.  Visit  www.hp.com/go/officecolor. 


Align  yourself  with  85,000  people  in 
over  130  countries,  all  of  whom  are 
armed  with  the  knowledge  you 
need  to  move  ahead.  And 
stay  there.  Together,  we  can 
move  forward  faster. 
Forward  march. 
www.ey.com 
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EDITED  BY  ROBERT  McNATT 
LITIGATION  NATION 

A  GUSHER  FROM 
VALDEZ  FUNDS? 

NEARLY     A     DECADE  HAS 

passed  since  the  Exxon 
Valdez  ran  ashore  in  Alaska, 
causing  the  worst  oil  spill  in 
U.  S.  histoiy.  But  the  40,000 
people  expected  to  shai'e  $5.3 
billion  in  punitive  damages 


have   yet   to   see   a  cent. 

Moreover,  a  lengthy  ap- 
peals process  may  enable 
Exxon  to  earn  back  that 


money,  argues  plaintiffs'  at- 
torney Brian  O'Neill.  How 
so?  For  one,  the  settlement 
funds  are  not  in  escrow  but 
available  to  Exxon  tlirough  a 
.$6.75  billion  line  of  credit. 
The  company's  publicly  stated 
return  on  average  capital  em- 
ployed ranged  fi'om  11.2%  to 
16.5%  since  1994.  So,  using 
the  lower  figure,  between 
1996,  when  the  verdict  was 
upheld,  and  yearend  2000, 
Exxon  could  turn  $5.3  billion 
into  $8.1  billion.  Even  with 
the  5.9%  coml-mandated  in- 
terest accruing  during  ap- 
peals, that  tops  the  judge- 
ment by  $1  billion. 

Exxon  says  those  compu- 
tations are  irrelevant.  Mean- 
'  while,  some  plaintiffs  are 
lobbying  Congi-ess  to  block 
the  Exxon-Mobil  merger 
until  Exxon  pays  up.  The 
company  calls  the  pu- 
nitive damage  award 
"unjust  and  excessive,"  ad- 
ding that  the  merger  and  the 
damages  are  unrelated. 
Stepluniie  Anderson  Forest 


TELECOM  WARS 

HUNTING 

A  TEXAS  LONGHORN 

TROUBLED  LONG-DLSTANCE 

carrier  ixc  Communications, 
which  said  on  Feb.  4  that  it 
was  mulling  ways  to  boost  its 
stock  price,  will  likely  be 
sold  within  weeks,  says  a 
source  close  to  the  company. 
Expect  a  price  near  its 
market  capitalization 
of  $1.9  billion — about 
$53  a  share. 

Three  companies  al- 
ready in  negotiations  are 
considered  the  most  likely 
buyers:  Britain's  Cable  & 
Wireless;  psiNet,  an  Internet 
service  provider;  and  Global 
Crossing,  which  builds  un- 
dersea fiber-optic  networks, 
ixc's  piime  asset  is  its  10,000- 
mile  fiber-optic  network. 
However,  the  Austin  (Tex.) 
company  has  marketed  its 


services  poorly.  Last  Novem- 
ber, when  it  said  fourth-quai- 
ter  results  would  miss  goals, 
its  stock  fell  26%  in  one  day. 

Cable  &  Wireless  wants 
IXC  because  it  bought  MCi's 
Internet  business  last  year, 
but  its  lease  on  MCi's  network 
ends  in  2000.  Global  Cross- 
ing wants  IXC  for  domestic 
traffic.  PSINet,  which  already 
uses  part  of  ixc's  network, 
wants  more  capacity. 
Wliile  a  premiimi  over 
ixc's  stock  price  is  un- 
likely, the  stock  is  up 
from  only  33  a  month  ago. 
All  the  parties  declined  to 
comment.        Peter  Elstroin 

IXC  COMMUNICATIONS 

RECENT  53)^ 
52-WEEK  HIGH   62  3/24/98 
52-WEEK  LOW    \m  10/8/98 
IPO  16  7/3/96 

DATA:  BLOOMBERG  FINANCIAL  MARKETS 


TALK  SHOW  ui  wouldn't  dream  of  asking  Chelsea  and  Mrsj 
Clinton  to  forgive  me'? 

— Monica  Lewinsky,  interviewed  on  ABC's  20/20 


QHTHE 
WARPATH 
FOR  'SKINS 


SPORTS  BIZ 

DOLE 
YELLS 

INTERFERENCE 


WHEN  HE  S  NOT  DISHING  OUT 

straight  talk  on  erectile  dys- 
function, former  GOP  stan- 
dard-bearer Bob  Dole  is 
pitching  the  economic  won- 
ders of  pigskin. 

In  a  Feb.  23  letter  to  nfl 
Commissioner  Paul  Tagliabue, 
Dole  says  that  the  league  is 
hurting  Washington,  D.  C.'s 
long-teiTn  business  outlook  by 
delaying  the  controversial 
$800  million  bid  to  buy  the 
Redskins.  Hampering  the 
deal,  he  continues,  vdll  send 


a  bad  signal  about  doir 
business  in  the  capital  an 
huit  attempts  to  liu-e  bij 
time  events  like  the  20] 
Olympics.  The  offer 
buy  the  team  from  tl 
estate  of  -Jack  Kei 
Cooke  comes  fro 
New  York  deve 
oper  Howai 
Milstein  an 
Maryland  bus 
nessman  Dani 
Snyder.  But  son 
NFL  team  owners,  who  mu 
approve  the  sale,  prefer  se 
ing  to  Cooke's  son,  though 
offered  less  money. 

Wrote  Dole:  "You,  as 
longtime  Washingtonian,  a 
more  m.indful  of  the  impc 
tance  that  the  Redskins  ha 
to  the  commerce  and  sense 
well-being  of  tliis  communit 
The  letter  is  part  of  Dol( 
new  job  as  president  of  t 
Federal  City  Council,  a  hi^ 
powered  business  gi'oup  tl 
includes  media  big^wig's  Aus 
Kiplinger  and  Donald  Gi 
ham — a  team  that's  used 
winning.     Lonuine  Woell 


INK  BY  THE  BARREL 


THE  VARIEHQ?  WALL  STREET 


WALL   STREET  MAVEN 

Bruce  Wasserstein 
knows  a  thing  or  two 
about  deals — he  has 
even  written  a  book 
called  Big  Deal.  Now 
American  Lawyer 
Media,  which  hi? 
investment  firm, 
Wasserstein 
Perella,  bought 
for  $70  million 
in  1997  from 
Time  Warner,  plans  to  pub- 
lish a  daily  newspaper  chron- 
icling the  mergers-and-acqui- 
sitions  trade. 

The  working  title  of  the 
tabloid,  due  to  liit  newsstands 
in  June,  is  The  Deal.  It  will 
be  ran  by  fonner  hi.stitntioii- 
al  I)ivestor  editor  Robert 
Teitelman.  William  Pollak, 
chief  executive  of  American 
Lawyer  Media,  says  the  idea 


for  the  paper  came  straij 
from  Wasserstein,  and 
is  aimed  at  the  "35- 
r)0,000  folks  who  wake 
every  morning  worryi 
about  deals."  The  n 
paper,  wliich 
not  yet  set  si 
scriber  or 
rates,  will  p( 
over  the  ccT 
stant  strei] 
of  smaller 
hoping  to  fill  a  nkf 
in  the  same  way  Variety  di 
for  show  business.  j 
Pollak  says  The  Deal  isp 
example  of  his  companl- 
strategy  to  triple  its  size  i' 
few  yeai's  by  expanding  i, 
yond  its  core  legal  audieif: 
to  serve  other  profession^ 
who  "work  with  lawyei;] 
too.  Sounds  like  a  pretty 
niche.  Ricftard  Sik^ 
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You're  online  trying  to  buy 
before  tbe  market  goes  up, 
wbenthe  power  goes  down, 


ARC  Back-UPS'  Family 

Thanks  to  online  trading  you're  ahead 
of  the  curve.  No  thanks  to  faulty  power 
you  could  lose  your  edge.  An  APC 
uninterruptible  power  supply  (UPS) 
gives  you  and  your  computer  the 
power  to  make  that  trade. 

According  to  research  by  IBM,  a  typical 
computer  is  subject  to  more  than  120 
power  problems  a  month.  Cheap 
power  strips  prevent  none  of  the 
power  problems  that  cause  keyboard 
lock-ups,  system  crashes,  corrupted 
data,  and  lost  Internet  connections. 
An  APC  UPS  with  surge  suppression 
and  battery  back-up  protects  your  soft- 
ware, hardware,  and  most  importantly, 
your  work.  APC  Back-UPS*  provide  clean, 
reliable  power  so  you  can  function  at  peak 
performance  through  power  glitches,  and 
give  you  time  to  shut  down  during  a  power 
outage.  Contact  your  local  reseller  or  visit 
the  listed  retailers  to  add  APC's  Legendary 
Reliability  to  your  system  today. 

FREE  68-page  Guide 
to  Power  Protection. 

Order  now:  Key  Code  j234z 
http-J/prom.apcc£om 

888-289-APCC  x8523  •  Fax:  401-788-2797 


Legendary  Reliability  " 


Good  tbing  you  invested 
in  an  APC  Back-UPS  Office®. 

Solutions  starting  at  $99. 


You  can  find  APC  power  protection  products  at: 


n  P»mr  Coiivnsion.  All  Triilema*!  se  U  property  il  Sitir  mms.  BPl BKF-llS  •  (8(lll)3<7-f AXX  Pmvafax , •  E-m>il:  apc«il»ajptt,ci«  -132  Fairjra*  Road,  Wtsl  Kingilon.  M  02892  USA 
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THEME  JOINTS 


A  SEAT  NEAR  THE 
HINDENBURG,  PLEASE 

BALTIMORE    REAL  ESTATE 

developer  and  restaurateur 
Patrick  TiuTier  wants  his  new 
eatery  to  be  a  smash — hter- 
ally.  He  will  combine  what  he 
says  is  the  public's  endless 
appetite  for  car  crashes  and 
air  disasters  with  its  appetite 
for  good  food  when  he  opens 
the  Crash  Cafe  this  year. 

Visitors  to  the  $2.5  million, 
500-seat  restaurant,  to  be 
built  in  the  city's  Inner  Har- 
bor area,  will  see  a  facade 
with  a  smashed  DC-3  aircraft 


over  the  entrance. 
Then,  while  dining  on 
such  delicacies  as 
marinated  bay  scal- 
liips  with  tomatoes 
•lid  ginger,  they'll  be 
surrounded  by  videos 
nf  train  collisions, 
liuilding  implosions, 
and  other  destioiction- 
in-progress.  "I  can't  imagine 
anyone  being  offended,"  says 
Turner,  who  breaks  ground 
in  March.  "It  will  be  like  be- 
ing on  the  set  of  an  action 
movie  in  a  cocktail-party 
atmosphere." 

Turner  says  his  market  re- 
search shows  that  people  like 
the  concept.  Yet  theme 
restaui'ants  have  seen  tough 
times  recently  as  diners  have 
preferred  more  traditional 
places.  Tom  Miner  of  restau- 
rant consultant  Technomic 
says  he  won't  be  surprised  if 
people  quickly  tire  of  dining 
amidst  disaster.  If  so,  the 
Crash  Cafe  could  crash  and 
bum.  Dennis  Blank 


l-WAY  PATROL 


LIVE!  FROM  THE  OPERATING  ROOM  TO  YOUR  PC 


MILLION.S  OF  CYBER.JUNKIES 

go  online  to  get  sports  scores, 
the  weather,  or  do  some 
shopping.  But  watching  live 
heart  surgery? 

That's  what  400,000  view- 
ers did  on  Feb.  25  when 
they  saw  bypass  surgery 
on  a  man's  still-beating 
heart.  An  educational  ex- 
perience? Sure.  But  it  was 
a  sales  pitch,  too.  Cardio- 
Thoracic  Systems  used  the 
live  demo  to  get  potential 
heart  patients  to  ask  their 
doctors  for  the  proce- 
dure— meaning  surgeons 
would  have  to  buy  the  ~ 
special  tools  needed  for  it, 
which  CTS  sells.  In  doiyig  so, 
CTS  raised  the  bar  in  its  bat- 
tle with  chief  rival  Heailpott. 
Each  promotes  a  different  ap- 
proach to  "minimally  inva- 
sive" heart  surgeiy.  (TS  says 
that  by  operating  on  hearts 
that  continue  to  beat,  possible 
neurological  damage  can  be 


prevented.  Heartport  coun- 
ters that  its  technique,  which 
stops  the  heart,  results  in 
faster  recoveiy. 

Medical  ethicists  say  such 
unorthodox   advertising  is 


THE  O.R.:  Unorthodox  ad 


necessaiy  in  an  era  of  man- 
aged care,  when  penny-pinch- 
ing insurers  and  overbur- 
dened doctors  are  prompting 
patients  to  become  their  own 
health-care  advocates.  And 
yberspace  is  a  good  place  to 
i-f'^ich  them — even  if  it  means 
wai'  surgery  in  full  color 
over  ui.i  f'v.  Janet  Rae-Dii]jree 


DRAWN  &  QUARTERED 


WEB  WORLD 

TO  GUT  CLASSES, 
HIT  ESCAPE' 

NEVER  UNDERESTIMATE  THE 

power  of  the  Web  to  foster 
dreams  of  riches— this  time, 
for  fuzzy-headed  academics. 
On  Mar.  8,  the 
Blackboard.com 
Web  site  goes 
hve,  offering  in- 
structors the 
chance  to  set  up 
individual  Web 
sites  offering 
online  classes, 
charging  what- 
ever they  want. 

Students  can 
sign  up  for  anything  fi'om  Cig- 
ar 101  to  law  classes  to  prep 
sessions  for  stock  brokers'  ac- 
creditation exams.  Many  of 
the  prospective  instractors  ex- 
pect to  make  a  good  living. 
Juliana  Lutzi,  ceo  of  fire  On- 


line Training,  hopes  to  ge 
$250  each  from  as  many  ai 
6,000  students  from  invest 
ment-banking  houses  such  a 
Goldman  Sachs,  who  need  ti 
take  the  brokers'  test. 

The  Web  site,  run  b; 
Washington-based  online-edu 
cation  company  Blackboarc 
will  make  mon 
ey  by  collectin 
$100  from  eac 
teacher,  plu 
a  to-be-detei 
mined  percent 
age  of  tuitioi 
But  caveat  em; 
tor  to  student! 
Blackboar 
won't  screen  it 
instructors.  1 
says  the  market  will  do  tha 
"Those  most  likely  to  succee 
will  already  have  a  name 
says  Chairman  Matthe' 
Serbin  Pittinsky.  Could  th 
Web  produce  the  next  Deeps 
Chopra?        Catherine  Ya% 


THE  BIG  PICTURE 


OVERSEAS.  THE  PRICE  IS  RIGHT  Foreign  direct  invest 
ment  by  U.S.  manufacturers  in  1997  reversed  a  decline, 
climbing  28%  from  1996  levels.  Thanks  to  a  strong  U.S. 
economy  and  low  prices  abroad,  investment  continued 
strong  in  the  first  half  of  1998,  reaching  $22  billion. 

FOREIGN  DIRECT  INVESTMENT 
■  FIRST  2  QUARTERS  OF  YEAR 


OATOffl^E  CONOT  FOR  SECOND  HALf  OF  1998  NOr  YE!  ov 


FOOT  <OTES  Search-firm  executives  wlio  say  that  an  IPO  would  make  sense  in  their  industry:  yes,  31%;  no,  56% 
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DATA;  JONES-PARKER/STAf 


Now  there's  an 
airline  alliance  that 
revolves  around  you. 


Now  there's  an  alliance  that  makes  international  travel  easier, 
and  more  rewarding,  than  ever  before.  With  worldwide 
recognition  on  five  of  the  world's  finest  airlines.  Access  to 
even  more  lounges.  Smoother  transfers.  And  the  ability  to 
earn  and  redeem  frequent  flyer  miles  to  even  more 
destinations.  All,  with  over  220,000  people  at  your  service  to 
help  you  enjoy  every  trip,  www.oneworldalliance.com 

revolves  around  you. 


AmericanAirines 


BRITISH  AIRWAYS 


Canadi>n  Airlines 


Cathay  Pacific 


For  specific  information  on  the  benefits  available  to  you,  contact  any  onew/orld"-"  .iiiiionce  airline  American  Airlines,  British  Airways.  Canadian  Airlines, 
Cathay  Pacific  Aiw/ays  and  Qantas  are  all  trademarks  of  then  respective  compan- 
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You're  always  searching  for  a  competitive  edge.  But  plowing  through  the  numbers  isn't  enough. 
You  need  better  information,  and  better  information  software.  Like  Seagate's  Enterprise  Information 
Management  (EIM).  A  powerful  suite  of  business  intelligence  tools  that  scales  from  the  individual  to 
the  department  to  the  enterprise.  EIM  includes  Seagate  Info"  for  enterprise  information  analysis  and 
distribution,  Seagate  Crystal  Reports  "for  faster  decision-making,  Seagate  Worksheet™  to  slice  data  cubes 
into  intelligent  bits,  and  Seagate  Holos  for  data  mining  and  scalable  application  development.  When 
EIM  is  deployed  throughout  your  enterprise,  it  delivers  the  power  to  locate  information  you  need,  help 
you  analyze  it  from  every  angle,  then  display  and  communicate  your  ideas  to  the  people  who  matter.  Af- 
ter all,  even  the  right  information  won't  make  a  difference  until  it's  in  the  right  hands. 


Make  a  Difference: 


■Hi 

■ 

^Seagate. 

Information  the  way  you  want  itru 
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Readers  Report 


WHO  NEEDS  A  BROKER?  WELL. 
SOME  DON'T-AND  SOME  DO 

The  answer  to  the  question,  "Who 
needs  a  broker?"  (Cover  Story,  Feb.  22) 
is  probably  the  same  as  the  answer  to 
the  question  "Who  needs  a  magazine?" 
And  when  the  value  of  information 
equals  the  value  of  wisdom,  the  answer 
to  each  question  will  be  "nobody."  Until 
then,  each  has  the  poten-  """iiB^iii" 
tial  to  provide  something 
that  a  portion  of  the  public 
values  greatly,  a  service 
that  some  do  well  while 
others  don't,  and  in  mar- 
kets that  will  continue  to 
reward  those  who  do. 

Geoff  Hargadon 
Boston 


involved  in  my  investments  by  readinj 
free  online  advice  and  by  subscribinj 
to  selective  online  services.  The  fac 
that  I  can  now  get  infoi-mation  quickl 
at  any  time,  day  or  night,  gives  me  fle> 
ibility  to  make  decisions  according  t 
my  schedule  and  to  increase  the  spee 
of  reaction  time. 

And,  of  course,  having  to  recover  re 
atively  high  brokerage  commission  e> 


BusinessWeek 


There  is  one  thing  that 
the  full-service  brokerage 
firms  haven't  considered.  Eveiy  one  of 
those  older,  richer  chents  whom  the  big 
fii-ms  service  has  a  kid  who  is  showing 
them  how  they  are  paying  for  infoiTna- 
tion  that  is  fi-ee  on  the  Internet.  Tlie  Idd 
is  probably  as  informed  as  the  average 
broker.  They  will  convert  to  the  Inter- 
net brokerages  in  record  numbers. 

Duane  Seigler 
Roseville,  Minn. 

Youi"  article  hits  the  mark.  I  would 
suggest  that  speed  and  flexibility  are 
the  most  attractive  characteristics  of 
online  investing,  with  cheap  prices  as 
a  close  second.  Based  on  my  own  expe- 
rience as  a  relatively  small  investor, 
brokerage  houses  have  ty]Dically  been 
eager  to  recommend  an  investment 
strategy  and  accept  money,  but  their 
subsequent  advice  is  either  nonexistent 
or  untimely. 

I  unfortunately  reentered  the  mar- 
ket in  June,  1998,  watched  it  plummet 
in  September  and  then  slowly  climb 
back  over  the  past  four  months.  My 
broker's  advice  thi'oughout  was  to  wait 
it  out,  as  my  investments  were  made 
for  the  long  term.  That  still  may  be  the 
case,  but  once  I  opened  an  online  ac- 
count, I  found  myself  getting  personally 


INFORMATION  GAP 

"The  vital  function 
that  stockbrokers 
contribute  is  getting 
the  word  out  about 
well-managed, 
undervalued  companies 
that  are  good  buys" 


penses  is  no  longer  a  significant  facte* 

Bill  Fost(| 


Alpharetta, 


G 


tl 
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Here's  who  needs  a  broker 
countless  thousands  of  new  investoi 
who  believe  the  following: 

1.  Making  money  in  the  stock  mark 
is  easy. 

2.  Long  term  is  thi-ee  years. 

3.  You  can't  lose  money  in  an  ind( 
fund. 

4.  A  two-for-one  stock  split  meai 
that  the  stock  is  half-price. 

5.  Margining  stocks  is  a  smart  thii 
to  do. 

6.  The  risk  of  being  out  of  the  mark 
is  gi'eater  than  the  risk  of  being  in  it 

7.  Bonds  are  for  losers. 
You're  right.  Investors  like  the 

don't  need  my  advice.  But  they  w 
someday. 

Dave  Jonsson,  stockbrok 
Seminole,  F|ii] 

Your  aiticle  ignores  a  serious  dow 
side  of  [investing  online] — the  tender 
of  such  investors  to  neglect  research  fci 
favor  of  going  with  recognizable  nan  Uji 
brand  companies.  This  ensiu-es  that  i 
dervalued  companies  stay  undervalu 
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nd  that  capital  flows  disproportionately 
)  the  large-cap  blue  chips.  This  is  not 
ealthy  for  small  companies  in  need  of 
ipital  nor  for  the  market  as  a  whole, 
he  vital  function  that  stockbroker  con- 
■ibute  is  getting  the  word  out  about 
ell-managed,  undervalued  companies 
lat  are  good  buys. 

Kelly  Boyd 
Ashland,  Penn. 

Byron  R.  Wien  has  it  wrong  when 
i  advises  readers  to  bet  on  money 
anagers  who  have  done  well  in  the 
tst.  There  are  reams  of  studies  show- 
g  that  investors  cannot  reliably  pick 
ture  winners  by  selecting  past  win- 
(rs.  It  simply  fails  as  a  long-teiTn  in- 
istment  strategy. 

Beyond  that,  Wien  is  using  gross  re- 
ms,  which  do  not  reflect  things  like 
les  charges,  capital-gains  taxes,  and,  as 
hn  C.  Bogle  points  out,  risk.  On  a  net 
turn  basis — which  is  what  matters  to 
.^estors — index  funds  win  hands  down. 

Richard  Evans 
Hastings-on-Hudson,  N.  Y. 

iYBE  GRIDLOCK  ISN'T 

I  BAD  AFTER  ALL  

In  "Can  Clinton  and  the  Republicans 
er  get  back  to  business?"  (News: 
lalysis  &  Commentary,  Feb.  22), 
iway  Corp.  President  Dick  DeVos 
rs  "people  ai"e  not  inspired  by  a  paity 
it  does  a  lot  of  dealmaking  with  the 
Dosition."  Being  a  thirtysomething 
it-baby-boomer,  I  can  say  that  I  and 
ny  of  my  generation  do  not  look  to 
•  political  parties  for  inspiration.  I'd 
her  have  a  government  that  gets 
ags  done  than  one  so  bogged  down 
principle  that  nothing  positive  is 
omphshed. 

The  impHcation  that  those  who  gov- 
should  not  make  deals  is  absurd, 
it  is  exactly  how  things  get  accom- 
hed:  Compromise.  Both  parties  are 
^ty  of  partisanship  at  the  expense 
)rogi'ess  that  most  people  have  lost 
h  in  those  who  govern. 
)n  second  thought,  perhaps  a  little 
Hock  to  keep  the  goveniment  from 
idling  more  wouldn't  be  so  bad. 

Mark  Weinstock 
New  York 

'he  success  of  the  economy  since 
A  owes  thanks  to  the  government 

iblers  staying  out  of  it.  Reagan 

red  out  on  purpose,  Bush  didn't 
"W  how  to  get  in,  and  giidlock  has 

t  them  out  since.  Thank  God  for 

ilock. 

r  the  politicians  get  "back  to  busi- 
i,"  the  rest  of  us  are  doomed  to  less 
idom  and  fewer  opportunities  to  build 
i«  1th.  Few  things  any  legislatui'e  does 
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fail  to  take  freedom  or  money  from  the 
citizens  it  has  sworn  to  care  for. 

Ted  Nottingham 
West  Lafayette,  Ind. 

HEY.  McDonalds,  why  not  give 

McTOFU  A  TRY?  

After  reading  "Getting  off  their 
McButts"  (The  Corporation,  Feb.  22),  I 
still  have  to  say  that  McDonald's  Corp. 
just  doesn't  get  it.  The  part  of  the  mai"- 
ket  they  want,  the  young  professional 


consumer  who  is  not  extremely  price- 
sensitive,  does  not  want  to  eat  the  food 
they  serve. 

I  am  a  young  professional  who  eats 
out  six  to  eight  times  a  week.  It  has 
been  at  least  20  yeai-s  since  I  have  eaten 
lunch  or  dinner  at  McDonald's  by  choice. 
These  days,  most  people  eat  more  inter- 
national foods,  less  beef,  more  chicken, 
more  rice  and  vegetables  than  they  did 
when  the  McDonald's  menus  were  de- 
signed. Americans  also  unfortunately 
need  foods  we  can  eat  while  diiving,  like 


"The  world  could  end  tomorrow,  Vera.  But  that  wouldn't  keep 
Williams  from  delivering  on  their  promises. " 


Isn't  it  romantic?  Not  really.  It's  hard  work.  For  90  years  Williams 
has  built  a  reputation  for  building  one-on-one  relationships  that 
last  and  last.  Today  we're  Ainerica's  only  leader  in  both  energy  and 
communications.  With  such  a  record  of  reliability,  shouldn't  we 
get  acquainted? 

Energy  •  Communications  •  Leadership 

1-800-WILLIAMS  •  NYSE;  WMB 


Readers  Report 


CORRECTIONS  &  GURIFICATIONS 

"Fire  and  ice  at  the  NHL"  (Sports  Business, 
Feb.  15)  misspelled  the  name  of  the 
Detroit  Red  Wings'  star.  It  is  Sergei  Fedorov. 

"The  Atlantic  century?"  (Cover  Story,  Feb.  8) 
Incorrectly  mcluded  on  a  map  Norway  and 
Switzerland  among  shaded  EU  countries. 

"Tattered  net"  (In  Business  This  Week,  Feb. 
22)  should  have  noted  that  CNET  reported  a 
profitable  year  and  a  stock  split  after  the 
market  closed  on  Feb.  10.  The  stock  rose  the 
next  day,  after  that  issue  of  BW  closed. 


Taco  Bell's  burritos.  Hey,  McDonald's, 
how  about  healthier,  more  etlinic  foods  to 
reflect  the  changes  in  Anieiica? 

Deana  Maggard 
Miami  Beach,  Fla. 

SOMEONE  LEFT  ARROGANr  OUT 
OF  MICROSOFrS  SPELL-CHECKER 

In  "The  mother  of  all  software  pro- 
jects" (Special  Report,  Feb.  22),  you 
quote  Microsoft  Co]'p.  project  manager 
Brian  Valentine  as  saying  tliat  Windows 
2000  is  "the  most  important  project  in 
the  history  of  mankind."  More  impor- 
tant than  the  Constitution?  The  inva- 
sion of  Normandy?  The  race  to  keep 
Hitler  fi-om  developing  nuclear  weapons 
before  the  Allies  could?  The  complete 
eradication  of  smallpox?  I'd  rank  a  new- 
er operating  system,  even  one  that 
might  actually  work  right,  somewhere 
between  the  catalytic  converter  and  Ro- 
gaine.  Looks  like  somebody  left  the  word 
"aiTogant"  out  of  Microsoft's  speU-check. 

Shaun  Breidbart 
Pelham,  N.  Y. 

THE  REAGAN  YEARS  WERE 
NO  PICNIC.  ECONOMICALLY 

"Reagan  vs.  Clinton:  Wlio's  the  Eco- 
nomic Champ?"  (Economic  ViewiJoint, 
Feb.  22)  is  somewhat  misleading.  Pro- 
fessor Robert  BajTo  ranks  the  fii'st  tenn 
of  Reagan  (1981-84)  as  the  "best"  since 
World  War  II,  ba.sed  on  the  BaiTO  mis- 
ery index.  His  table  shows  that  the 
ranking  is  influenced  by  the  change  in 
the  rate  of  inflation,  -6.'V'/o  in  the  '81-84 
period,  which  is  the  best  improvement. 
However,  this  period  followed  the  two 
oil  crises  of  the  1970s.  Consecjuently, 
this  drop  in  the  inflation  rate  was  due 
mainly  to  the  drop  in  oil  pr;!-('s. 

Moreover,  it  is  surprising  t  liat  Bairo 
does  not  mention  the  buildiio  of  the 
tvvdn  deficits  dm-ing  Reagan's  two  tenns. 


The  trade  deficit  tripled  fi-om  1980  to 
1986,  to  more  than  $150  billion,  and  the 
annual  budget  deficit  went  up  five  times, 
to  $200  billion  (or  4%  of  gi'oss  domestic 
product)  in  1986.  The  Reagan  Adminis- 
tration exacerbated  the  budget  deficit 
by  cutting  taxes  and  increasing  govern- 
ment purchases,  and  initially  tried  to 
deflect  the  blame  for  the  worsening 
trade  deficit.  While  it  is  tiiie  that  U.  S. 
consumers  initially  benefit  from  a  high 
trade  deficit,  which  increases  current 
consumption,  tliis  gain  comes  at  the  ex- 
pense of  reduced  futui'e  consumption. 

We  do  not  know  who  is  better  for 
the  U.  S.  economy — Reagan  or  CHnton. 
But  we  are  sure  that  Reagan  is  not  as 
good  as  described. 

Yiuman  Tfee  and  Paul  Grier 
Professors,  School  of  Management 
State  University  of  New  York 
Binghamton,  N.  Y. 

I  take  issue  with  Robert  Barro's  re- 
vised misery  index,  as  I  do  with  Aithui" 
Okun's  original.  What  Okun  and  BaiTo 
ai'e  measm-ing  is  economic  strength;  it  is 
definitely  not  miseiy.  To  assigji  an  equal 
weight  to  inflation  and  unemployment 
(in  Okun's  index),  or  worse,  to  equally 
weight  the  change  in  inflation,  long-teiTn 
interest  rate,  and  cdp  shortfall  with  the 
change  in  unemployment  (in  Barro's  re- 
vised index)  is  to  mask  the  fact  that 
without  employment  and  a  livable  wage, 
one  is  guaranteed  to  be  miserable,  eco- 
nomically speaking. 

In  fact,  assuming  some  validity  to 
the  Phillips  curve  trade-off  between  in- 
flation and  imemployment,  a  high  rate  of 
inflation  is  actually  something  to  be  cel- 
ebrated by  the  jobless.  The  choice  be- 
tween no  job  and  relative  low  prices  or 
a  steady  paycheck  and  slightly  higher 
prices  is  an  easy  one  for  someone  un- 
employed to  make.  In  economic  teiTns, 
unemployment  alone  equals  misery. 
These  other  factors  merely  represent 
inconvenience  to  the  economy  at  large. 

John  Sergio 
Wantagh,  N.  Y. 

HOW  ABOUT  USING  BIAS-FREE 
AUDITING  SOFTWARE?  

"Auditors  and  clients:  Too  close  for 
comfort"  (Tlie  Coiporation,  Feb.  22)  was 
veiy  pertinent.  It  is  vital  to  uphold  the 
independence  of  auditors. 

In  addition  to  i-ules  and  regulations, 
thei'e  are  now  also  other  ways  to  en- 
hance the  objectivity  of  the  auditing 
process,  internally  and  externally.  One 
type  of  instrument  for  "neuti'al"  risk 
assessment  and  auditing  is  computer- 
supported  auditing  processes,  wliich  pro- 


vide auditors  with  reference  points  thai 
are  fi'ee  fi"om  even  the  suspicion  of  per  . 
sonal  bias.  Such  processes,  with  years  o  | 
excellent  track  records  in  Europe  am 
other  countries,  do  exist  and  are  nov 
being  introduced  in  the  U.  S. 

Hans  V.  A.  Johnssoi 
Old  Greenwich,  Conn 

IT'S  RISKY  FOR  SOCIAL  SECURITY  , 
TO  INVEST  IN  EQUITY  MARKETS  . 

I  was  disappointed  to  read  Laur; 
D'Andrea  Tyson's  endorsement  of  th 
present  Social  Secuiity  plan  offered  b; 
the  Wliite  House  ("Social  Secuiity:  Clin 
ton's  plan  is  right  on  the  money,"  Eco 
nomic  Viewijoint,  Feb.  15).  Investing  So 
cial  Secuiity  money  into  U.  S.  equit; 
markets  is  dangerous  stuff.  Can  yoi 
imagine  if  Social  Security  owned  5%  c 
all  outstanding  U.  S.  ecjuities?  Just  loo 
at  how  well  Deutsche  Bank  is  doin 
now,  owning  about  that  much  of  the  er 
tii'e  German  stock  market.  The  implica 
tions  of  lai'ge  government  involvement  i 
public  equity  markets  would  be  troubk 
some  and  dangerous,  to  say  the  least. 

Ted  Kelle 
New  Yor 
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Books 


DLDMAN  SACHS 
le  Culture  of  Success 

I  Lisa  Endlich 

lopf  •  319pp  •  $27.50 


iOW  GREED 
CHANGED  GOLDMAN 


Pity  poor  Lisa  Endlich.  The  for- 
mer tratler  has  wi-itten  a  book, 
Goldman  Sacks:  The  Culture  of 
xcess,  about  her  foinier  employer.  But 
5t  look  at  her  raw  mateiial:  Instead  of 
2  bunch  of  funny,  outrageous  traders 
10  populated  Michael  Lewis'  Liar's 
<ker,  she  must  breathe  life  into  scores 
colorless  Goldman,  Sachs  &  Co.  part- 
rs  who  are  selected  precisely  because 
3y  are  interchangeable.  Nor  does 
idhch  have  a  compact,  dramatic  tale 
offer,  such  as  that  of  the  high-stakes 
Iding  war  for  rjr  Nabisco  Inc.  re- 
inted  by  Biyan  Burrough's  Barbar- 
ts  at  the  Gate.  Instead,  she  slogs 
•onologically  through  the  130  years 
ce  Goldman  Sachs's  founding  in  1869. 
The  prestigious  investment  bank, 
st  writers  would  agree,  is  simply  not 
)d  copy.  But  the  book  has  one  big 
ng  going  for  it:  Lots  of  intelligent 
1  othei^wise  sensible  people  ai"e  deeply 
:inated  by  Goldman  Sachs.  Wliy?  Be- 
ise  its  top  partners  are  filthy  rich. 
)ple  are  mesmeiized  by  the  idea  of  a 
ill  gi'oup  of  people  so  awash  in  lucre, 
few  years   back,   Britain's  The 
ardian  summed  up  the  situation: 
hat's  the  difference  between  Tanzania 
Goldman  Sachs?  One  is  an  African 
ntry  that  makes  $2.2  billion  a  year 
[  shares  it  among  25  million  people. 
;  other  is  an  investment  bank  that 
ies  $2.6  billion  and  shares  most  of  it 
ween  161  people." 

Uas,  EndUch's  pen  is  fai"  less  wicked. 
!  is  at  best  a  workmanlike  writer, 
ne  to  burying  big  events  in  mid- 
agraph.  Nor  does  she  really  delve 
I  how  Goldman  acquires,  spends,  and 
/ies  up  its  vast  collective  wealth, 
md  Endlich  is  timid  when  it  comes 
irawing  conclusions.  One  example: 
3  Goldman  guilty  of  charges  that  it 
jed  media  mogul  Robert  Maxwell 
it  Maxwell  pensionei-s?  Says  Endlich: 
ixwell  used  Goldman  Sachs  to  steal 


money"  from  Maxwell  company  pension 
plans  by  hiring  the  firm  to  broker  a 
trade  between  various  Maxwell-con- 
trolled entities.  But  as  to  Goldman's  cul- 
pability, she  says  only  that  it  should 
have  investigated  Maxwell  better.  Per- 
haps there  is  a  compelling  book  to  be 
coaxed  ft-om  Goldman  Sachs's  rich  his- 
tory, but  I  found  this  one  fr-ustr-ating 
and  lar-gely  unsatisfying. 

Still,  for  the  patient  reader,  Goldman 
Sachs  has  sevei-al  redeeming  qualities. 
EndUch  gained  the  best  access  ever  to 
some  of  the  most  pr-ess-shy 
executives  in  the  world, 
and  she  has  gleaned  some 
fresh  details,  quotes,  and 
insights.  She  has  written 
the  best  description  yet  of 
the  di'amatic  events  of 
1994,  when  Goldman  hit  a 
nadir  because  of  huge  trad- 
ing losses  and  per'sonnel 
defections.  Her  access  also 
yielded  a  few  flashes  of  col- 
or-. One  wishes  there  were 
mor-e  sentences  such  as 
this:  "The  three  par-tners 
and  the  extremely  over-weight  [Robert] 
Maxwell  rode  upstairs  in  a  tiny  elevator 
designed  for  two  nor-mal-sized  adults." 

Another  strong  suit  is  Endhch's  ex- 
perience as  a  Goldman  Sachs  trader. 
She  paints  a  clear  pictiu-e  of  the  buildup 
and  ultimate  downfall  of  Goldman's  mid- 
1990s  proprietary-trading  operation  in 
London,  complete  with  such  traders'  col- 
loquialisms as  "be  big  and  be  r-eal" 
(translation:  big  trmling  pr-ofits  justify 
taking  big  risks).  She  also  describes  the 
unique  Goldman  cultui'e  and  how  it  is 
evaporating.  "In  the  old  days,  when  you 
became  a  partner;  you  would  feel  free  to 
give  your  wallet  to  another  partner  to 
hold  for  safekeeping.  I  do  not  think  it  is 
that  way  today,"  says  one  partner. 

But  except  for  a  few  killer  quotes, 
Endlich  never  confronts  head-on  this 


G  O  L  D  M  A  N 
SACHS 

THS  CULTURE 
:-:'Of  SUCCESS 


■t  :  S  A  ENDLICH 


dark  side  of  Goldman's  vaunted  cul- 
ture— gr'eed — even  though  it  comes  up 
again  and  again.  For  example,  Endlich 
implies  that  the  finn's  1994  woes  wer-e  a 
result  of  avarice,  quoting  one  for-mer 
partner:  "Gr-eed  changed  the  fir-m,  and 
the  view  was  to  take  as  much  risk  as 
we  can,  and  make  it  as  fast  as  we  can." 

In  EndUch's  defense,  she  is  the  victim 
of  bad  timing.  She  is  unable  to  end  with 
the  firm's  now  imminent  initial  public 
offering  because  it  was  postponed  in 
September,  1998.  And  just  after  this 
book  went  to  press,  Goldman  was 
rocked  by  news  that  Chief  Executive 
Jon  Corzine  was  being  ousted  as  CEO. 
There's  no  mention  of  this  development 
in  the  book,  but  one  obser-vation  is  pr-e- 
scient.  Wlien  Cor-zine  was  promoted  in 
1994,  the  fii'm  was  hemorrhaging  $200 
million  a  month  in  losses  in  proprietary 
tr*ading,  which  Corzine  oversaw.  Notes 
the  author:  "Some  banking  partners  felt 
that  rather  than  be  elevated,  Corzine 
should  have  been  made  to  bear  some 
of  the  responsibility  for  the 
firm's  troubles,  many  of 
which  originated  in  his  di- 
vision." Appar'ently,  those 
banker-s  got  their  way  in 
January,  1999,  when 
Cor'zine  was  detlu'oned  in  a 
palace  coup  by  investment 
bankers. 

In  a  sad  ii"ony,  Corzine 
is  portr-ayed  as  one  of  the 
few  at  Goldman  today  to 
address  the  issue  of  gr'eed. 
In  June,  1998,  the  firm's 
partner's  were  deciding 
whether  to  go  public,  which  would  have 
made  them  all  even  richer  In  contr'ast 
vvith  the  famous  "Gr'eed  is  good"  speech 
by  Gordon  Gekko  (a  character  modeled 
on  Ivan  F.  Boesky)  in  the  movie  Wall 
Street,  Corzine  argued  that  going  public 
would  distribute  the  wealth  mor'e  fair'ly 
among  Goldman's  r'oughly  16,500  non- 
partner  employees.  "Selling  the  fu-m  in 
good  times  and  spreading  the  largesse 
br'oadly,  deeply,  and  generously  would 
actually  be  less  gi'eedy,"  Corzine  said. 

Endlich  leaves  the  distinct  impres- 
sion that  the  har'd-chiving  Goldman  part- 
ners agreed  less  with  Corzine  than  they 
did  with  Gekko. 

BY  LEAH  NATHANS  SPIRO 
Associate  Editor  Spiro  has  observed 
Wall  Street  greed  for  more  than-  a 
decade. 


BEYOND  A  FEW  GOOD  QUOTES.  ENDLICH  NEVER 


CONFRONTS  THE  FIRM'S  DARK  SIDE  HEAD-ON 
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Technology  &  You 


BY  STEPHEN  H.  WILDSTROM  

ONLINE  CALENDARS 
ARE  NO  HOLIDAY 


Their  utility  is  slight, 
their  motives  suspect, 
and  they  just  may  be 
open  to  prying  eyes 

I spend  a  lot  of  t  ime  look- 
ing at  free  stuff  on  the 
World  Wide  Web.  While 
there  is  a  lot  that's  useful,  all 
too  often  I  am  reminded  that 
in  this  life,  you  generally  get 
what  you  pay  for.  That,  I'm 
afraid,  is  the  case  with  free 
personal-calendar  services 
that  are  cr'opping  up  on  the 
Web  at  popular  portal  sites. 

The  idea  sounds  good.  The 
sites  give  you  a  basic  person- 
al-information manager  for 
free,  plus  access  to  local 
movie  showtimes,  cul- 
tiu"al  and  sports  events, 
TV  schedules,  and  other 
goings-on.  You  can  pick 
up  an  event  or  a  whole 
category  of  events — 
like  a  favorite  team's 
schedule — and  drop  the 
information  right  into 
your  personal  calendar. 
Furthermore,  you  can 
get  to  your  personal 
data  from  any  comput- 
er with  Web  access. 
ON  TRIAL.  I  checked 
out  two  products,  Day- 
Timer  Digital  (www. 
digital.daytimer.com), 
from  a  leading  publish- 
er of  paper  planners, 
and  when.com  (www. 
when.com)  from  start- 
up Wlien  Inc.  A  thii'd,  Any- 
Day.com  (www.anyday.com), 
is  still  in  testing,  and  not 
enough  of  its  features  were 
working  for  a  fail' 
assessment. 

Unfortunately,  the  execu- 
tion of  these  calendars  falls 
short  of  the  potential.  For 
one  thing,  like  all  Web-based 


applications,  they  are  painful- 
ly slow  comjjared  with  even 
so  sluggish  a  desktop  infor- 
mation manager  as  Microsoft 
Outlook. 

Subscribers  should  also 
understand  how  these  ser- 
vices work  as  businesses.  The 
fi'ee  calendars,  of  course,  pro- 
duce no  revenues,  and  the 
banner  ads  don't  generate 
much.  The  goal  is  to  tell  you 
about  a  play  or  basketball 
game  and  deliver  you,  for  a 
fee,  to  an  online  ticket  vendor 
or  remind  you  of  an  anniver- 
sary and  sell  you  flowers  or 
an  E-mail  gi'eeting  card.  The 
sites  pi-omise  not  to  sell  youi- 
personal  infonnation  and  sub- 
scribe to  the  TRUSTe  privacy- 


WEB  PERSONAL  CALENDARS 


when.com 


WHEN.COM 

Slick  design,  with  clear  presentation 
and  easy  links  to  shows  or  other 
events  you  might  be  interested  in. 
Painfully  slow  to  use,  though. 


DIGITAL.DAYTiMER.COM 

Electronic  ver 

DAY-TIMER 

DIGITAL 


sion  of  the  popu 
lar  looseleaf 
planners.  Stick 
with  the  note- 
book for  now.  Awkward  navigation 
and  other  problems. 


auditing  service.  Still,  I  would 
be  quite  leery  about  putting 
sensitive  pei'sonal  or  business 
information  in  any  online 
calendar. 

When.com  has  a  slick  de- 
sign. Its  basic  display  gives 
you  a  view  of  your  daily  cal- 
endar and,  on  the  right  side 
of  the  screen,  a  list  of  events 


from  categories  that  you  have 
selected.  A  click  adds  the 
event  to  your  calendar  or 
gives  you  more  information 
about  it,  often  includmg  a  link 
to  an  online  vendor.  A  simple 
form  allows  you  to  put  yom* 
personal  appointments  on  the 
calendar. 

Day-Timer  Digital  is  proof 
that  tremendous  expertise  in 
the  world  of  paper  may  not 
do  you  much  good  in  cyber- 
space. Linking  your  personal 
calendar  to  public  events  is 
far  harder  than  on  When's 
site,  and  the  listings  of  events 
are  far  less  complete.  A 
search  for  opera  in  Washing- 
ton failed  to  produce  any  list- 
ing, including  a  pertomiance  I 
had  tickets  for. 

Worse,  Day-Timer  offers 
really  awkwai'd  navigation.  It 
is  even  slower  than  When, 
and  attempting  to  move  fi'om 
one  calendar  day  to  another 
often  produces  incomprehen- 
sible error  messages.  Unlike 
When,  Day-Timer  does  not 
save  log-in  information,  so 
you  must  log  in  manually 
every  time  you  use  it. 

These  products  will 
improve  with  time. 
Features  under  devel- 
opment for  all  the  sites 
include  the  ability  to 
print  out  calendar 
pages  in  the  formats 
used  by  Day-Timer  and 
other  paper  planners. 
Another  feature-in- 
waiting  is  a  facility  that 
will  allow  you  to  syn- 
chronize your  online 
calendar  with  either 
standard  desktop  infor- 
mation managers  or 
handheld  devices  such 
as  3Com's  Palms. 

Online  calendars  are 
very  attractive  to  Web 
portals,  such  as  Yahoo! 
or  Lycos,  whose  business 
model  requires  that  visitors 
be  kept  on  the  site  as  long  as 
possible.  So  portal  operators 
are  quickly  lining  up  deals 
with  calendar  services.  But 
in  theii'  ciuTent  state,  the  val- 
ue of  these  free  online  calen- 
dars to  consumers  strikes  me 
as  dubious. 


HELP  DESK 


Q;  In  response  to  my  Feb. 
22  column  on  the  privacy 
risks  of  connecting  to  the 
Internet  via  cable  TV,  a 
reader  says: "/  would  defi- 
nitely want  to  have  our 
two  computers  networked 
so  we  could  access  the 
Internet  on  both  comput- 
ers at  the  same  time.  But 
I  do  not  see  how  it  would 
be  possible  for  another 


computer  outside  my 
home  to  access  data  on 
my  computer  just  because 
we  both  access  the  Inter- 
net through  the  same 
cable  system.  Am  I  sacri- 
ficing privacy  for  the  high 
speed  of  the  cable?" 

A:  A  cable  Internet  connection 
can  add  new  meaning  to  Win- 
dows' Network  Neighborhood. 
On  many  cable  systems,  a  PC 
may  be  accessible  to  any  oth- 
er computer  sharing  the  same 
cable  distribution  point.  In 
fact,  ©Home  Networks,  the 
largest  U.  S.  cable  Internet 
service  provider,  recommends 
"against  enabling  file  or 
printer  sharing  of  any  sort." 

That's  sound  but  inconve- 
nient advice.  In  time,  cable 
models  will  get  firewall  func- 
tions built  in.  For  now,  if  you 
want  to  enable  sharing  on  a 
computer  connected  via 
cable,  you  should  require  a 
hard-to-guess  password  for 
access  to  your  computer  You 
should  also  encrypt  files  you 
regard  as  sensitive. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek,com  or  fax  (202)  383-2125 
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Glad  you  asked. 

Because  while  ".com" 
IS  behind  just  about  every 
company  name  on  the  planet, 
not  everyone  knows  who's 
behind  "com." 

At  Sun,  we've  been 
thinking  about  (and  designing 
around)  the  very  idea  of  the 
Net  since  1982.  A  radical 
approach  that  not  only  gave 
us  a  head  start — it  gave  us 
our  entire  focus. 

Everything  we  make  and 
do  is  about  the  Net.  The 
whole  Net.  And  nothing  but 
the  Net. 

From  our  Net-based  serv- 
ers (the  Herculean  engines 
behind  the  Net)  to  our 
Solans"  software  (the  robust 
foundation  for  the  Net)  to 
our  Java"' technologies  (the 
universal  link  for  the  Net). 

And  soon,  our  newest 
technologies  will  push  the 
Net  out  to  every  kind  of 
hand-held  gizmo  and  appli- 
ance imaginable.  (As  well 
as  to  a  few  that  aren't  yet.) 

Wherever  .com  heads 
next,  we'll  be  right  behind 
the  dot.  Powering  it  along. 
Changing  the  way  we  work, 
live  and  play. 

Stop  back  here  and  see 
us  again  soon. 

We're  the  dot  in  .com. 
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Economic  Viewpoint 


BY  GARY  S.  BECKER 


WHY  COUNTRIES  SHOULDN'T  BREAK 
THEIR  CURRENCY  PROMISES 


STABILITY: 

Crises  occur 
when  nations 
say  one  thing 
and  do 
another.  It's 
crucial  to  stick 
to  one  policy, 
whether  it's  a 
free  float  or  a 
dollar  peg 


Gary  S.  Becker,  the  1992  Nobel 
■..i  ireate,  teaches  at  the  University 
it  wMii-ago  and  is  a  Fellow  of  the 
'  i  vw't  Institution, 


Political  analysts  have  long  recognized 
the  critical  importance  of  predictable 
l)olicies  over  time.  The  economic  and 
social  environment  becomes  eiratic  and  un- 
certain when  future  govemments  can  readily 
change  the  direction  of  public  programs. 

The  advantages  of  a  stable  policy  frame 
has  been  confirmed  by  the  financial  crises 
dining  the  j^ast  two  years  in  Asia  and  Russia, 
and  more  recently  in  Brazil.  These  nations 
promised  to  maintain  pegged  exchange  rates 
between  their-  currencies  and  the  U.S.  dollar. 
Unfortunately,  they  did  not  develop  institu- 
tions that  guaranteed  stability  when  the  going 
got  rough. 

Certainly,  in  the  Brazilian  case,  many  na- 
tive and  foreign  investors  did  not  believe  the 
govemment's  vow  to  maintain  the  real's  value 
relative  to  the  dollar,  since  in  the  past  their 
central  bankers  and  politicians  often  broke 
promises  about  exchange-rate  policies.  In- 
vestors began  to  convert  their  reals  into  dol- 
lars immediately  after  the  Asian  crisis  eiupt- 
ed  in  1997.  They  accelerated  the  withdrawal 
of  fimds  when  the  government  continued  to 
run  large  budget  deficits  to  finance  generous 
pensions  and  other  spending. 

As  Brazil's  foreign  reserves  dwindled,  the 
Inteniational  Monetaiy  Fund  tried  to  rescue 
the  real  with  a  large  infusion  of  dollars.  Nev- 
ertheless, investors  accelerated  their  switch 
out  of  reals  because  the  IMF's  efforts  did  not 
fundamentally  alter  Brazil's  policies.  They  had 
little  confidence  in  Brazil's  commitment  to 
maintaining  the  exchange  value  of  the  real, 
with  or  without  IMF  support.  That  forced  a 
devaluation,  and  the  real  went  into  a  ft'ee 
fall  for  a  while  because  of  the  enormous  un- 
certainty about  Brazil's  economic  future.  This 
included  the  possibility  that  foreign-exchange 
controls  would  be  imposed  once  again. 
ARGENTINE  MODEL.  vSimilar  huge  cmi'ency  de- 
clines occurred  in  Thailand,  Malaysia,  South 
Korea,  and  Indonesia  after  these  nations 
abandoned  theii-  pegged  rates  despite  vo\ving 
to  continue  them.  Although  Korea,  Thailand, 
and  Malaysia  show  signs  of  recovery,  inter- 
national investors  have  not  yet  regained  much 
confidence  in  the  financial  stability  of  any  of 
these  nations  and  continue  to  shun  Indonesia. 

The  world  financial  crisis  also  affected  Ar- 
gentina, but  its  experience  offers  an  instruc- 
tive contrast  to  Brazil  and  these  Asian  na- 
tions. Argentina's  finances  so  far  have 
survived  in  much  better  shape  mainly  be- 


cause it  is  committed  to  a  rigidly  fixed  ey. 
change  rate  between  the  peso  and  the  dollai 
Not  only  is  the  rate  pegged  at  one-to-on( 
but  all  domestic  transactions  can  be  made  i 
eithei'  cuiTency,  and  local  deposits  ai-e  held  i 
dollars  as  well  as  pesos.  The  government  fa 
ly  backs  all  pesos  in  circulation  with  dollar  r< 
serves,  which  prevents  arbitrary  printing  c 
pesos  to  finance  government  spending. 

A  future  Argentine  government  coul 
abandon  convertibility  for  a  Brazilian-sty] 
system  that  pegs  the  exchange  rate  without 
commitment  to  a  stable  cun'ency.  Howeve 
by  allowing  dollars  to  circulate  freely  and  h 
accustoming  its  businesses  and  households 
trade  between  dollars  and  pesos,  Argentir 
has  raised  political  and  economic  obstacles 
forsaking  convertibility. 

Indeed,  convertibility  has  become  so  popi 
lar  that  leftist  parties  have  also  vowed 
maintain  it  should  they  come  to  power  in  thj 
fall's  elections.  Still,  investors  are  demandir 
higher  interest  rates  for  private  and  publ 
loans  denominated  in  pesos  than  for  comp 
rable  dollai-based  loans,  revealing  some  ske 
ticism  about  the  strength  of  the  commitme 
to  convertibility. 

To  remove  such  doubts,  Finance  Minist 
Roque  Fernandez  and  President  Carlos 
Menem  recently  proposed  to  abandon  t! 
peso  entii'ely.  They  suggested  the  radical  sb 
of  "dollarizing"  the  Ai'gentinian  economy 
replacing  all  pesos  in  circulation  with  dollai 
so  that  the  greenback  would  become  A 
gentina's  sole  ciuTency. 

Menem  has  also  recommended  that  Bra; 
Argentina's  main  ti'ading  partner,  quickly 
troduce  convertibility  between  the  real  a 
the  dollar — and  perhaps  eventually  move 
ward  dollarization.  Convertibility  would  h( 
control  Brazil's  ability  to  fund  governme 
deficits  by  expanding  the  money  supply.  D 
larization  is  a  much  more  radical  and  poI 
cally  difficult  step.  Only  two  tiny  countri 
Panama  and  Liberia,  have  dollariz 
economies.  But  it  might  be  necessary  if 
vestors  remain  skeptical  of  Brazil's  comn 
ment  to  a  stable  cuirency. 

The  ongoing  financial  crisis  stems  in  lai 
measure  from  weak  political  commitment 
predictable  exchange-rate  policies,  such 
rigidly  fixed  or  freely  floating  rates.  This 
sis  has  provided  another  painful  lesson  t 
effective  public  progi-ams  require  clear  j 
stable  rules  over  time. 
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We  didn't  vote  ourselves  #1. 

You  did. 


Thanks  for  making  Hertz 
the  #1  car  rental  company 
in  the  U.S.  again. 

(Tit  was  easy.  We  simply  listened  to  you.  As  a 
result  we've  come  up  with  innovative  ways  to 
make  our  service  better. 

(Jwiith  #1  Club  Gold,  Covered  Return  Centers, 
Computerized  Drivings  Directions,  and  NeverLost 
GPS,  the  in-ear  satellite  guidance  system,  it's  no 
wonder  you'\'e  made  us  #1  (based  on  I'^^OS  U.S. 
On-Aiqiort  Market  Share). 

(^)e're  also  proud  to  announce  some  of  our  most 
recent  awards  of  excellence  that  recognize  Hertz 
as  the  #1  Car  Rental  (Company:  T^'AS  Travel  tS: 
Leisure  "World's  Best  Y\wards";  l'^^?  Zagat  Car 
Rental  Survey;  and  1997  Business  Traveler 
International.  We  will  always  stri\e  to  be  #1  by 
providing  you  with  the  kinds  ot  sen  iees  you've 
come  to  count  on  and  desen'e. 

LLMt 

exactly. 


irtz  rents  Fords  and  other  fine  cars. 

■tEG.  U.S.  I'.\T.  OFF.  ©  HBKTZ  SYSTEM  I.m:..  l'J'W/n,l(,.' 


Economic  TVends 


BY  GENE  KORETZ 

m UNBALANCED 
GLOBAL  ECONOMY 

Growing  signs  of  weakness  abroad 

For  many  months  now,  the  red-hot 
U.  S.  economy  has  surprised  both 
foreign  obsei-vers  and  the  American  eco- 
nomics profession  itself — growing  more 
rapidly  than  even  the  most  optimistic 
forecasters  thought  possible  and  pro- 
viding vital  support  to  an  ailing  global 
economy  in  the  process.  Meanwhile, 
economies  overseas  have  repeatedly 
failed  to  match  downwaitlly  revised  pro- 
jections of  gi'oups  like  the  International 
Monetary  Fund. 

The  question  troubling  economists 

WHAT  ARE  COMMODITY 
PRICES  SAYING? 


▲  INDEX:  1950=100 

DATA;  JOURNAL  OF  COMMERCE 

these  days  is  how  long  this  situation  can 
last.  While  most  have  raised  theii'  fore- 
casts of  U.  S.  gi'owth  this  year,  few  ex- 
pect it  to  approach  the  heady  pace  of 
1998.  Instead,  many  expect  that  a  mod- 
erating U.  S.  economy  will  be  offset  by  a 
gi'adual  upswing  overseas.  The  problem 
is  that  there  is  scant  evidence  that  for- 
eign economies — in  Europe,  Japan,  or 
elsewhere — are  picking  up  steam,  and  a 
lot  that  they  ai'e  weakening. 

Economist  Edward  Hyman  of  Inter- 
national Strategy  &  Investment  Group, 
who  regai'ds  industrial  commodity  prices 
as  the  most  sensitive  indicator  of  global 
economic  conditions,  notes  that  they  just 
hit  a  12-year  low  and  are  still  plunging 
(chart).  "The  clear  message  is  that 
rapidly  slowing  gi'owth  abroad  is  more 
than  offsetting  the  U.  S.  boom,"  he  says. 

With  non-Japan  Asia  accounting  for 
65%  of  global  demand  gi-owth  for  in- 
dustrial commodities  in  the  early  1990s, 
the  ongoing  price  slide  underscores  the 
fact  that  most  Asian  economies  are  still 
contracting.  But  falling  prices  are  also 
taking  an  increasing  toll  on  commodity 
exporters,  from  oil  producers  in  the 


Middle  East  and  Latin  America  to  cop- 
per producers  like  Chile. 

Indeed,  Hyman  notes  that  a  grow- 
ing number  of  economies  are  either  in 
recession  or  have  been  posting  nega- 
tive growth  I'ecently — including  not  only 
Japan,  Brazil,  Rus.sia,  and  most  Pacific 
Rim  nations  but  also  Germany,  Noi-way, 
South  Afiica,  Mexico,  and  most  of  South 
America  and  Eastern  Europe.  At  the 
same  time.  Great  Britain's  economy  was 
flat  last  quarter  and  is  widely  expected 
to  slip  into  at  least  a  mild  recession. 

Economist  Edward  Yardeni  of 
Deutsche  Bank  Securities  Inc.  thinks 
the  odds  now  favor  a  recession  devel- 
oping in  Europe  later  tliis  year.  Expoit- 
led  growth  in  1997,  he  notes,  has  been 
replaced  by  export-led  weakness  and 
sagging  industrial  production  in  a  num- 
ber of  countries,  including  Italy,  France, 
Germany,  and  Great  Britain. 

Surprisingly,  few  economists  seem  to 
believe  this  threatens  the  U.  S.  expan- 
sion— yet.  Policymakers  overseas  are 
widely  expected  to  stimulate  their  fal- 
tering economies  before  long.  And  Hy- 
man points  out  that  weakness  overseas 
could  actually  bolster  U.  S.  gi'owth,  as  it 
has  in  recent  years. 

Excess  capacity  abroad  and  cheap  im- 
ports, he  notes,  helped  drive  down  in- 
flation and  thus  pushed  up  U.  S.  real 
incomes.  And  falling  inflation  pushed 
dowii  interest  rates — fosteiing  the  stock 
market  surge  and  fueling  consumption, 
housing,  and  investment  booms. 

"If  we're  lucky,"  says  Hyman,  "we'll 
see  more  of  the  same  this  year* — gi'owth 
above  3%  and  even  lower  inflation."  But 
that,  he  adds,  assumes  that  the  pro- 
tracted slowdown  in  foreign  economies 
does  not  turn  into  sometlung  fai-  worse. 


FEWER  KIDS 
ARE  HAVING  KIDS 

Teen  pregnancies  fell  in  the  '90s 


With  teenage  birth  rates  rising 
sharply,  the  second  half  of  the 
1980s  was  a  period  of  intense  public 
concern  about  teenage  pregnancy.  The 
good  news,  according  to  an  article  in 
the  latest  issue  of  Metropolitan  Life 
Insurance  Co.'s  Statistical  Bulletin,  is 
that  this  trend  has  turned  around  in 
the  1990s,  with  birth  rates  falling  15% 
between  1991  and  1997  (chart).  More- 
over, report  Stephanie  J.  Ventura  and 
Sally  C.  Curtin  of  the  National  Center 
for  Health  Statistics,  the  rate  for 
African-American  teenagers,  while  still 
far  liigher  than  that  for  whites,  has  fall- 


en to  the  lowest  level  on  record 
The  bad  news  is  that  teenage  preg 
nancy  rates  are  still  fai'  higher  in  th( 
U.  S.  than  in  other 


A  CHANGE  IN  THE 
DELIVERY  ROOM 


developed  coun- 
tries, registering 
53  per  1,000  at 
last  count,  com- 
pared with  4  in 
Japan  and  29  in 
Britain.  Further, 
with  less  than 
7%  of  U.  S.  teen- 
agers married  to- 
day, 71%  of  white 
births  and  95%  of 
black  births  occur 
out  of  wedlock. 

Still,  it's  encom- 
aging  that  falling 
biith  rates  reflect  declines  in  both  pre 
nancy  and  abortion  rates.  Several  r 
cent  siu-veys  also  indicate  that  teenagei 
are  becoming  less  sexually  active,  wM 
those  who  are  active  appear  more  Uke' 
to  use  contraceptives  than  in  the  past 


WHAT'S  FUELING 
THE  ENGINE 


DATA:  NATIONAL  CENTER  FOR 
HEALTH  STATISTICS 
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U.S.  business  investment  is  way  u 


i 
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There  is  no  doubt  that  consume' 
with  open  wallets  were  a  major  i-e 
son  the  LI.  S.  economy  registered  stroi 
growth  in  1998.  Fueled  by  sky-high  au 
sales,  personal  consumption,  adjust 
for  inflation,  rose  at  a  4.8%  pace 
fastest  since  1984. 

Nonetheless,  the  latest  figures  fri 
the  Bureau  of  Economic  Analysis  st 
show  that  what  makes  this  business 
cle  different  is  strong  business  inve; 
ment,  not  consumer  spending.  In  t 
1990s,  such  investment  in  structur 
and  equipment  has  accounted  for  abc 
25%'  of  gross-domestic-product  gi'ow 
up  from  8%  in  the  1980s.  Indeed,  bu 
ness  investment  fueled  about  30% 
last  year's  gi-owth.  That's  higher  th 
any  single  year  in  the  1980s. 

By  contrast,  consumer  spending  I 
actually  contributed  less  to  gi-owth 
this  cycle  than  in  the  last  one.  One 
the  biggest  shortfalls,  interestinj 
enough,  has  come  in  household  outh 
for  cars,  tmcks,  and  parts,  which  h; 
accounted  for  less  than  3%  of 
growth,  down  fi-om  7%'  in  the  1980s 
fact,  it  turns  out  that  rising  consun 
spending  on  telephone  sei-vices  produ( 
as  much  gi'owth  in  recent  years  as  p 
chases  of  Deti'oit's  products. 

By  Michael  J.  Man 
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i  LESS  EXUBERANT  WALL  STREET 
SN'T  ALL  THAT  BAD 

'hat,  and  consumer  moderation,  should  forestall  the  need  to  hike  rates 


u  s.  ECONOMY 


HIGHER  BOND  YIELDS 
lAY  MODERATE  GROWTH 


The  economy  has  grown  just 
shy  of  4%  for  two  years  in  a 
w  now.  Will  1999  be  a  threepeat?  Not  without  a 
md  from  Wall  Street. 

A  key  driving  force  of  this  economy  during  the  past 
'^o  years  has  been  unusually  stimulative  financial  con- 
tions.  The  67%  surge  in  stock  prices  and  the  drop  in 
ig-term  interest  rates  from  7%  to  5%  propelled  do- 
2stic  demand  like  an  afterburner  last  year,  sending 
ending  by  U.  S.  consumers  and  businesses  soaring  at 
e  fastest  clip  in  14  years.  Some  of  that  momentum  is 
11  evident  in  early  1999.  But  if  you  expect  an  encore 
1998's  muscular  economic  growth,  capped  off  by 
upward-revised  6.1%  pace  in  the  fourth  quarter, 
u  must  also  be  looking  for  even  more  thrust  from 
'ther  gains  in  stocks  and  bonds. 

And  there's  the  problem. 
Heading  into  Mai'ch,  long-term 
interest  rates  have  moved  up 
sharjDly,  with  the  yield  on  30- 
year  Treasuries  up  to  5.68% 
on  Mar  3,  from  4.94%  on  Dec. 
10  (chart).  The  bond  market 
fears  that  the  Federal  Re- 
serve might  lift  short-term 
rates  in  the  face  of  a  relent- 
lessly strong  economy.  After 
all,  even  manufacturing,  hit 
•d  by  the  Asian  crisis,  is  looking  stronger  More- 
jr,  stock  prices  have  gone  nowhere  so  far  this  year, 
interest-rate  and  profit  worries  weigh  on  investors, 
rhe  good  news  is  that  this  moderation  on  Wall  Street 
I  plus  for  the  outlook — as  long  as  it  doesn't  turn  into 
out.  A  more  temperate  financial  cHmate  may  well 
e  the  economy  back  into  a  sustainable  cmsing  speed 
1  allay  worries  that  the  Fed  might  have  to  hike 
es  (page  26).  Higher  long-term  rates  and  a  dimin- 
id  wealth  effect  from  stock  prices  would  slow  growth 
consumer  spending  and  housing.  Also,  higher  bor- 
ing costs,  along  with  ah*eady  sluggish  profit  growth, 
I  put  a  damper  on  capital  spending. 

USEHOLDS  ARE  THE  SECTOR  to  watch  Taken  by 
mselves,  consumer  spending  and  homebuilding  ac- 
nted  for  nearly  all  of  last  year's  economic  growth. 
)ital  spending  also  contributed  positively,  though 
J  about  a  third  as  much  as  those  two,  while  foreign 
le  subtracted  heavily  from  overall  growth. 


PERCENT 

DATA.-  STANDARD  S 


THE  HUGE  GAP  BETWEEN 
SPENDING  AND  INCOME 


CONSUMER  SPENDING 
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▲  PERCENT  CHANGE  FROM  A  YEAR  AGO, 
THREE-MONTH  MOVING  AVERAGES 
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Last  year,  inflation-adjusted  consumer  spending  rose 
5.2%,  far  ahead  of  the  very  healthy  3.5%  growth  in 
aftertax  income  (chart).  The  difference  was  achieved 
through  stock  market  gains,  without  which  the  overall 
economy  would  have  grown  much  more  slowly — by 
more  than  a  percentage  point. 

More  important,  consumers 
carried  over  some  of  their 
1998  momentum  into  1999, 
though  household  buying  in 
January  eased  a  bit  fi'om  re- 
cent months.  Outlays  for 
goods  and  sei-vices  rose  a  slim 
0.1%  in  the  month,  dragged 
down  by  a  drop  in  car  buy- 
ing, vs.  the  incentive-driven 
surge  in  December  car  sales. 

Vehicle  demand  shot  up  in 
Febniaiy,  but  first-quarter  sales  may  still  only  match 
the  fourth  quarter's  pace,  so  overall  growth  in  con- 
sumer spending  this  quarter  is  likely  to  be  less  than  the 
fourth  quarter's  4.5%  growth  rate.  As  of  January, 
household  spending  grew  at  a  2.2%  annual  rate  from 
the  fouith  quarter,  but  that  pace  is  likely  to  pick  up  by 
the  quarter's  end,  given  the  February  strength  in  car 
sales  and  weekly  surveys  of  retail  activity. 

INDEED,  EVEN  IF  THE  ADDED  BOOST  to  spending 

from  stock  and  bond  gains  continues  to  wane,  the  labor 
markets  are  strong  enough  to  support  gi'owth  in  con- 
sumer spending  in  the  3%  range.  Although  below  last 
year's  pumped-up  pace,  that  still  counts  as  solid  growth 
by  historical  standards.  Moreover,  the  job  markets 
show  no  sign  of  loosening  up.  New  claims  for  unem- 
ployment benefits  remained  at  a  10-year  low  through 
late  Febiniary. 

However,  the  backup  in  long-teirn  rates,  and  thus 
mortgage  rates,  will  crimp  housing,  which  already  ap- 
pears to  have  peaked.  January  sales  of  new  single- 
family  homes  dipped  to  an  annual  rate  of  918,000,  the 
second  drop  in  a  row  after  hitting  a  record  1  million 
pace  in  November. 

That  ebb  is  consistent  with  recent  dechnes  through 
February  in  both  mortgage  applications  to  buy  a  home 
and  the  homebuilders'  index  of  market  conditions.  And 
ill  the  fii'st  week  of  March,  fixed  mortgage  rates  jumped 
a  quarter-point  from  the  previous  week.  Fewer  sales 
will  mean  not  only  fewer  housing  starts  in  coming 
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months  but  also  less  demand  for  home-related  con- 
sumer goods  that  were  a  big  contributor  to  household 
spending  last  year. 

Less  accommodative  financial  conditions  would  also 
act  as  a  further  restraint  on  capital  spending  already 
hobbled  by  waning  profit  growth.  Business  outlays  for 
new  equipment  and  buildings  grew  at  an  annual  rate  of 
only  7.3%  in  the  second  half  of  last  yean  That  was 
down  from  17.4%  in  the  first  half,  and  the  slowest 
two-quarter  pace  in  three  years. 

The  capital-spending  slowdown  is  evident  in  both 
equipment  and  in  new  construction.  Production  of  busi- 
ness equipment,  especially  industrial  machinery,  has 
fallen  off  sharply  in  recent  months,  and  in  January, 
output  was  below  its  fourth-quarter  level.  Also,  business 
construction  outlays  are  i-unning  far  ahead  of  new  con- 
tracts. Although  outlays  on  current  projects  are  still  ris- 
ing, the  value  of  new  contracts  has  fallen  14%  since  last 
August.  That  suggests  that  as  buildings  are  completed, 
there  are  few  new  projects  on  the  drawing  boards  to 
keep  builders  working. 

IF  DOMESTIC  DEMAND  SLOWS  in  1999,  it  will  come 

at  an  inopportune  time  for  U.  S.  manufacturers — just 
when  they  are  showing  signs  of  getting  back  on  their 
feet  after  the  Asian  crisis  hammered  exports.  Without 
soaring  U.  S.  demand  last  year,  manufacturers  would 
have  been  in  even  worse  shape  than  they  were. 


FRANCE 


IS  THE  FACTORY 
SECTOR  RECOVERING? 


Q 1 1 1 1 1 1 1 1 1 1 1 1 1  n  1 1 1 1 1 1 1 1 1 1 1 
JAN,  '97  FEB. '99 

▲  PERCENT  REPORTING  IMPROVEMENT 
DATA  NATIONAL  ASSOCIATION  Of 
PURCHASING  MANAGEMENT 


Now,  the  drag  from  the 
Asian  crisis  appears  to  be  wan- 
ing. Manufacturers'  orders  for 
durable  goods  jumped  3.9%  in 
January,  following  a  3.4%  ad- 
vance in  December.  Although 
aircraft  bookings  boosted  the 
January  total,  the  recent  trend 
in  orders  is  up,  and  the  backlog 
of  unfilled  orders  is  rising. 

The  Febnaary  index  of  in- 
dustrial activity,  compiled  by 
the  National  Association  of  Purchasing  Managemer 
rose  nearly  thi'ee  points,  to  52.4%  (chart).  That  was  tl 
first  I'eading  above  50%,  the  dividing  line  between  grow 
and  contraction  in  manufactming,  in  nine  months.  Tl 
napm's  index  of  new  orders  led  the  gain,  and  the  index 
export  orders  rose  above  the  50%  threshold  for  the  fir 
time  in  15  months.  Keep  in  mind,  however,  that  glob 
conditions  do  not  appeal"  to  be  much  better  than  th( 
were,  especially  with  commodity  prices,  a  good  proxy  f 
global  demand,  still  sitting  on  a  12-year  low. 

The  furner  look  of  manufactming  was  the  latest  in 
series  of  stronger-than-expected  economic  numbe 
that  has  tempered  the  mood  on  Wall  Street.  But 
that  also  brings  more  sobriety  to  Main  Street,  th 
eight-year  old  expansion  just  might  make  it  through 
ninth  year  as  well. 


THERE'S  STILL  FIZZ  IN  THE  BUBBLY 


The  euro  zone's  second-largest 
economy  performed  better 
than  expected  at  the  end  of  1998, 
and  the  strength  has  laid  to  rest 
prospects  of  lower  interest  rates 
anytime  soon. 

France's  real  gi"oss 
domestic  product  grew 
0.7%  in  the  fourth 
quarter  over  the  third, 
or  2.8%.  from  a  year 
earlier  That  pace  is 
slower  than  in  the  fii'st 
half,  but  the  mix  is  far 
better.  Earlier  in  1998, 
massive  inventory 
building  and  exports 
contributed  the  most 
to  GDP.  BfT  now,  domestic  demand 
is  fueHng    le  gains  (chart).  In  the 
fourth  quarter  al<  ne,  household 
spending  rose  2.9    from  a  year 
ago.  In  turn  busin*  's  investment 
is  responding  to  ri    g  consumer 


CONSUMERS  POWERED 
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demand,  along  with  the  need  to 
make  facilities  more  productive. 
Plant  and  equipment  outlays  were 
up  4.9%  in  the  year  ended  in  the 
fourth  quarter,  the  strongest  pace 
in  nearly  four  years. 

Consumers  are 
more  willing  to  spend 
because  their  funda- 
mentals are  growing 
stm'dier.  Job  growth 
has  picked  up,  and 
the  unemployment 
rate  dipped  in  Janu- 
ary to  11.4%,  the  low- 
est since  August, 
1995.  Consumer  confi- 
dence is  at  its  highest 
level  in  the  12  years  of  record- 
keeping. And  buying  power  has 
been  increased  by  rising  wages 
and  slowing  inflation.  Consumer 
inflation  was  just  0.2%  in  January. 
That's  a  yearly  rate,  not  monthly. 


and  it's  the  lowest  in  44  years. 

The  muscle  in  the  economy  has 
slightly  improved  France's  fiscal 
standing.  The  public  deficit  nar- 
rowed in  1998,  to  2.9%  of  GDP, 
from  3%  in  1997.  Increased  tax 
receipts,  along  with  a  drop  in  in- 
terest payments,  cut  the  red  ink. 

France's  gi'owth  rate  was  the 
third  positive  sm-prise  among  the 
11  euro  nations.  The  Netherlands 
and  Spain  also  reported  higher 
than  expected  gdps,  helping  to  off- 
set the  decline  recorded  by  Ger- 
many. Consequently,  expectations 
are  waning  that  the  European 
Central  Bank  will  cut  rates  soon. 

For  all  of  1999,  France  is  ex- 
pected to  grow  by  2.5%.  Although 
that  is  slower  than  in  1998,  it's 
still  higher  than  the  expected 
euro  zone  average  of  2%.  And  the 
pace  should  be  sufficient  to  allow 
the  jobless  rate  to  fall  further. 
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News:  Analysis 


SEREN 

With  bond  traders 
worrying  up  yields,  it 
may  leave  rates  alone 

It's  not  hai"d  to  figui'e  out  why  interest  rates  ai 
shooting  up.  Siu'e,  inflation  is  still  hibematini 
but  signs  of  hypergrowth  abound.  Fourth-quaj 
tei'  gi'oss  domestic  product  was  revised  uj 
ward  to  a  stunning  6.1%  annual  rate  on  Fei 
26.  On  Mar.  1,  the  National  Association  of  Purchasin 
Management  reported  that  manufacturing  expanded  i 
Febnaaiy  for  the  fo-st  time  in  nine  months.  Pei*sonal  incon 
in  Januaiy  jumped  0.6%.  The  Conference  Boai'd  is  recordin 
tlie  highest-ever  consumer  confidence  ratings  (page  29),  ar 
its  index  of  leading  indicators  leaped  0.5%  in  Januaiy.  The: 
on  Mar.  2  and  3,  Detroit  reported  that  velucles  sold  at 
toiTid  17  million-unit  annual  rate  in  Febmaiy  (page  34). 

With  all  this  good  news  piling  up, 
the   bond    market   has  crumbled. 
Traders  are  convinced  the  Federal 
Reserve  will  have  to  boost  in- 
terest rates  to  cool  off  an  over- 
heated economy.  On  Mar.  3,  yields  on 
30-year  Treasury  bonds  hit  5.7%-. 
That's  nearly  a  full  percentage  point 
above  theii-  low  last  fall,  after  the  Fed 
cut  three  times  to  head  off  a  recession 
in  the  U.  S.  The  cuts  did  the  trick — 
and  more. 

When  Fed  Chairman  Alan 
Greenspan  offered  his  assessment  of 
the  situation  in  congressional  testimo- 
ny on  Feb.  23,  traders  saw  a  signal 
that  the  central  bank  would  hike.  That 
pushed  yields  up.  They  rose  again  on 
the  eve  of  the  Mai".  5  jobless  report,  as 

traders  braced  for  further  signs  of  overheating.  If  tl 
long  bond  keeps  rising  and  passes  6%,  analysts  war 
the  stock  mai'ket  could  tiunble  and  consimiers  could  c 
back.  That  could  cause  a  more  abinipt  slowdown. 
DOWNSHtFTING.  What  is  more  likely  is  that  the  markets  a 
doing  the  Fed's  work  for  it  and  the  economy  will  downsh 
out  of  the  hot-gi'owth  danger  zone.  Fed  forecasters  and  mei 
bers  of  the  National  Association  for  Business  Economics  f 
ure  that  if  rates  hover  between  5%  and  6%,  gdp  grow 
will  settle  down  to  a  comfy  3%  rate  this  yeai*.  Inflation  will  i 
main  in  check,  and  the  Fed  will  sit  on  its  hands.  "It's  a  fa 
ly  serious  turnaround  fi'om  what  the  markets  are  thinki 
right  now,"  says  Nicholas  S.  Pema,  chief  economist  at  Bostc 
based  Fleet  Financial  Group  Inc. 

The  rise  in  long-term  rates  since  the  start  of  the  year  is 
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\T  THE  FED? 


ady  having  a  moderating  effect.  New  single-family  home 
les  fell  5%  in  January  from  December,  as  conventional 
:ed-rate  mortgages  edged  back  up  toward  7%.  Another 
ctor  for  housing  is  the  skittish  performance  of  equity  mar- 
its — which  aren't  delivering  the  huge  capital  gains  that 
Iped  home  buyers  last  year.  Rising  rates  and  a  flat  stock 
irket  should  be  enough  to  "cause  the  housing  mai-ket  to  tail 
f,"  says  former  Fed  Governor  Lyle  E.  Gramley,  consulting 
onomist  at  the  Mortgage  Bankers  Assn.  That  could  ripple 
wn  to  everything  from  furniture  to  garden  equipment. 
Inside  the  Fed,  senior  forecasters  beheve  that  despite  the 
it  February  sales,  a  modest  slowdown  in  actual  production 
iild  moderate  first-quarter  growth  to  a  4%  clip.  That's  be- 
ase  production  soared  in  the  fourth  quarter  as  General 
)tors  Corp.  recovered  from  a  summer  strike,  and  invento- 
:s  were  restocked.  Meanwhile,  the  computer  industry  is 
veiing  its  sales  forecast  for  the  fii"st  quarter. 
Then  shave  off  an  additional  half-point  of  gi-owth  from 
ttening  demand  for  exports,  as  a  weakening  Em-ope  and  a 
"ther  contraction  in  Japan  make  the  dollar  sti"onger  and 
S.  products  abroad  less  attractive.  The  National  Association 


THE  CASE  FOR  RAISING  RATES 


GROWTH  After  soaring  at  a  6.1%  rate  in  the 
luarter,  the  economy  shows  few  signs  of  slowing. 

ION  REIGNITiNG  Wage  increases  could  begin  to 
)  the  inflation  rate,  which  may  not  benefit  as 
lis  year  from  falling  commodity  prices  already  at 
historic  lows. 

'  STOCKS  Despite  recent  market  declines,  the 
I  worries  about  a  speculative  bubble  in  stock 
valuations,  particularly  in  the  prices  for  shares  of 
:h  companies. 

HER  WORLD  The  global  outlook  is  less  dire  than 
'hen  the  Fed  cut  rates,  possibly  one  too  many 
1  the  autumn  of  1998. 

Manufacturers  (nam)  expects  the  U.  S.  trade  deficit  to 
ill  by  $40  billion  this  year,  to  a  record  $209  billion — a 
.vy-duty  drag  on  the  economy.  The  bottom  line:  Growth 
i!  uld  slow  from  stupendous  to  merely  gi'eat. 
i\  Vnd  a  Fed  rate  hike  would  go  from  Hkely  to  unneces- 
y.  Even  hawkish  Fed  Governor  Laurence  H.  Meyer,  who 
M  mtlessly  worries  about  tight  labor  markets  igniting  wage 
ifl  ition,  can  envision  such  a  scenaiio.  In  a  Feb.  25  speech,  he 
jk  i  it's  quite  possible  that  "the  economy  will  make  a  suc- 
*  iful  ti"ansition  to  a  more  sustainable  state  without  policy  in- 
/ention." 

Jj  Itill,  if  rapid  growth  persists  in  the  fii'st  half,  the  i-ush  to 
•|i  d  off  Y2K  computer  glitches  could  provide  a  brake  in  the 
^'  and.  Some  economists  say  that  the  surge  in  business 
-.^  nding  on  Y2K  equipment  and  software  that  began  last 


year  will  abate  in  the  fall  as  companies  eliminate  theu-  bugs. 
On  Mar.  3,  the  NAM  released  a  survey  of  its  members  that 
showed  most  expect  to  complete  Y2K  repairs  by  summer.  "A 
slack-off  of  demand  points  to  an  overall  slowdown  in  the 
fourth  quarter"  and  in  2000,  predicts  former  Fed  Governor 
Lawi'ence  B.  Lindsey. 

The  Y2K  scare  also  could  keep  the  Fed  from  tightening  to- 
wai'd  yearend  because  it  doesn't  want  to  risk  a  short-tenn 
liquidity  crisis  if  bank  computers  malfunction.  Already, 
Greenspan  has  promised  to  flood  the  system  with  $50  billion  in 
extra  cash  to  prevent  any  financial  paralysis  come  the  new  year. 
Top  Fed  officials  concede  that  if  they  don't  tighten  by  summer, 
they'll  likely  forgo  any  liikes  for  the  rest  of  the  year. 
"DARKER  AND  DARKER."  That  would  be  just  fine  with 
Greenspan,  who  privately  sees  httle  justification  for  a  rate 
boost,  according  to  soiu'ces  familiar  vrith  his  thinking.  For 
one  thing,  despite  heartening  evidence  that  parts  of  Asia  are 
slowly  recovering  from  a  deep  recession,  the  Fed  chaiiTnan  is 
still  fearful  that  a  new  financial  shock  could  send  the  global 
economy  back  to  its  sickbed.  "Tlie  international  situation  is  still 
very  much  on  his  mind,"  says  one  Greenspan  confidant. 


THE  CASE  AGAINST 


One  thing  the  Fed  chief  isn't  overly  woiried  about  is  the 
prospect  that  inflation  will  shoot  up  because  the  economy 
keeps  growing  faster  than  its  potential,  which  the  central 
bank  once  defined  as  2.5%.  Using  his  own  calculations, 
Greenspan  has  concluded  that  since  the  early  1990s,  the  real 
productivity  rate  is  running  above  2%,  nearly  double  the 
rate  of  the  1970s  and  '80s.  That  explains  why  the  economy 
has  been  growing  faster  than  3%  a  year  since  1996  without 
driving  prices  higher.  In  fact,  the  Fed  chief  credits  produc- 
tivity gains  and  technological  advances  for  driving  some 
prices — such  as  computers — lower 

Inflation  has  also  remained  tame  because  prices  for  oil 
and  other  commodities  fell.  Fed  officials  don't  expect  such 
k.u-ge  ch-ops  again  in  1999,  even  though  there  is  new  weakness 
i!i  gi-ain  futm-es.  Indeed,  says  ex-Fed  Governor  Lindsey,  now 
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RATES  ARE  ALREADY  HIGHER  Bond  investors  have  already 
done  the  work  for  the  Fed  and  pushed  rates  up  on  30-year 
bonds  nearly  a  full  percentage  point  from  their  '98  low.  This 
should  ultimately  slow  the  stock  and  real  estate  markets  and 
cool  overheated  consumer  spending. 

Y2K  BUG  The  Fed  will  be  reluctant  to  raise  rates  going  into 
Y2K  when  more — not  less — liquidity  will  be  temporarily  needed. 

CONTAGION  STILL  LURKING  China's  economy  is  still  very 
weak.  Growth  in  Europe  is  slowing.  And  Japan  hasn't  reversed 
the  contraction  in  its  economy. 

NO  INFLATION  YET  Despite  continued  rapid  growth  and  low 
unemployment,  there  are  no  signs  of  rising  inflation  or  an  end 
to  productivity  gains. 
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a  top  economic  adviser  to  Texas  Governor  and  Republican 
Presidential  candidate  George  W.  Bush,  Greenspan  may  have 
to  woiTy  less  about  inflation  and  more  about  falling  piices:  "If 
you  paint  eveiy  countiy  facing  deflation  in  dark  colors,  the 
world  is  becoming  darker  and  darker,"  Lindsey  says. 

Maybe  bond  trailers  should  think  about  that,  take  a  deep 
breath,  and  get  over  their  phobia  about  a  coming  Fed  rate 
hike.  Certainly,  Greenspan  and  his  colleagues  believe  the 


run-up  in  bond  yields  is  a  misreading  of  their  thinking 
though  they  are  privately  cheered  that  the  overreaction  ha 
temporarily  cooled  off  an  exuberant  stock  market.  Foi'  no\ 
the  monetary  mandarins  on  Constitution  Avenue  are  bel 
ting  on  a  retiun  to  moderate  gTowth  and  stable  rates  that  wi 
give  them  nothing  to  do  in  '99.  That  scenario  should  mal^ 
that  frenzied  bond  market  chill  out. 

By  Owen  Ulbnann  and  Laura  Cohn  in  Washmgto 


ARE  THESE  BOND  JIHERS  REALLY  NECESSARY? 


For  legions  of  bond  traders 
and  investors,  February 
was  the  crudest  month.  In 
a  matter  of  weeks,  bond  port- 
folios everywhere  were 
smashed  as  interest  rates  rose 
on  news  of  stronger-than-fore- 
cast  U.  S.  growth.  At  the  same 
time,  sell  orders  flooded  the 
Ti-easuries  market — from 
Japanese  investors  needing  to 
repatriate  profits,  mortgage 
fund  managers  trying  to 
counter  the  drop  in  refinanc- 
ings, and  others  who  needed 
out. 

When  the  dust  cleared, 
yields  on  the  benchmark  30- 
year  Treasuiy  soared  ft'om 
around  5%  to  5.7%  on  Mar.  3, 
triggering  a  similar  surge  in 
commercial  rates  as  well.  And 
in  just  two  months,  the  yield 
curve — which  plots  the  interest 
rate  on  Treasuries  from  three 
months  to  30  years  out— has 
ratcheted  sharply  upward 
(chart)  on  gr-owing  expectations  that 
Federal  Resei-ve  Chairman  Alan 
Greenspan  will  hike  interest  rates. 
SUMMER  UNCLE  SAM.  Still,  Wall 
Street  pros  believe  the  sell-off  is  an 
oven-eaction — as  ovei-wrought  as  the 
flight  to  quality  that  drove  down 
rates  last  fall  when  investors  crowd- 
ed into  Ti'easuries  because  develop- 
ing economies  seemed  ready  to  im- 
plode. As  a  result,  many  Wall  Street 
mavens  are  predicting  that  the  bear 
market  for  bonds  will  soon  run  its 
course — setting  the  stage  for  a  pow- 
erful rally  in  coming  months.  "The 
worst  is  behind  us,"  asserts  Michelle 
Laughlin,  Treasiuies  market  strate- 
gist for  Prudential  Securities.  "We'll 
finish  the  year  with  bond  yields  clos- 
er to  5%  than  6%." 

Bonds  will  also  benefit  from  Uncle 
Sam's  shrinking  appetite:  With  the 
federal  sui-plus  now  expected  to  ex- 
ceed $100  billion  in  the  cuirent  fiscal 
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year,  many  traders  expect  the  Clin- 
ton Administi'ation  to  cut  back  fur- 
ther on  the  number  of  auctions — and 
to  use  its  windfall  tax  revenues  to 
retire,  rather  than  roll  over,  more 
than  $100  billion  in  bonds  coming  due 
this  summer.  "The  supply  situation 
wth  the  Tr-easuiy  is  going  to  be  a 
huge  ongoing  positive,"  argues 
Robert  Walton,  co-head  of  Treasuiy 
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and  agency  trading  at  Nomui'a 
Securities  Intemational. 

For  investors  willing  to  wade 
into  the  ciurent  tumioil,  the 
backup  in  rates  has  created  new 
opportunities.  Leslie  J.  Nanberg, 
cliief  fixed-income  officer  at 
Massachusetts  Financial  Ser- 
vices Co.,  believes  the  best 
Inlays  lie  in  high-yield  corporate 
bonds — one  sector  that  never 
ftilly  recovered  fi"om  the  global 
panic  last  fall.  Many  junk  bonds 
still  trade  at  5.25  percentage 
points  above  Ti-easuiies  with 
compai'able  maturities,  or  well 
above  the  liistorical  norm.  With 
the  economy  stOl  robust,  Nan- 
berg believes  the  odds  of  default 
for  these  issues  has  diminished. 
"This  is  the  perfect  economic  en- 
vironment for  these  companies," 
says  Nanber-g,  who  has  been 
buying  the  liigh-yield  bonds  of 
Reader's  Digest,  Colt  Telecom, 
and  BE  Aerospace.  And  there 
will  be  plenty  of  bonds  and  oth- 
er debt  offerings  fi'om  which  to 
choose.  According  to  Jolm  Lonski,  se- 
nior* economist  at  Moody's  Investors 
Ser'vice,  issuance  of  lower-gr*ade  com- 
mercial paper,  for-  instance,  jumped 
15%  in  January,  to  $103  billion  in  out- 
standing issues,  r-ever-sing  tlu-ee 
str-aight  months  of  declines.  Anecdotal 
evidence  indicates  that  trend  contin- 
ued in  February. 

William  H.  Gross,  manager  of  the 
PIMCO  Total  Retur-n  Fund,  likes  tax- 
free  municipal  bonds,  many  of  which 
are  yielding  better  than  5% — a  half- 
point  better  than  usual — and  more 
than  7%  after  factoring  in  the  tax 
benefits.  "That's  an  attr-active 
spr-ead  that  begs  to  be  taken  advan- 
tage of,"  says  Gross.  For  that  mat- 
ter, as  long  as  the  inflation  bogey- 
man remains  in  the  closet,  that 
sentiment  may  be  true  for  much  of 
the  bond  mar'ket  as  well. 

By  Dean  Foust  in  Atlanta 
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By  Kathleen  Madigan 


THE  SHOPPING  SPREE  MAY  BE  ENDING.  GOOD 


For  18  months, 
Americans  have 
shopped  at  an  as- 
tounding pace,  racing 
through  malls  like 
sprinters  on  steroids. 
From  mid- 1997  to  the 
end  of  1998,  real  con- 
sumer spending  ex- 
ploded at  a  5%  annual 
rate,  compared  with  a 
3.2%  advance  in  the 
prior  six  quarters.  But 
the  days  of  super- 
spending  may  be  end- 
ing. And  believe  it  or 
not,  that  would  be 
healthy  for  this  econo- 
my: Less  demand  wiW 
head  off  a  rise  in  infla- 
tion— and  a  hike  in  in- 
terest rates  by  the  Federal  Resei-ve. 

An  early  hint  that  consumers  may 
be  ready  to  ease  up  comes  from  re- 
cent surveys  by  the  Conference 
Board.  The  Febmary  confidence  in- 
dex on  the  economy's  present  situa- 
tion jumped  5.5  points,  to  a  record 
178.4.  But  the  index  that  covers  ex- 
pectations for  the  next  six  months 
rose  by  less  than  two  points,  to 
101.2.  In  fact,  the  gap  between  the 
two  indexes  is  the  largest  since  the 
Board  started  tracking  both  compo- 
nents in  1977.  In  the  past,  the  gap 
vs^dened  just  as  consumers  began 
reining  in  their  spending.  It's  as  if 
people  look  around  and  think: 
"Things  are  gi-eat,  but  this  can't  last 
forever.  Maybe  we  should  think 
about  a  rainy  day." 
MEAGER  SAVINGS.  The  Conference 
Board  dovmplays  any  connection  be- 
tween the  gap  and  consumer 
spending.  But  Board  economist 
Lynn  Franco  says  that  expecta- 
tions are  a  bettei'  indicator  for 
spending  habits  than  the  cuirent 
attitude  index.  A  reading  above 
100  for  expectations  suggests  a 
strong  economy;  one  in  the  90s 
suggests  more  moderate  gi'owth. 
Expectations  only  tipped  above  100 
in  Febniaiy;  from  September  to 
January,  expectations  bounced  be- 
tween 88.7  and  99.6. 

Why  should  consumers  become 
more  circumspect  now?  Forget  job 
jitters.  Consumers  tell  the  Confer- 
ence Board  that  they  still  view 
jobs  as  "easy  to  get."  Less  eupho- 


ON  SECOND  THOUGHT:  New  Yorkers  stop  to  window  shop 


lia  may  reflect  Wall  Street's  in- 
creased volatility.  The  bull  market 
has  been  financing  consumers'  m-ge 
to  splurge.  Mutual  funds  and  divi- 
dend checks  are  an  increasingly  sig- 
nificant soui'ce  of  extra  cash,  and 
massive  capital  gains  have  made  con- 
sumers feel  wealthier  That's  why  the 
saving  rate  tumbled  from  2.6%  in 
mad-1997  to  -0.3%  last  December  If 
the  rate  had  stayed  at  2.6%,  con- 
sumer spending  would  have  gi'own 
3%,  not  5%. 

Since  last  July,  though,  investors 
have  been  reminded  that  stock  prices 
can  go  down  as  well  as  up.  Con- 
sumers who  believe  that  the  days  of 
double-digit  equity  gains  are  over 
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may  be  deciding  to 
s])end  less  and  save 
more. 

Already,  the  data 
show  some  slowing  of 
spending.  Consumer 
purchases  edged  up 
0.1%'  in  Januaiy,  dovm 
from  the  0.3%  monthly 
gain  averaged  in  the 
fourth  quarter,  when 
tlie  economy  surged  at 
an  annual  pace  of  6.1%. 
Sales  of  new  homes 
fell  in  December  and 
•lanuaiy.  And  thanks 
to  higher  interest 
rates,  mortgage  appli- 
cations in  Febnaaiy 
are  down  20%  from 
theii'  peak  in  October 
An  economy  growing  between  2% 
and  3%  is  not  a  problem  when  record 
numbers  of  Americans  already  have 
jobs,  when  real  incomes  are  rising, 
and  when  the  trade  deficit  is  close  to 
becoming  a  burden.  More  important, 
the  Fed  wants  the  economy  to  slow. 
When  Fed  Chainnan  Alan  Greenspan 
trekked  up  to  Capitol  Hill  on  Feb. 
23,  he  warned  that  the  Fed  will  not 
allow  robust  demand  to  trounce  the 
central  bank's  hard-won  progi^ess  to- 
ward price  stabihty.  And  the  U.  S. 
economy  cannot  slow  unless  con- 
sumer spending  does. 
LESS  IS  MORE.  But  even  if  con- 
sumers return  to  counting  their  in- 
come— rather  tlian  wealth — befoi-e 
they  make  buying  decisions,  spend- 
ing would  increase  about  3%  this 
year  That's  strong  enough  to  keep 
the  expansion  of  the  economy  going, 
but  modest  enough  to  avert  cost 
g;    pressures  that  could  lift  inflation. 
It  also  lowers  the  risk  that  the 
Fed  hikes  rates  too  much  and  the 
economy  heads  south.  Slower 
gi'owth  and  the  pi"ospect  of  no 
Fed  tightening  would  calm  the 
bond  market  and  allow  long-tenn 
interest  rates  to  move  lower 

So  if  household  spending  has 
shifted  into  lower  gear,  be  happy. 
It's  a  case  where  less  for  con- 
sumers will  mean  more  for  the 
expansion  in  the  long  i-un. 


Madigan  covers  the 
U.  S.  economy. 
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COMPUTERS 


IS  THE  TECH  ENGINE  OUT  OF  STEAM? 

Profits  are  soft,  and  demand  may  be  slipping 


BT 
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Bad  news  in  the  technology  sector  is 
piling  up  daily.  On  Feb.  16, 
Hewlett-Packard  Co.  and  Dell 
Computer  Corp.  announced  quarterly 
results  that  disappointed  Wall  Street — 
and  punished  their  stock  pnces.  Then, 
on  Feb.  25,  Compaq  Computer  Corp. 
told  analysts  that  its  results  in  the  cm- 
rent  quarter  would  fall  short-  of  expec- 
tations. In  the  fii-st  two  days  of  March, 
Micron  Electronics  Inc.  and  3Com  Coi-p. 
both  issued  j)rofit  warnings  for  the  fii'st 
quarter,  citing  weaker-than-expected  de- 
mand. And  on  Mar.  2,  HP  announced  a 
plan  to  split  itself  in  two,  to  help  man- 
agement focus  on  its  pokey  computer 
business  (page  32). 

Is  tech  spending,  the  engine  that  has 
helped  power  the  economy  in  the  last 
six  years,  sputtering?  A  sur-vey  of  top 
corporations  by  market  research  firm 
Forrester  Research  Inc.  shows  they 
plan  to  raise  information  technology 
spending  by  just  1%  this  year,  down 
from  4%  in  1998.  After  plowing  billions 
into  new  networks,  phone  companies 
are  slowing  capital  spending  increases  to 
9%-10%  this  year,  ft-om  15%  in  the  past 


several  years,  says 
Alex.  Brown  Inc.  The  firm 
ures  that  some  carriers  will  even  cut 
budgets.  Bell  South  Coip.,  it  estimates, 
will  cut  capital  spending  by  6%,  to  $4.9 
billion.  AH  told,  says  analyst  Vadim  Zlot- 
nikov  of  Sanford  C.  Bernstein  &  Co., 
tech  spending  in  1999  will  climb  at  just 
half  its  historic  rates. 

Wall  Street  is  plainly  worried:  The 
Merrill  Lynch  &  Co.  tech  stock  index 
fell  12.7%  from  early  FebiTiaiy  to  early 
March.  One  of  the  most  alanning  jolts 
came  from  3Com,  which  said  on  Mar.  2 
that  its  earnings  will 
be  one-third  below  ex- 
pectations because  of 
an  "unexpected  slow- 
down" in  its  sales  to 
corporations,  PC  mak- 
ers, and  retailers — in 
other  words,  the  whole 
ball  of  wax. 

Still,  nobody  is  pre- 
dicting a  long-term 
slowdown  or  a  signifi- 
cant fall  in  demand 
for  high-tech  gear. 
Shipments  of  pes  and 
servers  continue  to 
climb,  fueled  by  interest  in  the  Inter- 
net. "We're  seeing  very  solid  gi'owth  in 
units,"  says  Lewis  E.  Piatt,  hp  chair- 
man and  chief  executive  officer  Intleed, 
retail  PC  sales  were  relatively  strong  in 
the  first  six  weeks  of  1999,  says 
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researcher  PC  Data  Inc 
What's  more,  the  economy 
still  robust.  On  Mar.  2,  the  Conferenc 
Boai'd  reported  that  its  index  of  leadinj 
indicators  was  up  for  the  tliird  consecu 
tive  month.  Inflation  is  still  low  and  en 
ployment  high.  Says  analyst  Kurtis  Kin: 
of  NationsBanc  Montgomery  Secmnties 
"There's  absolutely  no  macroeconomi 
reason  for  a  tech  slowdown." 

Outside  the  U.  S.,  the  picture  is  no 
so  rosy.  PC  shipments  in  Europe  wil 
gi"ow  at  just  half  last  yeai-'s  rate,  pre 
diets  market  researcher  Dataquest  Inc 
And  Asia,  while  showing  signs  of  re 
covery,  still  hasn't  come  close  to  it 
gi-owth  rates  before  the  economic  crisis 
The  biggest  single  problem,  thougl 
is  a  chronic  one  in  high  tech:  price  ere 
sion.  Though  P('  unit  sales  are  expecte 
to  climb  14%  tliis  yeai;  revenues  wiU  ir 
crease  5%  or  less 
"Falling  prices  ar 
dampening  revenu 
growth,"  hp's  Plat 
says.  Even  compute 
servers,  the  high-0( 
tane  machines  ths 
house  corporate  dal 
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and  Internet  conten 
are  showing  pric 
weakness:  Dataques 
analyst  Kim  Brow 
projects  that  serve 
units  will  climb  20 
this  quarter,  but  re' 
enues  will  be  flat. 
The  pricing  pressure  is  spreading- 
from  the  consumer  mai'ket  where  su 
$1,000  PCS  rule — ^to  coiporate  buyers.  Tl 
price  of  the  average  business  PC  h; 
been  holding  steady  at  around  $1,60 
vs.  $950  for  a  consumer  model.  But  th 
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iter  designed  cars  and  trucks  by  Ford,  A  better  way  to  deploy  software  by  Tivoli. 


len  you  set  out  to  build  the  best  performing,  safest 
d  most  environmentally  friendly  cars  and  trucks  in  the 
)rld,  it's  best  not  to  keep  the  world  (or  your  designers) 
liting.  Ford  needed  a  faster  way  to  standardize  software 
ross  all  of  their  design  centers,  worldwide. 
Their  solution:  IT  management  software  from  Tivoli 
stems  Inc.,  an  IBM  company.  Using  Tivoli  Enterprise', 
rd  is  able  to  synchronize  the  release  of  CAD/CAM  soft- 
re,  automatically,  to  its  global  fleet  of  10,000  UNIX^ 


workstations  -  all  from  a  central  location.  Now,  instead 
of  spending  their  time  downloading  the  latest  software 
updates.  Ford  engineers  and  designers  around  the  world 
use  identical  versions  of  software  to  collaborate  on  new 
car  and  truck  designs  -  saving  Ford  both  time  and  money. 

It's  one  way  Tivoli  is  helping  Ford  shape  the  next 
generation  of  automobiles.  To  find  out  how  Tivoli  can 
help  speed  your  designs  to  market,  go  to  www.tivoli.com 
or  call  1  888  TIVOLM. 


Tivoli  is  a  registered  trademark,  Tivoli  Enterprise  is  a  ifademar>:,  and  The  Power  to  Manage.  Anything  Anywhere  is  d  service  mark,  of  Tivoli  Systems  Inc  tn  the  United  States  and/or  other  countnes  In  Denmark,  Tivoli  is  a  trade- 
mark licensed  from  Kjabenhavns  Sommer  -  Tivoli  A/S.  Tivoli  Systeins  Inc.  is  an  IBM  company,  IBM  is  a  trademark  of  ;nief  national  Business  Machines  Corporation  in  the  U.S.  and/or  other  counlries  UNIX  is  a  registered  trademark 
in  the  United  States  and/or  other  countries  licensed  exclusively  through  X/Open  Company  Limited  Other  company  product,  and  service  names  may  be  the  trademarks  or  service  marks  ol  others,  ©1998  Tivoli  Systems  Inc. 
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year,  says  Forrester  Reseai'ch,  the  aver- 
age coiporate  p("  will  clrop  to  $1,440 — for 
one  simple  reason:  "Tliere's  mounting  ev- 
idence that  coiporate  demand  is  weak- 
ening," says  analyst  Chai'les  Boucher  of 
Donaldson,  Lufldn  &  Jem-ette  Inc. 

The  Year  2000  bug  is  another  reason 
for  folks  to  worry  about  tech  sales.  An- 
alysts had  expected  coiporations  to  ac- 
celerate tech  spending  in  early  1999  so 
that  they  could  freeze  purchases 
midyear  and  test  what  they  have  for 
Y2K  compliance.  So  far,  the  uptick  hasn't 
materialized.  And  the  diversion  of  re- 
sources into  Y2K  preparation  is  also 
slowing  software  sales  growth,  says 
BancBoston  Robertson  Stephens  Inc. 
analyst  Marshall  Senk. 
INTEL  FACTOR.  At  the  same  time,  delays 
in  Microsoft  Coip.'s  Windows  NT  2000 
may  be  causing  some  companies  to  post- 
pone new  additions  to  their  networks. 
"As  we  entered  1999,  we  saw  scaling 
back  or  elimination  of  plans,"  says  Eric 
Benhamou,  CEO  of  3Com. 

Another  factor  is  the  switch  to  PCs 
using  Intel  Corp.'s  new  Pentium  III. 
"Intel  freezes  the  market  whenever  it 
rolls  out  a  new  processor,"  says  Carl 
Howe  of  FoiTester  Reseai-ch.  That's  one 
reason  why  Micron,  wliich  sells  to  the 
sort  of  tech-savvy  buyers  likely  to  hold 
out  for  the  latest  inacliines,  got  whacked. 

Now  that  the  Pentium  Ills  are  here, 
however,  they  offei-  little  hope  of  helping 
Pc:  makers  escape  pricing  hell.  Intel  in- 
troduced its  multimedia  chip  at  prices 
below  the  introductoiy  prices  of  the  Pen- 
tium II.  And  PC  makers,  sensing  that 
customers  won't  pay  top  dollai'  for  pes 
any  more,  are  introducing  Pentium  III 
systems  priced  as  low  as  .$1,599.  Dell 
CEO  Michael  S.  Dell  dismisses  the  idea 
that  anything  unusual  is  afoot.  In  pi-evi- 
ous  years,  strong  fouith  quarters  fol- 
lowed by  new  chip  introductions  fi-om 
Intel  have  caused  sales  blips  and  inven- 
tory backujis.  "Have  you  seen  this  movie 
before?"  he  says.  He  figiu'es  his  company, 
which  holds  no  finished  inventoiy,  will 
thrive  on  the  Pentium  III  transition. 

Certainly,  some  tech  companies  are 
prosj3eiTng,  even  as  othei-s  stumble.  Many 
that  focus  on  the  Net  are  especially  suc- 
cessful. Cisco  Systems  Inc.  and  Sun  Mi- 
crosystems Inc.,  for  example,  liuve  htid  no 
problems.  And  after  tlu'ee  tl(»wn  years, 
semiconductor  companies  ai-e  expected 
to  post  30%  earnings  growth  this  year. 

Still,  for  the  high-tech  indushy,  the 
litany  of  bad  news  is  jamng.  If  these 
darlings  of  the  New  Economy  can't  twn 
a  decent  profit,  who  can? 

By  Aitdy  RehUiardt,  ivith,  Michael 
Moeller,  hi  Smi  Mateo  and  Peter  El- 
strom  in  New  York 


COMMENTARY 


By  Robert  D.  Hof 


HEWLEn-PAGKARD  MADE  A  TOUGH 
DECISION.  BUT  THE  RIGHT  ONE 


When  Lewis  E.  Piatt  stepped  in 
as  chief  of  Hewlett-Packard 
Co.  in  1992,  he  expounded  a 
smart-sounding,  if  techie,  vision 
called  HP=MC-.  The  idea:  to  combine 
measurement,  computing,  and  com- 
munications technologies  into  an  un- 
beatable set  of  blockbuster  products. 

So  much  for  the  vision  thing.  On 
Mai'.  2,  after  more  than  two  years  of 
lackluster  results,  Piatt's  plans  came 


UNWIRED:  Piatt  missed  the  Net  wave 

to  a  sudden  end:  hp  said  it  would 
spin  off  its  original  measui'ement 
products — the  kind  Bill  Hewlett  and 
Dave  Packard  put  together  in  that 
famed  Palo  Alto  gai'age — to  focus  on 
computers  and  related  items. 
LAGGING  BEHIND.  It's  a  move  that's 
way  overdue.  Hewlett-Packaixl  de- 
sei-ves  ci-edit  for  creating  the  cultiu'e 
that  made  Sihcon  Valley  the  envy  of 
the  woi"ld.  And  Piatt,  who  will  step 
down  in  2000,  leaves  a  sohd  legacy — a 
company  that  he  built  into  a  computer 
powerhouse  and  that  tripled  in  sales, 
to  $47  billion,  in  the  past  six  yeai's. 

But  during  that  time,  the  high- 
tech world  has  changed,  and 
Hewlett-Packard  hasn't  kept  up.  hp's 
founding  business  has  become  an  al- 
batross that  left  customers  and  in- 
vestors confused  about  what  hp 


stood  for — and  HP's  executives  too 
distracted  to  grab  new  opportunities. 

Rivals  wasted  no  time  exploiting 
hp's  weakness.  Sun  Microsystems  Inc. 
extended  its  pioneeiing  role  in  the  In- 
ternet to  steal  hp's  position  in  corpo- 
rate computing.  Microsoft  Corp. 
turned  itself  ai'ound  to  embrace  the 
Net.  Even  IBM  latched  on  to  the  E- 
commerce  juggernaut.  But,  says  Mer- 
rill Lynch  &  Co.  analyst  Steven  MQu- 
novich:  "hp  has  really  booted  it 
when  it  comes  to  the  Internet." 

The  shocking  thing  is  that  hp 
also  booted  what  had  been  its 
calling  card:  its  technology  lead- 
ership. Amazingly,  hp  ceded 
that  leadership  willingly.  Sever- 
al yeai's  ago,  Piatt  made  a  key 
decision.  He  cut  back  on  devel- 
opment of  new  microprocessor 
chips  and  operating  software 
and  agreed  to  use  Intel's  chips, 
which  use  some  hp  technology, 
and  Microsoft's  Windows  NT  on 
its  computers.  But  Merced  and 
the  version  of  Windows  NT  that 
would  help  hp  compete  effec- 
tively against  Sun  ai"e  still  not 
available.  One  result:  hp's  com- 
puter sales  gi'ovrth  fell  to  6%  in 
1998.  Another  gnm  conse- 
quence: HP  depends  increasingly 
on  sales  of  PCs  and  piinters.  It's 
competing  well  there,  but  these 
are  ai'eas  where  prices  and  profits  are 
falling.  And  neither  business  biings 
HP  into  the  real  gi-owth  mai'kets — In- 
ternet sei'vers  and  sei-vices. 

That's  why  Hewlett-Packard  needs 
to  go  much  further  as  it  ponders  its 
futui'e.  It  needs  to  give  its  opera- 
tions more  autonomy  to  compete 
with  focused  rivals  like  Dell  and  Sun 
And  it  needs  to  look  seriously  out- 
side the  company  for  a  new  chief  ex- 
ecutive— perhaps  even  bringing  back 
Silicon  Graphics  Inc.  ceo  Richard  E. 
Belluzzo,  who  left  HP  a  year  ago. 
Whoever  comes  in  needs  to  make 
every  hp  employee  understand  that 
in  the  Internet  age,  no  company — 
even  an  icon — is  safe  anymore. 


Hof  covers  technology  from  Silicoyv 
Valley. 
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DETROIT 


THIS  GAR  MARKET  CANT  STAY 
THIS  HOT,  CAN  IT? 

With  rates  inching  up,  February's  sizzle  may  not  last 


It  may  be  another  giim  winter  in  De- 
troit, but  conditions  couldn't  be  better 
for  Motown's  auto  makei-s.  "With  Wgh 
consumer  confidence,  relatively  low  in- 
terest rates,  rising  income,  and  low  un- 
employment, it's  the  best  of  all  worlds 
for  the  consumei',"  says  iNC  Baling  Fui'- 
man  Selz  analyst  Maiyann  Keller.  The 
upshot:  Even  after  six  months  of  ex- 
traordinaiily  strong  results,  car  compa- 
nies sc(jred  a  12.5%  sales  gain  over  Feb- 
inary,  1U98.  Tliat  puts  the  U.  S.  industry 
at  a  breathtaking  annualized  pace  of  17 
million  units.  Even  better,  those  flush 
consumers  are  buying  the  most  prof- 
itable autos:  option-loaded  minivans, 
sport-utility  vehicles,  and  pickups. 
"We're  not  selling  many  stripped-down 
models  of  anytiiing,"  says  Bince  Bendell, 
president  of  Major  Automotive  Gi-oup  in 
Long  Island  City,  N.  Y. 

Strong  Januaiy  and  Febmaiy  num- 
bers have  auto  forecasters  tearing  up 
theh'  two-month-old  1999  auto  Sciles  pre- 
dictions. DaimlerChrysler  Chief  Econo- 
mist Van  Bussman,  for  instance,  recent- 
ly I'aised  his  estimate  for  U.  S. 
light-veliicle  sales  to  15.2  million  or  bet- 
ter ft'om  his  yearend  projection  of  14.8 
million  units.  Others  are  now  looking 
for  this  year  to  match  last  year's  im- 
t)ressive  sales  of  15.6  million  vehicles. 


Why  not  aim  higher?  Industiy  insid- 
ers caution  that  Febniaiy's  red-hot  pace 
can't  be  sustained.  "Ai-e  we  living  on 
bon'owed  time?"  asks  Bussman.  "We've 
had  five  years  running  of  good  auto 
sales.  We've  never  before  had  more  than 
two  years  back-to- 
back." 

Already,  analysts 
are  fretting  that  Feb- 
iiiaiy's  blowout  could 
prompt  the  slowdown 
by  convincing  the 
Federal  Reserve  to 
raise  interest  rates. 
Rates  on  auto  loans 
are  inching  up  along 
with  those  for  bonds 
and  other  debts.  A 
one-point  rate  incr-ease 
would  trim  auto  sales 
by  300,000  vehicles, 
Mei-rill  Lynch  &  Co. 
analyst  Nicholas 
Lobaccaro  figures. 
Still,  he  adds,  "only 
some  kind  of  major  oil 
shock  or  financial  mai- 
ket  calamity  will  cause 
a  major  drop." 

Those  worries  did 
not  slow  auto  buyers 


MAINTAINING 
AN  EXPANSIONARY  PACE 


U.S.  CAR  AND  UGHT  TRUCK 
ANNUAL  SELLING  RATE 


01 


III  IV 


A  MILLIONS  OF  VEHICLES 


...WITH  HELP  FROM 
A  STEADY  FLOW  OF  REBATES 
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GM  DEALERSHIP:  Trucks 
are  just  trickling  in 

in  February.  American  Hor 
da  Motor  Co.'s  sales  jumpe 
14%,  with  its  Odyssey  min 
van  among  its  top  seller; 
while  Toyota  Motor  Sales  us 
posted  a  19%  gain.  Genen 
Motors  Corp.  enjoyed  an  18' 
sales  increase,  and  sales 
Chiysler's  brands  rose  8%,  1 
by  strong  sales  of  Jeep  Gran 
C'herokee  and  Durango  SUV 
and  Dodge  Caravan  minivan 
Ford  Motor  Co.'s  8%  gain  wj 
powered  by  big  increases 
sales  of  its  Explorer  and  E: 
pedition  suvs. 

DARK  CLOUD.  But  eveiy  silv( 
lining  has  its  dark  cloud.  Ar 
you  can  count  on  GM  to  find 
Although  the  company  did  we 
its  perfonnance  is  exaggerated  becaus 
GM  sales  wei'e  weak  in  Februaiy,  199 
Ajid,  ii'onically,  execs  say  1999's  rip-roa 
ing  market  could  doom  gm's  hope 
boosting  its  U.  S.  market  share  abo^ 
30%.  Why?  Despite  a  parade  of  ne 
models,  GM  still  doesn't  have  what  tl 
mai'ket  wants — at  least  not  enough.  "V 
haven't  been  able  to  build  enough  [vel 
cles]  with  the  market  as  hot  as  it  if 
says  Ronald  L.  ZaiTella,  president  of  C 
North  America. 

In  other  words,  customei-s  with  mon( 
in  theii'  pockets  won't  wait  for  a  gm  mo 
el  and  will  buy  a  competitor's.  Indee 
even  gm's  blazing  Februaiy  sales  on 
brought  its  yeai-to-date  share  to  29' 
below  the  29.2%  it 
last  yeai'.  Zan-ella  sa^ 
"If  we  don't  end  up 
30%,  eveiyone  in  t 
company  is  going  to 
disappointed." 

So  will  Wall  Strei 
which  has  grown  tir 
of  gm's  litany  of  e 
cuses  for  declini 
share.  "GM  has  an  € 
cuse  du  jour,"  gi"ous 
Lobaccaro.  "It's  nai 
for  tliem  to  tliink  th 
market  share  is  c 
pressed  Ljust]  becau 
the  market  is 
strong."  When  t 
market  eventua 
weakens,  he  conten 
GM  will  have  an  ev 
tougher  time  wooi 
consumers.  Besid 
analysts  are  baffled 
the  mixed  signal  t 
company  is  sending 


EST 


34  L-<liSmE3S  WEEK  /  MARCH  15.  1999 


)ver  1  billion  served 

When  America  Online  customers  are  hungry  For  information,  we  help  them  get  it  Fast. 
Fact,  each  da>  on  AOL  alone,  over  1  billion  reguests  For  inFormation  are  sped  up  with  the  help 
oF  our  caching  soFtware.  Food  For  thought  For  anyone  who  manages  a  network. 


In  addition  to  improving  your  response  times,  Inktomi  TraFFic  Server"  software  provides  a  platForm  For  additional  services, 
such  as  streaming  video  and  audio.  For  more  inFormation,  call  us  or  visit  our  website. 


Inktomi® 

Scaling        the  Internet"' 

www.inktomi.com/ traFFic    i  8  88  IKKTOMI 

INKTOMI  CORPORATION  All  Riqht*.  Reserved  Inktomi,  Traffic  Server,  Scaling  the  Internet  and  the  tri-colored  cube  Io(,.j  are  all  trademarks,  of  Inktomi  Corporation  America  Online  and  AOL  are  reqistered  trademarks  of  America  Online. Inc 


News:  Analysis  &  Commentary 


it  lays  on  special  rebates  of  $500  to 
$1,000  for  employees  to  buy  new  gm 
cars.  "Do  you  need  to  offer  your  em- 
ployees incentives  if  you  can't  build 
enough  vehicles  to  keep  up  with  the 
market?"  asks  NexTi-end  Inc.  analyst 
Wesley  R.  BrowTi.  gm  spokesman  .James 
FaiTner  describes  the  employee  incen- 
tive progi'am  in  late  Febmaiy  as  "a  lit- 
tle tlu-ee-day  push  at  month  end  to  help 
out  market  share." 

WORST  SPOT,  gm's  biggest  shortfall  has 
come  in  the  worst  strategic  spot — in 
the  tmck  mai-ket.  g.mc  and  Chevy  deal- 
ers have  been  fimiing  that,  in  the  midst 
of  the  hottest  track  mai'ket  in  histoiy, 
Chevrolet  Silverado  and  gmc  Sierra 
pickups  have  only  been  trickling  into 
their  showrooms.  "We're  facing  the 
spring  sales  season,  and  we  need 
tracks,"  says  Frank  Ursomai'so,  a  deal- 
er in  Union  Park.  Del,  who  says  he's 
received  only  sLx  SieiTas  in  the  past  six 
months.  "When  the  sun  comes  out,  you 
can  sell  eveiy  track  you've  got." 

But  GM  may  be  making  headway  on 
pickup  dehveries,  at  last.  In  Febraaiy, 
sales  of  gm's  big  pickup  jumped  18*^. 
That's  encoui'aging.  But  Ford  posted  a 
27'yf  gain  in  sales  of  its  F-series  tracks. 

With  gm  lagging  its  market  share 
goals,  rival  cannakei-s  ai-e  watcliing  anx- 
iously for  signs  the  auto  giant  might 
pile  on  new  marketing  incentives,  as  it 
did  a  year  ago.  In  recent  months,  auto 

"Are  we  ...  on  borrowed 
time?  We've  had  five 
years  running  of  pretty 
good  auto  sales" 

makers  have  dialed  back  on  profit-sap- 
ping rebates,  lease  deals,  and  low-inter- 
est cai-  loans  (chart,  page  'i4}.  But  if  GM 
acts,  rivals  would  feel  compelled  to  fol- 
low suit.  "Incentives  are  team  sport — 
eveiybody  plays  or  nobody  plays,"  says 
DRI  analyst  Lincoln  Memhew. 

Another  incentive  wai*  could  keep  the 
auto-sales  juggernaut  rolling.  Dealers 
are  rooting  for  manufactui'ers  to  keep 
the  incentives  coming.  "We've  got  ac- 
tion," says  Jeff  Pai'ker,  general  manager 
of  Flemington  Chevrolet-GMC  in  Flem- 
ington,  N.J.  "When  you've  got  a  cheap 
lease,  you  can  really  sell  the  cars."  After 
the  dizzjing  strength  of  the  market  so 
far.  dealers  and  carmakers  alike  can't 
help  but  hope  that  1999  turns  out  to 
be  another  bonanza  yeai*. 

By  Kathleen  Kencin  and  Keith 
Xaughton  in  Detroit 
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AGRICULTURE 

BIG  HARVESTS, 
BIGGER  BLUES 

Another  global  glut 
depresses  U.S.  crop  prices 

Last  fall,  with  fami  prices  plimging  to 
some  of  their  lowest  levels  this 
decade,  Ron  McCaitney  held  off  the 
market  much  of  his  soybean  and  corn 
haivest.  Like  thousands  of  other  faiTnei-s, 
he  figiu'ed  prices  would  reboimd  in  eai'ly 
1999.  Tliey  haven't.  In  fact,  they're  weak- 
er, and  McCartney,  who  works  1,700 
acres  in  Elgin,  Iowa,  has  bills  to  pay  and 
fields  to  plant  in  less  than  two  months. 

Across  the  Midwest,  as  spring  plant- 
ing approaches,  U.  S.  farmers  are 
preparing  for  another  tough  year.  Be- 
cause of  the  foiuth  straight  bimiper  crop 
of  soybeans  in  Brazil,  soybeans  are  the 
latest  product  to  get  crushed.  The 
Mai'ch  soybean  futiu-es  contract  has  fall- 
en 25'7t  since  eai'ly  December  to  a  12- 
year  low  of  $4.50  per  bushel  at  the 
Chicago  Board  of  Trade.  "It  certainly 
wears  on  the  nen'es."  says  McCartney. 
EXODUS?  There's  little  hope  of  relief,  ei- 
ther. The  Agiiculture  Dept.  sees  net 
faiTii  income  of  S44.6  billion  m  1999,  l'7c 
lower  than  last  year  And 
most  analysts  expect  that 
forecast  to  drop  by  the 
end  of  Mai'ch.  Fann  ex- 
ports ai'e  expected  to  fall 
9<7f.  And  with  global 
stores  of  com,  soybeans, 
and  wheat  swollen  from 
thi'ee  yeai*s  of  good  hai"- 
vests  worldwide,  the 
prospects  for  higher  gi-ain 
prices  ai'e  dim. 

The  situation  is  worse 
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111  livestock.  Although  liug  prices  hav 
risen  from  a  50-year  low  of  IOg  pe 
pound  at  the  end  of  1998,  they  are  sti 
well  below  even  the  most  efficient  pre 
ducer's  break-even  price.  If  small  fanr 
ers  take  the  hike  as  a  signal  to  bail  ou 
prices  could  fall  again. 

Could  farmers  be  headed  for  a  rc 
peat  of  the  mid-1980s'  depression?  Pi'ol; 
ably  not,  since  they're  caiTjing  lowe 
debt  bm'dens  and  energj'  costs  ai*e  wa 
dowTi.  But  "if  prices  stay  where  the 
are  now,  we're  going  to  see  a  mass  e? 
odus  of  fanners  by  next  year,"  predict 
one  Midwest  banker. 

Not  suiprisingly,  famiers  are  cuttin 
back.  Fourth-cjuarter  sales  of  majc 
faiTn  equipment  in  North  America  wer 
dowTi  a  staggeiing  33.4'7f  fi-om  the  pric 
yeai-.  Profits  at  Deere  &  Co.  fell  74% 
the  quarter,  and  Case  Coi-p.  posted  a 
operating  loss  of  S1.37  per  share. 

The  bankei-s,  too,  ai'e  getting  wonie 
Land  prices  are  slipping  for  the  fii'i 
time  since  1987 — not  an  encouragin 
trend  when  liigher  interest  rates  thi-ea 
en  fuither  decline.  And  fannei-s  still  hol( 
ing  crops  fi'om  mai'ket  may  have  a  hai 
time  making  loan  pajTnents.  "There  ai 
pockets  where  tilings  ai'e  veiy  tough 
says  Thomas  Boyer,  president  of  Fam 
ei-s  State  Bank  in  FauTnont,  Neb.  In  r 
sponse,  agiicultural  lendei*s  are  raisir 
reserves,  tightening  lending  requir' 
ments,  and  restioictaring  some  loans. 
Even  before  this  year's  crops  ai 
planted,  famiers  ai-e  tal 
ing  about  the  need  f( 
federal  assistance.  La 
fall.  Congress  came  i 
with  some  price  suppor 
and  S6  billion  in  erne 
gency  aid  just  befoi 
Election  Day.  But  this 
not  an  election  yeai;  whii 
could  leave  farmers 
shift  for  themselves. 

By  Andrew  Osterlai 
in  Chicago 
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WASHINGTON 


THE  ONLY  THING 

THAT  COUNTS  IS  ACTION' 

Richard  Gephardt  on  taxes,  trade,  and  the  odds  on  gridlock 


With  Republicans  reeling  frmn  im- 
peaclirne?it  backlash,  Hotise  Mi- 
nority Leader  Richard  A. 
Gephardt  (D-Mo.)  is  laying  down  stiff 
markers  far  legislative  action  this  year. 
The  Democrats'  top  priorities:  fixes  for 
Social  Security  and  Medicare,  educa- 
tion reforms,  patient  protections,  and 
targeted  tax  cuts.  Under- 
pinning his  strategy  is 
the  belief  that  Republi- 
cans will  have  to  do 
nio.st  of  the  compromis- 
ing. But  if  Democrats  set 
the  bar  too  high,  GOP 
lawmakers  may  balk — 
and  the  106th  Congress 
could  dissolve  into  parti- 
san bickering.  On  Mar. 
J,  Gephardt  outlined  his 
agenda  for  Congressioiml 
Correspondent  Amy  Bor- 
rus  and  Washington 
News  Editor  Douglas 
Harbrecht. 

Q:  Are  you  optimistic 
this  Congress  can  get 
some  things  done? 
A:  I  hope  we  can.  Our 
problem  has  been  the  ex- 
treme right  of  the  Re- 
publican Party,  which  has 
dominated  its  agenda.  If 
Republicans  really  want 
to  get  things  done  in  a 
bipartisan  way,  there  are 
three  bills  they  can  bring 
up  right  now:  campaign 
finance  reform,  the  patients'  bill  of 
rights,  and  an  increase  in  the  minimum 
wage.  I'm  hopeful,  but  I'm  also  from 
Missouri,  and  the  only  thing  that  counts 
is  action. 

Q:  The  Clinton,  Admini.'it ration's  Social 
Security  plan  has  bee7i  widely  criti- 
cized— especially  the  suggestion  that  a 
portion  of  tfie  Social  Security  trust  fund 
be  invested  in  equities.  How  confident 
are  you  that  Congress  can  fix  Social 
Security  this  year? 

A:  The  threshold  decision  isn't  what 
you  invest  in,  it's  whether  you're  willing 
to  save  77%  of  the  siuplus  for  Medicai-e 
and  Social  Security.  If  we  can't  get 


agreement  on  that,  then  what  we  have 
to  do  is  much  more  difficult.  I'm  favor- 
able to  the  idea  of  [government]  invest- 
ing. Many  states  do  it  successfully  with- 
out political  involvement. 


Why 


increase 


the 


minunum  wage 


ii  Our  problem  has  been  the  extreme 
right  of  the  Republican  Party,  which 
has  dominated  its  agenda^'!! 

—  RICHARD  GEPHARDT,  House  minority  leader 


A:  There's  no  better  time  to  raise  the 
minimum  wage.  The  1996-97  increases 
contributed  to  the  long  recovery.  The 
minimum  wage  builds  demand  fi'om  the 
bottom  up.  I  remember  what  Henry 
Ford  said:  "I've  got  to  pay  my  workers 
enough  so  they  can  buy  the  cai-s  they're 
making."  You've  got  to  look  at  the  hu- 
man equation.  We  have  asked  people  to 
get  oft"  welfare.  Yet  we  fail  to  raise  the 
minimum  wage  to  levels  where  people 
can  survive. 

Q:  Will  Congress  pass  a  tax  cut  this 
year,  and  what  will  it  look  like? 
A:  Democrats  are  for  tai'geted  cuts.  We 
consider  the  President's  usA  [private 


Social  Security  investment]  accounts  t 
be  a  veiy  large  tax  cut.  There's  tax  rt 
lief  for  working  families  who  pay  chile 
care  expenses,  tax  credits  for  business 
es  that  provide  child  care,  tax  credit 
for  stay-at-home  parents,  all  of  whic 
we  think  help  raise  cliildren.  We're  wil 
ing  to  look  at . . .  marriage-penalty  rf 
lief.  But  if  you  do  the  [gop's]  10^ 
across-the-board  tax  cut,  I  don't  se 
how  you  can  resei-ve  77%  of  the  siuplu 
for  Social  Security  and  Medicare.  W 
also  won-y  that  it's  too  much  for  peop] 
at  the  top. 

Q:  Democrats  imply  that  in  the  pos 
impecLchmeyit  world,  Republicans  sfimil 
do  most  of  the  compromising.  Coul 
this  lead  to  gridlock? 
A:  We  can't  be  guilty 
acting  in  a  way  that  w 
have  been  critical  of. 
tilings  get  done  in  a  spi 
it  of  compromise,  bot 
sides  can  claim  credi 
But  I  don't  buy  the  ide 
that  in  order  to  compr( 
mise,  you  have  to 
what  they  want  to  d 
On  the  patients'  bill 
rights,  we  want  a  meai 
ingful  bill,  not  a  fig  lea 

Q:  What  are  the  pro 
pects  for  trade  libera 
ization  this  year? 
A:  We  are  happy  to  fi: 
ure  out  a  way  to  gi\ 
the  President  fast-tra( 
[trade  negotiating  ai 
thority].  But  I  don 
want  to  mislead  an 
body  into  thinking  w 
can  bring  in  free-trac 
treaties  that  have 
teeth  in  terms  of  wor 
ers'  rights  and  enviro: 
mental  concerns.  Son 
in  business  are  very  f 
cused  on  intellectual-property  right 
And  I  think  they're  right;  there  shou 
be  teeth  in  those  provisions.  But  if  y( 
do  that  with  intellectual-propen 
rights,  why  not  for  worker  rights  ai 
the  environment? 

Q:  Wlmt  do  you  think  of  [new  Hon 
Speaker  J.]  Dennis  Hastert? 
A:  I  like  him.  I  respect  him.  I  think  1 
is  trying  to  figui'e  out  how  to  get  ti 
Congress  to  work  better.  But  the  test 
in  the  doing.  His  challenge  is  to  eith 
bring  his  right  wing  to  the  middle  wi 
him ...  or  come  to  the  middle  with  t 
moderate  Republicans.  I  don't  knc 
whether  he  can  do  that. 
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Protect,  manage,  and  share 
information  in  a  way 
that  takes  your  company 
to  new  heights. 


THE 

EMC 

EFFECT 


EMC 

-.nterpnse  Storage  Company  EMC  Enterprise  Storage"  consolidates  your  company's  information  and  makes  it  available  to 
who  need  it,  regardless  of  the  computers  in  use.  It's  the  new  strategic  weapon  over  90  of  the  FORTUNE'  100 
npanies  deploy  to  achieve  their  most  challenging  goals.  Cost  control.  Improved  customer  service.  Y2K  compliance, 
k  reduction.  Faster  time-to-market.  Plus  the  advantages  of  EMC's  Enterprise  Storage  Network  (ESN):  enhanced 
'a  access,  more  efficient  network  performance,  and  automated  storage  management.  We  call  it  The  EMC 
ect."  Imagine  where  we  will  take  your  business.  Reach  us  at  www.EMC.com/rocket  or  1  -  8  00-4  2  4  -EMC  2 ,  ext.  705. 


News:  Analysis  &  Comment-^i^ 


A  DATABASE 
TO  DIE  FOR 

Justice's  David  Boies  had 
plenty  of  software  support 


MICROSOFT 

ON  TRIAL 


A  year  ago,  Mi- 
crosoft's legal 
team  mocked 
the  Justice 
Dept.  for  being 
clueless  about 
software.  In  a 
brief.  Microsoft 
even  argued  that 
"poorly  informed 
lawyers  have  no  vo- 
cation for  software 
design."  Well,  Justice 
attorneys  may  not  be  able  to  wi-ite  code, 
but  in  the  course  of  their  antitnist  trial 
against  Microsoft,  they  have  shown  a 
knack  for  using  technology  well  enough 
to  embarrass  the  software  giant. 

Government  prosecutors  not  only 
boned  up  on  Microsoft's  industry  but 
also  adopted  some  state-of-the-art  pro- 
gi'ams  to  help  their  case.  So  when  the 
videotape  rolled  in  court  and  William 
H.  Gates  III  testified  that  he  knew 
nothing  of  a  Microsoft  "hit  team"  to  at- 
tack IBM,  the  Justice  team  was  there 


\  JllilHIIIIIjlllHIIH 

with  just  the  right  E-mail,  culled  from 
millions  of  pages  of  documents,  to  refute 
his  testimony.  "They  caught  Microsoft 
ovei-  and  over,"  says  litigation  consultant 
Stephen  J.  Lief. 

"TALENTED  AT  GOTCHAS."  Microsoft's 
lawyers — and  its  outside  counsel,  Sulli- 
van &  Cromwell — had  their  own  "liti- 
gation-support" software.  But  it  never 
seemed  to  deliver  the  same  results  that 
Justice's  lead  prosecutor,  David  Boies, 
got  from  his  database  package.  Sum- 
mation from  Summation  Legal  Tech- 
nologies Inc.,  or  fi'om  Ti'ial  Director,  a 
package  produced  by  inData  Coi-p.  that 


helped  him  piece  together  th( 
most  damaging  bits 
video. 

In  presenting  its  de 
fense,  which  ende( 
on  Feb.  26,  Mi 
crosoft  relied  mon 
than  Justice  di( 
on  a  low-tecl 
overhead  projec 
tor  Its  most  mem 
orable  gaffe:  tape 
of  technical  demon 
strations  tha 
the  Justice  Dept 
showed  had  bee: 
rigged  to  bolster  Mi 
crosoft's  claims.  Mi 
crosoft  spokesman  Adan 
Sohn  says  courtroom  clink 
ers  such  as  this  may  make  goo( 
newspaper  copy  but  ultimately  won' 
alter  the  outcome  of  the  case.  "The  gov 
ernment  is  talented  at  'gotchas'  tha 
grab  headlines,"  he  says.  "But  at  th 
end  of  the  day,  they'll  have  to  present 
record  on  the  facts." 

True  enough.  The  trial,  which  is  no\ 
in  recess,  could  go  either  way,  and  Jus 
tice  is  not  declaring  victoiy.  Still,  on 
thing  is  clear:  The  company  so  aggi'es 
sive  about  its  market  rivals  that  it  ma 
have  violated  the  law  to  fend  them  ol 
grossly  underestimated  the  technics 
savvy  of  its  courtroom  adversary. 

By  Steve  Hamm  in  New  Yor 


EXECUTIVE  SUITE 

TROUBLE 
IN  TOYLAND 

President  Bruce  Stein  joins 
Mattel's  unemployment  line 

He  gave  America  action  toys  based  on 
hit  films  such  as  Batman  and  Ter- 
mhiator  2.  But  President  Bruce 
Stein  didn't  have  the  superpower  to 
work  with  Mattel  Inc.'s  iron-fisted  chah-- 
woman,  Jill  E.  Barad.  After  two  and  a 
half  years  as  Mattel  president,  the  44- 
yeai-old  Stein  became  the  fifth  Barad 
lieutenant  to  quit  in  the  seven  yeai-s  dui'- 
ing  which  Barad  has  been  pi'esident  or 
chief  executive  of  the  $5  billion  toy  giant. 

According  to  Mattel  sources,  tensions 
between  Baiml  and  Stein  had  been  rising 
in  recent  months.  After  differing  with 
Barad  on  a  range  of  issues.  Stein  re- 
signed on  Mar.  3.  The  final  conflict  was 
said  to  be  over  the  lack  of  responsibilities 
Barad  allowed  him.  Mattel  insists  the 


paiting  was  fiiendly.  Stein's  position  was 
"eliminated  in  a  reorganization  of  the 
top  management,"  a  spokesman  says. 

The  news  comes  at  an  awkward  time 
for  Mattel.  After  consistent  double-digit 
eaiTiings  gains,  Mattel  delivered  a  nasty 
shock  to  Wall  Street  late  last  year  when 
it  announced  a  $500  million  revenue 
shoitfall — one  month  before  yeai'end.  Tlie 
problems  included 
huge  inventory  cut- 
backs by  Toys  'R'  Us 
and  weak  demand  for 
Mattel  wares,  mainly 
cash-queen  Barbie. 
Analysts  expect  the 
company  to  earn  $427 
million  this  year,  up 
20%  from  1998  but 
13%  below  1997.  The 
stock  closed  Mai-.  3  at 
24K,  down  2.9%  for 
the  day  and  47%.  be- 
low its  52-week  high. 

Stein's  departure 
follows  that  of  other 
Mattel  execs  who, 
sources  say,  left  over 


Barad's    demanding  chairwoman  barad: 


management  style  and  unwillingness  t 
listen  to  bad  news.  Barad  could  not  b 
reached  for  comment.  Just  tbree  year 
back,  company  Pi-esident  James  Eskiidg 
left  after  a  power  straggle  with  Barac 
The  top  exec  on  the  Barbie  brand  le: 
last  spiing  and  was  just  replaced  Mai'. 

As  for  Stein  and  Barad,  the  compel 
titive  friction  goes  back  years.  The  tw 
worked  at  Mattel  i 
the  mid -'80s,  vdt 
Barad  heading  th 
Barbie  brand  an 
Stein  the  Hot  Wheel 
unit.  Stein  left  fq 
Kemier  Products  Ini 
in  1987.  His  rehirin 
hy  Barad  in  199 
-uiprised  some  in  th 
industry,  althoug 
Barad  was  said  t 
value  his  marketin 
savvy.  Still,  whe 
push  came  to  shov* 
the  action  figure  w£ 
no  match  for  Barbie 
protector. 

By  Kathleen  Mo. 


ris  in  Los  Angeles 
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stay  in  the  sky? 

What  makes 
the  stars  twinkle? 

How  does 
the  Internet  work? 


Actually,  it  works  very  well.  Maybe  because 
so  much  of  it  runs  on  Compaq.  Four  out  of 
the  five  most  popular  Web  sites  are  powered 
by  Compaq.  Hundreds  of  millions  of  hits 
are  handled  by  Compaq  platforms  every 
ly.  Three-quarters  of  the  top  ISPs  have  standardized  on  Compaq 
>r  their  Windows  NT  h       ^  ^'eb  hosting.  And  if  you Ve  ever 
ceived  e-mail,  chances  are,  we  helped  get  it  to  you.  To  find  out 
>w  the  Internet  can  help  grow  your  business,  feel  free  to  ask  the 
>urce  at  1-800  1.  Or  visit  www.compaq.com/moon. 


COMPAa 


Better  answers. 


©1998  Compaq  Compuiei  Corporation  All  righis  reservecJ  Compaq  is  legisiered  m  the  U  S  Paieni  and  Trademark 
Ollice  Belter  answers  IS  a  service  mark  of  Compaq  Computer  Corporation  Windows  NT  ts  a  (egislered  trademark 
ol  Microsolt  Corporation  All  oilier  names  dre  trademarks  or  registered  trademarks  of  their  respective  companies 
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IBM  AND  DELLS 
GIANT  HANDSHAKE 

FOR  YEARS,  IBM   HAS  BEEN 

quietly  selling  component 
technology  to  rivals.  But  on 
Mar.  3,  Big  Blue  cut  its 
biggest  deal  yet  with  one  of 
its  toughest  competitors.  Dell 
Computer  is  signing  a  seven- 
year,  $16  billion  deal.  What 
does  it  get?  ibm  is  a  leader  in 
storage  products,  flat-panel 
displays,  and  chips;  Dell  will 
buy  networking  products  and 
memory  chips.  Dell  plans  to 
use  IBM's  recent  break- 
throughs in  chip  technology 
that  speed  perfonnance  and 
reduce  power  consumption. 
IBM  may  be  doing  better  sell- 
ing teclinology  than  full-blown 
PCs.  Analysts  believe  ibm's 
$13  billion  PC  business  lost 
nearly  $1  billion  in  1998. 


CLOSING  BELL 


EYE  POPPING 

Visions  of  big  profits  from 
laser  eye  surgery  have 
investors  bidding  up  shares 
of  VISX,  which  makes  laser 
equipment.  VISX  surged 
31.87o,to79X,  on  Mar.  2 
after  announcing  that 
demand  would  push  quarterly 
earnings  to  510  to  55?  a 
share — well  above  Wall 
Street's  3H  guess.  VISX, 
which  gets  $250  per  laser 
use,  isn't  the  only  one  bene- 
fiting. Shares  in  the  top  three 
surgery  centers  using  its 
lasers — The  Laser  Center, 
Laser  Vision  Centers,  and  LCA 
Vision — all  rose  at  the  news. 
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OAI..  BLOOMBERG  FINANCIAL  MARKETS 


RJR  NABISCO  SEEKS 
AN  OVERSEAS  SUITOR 

R.IR    NABISCO   IS  CLOSE  TO 

shedding  its  international  to- 
bacco division,  say  people  close 
to  the  company.  Earnings  of 
the  division  declined  30%,  to 
$468  million,  in  1998;  a  sale 
would  help  lower  the  $9.5  bil- 
lion debt  load  of  the  No.  2 
U.  S.  cigai'ette  maker  Salomon 
Smith  Barney  analyst  Martin 
Feldman  estimates  the  parcel 
would  fetch  $6.6  billion. 
Sources  say  several  rivals 
have  talked  to  rjr  about  buy- 
ing either  a  part  or  all  of  it. 
Pliilip  Monis  is  interested  but 
fears  the  Western  Eui'opean 
operation  would  risk  an 
antitrust  challenge,  sources 
say.  Japan  Tobacco  is  eyeing 
r.ir's  Asia  business.  France's 
SEiTA  and  Spain's  Tabacalera 
are  also  keen.  The  potential 
suitors  couldn't  be  reached  or 
declined  comment. 


GOLDMAN  SHINES  UP 
ITS  IPO  AGAIN 

COLDMAN  SAf'HS  IS  TRYIN(;  TO 

go  public  again  after  last  fall's 

effort  was  }x>stponed  when  the 

market  sagged.  Management 

has  said  O.K.;  the  partners 

likely  will,  too.  Goldman  plans 

to  file  with  the  sec  the  week 

of  Mai'.  15,  and  by  eai- 

ly  summer  it  aims  to  '^Ij^ 

sell  10%  to  15%.  of 

the  finT!.  Co-chaii-  "~ — 

men  Jon  Corzine 

and  Heray  Paulson  Jr  said  the 

goal  is  to  secure  permanent 

capital,  diversify  ownership, 

and  finance  future  buys. 


SOUNDING  OFF 
OVER  JET  NOISE 


HEADLINER:  JACQUES  NASSER 


FORD  S  PASSING  FANCY 


Ford  Motor's  new  CEO, 
Jacques  Nasser,  can't  keep 
from  speeding.  Since  Jan.  1, 
Nasser  has  put  the  pedal 
to  the  metal  to  make 
the  No.  2  auto 
maker  No.  1.  On 
Mai".  1  he  raided 
DaimlerChryslei' 
for  two  execs 
who  helped  engi- 
neer Chiysler's 
rebirth.  Crows 
Nasser:  "People  just 
want  to  be  pait  of  a  win- 
ning team." 

Nasser,  say  insiders,  has  a 
road  map — ^what  some  call 
"Jac's  100-day  plan."  He  is 
making  bold  moves  that  sig- 
nal how  Ford  is  changing, 
hiring  executives  from 
Whirlpool  and  Genei-al  Elec- 
tric. He  is  also  wooing  for- 
mer BMW  cai"  czar  Wolfgang 


Reitzle,  a  "close  Mend."  Ana- 
lysts are  pi-aising  Nasser  for 
landing  Daimlei'Chrysler's 
Chris  Theodore,  48,  to  be 
vice-president  of 
lai'ge  and  luxury 
cai'  development, 
and  Shamel 
Rushvnn,  51,  as 
vice-president  of 
advanced  manu- 
facturing 
engineering. 
Nasser  is  scoop- 
ing up  more  than  employees. 
On  Mai".  8,  Volvo  shai-ehold- 
ere  are  expected  to  approve 
Foixi's  $6.5  billion  deal  for  the 
cai-  division.  With  $17.4  billion 
in  cash  remaining,  Nasser  is 
eyeing  BMW,  as  well  as  Asian 
cannakers.  "Hold  onto  your 
hats"  with  Nasser  at  the 
wheel,  says  one  insider. 

By  Keith  Naivghton 


THE  U.S.  AND  EUROPE  ARE 
quarreling  over  noisy  jets. 
After  European  threats  to 
ban  a  type  of  American-made 
jet  engine,  the  House  on  Mai-, 
o  voted  to  ban  the  Concorde 
from  U.  S.  skies.  Commerce 
Undersecretary  David  Aaron 
is  set  to  go  to  Europe  to  find 


a  way  to  defuse  the  situation. 
"The  whole  notion  that  you 
can  create  a  regional  stan- 
dard for  what  is  an  obviously 
global  industiy  tells  us  a  little 
bit  about  where  Europe  is  to- 
day," he  says.  The  European 
Union  ban  could  cost  U.  S. 
companies  up  to  $1  billion. 


RACKET  BALL:  The  Con- 
corde vs.  U.S.  jet  engines 

ALL  COZY  OVER 
GLOBAL  WARMING 

AS  RECENTLY  AS  LAST  YEAR, 
worldwide  efforts  to  curb 
global  warming  faced  grid- 
lock. The  U.S.  and  other 
nations  couldn't  agree  on 
the  1997  Kyoto  Protocol, 
which  calls  on  industrial- 
ized nations  to  sharply  cut 
greenhouse  gas  emissions. 
But  there's  now  a  proposal 
that  would  spur  action  on 


emissions.  On  Mar.  4,  Sen; 
tors  John  Chafee  (R-R.  I. 
Joseph  Lieberman  (; 
Conn.),  and  Connie  Mac 
(R-Fla.)  introduced  a  bill  t 
give  companies  credit  f( 
their  voluntary  efforts 
cut  emissions  of  greenhoui 
gases.  Will  it  pass?  Chanc( 
are  good  becaus 

  industry  group 

expecting  Kyot 
type  curbs,  have  joined  env 
ronmentalists  in  backing  tl 
idea. 

ETCETERA... 


m  Jones  New  York  is  buyir 
shoemaker  Nine  West  f 
$885  million. 

■  Sony  will  launch  its  ne 
PlayStation  II  machii 
in  Japan  within  the  next  ye; 

■  AT&T  is  near  a  deal  to  ma 
ket  long-distance  and  oth 
services  on  AOL. 

■  Royal  Bank  of  Scotland 
teaming  up  with  televangel: 
Pat  Robertson  in  a  banki; 
venture. 
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;   Do  computer 
makers  believe  that 
every  time  they 
:  come  out  with 
new  product, 
I  get  a  new  budget? 


Reality  check:  If  you  ve  invested  m  technologies  like 
OpenVMS'  or  NonStop  Himalaya^  you  count  on 
them  to  run  your  business — and  they  do  it  well.  But 
with  IT  rapidly  evolving,  there  are  opportunities 
you'd  like  to  seize.  So  Compaq  is  extending  these 
nvironments  to  incorporate  elements  like  Web-enabled  capabilities,  Windows  NT" 
iteroperability  and  64-bit  performance.  Which  means  your  IT  infrastructure  can 
smain  firmly  m  place  while  new  applications  like  e-commerce  come  on-line.  We 
ffer  not  just  systems  but  software,  services  and  solutions  to  make  it  all  work 
jgether.  So  your  past  investments  will  continue  reaping  future  returns, 
b  learn  more,  call  1-800-AT-COMPAQ.  Or  visit  wwwxompaq.com/investment. 

COMPAQ.  Better  answers. 


Arcstar   Advanced  global  communications  from  NTT. 

Arcstar  offers  you  a  uniquely  flexible  global  connection.  In  fact,  no  one  offers  a  stronger  connection 
with  Asia  and  the  Pacific.  In  Singapore,  for  example,  NTT's  Customer  Support  Center  provides 
comprehensive  network-integration  services  and  maintenance  to  flexibly  satisfy  your  every  need. 
As  one  of  the  world's  leading  telecom  providers,  NTT  can  provide  you  and  your  global  offices  with  an 
unsurpassed  level  of  service.  From  round-the-clock  multi-language  assistance  and  business  support  to 
emergency  backup.  Now,  connecting  with  Asia  is  a  simple  matter  of  connecting  with  the  right  partner. 


Bgilders  of  the  infoeommunications  age 

•TOKYO  -BANGKOK  -BEUING  -HANOI  -HONG  KONG  -JAKARTA  -KUALA  LUMPUR  -MANILA  -SEOUL  -SHANGHAI  -SINGAPORE  -SYDNEY  -TAIPEI  -AMSTERDAM  -BRUSSELS 
 -DUSSELDORF  -GENEVA  -LONDON  -PAI^IS  'CHICAGO  -NEW  YORK  -MOUNTAIN  VIEW  -LOS  ANGELES  -WASHINGTON  D  C.  -RIO  D^JANEIRO  -SAO  PAULO  


For  mure  information  mi  how  .NTT  can  connect  you,  call  I -80()-4-NTT-USA. 

http://jnfo.ntt.co.jp/global 
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Y  LEE  WALCZAK 


VHY  NEITHER  BUSH  NOR  GORE 
S  A  SURE  BET 


O71  Mar.  2,  George  W.  Bush  announced  the  creation  of  a 
•esidential  exploratory  committee,  mid  the  pujidits  pro- 
limed  that  it's  over:  The  2000  Presidential  election  will 
t  Bush  vs.  Al  Gore.  Bush  is  expected  to  trigger  a  Texas 

HOPE-AND  HYPE 

lEAT  EXPECTATIONS  With  Republicans  desperate  for 
vinner,  Bush  has  become  the  new  Dwight  D.  Eisenhow- 
Armed  with  loads  of  endorsements,  he's  supposed  to 
ite  the  party,  salvage  control  of  the  House  in  2000, 
ike  character  a  winning  issue,  and  come  off  as  more  of 
education  booster  than  Gore.  No  one  can  live  up  to  this 
pe.  A  solid  Bush  second-place  finish  in  New  Hamp- 
ire — whose  voters  hate  ratifying  the  conventional  wis- 
m — could  be  cast  as  a  defeat. 

IE  LIDDY  FACTOR  Former  Labor  Secretary  Elizabeth 
Dole's  appeal  cuts  right  into  Bush's  core  support 
long  women,  suburbanites,  and  social  moderates.  She 
is  strongly  against  the  Texan  in  early  state  matchups. 

RIGHT-WING  ROWblES 

Steve  Forbes  and  Pat 
Buchanan  won't  roll 
over  for  Bush.  Forbes's 
unlimited  media  barrage 
and  Buchanan's  punish- 
.  ing  style  of  debate 

f  ■Tl^F  (ready  for  allusions  to 

"King  George  11?")  will 
batter  the  front-runner. 
Can  Bush  stand  up  to 
the  pressure? 

NAME  GAME  Right ' 
now,  pollsters  say  Bush 
is  benefiting  from  a 
wave  of  nostalgia  for  his 
dad.  When  the  race 
heats  up,  the  moniker 
1(1  become  more  of  a  liability  as  rivals  remind  voters  of 
senior  Bush's  elitism,  economic  missteps,  and  lack  of 
"vision  thing." 

ONT-LOADING  State  parties  are  pushing  up  primary 
1  caucus  dates.  The  result:  In  the  first  six  weeks  of  the 
iiinating  season,  ending  on  Mar.  21,  more  than  60%  of 
fiepublican  delegates  will  be  apportioned.  Compres- 

I  is  supposed  to  favor  front-runners.  But  it  also  magni- 
any  stumble,  with  little  time  for  recovery. 

E  ISSUES  GAP  Although  he's  a  likable  stump  politi- 
1,  Bush  still  hasn't  shaped  a  national  platform  aside 

II  talking  up  issues  such  as  education  and  personal 
luntability.  Where  does  he  stand  on  tax  cuts  or  Social 
uritv?  Nobodv  knows. 


stampede  and  gallop  over  his  GOP  primary  rivals.  The  Veep 
faces  only  token  opposition  from  fonner  New  Jersey  Senator 
Bill  Bradley.  But  will  the  quest  for  the  White  House  be  so 
eerily  predictable?  Maybe  not . . . 

FEET  OF  CLAY? 

GREAT  EXPECTATIONS  With  plans  to  raise  millions  for 
an  early  offensive  against  the  gop,  Gore  looks  formidable. 
Tipper  is  practically  redecorating  the  Lincoln  bedroom. 
But  press  boredom  with  an  early  anointment  could  trigger 
harsh  coverage.  And  there  are  troubling  polls  that  show- 
younger  voters  and  independents  consider  Gore  a  bore. 

ECONO-WOES  The 

economy  is  humming, 
but  the  Veep  gets  no 
credit  for  the  prosperit  y 
Worse,  a  slump  could 
yet  wreck  Gore's  "bridge 
to  the  21st  century." 

THE  ISSUES  GAP 

Awash  in  prosperity, 
today's  voters  ask  not 
what  their  government 
can  do  for  them — they 
just  want  pols  to  leave 
them  alone  so  they  can 
resume  their  spree  at 
the  mall.  Besides,  futur- 
ism isn't  a  policy.  And 
Gore's  paeans  to  education  and  better  health  care  sound 
awfully  familiar. 

UP  THE  ESTABLISHMENT  As  the  dutiful  No.  2  who  has 
worked  his  way  up  the  ladder.  Gore  is  an  exemplar  of  the 
status  quo.  But  2000  could  be  an  anti-Establishment  elec- 
tion, with  swing  voters  I'ejecting  Republican  radicalism 
and  Democratic  sleaze.  It  could  be  a  bad  year  for  insiders. 

"NO  CONTROLLING  LEGAL  AUTHORITY"  Gore  says 
clunky  things  like  that  (don't  forget  his  zippy  new  cam- 
paign slogan,  "Practical  idealism")  because  he  surrounds 
himself  with  a  subpar  staff.  Poetry  is  not  among  their  top 
skills.  If  Gore  debates  Bush,  another  mediocre  orator,  the 
country  could  fall  into  a  months-long  swoon. 

TIPPER  Can  anyone  be  this  ickily  nice?  Wasn't  she  the 
Mom  in  Lassiel  Didn't  she  try  to  kill  rock  'n'  roll?  Given 
Hillary's  popularity,  maybe  the  nation  really  wants  Evita. 

CHARM  DEFICIT  Gore  is  a  stilted  campaigner  who  utter- 
ly lacks  Clinton's  magnetism  and  gift  for  blarney.  Those 
communications  skills  enabled  Clinton  to  push  his  agenda 
past  a  hostile  Congress.  By  contrast,  Gore  is  a  plodder: 
bright  without  being  quick,  cautious  rather  than  intuitive. 
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WHY  THE  BOURSES 
ARE  SPOOKED 

Electronic  rivals  gain  on  the  Big  Board  and  NASDAQ 


Once  upon  a  time,  the  New  Yoi"k 
Stock  Exchange  traded  big-com- 
pany stocks  on  a  central  trading 
floor  at  its  marble-colonnaded 
building  overlooking  Wall  Street.  Its  ri- 
val, the  NASDAQ  stock  mai'ket,  traded 
small-company  shares  through  an  elec- 
tronic dealer  network.  Until  a  few  years 
ago,  the  two  exchanges  were  happy 
vvithin  their  distinct  market  stmctures, 
each  of  which  thrived  because  they  sat- 
isfied the  capital-raising  needs  of  differ- 
ent corporations. 

No  more.  Finstrated  by  its  inability 
to  lure  high-tech  behemoths  like  Mi- 
crosoft, Intel,  and  Dell  away  from  na.s- 
DAQ,  the  NYSE  for  the  fu'st  time  is  con- 
sidering trading  NASDAQ  stocks.  As  fii'st 
disclosed  by  T)te  Wall  Street  Journal, 
the  Big  Boai'd  is  searching  for  a  paitner 
to  help  it  elbow  into  that  fast-gi'owing 
mai'ket  and  reclaim  lost  market  shai'e  to 
electronic  competition,  nyse  CEO 
Richard  A.  Grasso  is  in  talks  with  sev- 
eral networks,  such  as  Reuters  Group's 
Instinet,  that  the  NYSE  might  acquire 
or  ally  with. 

"EYE  OF  THE  STORM."  The  Big  Board's 
move  could  fundamentally  change  the 
business  of  tradmg  ecjuities.  Now,  once  a 
company  chooses  which  exchange  its 
shares  will  trade  on,  competition  be- 
tween NASDAQ  and  NYSE  ends.  But  in 
the  futui'e,  the  two  will  vie  for  in- 
vestors' orders,  which  could  trade 
in  eithei'  market.  The  result:  lower 
trading  costs  and  better  service. 

As  the  two  major  markets  over- 
lap, some  experts  think  they  could 
one  day  merge  outiight.  In  fact,  the 
dramatic  flurry  of  events  and  un- 
precedented pressure  for  change 
could  force  the  two  into  each  oth- 
er's arms  as  they  scramble  to  hang 
on  to  their  tr-aditional  market  share. 
Tinstbusters  would  look  askance  at 
any  such  deal,  but  the  appeai'ance 
of  new  electronic  and  foi'eign  players 
could  allay  competitive  fears. 

For  now,  the  heat  is  on.  Nasdaq's 
parent  fii-ed  the  opening  salvo  last 
vcar  when  it  broke  into  the  nyse's 


auction-style  trading  system  by  accjuiiing 
the  American  Stock  Exchange  to  battle 
for  listings  against  the  NYSE.  The  rapid 
lise  of  alternative  tradmg  systems,  fueled 
by  orders  from  Internet  brokers,  has 
eroded  both  exchanges'  market  share. 
Ne.xt  month,  a  Secmities  &  Exchange 
Commission  iiile  will  allow  these  so-called 
electronic-communications  networks 
(ecns)  to  become  full-fledged  exchanges, 
paving  the  way  for  them  to  eat  fiuther 
into  the  exchanges'  fi-anchise.  Another 
tlii'eat  looms  in  Eiu'ope,  where  exchanges 
are  consolidating  and  seeking  listings 
from  U.  S.  companies. 

The  Big  Board  is  in  the  eye  of  the 
stomi.  "The  NYSE  is  extraordinaiily  con- 
cerned about  not  getting  left  behind," 
says  Pace  University's  William  C. 
Freund,  a  former  NYSE  chief  economist. 
True,  it  has  a  powerful  brand  as  the 
bourse  of  choice  for  blue-chip  Corpo- 
rate America.  The  market  capitalization 
of  all  NYSE-listed  fii'ms  is  four  times 
that  of  NASDAQ-traded  companies.  But 
New  York's  system,  crowding  some 
5,000  floor  brokers,  specialists,  and 
clerks  onto  one  trading  floor,  is  costly. 

While  New  York  has  adopted  many 
electronic  innovations  to  speed  up  the 
flow  of  orders  to  the  floor,  it  still  lags 
behind  nasdaq  and  most  overseas  ex- 


Tale  of  the  Tape 


The  New  York  Stock  Exchange  and  NASDAQ 
remain  the  two  major  U.  S.  exchanges,  but 
both  are  under  competitive  pressure  from 
alternative  trading  systems: 


% 

OF  NYSE 

%  OF  NASDAQ 

TRADING  SYSTEM 

VOLUME 

VOLUME 

INSTINET  &  OTHER  ELECTRONIC 

4%* 

20% 

COMMUNICATIONS  NETWORKS 

PACIFIC  EXCHANGE  AND 

6 

0 

OTHER  REGIONALS 

NYSE  SPECIALISTS  AND 

83 

0 

FLOOR  TRADERS 

NASDAQ  MARKET-MAKERS 

7 

80 

*BW  estimate;  ECN  trades  are  reported  through  NASDAQ  and  are  not 
tracked  separately. 

DATA:  SECURITIES  &  EXCHANGE  COMMISSION,  EXCHANGES 


til 


its  voting  members  are  floor  traders 


specialists  who  oppose  changes  th 
would  reduce  the  number  of  human  ii 
termediaries  or  even  ditch  the  floor  a 
together.  And  New  York's  stodgy  in 
age  doesn't  appeal  to  Silicon  Valle; 
whose  largest  fimis  gi-ew  up  on  NASDi^ 
and  are  staying  loyal. 

But  NASDAQ  has  its  problems,  to 
Its  parent,  the  National  Associatio 
of  Secmities  Dealers,  waged  a  fier( 
internal  battle  to  buy  Amex  so  NAS 
could  become  a  "niai-ket  of  mai'kets 
offering  the  dealer-based  market  J 
well  as  Amex's  floor-based  auctio: 
But  Amex  continues  to  lose  listing 
NASDAQ's  core  business  is  also  ge 
ting  squeezed.  Regulatory  changi 
have  reduced  the  spread  betwet 
buy  and  sell  quotes — the  basis  c 
which  the  market's  .500  or  so  dealei 
make  their  money.  Dealers,  in  n 
sponse,  have  blocked  changes  th; 
could  fiuther  erode  their  profits. 

Meanwhile,  each  market  is  takii 
on  the  characteristics  of  the  otht 
NYSE's  automatic  order-matching  sy 
tem  now  handles  4S%  of  shai-es  tra 
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"If  everybody  wants  to  be  in 

everybody's  business,  why  do  we 

need  two  markets?"  asks  a  NASD  director 


.  AjkI  tilt'  SK( 's  I'J'JT  iii-dei-handliiig- 
ies,  wliich  made  nasdaq  more  trans- 
rent  by  requiring  dealers  to  display 

their  orders,  made  Nasdaq's  screens 
)re  like  the  Big  Board's  broad  tape. 
)t  all  Uke  the  trend.  Alan  L.  David- 
1,  owner  of  Jericho  (N.  Y.)-based  Zeus 
cuiities  Inc.  and  a  nasd  director,  thinks 
SDAQ  should  retmn  to  its  roots  as  a 
irket  for  small  companies.  Othei"wise, 

says,  "If  everybody  wants  to  be  in 
eiybody's  business,  why  do  we  need 
0  markets?" 

'OD-BYE,  SPREADS?  "It's  a  legitimate 
estion,"  Grasso  admits.  He  believes 
■re  should  be  one  national  mai'ket — so 
ig  as  it's  called  the  New  York  Stock 
;change — that  competes  against  pan- 
ii'opean  or  Asian  mai'kets  that  ah-eady 
'  making  moves  in  the  U.  S.  Indeed, 
asso  has  indicated  to  nasdaq  his  in- 
est  in  discussing  a  joint  venture  of 
ne  sort.  NASD  President  Richard  G. 
tchum  denies  merger  talks,  but  says 
s  willing  to  consider  combining  the 
0  exchanges'  regulatoiy  functions.  "A 
rger  of  the  two  lai-gest  markets  in 
'  world  is  problematic,"  he  adds. 
Before  any  exchanges  disappear,  the 


markets  ai"e  likely  to  see  new  entrants 
mushroom.  The  explosive  gi'owth  of  on- 
line trading,  chiven  by  investors  seeking 
lowest-cost  execution,  has  fueled  the 
rise  of  ecns  that  automatically  match 
buyers  and  sellers.  Online  brokers  use 
them  because  they  dispense  with  costly 
intermediaries.  Instinet,  the  oldest  of 
the  eight  active  ecns,  caters  to  big  in- 
stitutions seeking  to  trade  anonymously. 
Others,  such  as  Datek  Online  Holdings' 
Island  ECN,  sei-ve  retail  investors. 

With  ECNS  now  handling  some  20%  of 
NASDAQ  volume,  they  ftre  robust  enough 
that  the  sec  wants  them  to  become  real 
exchanges,  or  else  post  orders  on  an 
exchange  so  all  investors  can  see  them. 
Island  intends  to  apply  for  exchange 
status  so  it  can  start  trading  NYSE 
shares.  Says  Island  President  Matthew 
Andresen:  "We  want  New  York  to  open 


up   its   monopoly  to   our  system." 

The  NYSE  knows  it  is  under  siege. 
When  one  ECN,  Brass  Utility  Lix:,  ap- 
proached Grasso  a  year  ago  to  talk 
about  a  deal,  the  nyse  perked  up.  The 
ECN,  owned  by  computer-services  com- 
pany SunGard  Data  Systems  and  four 
securities  fu'ms,  explained  that  it  was 
stmggling  vrith  Nasdaq's  evolution  from 
a  system  in  which  dealers  pi'oflt  fi'om 
the  bid-ask  spread  to  one  that  pays  on 
commission.  "It  stimulated  om-  thought 
process,"  says  Grasso,  who  has  since 
opened  discussions  with  Instinet  and 
Bloomberg  Financial  Markets'  Ti-ade- 
Book.  Grasso  hints  he's  looking  to  buy 
an  ECN  rather  than  form  an  alliance. 

How  would  an  electronic  network 
mesh  with  the  nyse  floor?  The  Big 
Board  seems  interested  only  in  the  top 
50  or  so  NASDAQ  stocks:  Internet  low- 
profit  highfliers  like  Amazon.com  Inc. 
or  eBay  Inc.  don't  fit  its  profile.  Grasso 
says  the  ecn — it  would  have  a  brand 
separate  fif-om  the  nyse — ^would  continue 
to  match  orders  on  NASDAQ  stocks  as 
it  now  does.  But  orders  it  can't  match 
would  go  to  an  nyse  floor  speciaUst,  not 
to  NASDAQ.  And  Grasso  insists  that  this 
new  system,  which  could  start  as  eai'ly 
as  this  year,  would  give  investors  a  cost 
break.  How?  Most  likely  by  getting  rid 
of  spreads  and  paying  dealers  the  razor- 
thin  commissions  ecns  collect. 

NASDAQ  vows  to  fight  back.  Ketchum 
insists  he  has  the  better  market.  But 
the  NYSE  will  test  the  loyalty  of  nasdaq 


dealers.  One  caiTot  both  markets  may 
employ  to  attract  orders  is  rebating 
some  of  the  tape  revenue — the  hunch-eds 
of  millions  of  dollars  in  fees  exchanges 
collect  for  making  quotes  available. 
Grasso  denies  he'll  share  tape  revenue, 
while  NASD  figures  sharing  is  inevitable. 

New  Yoi-k's  raid  on  nasdaq  could  be 
rough  on  the  seciuities  industiy.  But  it's 
welcome  news  at  the  sec,  which  for 
years  has  tried  to  inject  more  competition 
into  equity  markets.  Investors  should  be 
happy,  too.  The  Big  Board's  move  will 
redirect  exchanges'  rivahy  away  from 
attracting  coi-porate  listings  and  toward 
cutting  trading  costs.  Finally,  the  Sleep- 
ing Beauty  of  exchanges,  after  slumber- 
ing thi-ough  200-plus  years  with  only  to- 
ken competition,  is  waking  up. 

By  Paula  Dwyer  and  Mike  Mc- 
Namee  in  Washington 


BUSINESS  WEEK  /  MARCH  15,  1999  47 


Finance 


MARKETS 


SO  THEY'RE  OVERVALUED. 
NOW  WHAT? 

Unless  rates  come  down,  stocks  will  remain  vulnerable 


Back  in  December,  most  economists 
and  investment  strategists  were 
betting  that  the  sui'ging  U.  S.  econ- 
omy would  slow  in  1999.  That  would 
make  it  tougher  for  companies  to  show 
significant  earnings  growth  and  for  the 
stock  market  to  knock  off  another  year 
of  double-digit  gains. 

Smpiise.  Tlie  economy  is  fai'  stronger 
than  expected,  economists  are  falling 


STOCKS 
HAVE  HIT  A  PLATEAU... 
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over  each  other  to  boost  their  gross  do- 
mestic product  forecasts,  and  some  in- 
vestment strategists  are  even  increasing 
their  coiporate  earnings  estimates.  "This 
could  be  the  U.  S.  economy's  strongest 
year  of  the  decade,"  says  strategist  Pe- 
ter J.  Canelo  of  Morgan  Stanley  Dean 
Witter.  But  that  good  news  has  been 
all  but  undeiTnined  by  the  bond  mai'ket, 
where  long-term  interest  rates  have 
climbed  about  0.5  percentage  points  to 
5.70%  since  the  first  of  the  year  (page 
26).  With  this  mnup  in  rates,  some  fear 
the  stock  market  has  become  danger- 
ously overvalued,  vulnerable  to  a  steep 
decline  on  any  bad  news. 
TECH  DAMAGE.  Indeed,  long-teiTn  inter- 
est rates  are  back  where  they  were 
right  before  last  summer's  20%  stock 
market  correction.  Worse  yet,  many  on 
Wall  Street  expect  that  the  Fed  "will 
move  toward  higher  short-term  rates 
later  this  year.  Ti'ue,  considering  the 
higher  rates,  the  damage  to  the  stock 
market  has  not  been  that  bad.  The  Dow 
Jones  industrial  average,  at  9276,  is  still 
up  1%  for  the  year,  though  it's  well  be- 
low its  all-time  high  of  9643.3  hit  on 
Jan.  8.  The  Standard  &  Poor's  500-stock 
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index,  dowm  4.1%  from  its  Jan.  29  high, 
is  flat  for  the  year. 

There's  been  some  serious  damage, 
however,  in  the  tech  sector  The  tech- 
heavy  NASDAQ  Composite  Index  is  dovra 
neai'ly  10%  fi'om  its  Feb.  1  liigh,  though 
it's  still  up  3.3%'  so  far  this  year  Many 
of  its  stars  have  tumbled  from  their  re- 
cent highs:  Dell  Computer,  down  25%; 
Intel,  down  19%-;  and  Yalioo!,  down  26%-. 
The  latest  casualty  is  3Com,  which 
dropped  9%-  on  Mar  3  after  the  compa- 
ny projected  a  fall-off  in  earnings.  It's 
now  down  47%  from  its  high. 

Just  because  the  mai'ket  overall  hasn't 
yet  collapsed  doesn't  mean  investors 


...AS  INTEREST  RATES 
HAVE  CLIMBED... 
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have  dodged  the  bullet.  The  market's 
vulnerability  hes  in  its  valuation.  Con- 
.sidei'  one  widely  followed  valuation  mod- 
el, used  by  the  Federal  Reserve,  which 
compares  the  intei'est  i"ate  on  the  ten- 
year  U.  S.  Treasury  bond  vdth  the  for- 
ward price-earnings  ratio  based  on  the 
next  12  months'  earnings  forecasts. 
Economist  Edward  E.  Yardeni,  who 
tracks  that  model  for  Deutsche  Bank 
Securities  Inc.,  says  stocks — with  a  for- 
ward p-e  of  24  and  an  interest  I'ate  of 
5.32% — were  25%-  overvalued  on  Mar  2 
(chart).  That  compares  to  12.4%  over- 
valued at  yearend  when  the  yield  on 
the  ten-year  bond  was  4.6%',  and  16.4%- 
undervalued  on  Oct.  9  when  the  yield 
was  4.8%.  Back  then,  the  s&P  500  index 
was  20%  lower  than  it  is  today.  The  last 
time  the  s&p  500  was  this  overvalued 
was  last  July,  just  before  the  market 
began  a  20%  correction.  And  Joseph 
Abbott,  equity  strategist  for  I/B/E/S  In- 


ternational Inc.,  says  the  last  time  ( 
s&p  was  overvalued  over  this  lonj 
stretch  was  in  the  two  months  befi 
the  1987  market  crash.  ! 
TREADING  WATER.  Is  that  in  the  cai 
now?  Not  necessaiily,  as  periods  of  ov 
valuation  can  drag  on.  "People  don't  i 
theii-  stocks  just  because  interest  ra 
are  up  a  half  a  percent,"  says  Chai 
Pradilla,  cliief  investment  strategist 
S.  G.  Cowen  Secmities  Coip.  "But  wl 
the  market  is  highly  valued,  the  faUi 
from  glitches  in  earnings  or  revenues 
exacerbated.  Wlien  the  market's  und 
valued,  the  reaction  to  earnings  she 
falls  is  a  one-  or  two-day  event."  And 
course,  the  fallout  from  global  finani 
events  such  as  the  Russian  debt  crisis 
more  severe  in  an  overvalued  mar! 
than  it  would  be  in  one  that's  cheap. 

A  better  outcome  for  investors  tl 
the  unspeakable  one — a  swift  colla] 


...AND  PUSHED 
VALUATIONS  SKY-HIGH 
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in  prices — would  be  faster  earnir 
gi'owth.  Indeed,  earnings  tracker  / 
bott  says  estimates  have  inched 
about  1.7%  since  December  But  rrn 
think  the  analysts'  forecasts  of  1 
gi'owth  foi"  s&p  500  earnings  are  ah'e; 
high,  and  likely  face  some  downw: 
revision  as  the  year  goes  on.  Higl 
rates,  says  Stanley  A.  Nabi,  strate^ 
for  money  manager  Wood  Stratheiv 
Winthi-op,  are  raising  interest  expei 
for  companies,  while  the  strongei-  del 
and  continued  economic  weakm 
abroad  cut  the  earning  power  of  U 
multinationals.  Add  to  that  pricing  pr 
sure  and  tight  labor  markets,  "and! 
looks  like  we're  in  foi-  another  year' 
sluggish  earnings  growth,"  says  N^i 
"The  market  will  be  treading  waterj 
least  through  the  first  half." 

Perhaps  the  stock  mai'ket's  best  ho 
for  i-enewed  gains  lies  in  a  bond  marl 
rally.  If  interest  rates  fall  back  f 
yearend  levels,  that  would  go  a  Ice 
way  toward  restoring  the  stock  m: 
ket's  buoyancy.  But  if  the  economy  o' 
tinues  to  show  its  muscle,  it's  goingt 
be  difficult  for  that  to  happen.  , 

By  Jeffrey  M.  Laderman  in  New  W 


There  are  millions  of  stories  in  your 
customer  data.  All  ready  to  be  sold. 

1  prospects  are  hot?  Or  not?  Which  target  groups  need  to  be  ignited. .  .or  simply 
ted?  Instead  of  just  storing  your  customer  data,  why  not  get  the  whole  story  with 
6  Data  Mining  Solution?  Its  the  only  software  that  spans  every  facet  of  the  data 
g  process,  bringing  you  ease  of  use  and  analytical  depth  in  a  smgle  package — one 
raws  directly  from  the  award -winning  SAS  Data  Warehouse. 

oint  and  click.  You  don't  have  to  be  a  statistician,  or  a  database  expert,  to  convert 
irge  amounts  of  data  into  true  business  knowledge. .  .and  ultimately  into  competitive 
tage.  Identify  your  most  profitable  customers.  Gauge  the  effectiveness  of  advertising, 
^e  customer  relationships.  All  without  ever  leaving  your  desktop. 

i  'em  and  reap 

e  patterns  you'll  discover  in  your  customer  data  point  the  way  to  more  prohtable, 
;ive  decision  making.  To  hnd  out  more,  mcluding  real-world  success  stories  and  an 
ciive  demo  of  the  SAS  Data  Mining  Solution,  visit  us  at  www.sas.com/mining 


Analyze  sales, 
products,  and  finances 

Explore  customer 
demographics 

Detect  fraud 

Point-and-click 
graphical  user  interface 

Fully  Web  enabled 

Year  2000  compliant 


SAS  Institute  Inc. 


The  Business  of  Better  Decision  Making 


www.sas.com/mining   E-mail:  bw@sas.com   Phone  919.677.8200 


SAS  IS  a  registered  trademark  of  SAS  Institute  Inc    Copyrigtit  ©  1998  by  SAS  Institute  Inc 
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REAL  ESTATE 


CANARY  WHARF  HAS 
SOMETHING  TO  SING  ABOUT 

All  IPO  is  poised  for  success,  and  Reichmann"s  rep  is  secure 


These  days.  Canadian  real  estate  de- 
veloper Patil  Reichmann  has  reason 
to  feel  \'indicated.  Seven  yeai-s  ago. 
his  plans  to  convert  London's  desolate 
Docldands  into  a  modem  financial  center 
were  scorned  as  speculative  folly.  But 
despite  banki-uptcj^.  a  SIjS  billion  bank  r^ 
financing,  and  even  a  teiTorist  bomb 
scare  in  1996.  he  stuck  it  out.  Now.  if  Ca- 
naiy  ^^'haIf  PLC's  Mai-.  2.5  initial  public  of- 
feiing  on  the  London 
Stock  Exchange  goes 
as  well  as  analysts  ex- 
pect. Reichmann  may 
be  remembered  as  a 
man  ahead  of  his  time. 
"It  takes  someone  with 
a  gi*eat  deal  of  \'ision 
to  put  something  like 
Canaiy  ^^^lal1''  togeth- 
er." says  Alastair  .J. 
Hilton,  a  surveyor 
with  a  London  proper- 
ty evaluators  unit  of 
Ctishman  &  ^^'akefield. 

A  successful  IPO 
will  justify  Reich- 
mann's  \"ision — but  not 
necessai"ily  his  invest- 
ment. His  family  lost 
at  least  SI. 3  billion 
through  Olympia  i: 
York  Development? 
Ltd.  when  Canary 
^^'hal•f  went  bankrupt 
in  1992.  The  family's 
equity  was  \^"iped  out. 
and  he  was  foix-ed  out. 
Xow,  after  assembling 
an  investor  gi"oup  that 
bought  the  development  back  and 
crowned  him  executive  chairman  in 
1995.  Reichmann.  &>.  irill  have  an  ll'~f 
stake  in  the  new  company,  which  \^"ill 
have  a  mai-ket  capitalization  of  S3.S  bil- 
lion to  S4.1  billion.  The  deal,  says  a 
banker  close  to  it.  is  "certainly  not  a 
financial  home  run.  but  it  does  demon- 
strate he  was  i-ighi." 

The  real  \\innei-s  will  be  the  consor- 
tiiun  of  CanaiT  \\li;u'f s  investors,  who 
paid  lendei"s  .$1.2  biilion  to  puU  the  proj- 
ect out  of  bankruptcy.  They  include  mu- 
tual-fimd  guru  Michael  Price's  Mutual 


Series  Ftmd  and  Latu'ence  A.  Tisch's 
CNA  Investments,  each  holding  a  lo.l^c 
stake.  Piice  and  Tisch  will  sit  on  the 
new  company's  boai'd.  New  York  in- 
vestor Simon  Click  will  own  14.8"^; 
Piince  Alwaleed  bin  Talal  bin  Abdulaz- 
iz  Alsaud.  6^^;  investment  banker  Ed- 
mond  Safi"a  and  Republic  National  Bank 
of  New  York.  3*7  each:  other  investors. 
~:2'~c.  and  the  pubhc  25'~f. 


ACANARrSSTORY 


OKmpia  &  York  bankruptcy  admini 
trator  who  now  heads  Ernst  &  Young 
coi-porate  recoveiy  practice. 

Consti-uction  is  under  way  on  HSI 
Holdings  PLC's  global  headquartei-s.  a  4 
stoiy  complex,  Citigiwp's  Salomon  Smr 
Barney  announced  it  will  occupy  600,(X 
squai'e  feet.  One-thii-d  of  the  project 
99.5*"?  occupied,  another  thii*d  under  eoi 
stiTiction  has  "substantial  commitment 
fi-om  tenants,  and  the  rest  will  be  bu 
over  five  to  seven  years,  says  a  proje 
spokesman.  Of  a  planned  13.5  miUic 
squai-e  feet.  S.3  million  has  been  built 
is  about  to  stait  constmction. 
'BOOKING  SIHART."  Indeed,  some  no 
sing  Reichmann's  praises.  "If  [Canai 
'\\1iarf]  didn't  exist.  London  wouldn't 
able  to  house  the  global  financial  se 
tor."  says  Da\id  G.  Steventoru  director 
the  DTZ  Debenham  Thoipe  property  at 
\-iser  Adds  Commerzbank  Global  Equ 


1982  Prime  Minister  Margaret  Thatcher  creates  tax-favorable  enter- 
prise zone  to  revitalize  London's  derelict  Docklands 


1987  Paul  Reichmann,  head  of  property  developers  Olympia  &  York, 
takes  control  of  Canary  Wharf 


1992  Canary  Wharf  goes  bankrupt 


1993  11  banks  orchestrate  a  $1.8  billion  refinancing  of  the  project 


1995  Reichmann  and  a  consortium  of  investors — Saudi  Prince 
Alwaleed,  Loews  Hotel  chain  owner  Laurence  Tlsch,  banker  Edmond 
Safra,  and  fund  manager  Michael  Price — buy  back  Canary  Wharf  for 
$1.2  billion 


MARCH,  1999  Owners  announce  plans  for  a  $4  billion  initial  public 
offering  of  Canary  Wharf  PLC  on  the  London  Stock  Exchange 


tliiUiiii 
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GOOD  PRICES:  Rents  in  Canary  Wharf  average  $25  per  square  foot  lower  tiian  in  the  City 


Beis  aiv  oil  u  tiie  niai'Keis  aive.  out 
the  outlook  seems  rosy.  Rents  are  lower 
in  Canaiy  ^\'haI•f  at  S5S  per  squai'e  foot, 
vs.  SS3  in  the  City,  but  the  gap  is  clos- 
ing. Some  analysts  say  Canan*  "\Miarf. 
which  lost  .§2.5  billion  pretax  in  the  past 
two  fiscal  yeai"s.  may  see  profit  by  2001. 

Credit  buoyant  stock  and  real  estate 
mai-kets  and  a  tenant  list  with  the  Ukes 
of  Credit  Suisse  First  Boston,  Morgan 
Stanley  Dean  Wtter.  Baixlays.  and  Citi- 
group. "Any  project  that  attracts  those 
sorts  of  global  players  has  to  be  taken 
ven-  seriouslv,"  savs  Alan  Bloom,  an 


ue^  analyst  .Jolm  Atkijis:  "■Reieiiman. 
does  come  out  of  this  looking  smart." 

Of  course,  many  hailed  the  Canadian 
Nision  eai-ly  on,  before  London's  real  es 
tate  market  collapsed.  So  long  as  th 
good  times  roll.  Reichmann's  reputatio: 
will  shine.  If  the  project  becomes  a  fuL 
fledged  alternative  to  the  City's  price; 
real  estate.  Reichmann  may  even  re 
store  a  healthy  chimk  of  the  famOy  for 
tune.  But  that  challenge  still  looms  evei 
taller  than  Canary  ^Miarf s  towers. 

By  Kerry  Capell.  with  Heidi  Dau 
ley.  in  London 
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IF  YOU  WANT  TO  SEE  SOMETHING 
done,  just  tell  some  human  beings 
it  can*t  be  done.  Make  it  known  that 
it's  impossible  to  fly  to  the  moon, 
or  run  a  hundred  metres  in  nine- 
point-nine  seconds,  or  solve  FermatV 
Last  Theorem.  Remind  the  world  that 
no  one  has  ever  hit  sixty- two  home 
runs  in  a  season.  Stuffed  eighteen 
people  into  a  Volkswagen  Bug.  Set 
half  the  world  free.  Or  cloned  a  sheep. 
Dangle  the  undoable  in  front  of 
the  world.  Then,  consider  it  done* 


HUMAN  AGHifeVEMENT 


Meirill  Lynch 
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Nearly  invisible,  they  lurk  beneath  the 
substructures  oF  your  business,  noiseless. 
Our  netservers  are  designed  to  operate 
and  repair  themselves 
iLhuman  intervention.  


(Isn't  the  best  technology  the  kind  you 
don't  have  to  think  about?) 

Move  on.  Quit  worrying  about 
the  things  you  cannot  see. 


Engineered  on  a  human  Level. 


®, www.hp.com/pc 


HEWLETT^ 
PACKARD 


Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

COOL  CONDUITS  TO 
HOT  NET  ACTION 

When  it  comes  to  playing  the  heady 
Internet  game,  money  manager 
Robert  Lyon  steers  clear  of  the  high- 
flying, volatile  favorites.  He  thinks  the 
smart  way  to  go  is  to  buy  into  some  of 
the  major  equipment  makere  that  keep 
the  Net  engine  going.  His  top  picks: 
Northern  Telecom  (NT),  a  leading  sup- 
plier of  telecom  gear,  and  Motorola 
(MOT),  a  leader  in  cellular  phone  sys- 
tems, semiconductors,  and  wireless  and 
electronic  products. 

"Nortel  and  Motorola  have  the 
soundest  technology  in  infrastructure 
equipment  for  the  Internet  and  wire- 
less communications  systems,"  says 
Lyon,  president  and  chief  investment 
officer  of  Institutional  Capital  in  Chica- 
go, w^hich  manages  some  Sll  bilHon. 
Compared  with  the  other  Internet 
plays,  he  notes,  Nortel  and  Motorola 
are  undervalued. 

Lyon  says  Nortel,  along  with  Lu- 
cent Technologies,  Is  a  wall-to-wall  sup- 
plier in  eveiT  dimension,  fi"om  wire- 
less to  the  Internet.  The  company  last 
year  acquired  Bay  Netw^orks,  which 
provides  networking  products  such  as 
routers  and  Internet  access  solutions. 

Nortel  and  Lucent  "have  the  entire 
plumbing  for  the  Intemet,"  he  argues. 
"But  Nortel  trades  at  a  great  discount 
compared  to  Lucent."  The  two  compa- 
nies are  expected  to  post  about  the 
same  eamngs  this  year,  he  says,  but 
Lucent's  stock  is  selling  at  ai'ound  100  a 
share  vs.  Nortel's  54.  He  tliinks  Nortel 
should  beat  the  1999  eaiTiings  estimate 
of  S2.20  a  share  and  earn  .$-3  in  2000.  He 


the  consensus  estimate  of  $1.87  a  share. 
Analysts  note  that  Motorola's  tw'o  bright 
markets  are  the  Intemet,  diiven  by  ca- 
ble modems,  and  two-way  messaging. 

Shares  of  Motorola,  which  have  slid 
to  66  from  their  .52-w^eek  high  of  74, 
should  hit  100  in  12  to  18  months,  fig- 
ures Lyon. 


CAMPBELL  WEIGHS 
A  NEW  RECIPE 

Shares  of  Campbell  Soup  (CPB)  are, 
well,  in  the  can.  From  a  52-week 
high  of  nearly  61  a  year  ago,  they  had 
crashed  to  38  by  Mar.  2.  In  1999,  the 
stock  is  down  nearly  30%.  On  Feb.  16, 
Campbell  posted  a  27%  drop  in  sec- 
ond-quarter prof- 
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Lyon's  Internet  Picks 
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sees  the  stock  jumping  to  80  in  a  year. 

Motorola,  notes  Lyon,  is  on  the  come- 
back traO,  with  the  tumai'ound  in  the 
.'Semiconductor  market  and  increasing 
sales  of  digital  cellular  phones  heljjing 
offset  the  weakness  in  overseas  mar- 
kets. ,\nd  its  new  line  of  digital  hand- 
sets, he  adds,  will  help  the  top  and  bot- 
tom line.-.  He  thinks  Motorola  will  beat 


its,  partly  due  to  A  BAD 

lower  soup  sales.  TASTE 
Biscuit  and  con- 
fectionery  sales 
also  slowed.  The 
stock's  slide  has 
accelerated  re- 
cently partly  on 
lumors  that  buy- 
out talks  with 
Philip  Moms  fell 
apart.  What 
stopped  the  talks 
was  the  tobacco 
company's  offer 
to  buy  Campbell 
with  stock.  The 

Don'ance  family,  which  controls  more 
than  50%  of  Campbell  stock,  wanted 
cash  and  was  averse  to  accepting  to- 
bacco shares,  according  to  one  money 
pro  at  a  New  York  investment  bank. 

But  there's  good  news  ahead,  say 
some  big  investors  who  have  begun 
buying  shares.  They  beheve  Campbell 
will  imdertake  a  key  restructuring  to 
boost  profits  and  shares. 
"This  major  move  will  be 
extremely  bullish  for  the 
wav'ward  stock,"  says  the 
banker.  He  thinks  the  com- 

 pany  could  split  in  two,  or 

lA'Ai  100  spin  off  or  sell  its  food-ser- 
vice unit.  A  year  ago,  it 
spun  off  some  noncore 
units,  including  Sw'anson  foods  and  Via- 
sic  pickles.  Campbell  makes  branded 
food  products  worldwide  such  as  soups, 
sauces,  biscuits,  and  confectioneiy  items. 

Analyst  WOliam  Leach  of  Donaldson, 
Lufkin  &  Jem'ette  Seciuities.  who  has  a 
buy  rating  on  the  stock,  figiu-es  Camp- 
bell will  earn  S1.88  a  share  this  year 
and  S2.15  next  veai;  vs.  last  veai-'s  $1.90. 


52-WEEK 
HIGH 


12-MO. 
TARGET 


His  target  for  the  stock;  57.  Campbell 
spokesman  Mike  KQpatiic  declined  com- 
ment as  a  matter  of  company  policy. 

7THSTREET  EYES 
EASY  STREET 

The  tiny  Intemet  content  provider 
known  as  7thStreet.com  (SEVLj 
soon  may  become  a  Web  standout.  It 
provides  advanced,  interactive,  online 
training  courses  and  tutorials — com- 
plete with  fuU  audio  and  graphic-s.  The 
company  is  about  to  announce  a  pact 
with  America  Online. 

7thStreet's  Tutorials.com  wiU  become 
an  "anchor  tenant"  in  aol's  Computing 
and  Workplace  Channels.  It  will  offer 
AOL  users  more  than  200  courses  on 
such  popular  business  applications  as 
Microsoft  Office  95.  as  well  as  pro- 
gi'amming,  networking,  and  Web  use. 

AOL  is  said  to  be  also  eager  to 
launch  a  softw'are  package  that  will 
teach  customers  how  to  set  up  stock 
portfolios  through  7thStreet's  online 
learning  systems.  Other  major  Net  and 
tech  companies  are  due  to  sign  pacts 
with  7thStreet,  including  a  blue-chip 
tech  giant,  a  leading  computer  maker, 
and  several  Net  senice  providers. 

"We  have  a  huge  mai'ket  in  delivering 
emiched  methods  for  learning  every- 
thing on  Internet  software,"  says 
7thStreet.com  President  and  CEO 
Stephen  Gkitt,  a  chief  technnlogA'  officer 
and  chief  operat- 
ing officer  at  POISED  FOR 
Lehman  Bi-othei-s         A  LEAP? 

before     fonning  ,   

Street  Technolo- 
gies in  1995.  The  J 
company  recently 
merged  with  7th 
Level,  a  maker 
of  Net  software 
tools,  renaming 
the  new  company 
7thStreet.com. 

"We  see  7th- 
Street  as  one  of 
the  best  under- 
valued invest- 
ments on  the  In- 
ternet," says  a  New  York  money 
manager  who  has  nearly  5%  of  the 
shares.  The  stock,  trading  at  nearly  3, 
"could  triple  in  12  months."  he  says. 
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For  more  coverage  of  the  markets, 
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28,480,000,000  dollars  in  revenue 

800,000+  integrated  circuits  produced  daily 

200,463  employees  worldwide 
15,000+  dedicated  engineers 

1,450  records  of  invention  per  year 

190  product  lines 

169  global  manufacturing  sites 

163  quality  awards  (past  3  years) 

123  IRL  and  CART  wins 
90+  years  of  experience 
53  union  partnerships 

51  customer  service  centers 

40  joint  ventures 

36  countries 

27  technical  centers 
25  customer  teams 

6  hours... a  new  product  or  process 
4  regional  headquarters 
3  business  sectors 

1  COMPANY 

delphiauto.com 

NYSE  under 
the  symbol 

DPH 
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Probably  you  don't  think  of  anyone  at  your  company  as  a  node  either.  They're  users.  People.  Individuals. 

Your  network  should  recognize  individuals  too.  And  it  can,  right  now,  with  Novell  Directory  Services:  (NDS"). 

With  NDS  software,  everyone  on  your  network  has  o  unique  profile.l 
They  can  access  the  network  online  to  get  all  the  necessory  business  tools  even  when  they're  away  from  the  office.  With  one  password,  t( 
network  identifies  which  files  ond  applications  they  may  use,  while  restricting  access  to  secure  or  sensitive  documents. 

NDS-enabled  applications  monitor  the  system  to  correct  problems  like  Y2K  before  they  turn  into  downtime.  NDS  is 
designed  to  work  on  a  variety  of  platforms  like  NetWare;,  NT  and  UNIX  ,  because  different  people  and  departments  have  different  needs 

You  need  a  network  of  people,  not  nodes.  You  need  a  networking  specialist.  You  need  No\l 
www.novell.com/node  or  1-800-509-1800 


Novell 
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Economics 


COMIViENTARY 

By  Christopher  Farrell 


STRONG  GROWTH  WILL  SHRINK  THE  WAGE  GAP 


Is  rising  inequality 
the  inevitable  con- 
sequence of  eco- 
nomic growth?  Over 
the  past  two  de- 
cades, it  sure  has 
seemed  that  way. 
The  very  forces  pro- 
pelling growth  in  the 
U.  S. — the  ever- 
increasing  promi- 
nence of  the  micro- 
processor, 
heightened  interna- 
tional competition, 
and  widening  de- 
regulation of  the 
economy — have  also 
boosted  demand  for 
highly  skilled,  educated  worKers 
the  expense  of  those  with  fewer 
skills.  The  result:  a  dramatic  widen- 
ing of  the  wage  gap.  For  example,  in 
1980,  the  median  male  college  grad- 
uate earned  about  a  third  more  than 
the  median  high  school  graduate;  by 
1993,  that  gap  had  widened  to  more 
than  70%. 

In  today's  economy,  employers 
continue  to  place  a  premium  on  edu- 
cation and  skills.  But  this  trend  to- 
ward higher  inequality  may  ha\^e 
just  about  iim  its  course — and  could 
even  be  about  to  reverse — for  tkree 
reasons.  First,  continued  low  unem- 
ployment rates  mean  that  companies 
will  have  no  recourse  but  to  hire  and 
train  less  skilled  workers.  Second, 
the  supply  of  skilled  workers  is 
swelling,  which  wall  hold  down  wage 
gi'owth  at  the  top.  And  last,  infomia- 
tion  technologies  are  more  user- 
friendly  than  before, 
making  them  more 
accessible  to  the  less- 
educated  worker.  "I 
might  be  congenitally 
optimistic,  but  we 
may  be  at  a  turn," 
says  economist 
Jared  Bemstein  of 
the  Economic  Policy 
Institute,  a  Washing- 
ton (D.  C.)-based 
think  tank  that  regu- 
larly publishes  statis- 
tics tracking  the 
wage  gap. 


The  most  important  factor  helping 
to  reverse  the  pattern  of  rising  in- 
equahty  is  the  unemployment  rate, 
now  at  a  tkree-decade  low  of  4.3%. 
"Help  wanted"  signs  are  everywhere, 
as  retail  stores,  warehouses,  and  all 
manner  of  other  businesses  are  des- 
perate for  workers.  The  search  for 
workers  has  meant  that  companies 
have  been  willing  to  pay  higher 
wages,  even  at  the  bottom  of  the 
income  spectmm.  The  result:  Low- 
income  workers  have  been  gaining 
gi-ound.  In  1993,  houi'ly  wages  of  a 
median  worker — one  right  in  the 
middle  of  the  income  distribution — 
were  2.03  times  the  earnings  of 
workers  in  the  lowest  tenth  per- 
centile. In  1997,  the  wage  ratio  had 
dropped  to  1.93  times,  the  lowest  fig- 
ure in  16  years,  according  to  the 
Economic  Policy  Institute. 

Low  unemployment  looks  like  it  is 


LABOR  MARKETS  WILL 
CONTINUE  TO  TIGHTEN... 


...AND  THE  WAGE  GAP 
MAY  BEGIN  TO  DECLINE 
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DATA:  BUREAU  OF  LABOR  STATISTICS.  REGIONAL  FINANCIAL  ASSOCIATES;  KEVIN  M,  MURPHY.  UNIVERSITY  OF  CHICAGO 


going  to  turn  out 
to  be  a  long-term 
phenomenon.  The 
U.  S.  labor  force  is 
projected  to  grow 
at  less  than  a  1% 
annual  rate  over 
the  next  two 
decades,  down 
sharply  fi-om  the 
2.3%  pace  of  the 
1970s  and  1980s 
(chart).  "The  econo- 
my is  facing  perenni- 
ally tight  labor  mar- 
kets during  the  next 
c(uarter-century,  and 
that  will  help  alle\'iate 
a  ftu-ther  widening  in  in- 
come inequahties,"  says  Mark  Zandi, 
economist  at  Regional  Financial  As- 
sociates Inc. 

Of  course,  even  as  the  position  of 
low-income  workers  has  improved, 
the  top  workers  have  been  doing 
even  better — in  fact,  spectacularly 
well.  Over  the  past  year,  wages  and 
salaries  for  managers,  professionals, 
and  other  white-collar  workers  in 
the  private  sector  have  risen  by 
4.2%,  compared  with  3.2%  for  every- 
one else. 

NEW  COURSES.  Yet  this  show  of  in- 
equality may  be  only  temporary.  The 
gains  at  the  top  may  be  exaggerated 
by  the  strong  performance  of  the 
stock  market,  which  has  dramatically 
pumped  up  bonuses  on  Wall  Street. 
In  the  rest  of  the  economy,  those 
same  stock  market  gains  have  pro- 
vided a  temporary  windfall  to  em- 
ployees— primarily  white-collar  work- 
ers who  receive  stock 
options. 

But  over  the  long 
term,  the  forces  of  sup- 
ply and  demand  are  like- 
ly to  work  in  favor  of 
closing  the  inequality 
gap.  Already,  the  supply 
of  skilled  workers  is  ex- 
panding rapidly  as  more 
and  more  people  absorb 
the  New  Economy's  mes- 
sage: Education  pays. 
The  supply  of  youngsters 
attending  college  has 
swelled  dramatically.  In 
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No  matter  how  careful  you  are.  some  risk  can't  be 
avoided-  Fireman's  Fund  helps  manage  that  risk  by 
customizing  coverage  to  the  needs  of  your  business. 
So  if  you  have  to  take  a  few  chances  on  your  way  from 


IICFNSE    TO    GET    ON    WITH  ITr 


point  A  to  point  B.  at  least  you'll  be  well  protected,  — Fireman's 


Fund 


Spectrum  Income  Fund 


DOMESTIC 
HOLDIMS 


1*% 


A  DIVERSinED 
APPROACH 
TO  HIGHER  INCOME 

T.  Rowe  Price  Spectrum  Income  Fund  offers  a  complete  port 
folio  in  a  single  investment — a  diversified  portfolio  of  mutual 
funds  well  structured  to  provide  an  attractive  level  of  income  for 
long-term  investors. 

Seeks  high,  steady  income 
with  long-term  growth.  The 

Spectrum  Income  Fund  invests  in 
up  to  nine  T.  Rowe  Price  mutual 
funds  chosen  for  their  return 
potential  and  for  the  way  they 
perform  relative  to  one  another. 
The  fund's  "mix,"  as  shown  in  the 
chart,  represents  a  range  of 
investments  that  react  individually 
to  market  movements — which 
should  help  you  benefit  from  a 
variety  of  market  conditions,  both 
domestic  and  foreign.  In  one  step, 
you  achieve  a  diversified  portfolio 
that  pursues  high,  steady  income 

with  reduced  risk.  Of  course,  yield  and  share  price  will  fluctuate 
with  interest  rate  changes. 

A  proven  performer.  The  Spectrum  income  Fund's  investment 
strategy  has  proven  effective  and  has  earned  a  five-star  (★****) 
rating  for  its  overall  risk-adjusted  performance  from  Morningstar.' 
The  fund  was  rated  among  1,505  and  1,004  taxable  bond  funds  for 
the  three-  and  five-year  periods  ending  1/31/99,  respectively. 

Invest  with  the  experts.  T.  Rowe  Price  and  its  affiliates  manage 
over  $145  billion  in  assets  for  more  than  six  million  individual  and 
institutional  accounts.  $2,500  minimum  investment  ($1,000  for 
IRAs).  No  sales  charges. 


/       HIGH-  \ 

/    DIVn)ENn  \ 

'  Ql  A1IT\  BONDS  \ 

/       EQl  ITIES  1 

SHORT-rRRM  / 

\         i,()«ER-  1 

\     SECl  RITIFS  / 

Aim  bonds/ 

FOREIGN 
HOLDINGS 


6.28% 

Current  30-dav  vield 
as  of  1/24 199 


X  

MaiwKin);  Risk 

Through  I>i\erMfRiiii'iii 

Asm- 

1  1 

TKiiwI'tta' 
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6.57%  8.55%  „  1 9.96V.  are  the  1-year,  S-ytar,  and  since  inception  ((1/29/90)  average  annual 

rulurns,  respeclively,  for  ihe  pcrKuls  ended  12/.-il/98,  Figures  include  changes  in  principal  value,  reinvested 
dividends,  and  capital  gain  distributions. 

.Morningstar  proprietary  ratings  reflect  historical  risk-ad| listed  performance  through  l/M/99  These  ratings  are  subject 
to  change  monthly  and  are  calculated  from  the  fund's  i-  and  vyear  average  annual  returns  in  excess  of  90-day  Treasury 
bill  returns  with  appropriate  fee  adjustments  and  a  risk  factor  that  reflects  fund  performance  below  90-day  Treasury  bill 
returns.  The  fund  received  5  stars  for  the  .V  and  vyear  periods.  The  top  ID'S,  of  the  funds  in  an  investment  category 
receive  i  stars. 

I'as!  lU'i  iV.i  mance  cannot  guarantee  future  results.  Read  the  prospectus  carefully  before  investing.  T.  Rowe  Price 
iiv.c-'r.iiiii  Services,  Inc  Distributor.  spio-i-o.v) 
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1979,  some  49%  of  high  school 
graduates  went  on  to  college  the 
following  fall.  In  1997,  a  recorti 
67%  went  on  to  college.  Thanks 
largely  to  this  supply-side  re- 
sponse, the  wage  gap  between 
high  school  graduates  and  those 
with  a  four-year  college  degree 
has  been  stable  since  1993,  ac- 
cording to  Kevin  M.  Mui'phy, 
economist  at  the  University  of 
Chicago  (chart,  page  58).  Indeed, 
he  says,  it  is  only  after  adding  in 
advanced  degi'ees,  such  as  mb.'^s 
and  law  degi-ees,  that  wage  in- 
equality creeps  higher. 
COMPUTER  COMFORT.  Even  those 
with  little  education  are  adding 
to  their  knowledge.  Community 
colleges  have  evolved  into  the 
bricks  and  mortar  of  a  national 
training  system.  Employers  are 
no  longer  concentrating  their 

Low-wage  workers 
will  continue 
to  benefit 
from  tight  labor 
markets 


training  dollars  on  a  favored 
elite.  Their"  stepped-up  training 
efforts  increasingly  embrace  all 
woi'kers. 

What's  more,  computer  litera- 
cy has  spread  ft-om  the  techno- 
logical elite  into  the  mainstream. 
Many  people  have  gi'own  accus- 
tomed to  working  with  comput- 
ers at  home  and  in  the  work- 
place, and  much  common 
software  has  become  easier  to 
use.  For  the  average  person,  for 
example,  Windows  98  is  less  in- 
timidating than  MS-DOS. 

Economists  have  continually 
underestimated  the  U.  S.  econo- 
my's ability  to  generate  fast 
gi'owth  along  with  low  inflation. 
The  one  dark  spot  has  been  in- 
equality. But  going  foi-ward,  the 
New  Economy  will  once  again 
put  income  equality  back  at  the 
center  of  the  American  economic 
experience. 


Farrell  covers  the  economy 
from  Minnesota,  where  the  un- 
employment rate  is  2.5%. 
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No  matter  what  your  day  brings,  you  brought  the  right  notebook. 

The  reliable  Fujitsu  LifeBook "  E  Series.  Load  up  the  two  Multi-function  Bays  with  what  you  need  and  go. 
You  can  even  swap  out  options,  without  powering  down.  Great  idea.  And  a  great  value,  with  models  starting 
at  *I499'.  It's  technology  designed  to  let  you  focus  on  more  important  things,  like  your  business. 

FUJITSU 

FUJITSU  PC  CORPORATION  ^^^j/^ 

1-888-4--ON-THE-CO     WWW. f  yji+5y.|>c  .co^n 
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THE  INTERNET 


CAN  ROAD  RUNNER 
GET  UP  TO  SPEED? 

Time  Warner's  Net-access  wonder  has  growing  pains 


To  heai-  Time  Warner  Inc.  Chaimian 
Gerald  M.  Levin  tell  it,  Road  Run- 
ner is  one  hot  product.  Still  in  the 
early  phases  of  its  rollout,  the  ser- 
vice offering  supeifast  Internet  access 
over  cable-TV  hnes  has  signed  up  more 
than  200,000  households  paying  $40  per 
month — on  top  of  their  cable  bills — and  is 
adding  more  than  5,000  per  week.  Says 
Levin:  "It  is  the  clearest  path  to  lai'ge  In- 
ternet profits." 

But  as  corporate  animals  go.  Road 
Runner  has  also  been  a  strangely  quiet 
bird.  Fourteen  months  after  being  an- 
nounced by  Time  Warner  and  MediaOne 
Group,  its  owners  stUl  seek  a  ceo  to  run 
it.  And  wliile  its  cliief  cable-modem  ser- 
vice countei"part.  At  Home  Coi-p.,  has 
been  making  waves  with  a  soaring 
stock  price  and  the  planned  $7.5 
billion  acquisition  of  Web 
portal    Excite  Inc., 
Road  Runner  has 
remained  a 


NOT  ENOUGH 
BEEP-BEEP  YET 

PLUSES  FOR  ITS  PARTNERS... 

►  Engine  of  broadband  growth  for  Time  Warner 
and  other  cable  operators 

►  Microsoft  gets  to  provide  software,  browser, 
and  E-mail 

►  Compaq  is  building  PCs  ready  for  cable  modems 

►  Could  go  public  or  merge  with  At  Home 

...BUT  WATCH  OUT  FOR  FALLING  ANVILS 

►  Clunky  official  name  "ServiceCo"  suggests  uneasy 
partnership  with  MediaOne 

►  Has  searched  14  months  for  a  CEO 

►  America  Online  and  others  are  lobbying  for 
equal  access  to  cable  systems'  networks 

►  Lacks  soaring  stock,  like  At  Home's,  to  make 
acquisitions 


private  company  that  seemed  imcertain 
even  of  what  to  call  itself. 

This  has  led  to  much  speculation  that 
Road  Riumer  is  merely  being  fattened 
for  a  merger  with  At  Home;  after  aU,  it 
encompasses  cable  markets  reaching  a 
potential  market  of  30  million 
homes,  while  At  Home 
covers  sepai'ate  ter- 
ritory twice  as 
big.  But  Levin 
and  other  Time 
Warner  execu- 


tives insist  that  despite  failed  merger 
talks  last  yeai;  Road  Rimner  plans  to  go 
it  alone  for  now.  That,  along  with  the 
sei-vice's  wobbly  stall,  has  some  analysts 
and  media  rivals  alike  puzzled.  "I  think 
Road  Rmmer  is  at  a  real  disadvantage  if 
it  remains  independent,"  says  ING  Baiings 
Furman  Selz  analyst  Frederick  W. 
Moi"an.  "It  will  be  critical  to  be  a  fully  in-  ^ 
tegi'ated  national  player  when  the  land- 
scape gets  more  competitive  in  two  years 
or  so." 

For  now.  Road  Runner  is  not  lacking 
for  big-name  partners  or  funds.  Last 
Jime,  Microsoft  Coi-p.  and  Compaq  Com- 
puter Coi-p.  tlrrew  in  a  combined  $425 
million  for  10%  each,  enough  to  fimd  the 
rollout.  And  Road  Runner's  backers  say 
it's  not  missing  out  on  buying  portals 
with  rich  stock,  as  At  Hom.e  did.  "My 
behef  is  that  the  Excite  deal  is  about 
getting  access  to  a  lot  of  customers," 
says  Glenn  Britt,  president  of  Time 
Wamer  Cable.  "We  are  installing  cable 
modems  as  fast  as  we  can." 
HARD  TO  INSTALL.  Certainly  the  hot 
realm  of  broadband  Web  access  is 
attracting  eveiyone  fi"om  aol  to 
phone  companies.  Cable-mo- 
dem services  can  download 
Web  information  100  times 
faster  than  residential  telephone 
lines  and  ai"e  always  "on"  when 
.  subscribers  flick  on  their 
computers.  Still,  there  ai*e 
J  drawbacks.  Installation  is 
complex  and  can  cost  an 
extra  $100,  although  simpler 
modems  should  liit  retail  stores  in 
a  few  months. 

Analyst  Ablii  ChaM  at  Jupiter 
Commujiications  estimates  there 
will  be  6.8  million  cable-modem 
subscribers  by  2002,  roughly  2 
million  via  Road  Runner,  vs. 


45.2  million  households  using  cheaper, 
slower  dial-up  sei-vices.  "To  really  trigger 
mass  adoption,  prices  will  have  to  come 
down,"  says  Chald.  Time  Warner  officials 
aren't  so  sure.  In  their  Portland  (Me.) 
cable  system,  13%  of  homes  being  of- 
fered the  service  are  taking  it — a  re- 
mai-kable  figiu-e,  consideiing  only  25%  of 
U.  S.  homes  take  Web  access. 

Each  of  Road  Riumer's  ownei-s  has  its 
own  reasons  for  wanting  a  piece  of  the 
action.  In  addition  to  the  obvious  gains 
in  subscriber  revenues — with  as  much 
as  75%  going  to  the  cable  system — Time 
Wamer  also  gets  to  dictate  much  of  Road 
Runner's  content  and  could  make  it  a 
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"To  BECOME  A  I^Ex\J3JllR  IN  FINAJVCIAI.  SER\^CES.  ChASE  BanK  OF  TeXAS 
NEEDED  TO  EQUIP  MORE  THAN  l.OOO  RELATIOiVSHIF*  >LVNAOERS  AND 

PRODUCT  SPECL^T.ISTS  WITH  A  TRLTE  COMPETITIVE  AOVAIVTAGE! 

Nobody  works  banker's  hours  anymore.  At  Chase  Bank  of  Texas,  bringing  good  ideas  to  clients  is  a  24x7  proposition. 
To  leverage  its  knowledge  about  its  clients.  Chase  Bank  of  Texas  chose  Siebel  Enterprise  Applications  to  provide  its 
bankers  with  the  most  comprehensive  client  information  system.  Now,  their  bankers  have  become  true  "relationship 
managers",  offering  clients  value-added  financial  services  across  business  lines.  The  result?  Cross-selling  income 
has  soared  dramatically  and  client  retention  is  up  sharply.  To  find  out  how  Siebel  can  make  your  organization  more 
competitive,  call  1-800-273-9913  or  visit  Siebel  at  www.siebel.com. 
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"You  can  learn  a  lot  by  studying  Bill  [Gates].  And  you  can 
learn  the  most  by  studying  what  he  does  year  after  year." 

—Warren  Buffet,  quoted  in  Fortune 


How  to  Think  and  Act 
Like  a  Microsoft  Manager 
and  Take  Your  Company 
to  the  Top 


theX  "2^ 

SIMPLE 
SECRETS  OF 
MICROSQFOT 


G 


DAVID  THIELEN 
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at  Microsoft  to  discover  the 
management  techniques  that 
have  made  Bill  Gates  the 
richest  man  in  the  world — 
and  learn  how  you  can 
propel  your  company  to 
Microsoft -like  heights. 
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platfoiTn  for  a  i-ange  of  E-commerce  busi- 
nesses it  plans.  Microsoft  views  Road 
Runner  as  a  "showcase"  for  its  Web 
wai'es,  says  Chief  Financial  Officer  Gre- 
goiy  B.  Maffei;  its  Windows  NT  software 
■drives  much  of  the  system,  Internet  Ex- 
plorer is  the  default  bi'owser,  and  Mi- 
crosoft also  plans  to  make  its  Hotmail 
the  sei"vice's  E-mail  provider.  Later  this 
year,  Compaq,  which  Microsoft  brought 
into  the  deal,  will  begin  shipping  com- 
putei-s  designed  to  connect  more  easily  to 
cable  modems. 
EXECUTIVE  SEARCH.  For  all  the  powerful 
players,  there  are  kinks.  One  is  the  long 
delay  in  ftnding  a  GEO  all  agi-ee  on.  Road 
Rimner  is  using  the  same  headhunters 
that  placed  At  Home  ceo  Thomas  A. 
•Jermoluk,  and  Britt  says  it  hopes  to  an- 
nounce one  soon.  But  until  then,  any  at- 
tempt at  an  initial  public  offeiing — which 
could  value  the  company  at  .$7  bOlion — is 
on  hold.  Then  there's  the  Road  Rimner 
parent  company's  odd  name:  Sei-viceCo 
LLC,  wliich  soimds  like  a  cai-pet-cleaning 
outfit.  Time  Warner  brass  say  delays  se- 
eming use  of  the  Road  Runner  trade- 
mark from  theu"  Wamer  Brothers  Inc. 
subsidiary  stem  partly  from  trouble  per- 
suading MediaOne — with  which  Time 
Wamer  has  butted  heads  in  the  past — 
that  the  name  was  worth  paying  for. 

If  a  merger  with  At  Home  does  hap- 
pen, it  too  would  need  the  blessing  of 
MediaOne,  which  owns  34%  to  Time 
Warner's  .37%,  but  has  an  equal  say.  An- 
other key  is  Tele-Communications  Inc. 
ChaiiTTian  John  C.  Malone,  set  to  be  a  big 
shai-eholdei'  in  at&t  once  its  acquisition  of 
TCI  closes.  TCI  in  turn  controls  At  Home, 
and  the  Feb.  1  annoimcements  that  AT&T 
will  ofter  local  phone  service  over  Time 
Warner  cable  lines  drew  the  companies 
closer.  Moreover,  Tci's  Liberty  Media 
Group  Inc.,  wliich  Malone  i-uns,  holds  9% 
of  Time  Wai-ner,  giving  liim  considerable 
clout  to  finesse  a  deal. 

If  no  merger  materializes,  analysts  say, 
Road  Runner  could  have  trouble  down 
the  road  competing  with  bigger  At  Home 
for  content  and  to  sign  on  more  cable 
outlets  once  its  existing  subscriber  base  is 
mined.  In  the  short  term,  Michael  W. 
Hanis,  president  of  broadband  consulting 
firm  Kinetic  Strategies  Inc.  in  Phoenix, 
notes  that  Time  Warner  and  MediaOne 
ai"e  sigiiing  up  cable-modem  customers 
faster  than  anyone  in  the  industiy.  "It's 
funny,"  says  Harris.  "At  the  system  lev- 
el, they're  kicking  butt,  but  at  the  cor- 
porate level  they're  still  having  prob- 
lems." There's  no  question  the  bu'd  has 
legs.  But  how  far  can  a  headless,  name- 
less Road  Runner  go? 

By  Richard  Siklos  in  New  York,  with 
Ronald  Grover  in  Los  Angeles 
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The  Workplace 


LABOR  RELATIONS 


CAN  DELPHI 
TUNE  UP  IN  TIME? 

Its  GM  spin-off  is  nearly  complete,  but  its  turnaround  isn't 


W 


I  hen  600  top  executives  of  Del- 
'phi  Automotive  Systems  Corp. 
gathei'ed  in  December  to  plot 
their  futiu'e  as  an  independent 
company  soon  to  be  spun  off  from  Gen- 
eral Motors  Coi-p.,  they  took  their  in- 
spiration from  a  gi'oup  of  Temptations 
lookalikes  hii-ed  to  per- 
form a  remake  of  the 
Motown  classic,  Get 
Ready,  Here  I  Come. 
The  musicians  changed 
the  lyrics  to  celebrate 
Delphi's  biith  as  a  new 
$28  billion  auto  parts 
company,  which  sold 
18%  of  its  shares  to 
the  public  in  early 
February.  Before  the 
tune  ended,  Delphi 
Chairman  and  ceo  J.  T. 
Battenberg  III  leaped 
onstage  and  joined  the 
dance  number. 

It  was  a  sight  few 
would  have  expected 
from  the  straitlaced 
exec,  a  38-year  gm  vet- 
eran. But  Battenberg 
wants  the  world,  and 
Delphi's  employees,  to 
see  him  in  a  new  light. 
As  GM  prepares  to  spin 
off  the  rest  of  Delphi 
later  this  year,  Batten- 
berg must  hustle  to 
transfoiTn  his  low-mar- 
gin GM  albatross  into  a 
nimble  competitor  ca- 
pable of  holding  its  own 
in  the  fast-consolidating 
auto-parts  industiy. 

To  succeed,  Delphi 
will  need  to  drum  up 
contracts  from  other 
auto  companies  while 
also  protecting  its 
lifeblood  GM  business. 
But  Delphi  is  no  Lucent 
Technologies  Inc.,  the 
telecom-equipment  com- 
pany that  AT&T  spun  off 


to  win  more  business  from  lival  phone 
companies.  Insteatl,  GM  is  dumping  Delplii 
because  it  is  saddled  with  low  productiv- 
ity, high  labor  costs,  and  stiife  with  the 
United  Auto  Workers  (UAW). 

So  is  Battenberg  on  a  Mission:  Im- 
possible! "This  is  a  chance  of  a  lifetime 


to  redesign  a  whole  company,"  says  the 
55-year-old  executive,  who  benchmarked 
the  best  companies  across  many  indus- 
tries to  set  new  standards  for  Delphi. 
His  game  plan  is  to  forge  a  partner- 
ship with  the  UAW,  much  as  gm  itself 
is  trying  to  do.  Battenberg  hopes  to 
persuade  union  leaders  that  Delphi  can 
become  competitive  through  joint  labor- 
management  efforts  to  lift  productivity 
rather  than  by  slasliing  jobs  or  pay.  He 
already  has  made  progi'ess  in  vdnning 
over  some  local  uaw  leaders. 
"JUGGLING  ACT."  But  Battenberg  will  be 
tiptoeing  thi^ough  a  minefield.  The  UAW  is 
geaiing  up  to  bai'gain  for  a  new  gm  labor 
pact  in  September,  uaw  President 
Stephen  P.  Yokich  is  intent,  union  insiders 
say,  on  locking  in  Delphi's  cuirent  pay- 
and-benefit  levels  by  keeping  the  compa- 
ny under  gm's  contract  for  as  long  as  pos- 


68  BUSINESS  WEEK  /  MARCH  15,  1999 


nUW  UU  YUU  FKhFAKt  NAIUKAL  tiAb 
OR  A  LONG  JOURNEY  TO  SOME  COLD,  REMOTE  LOCATION? 

■  ,  :  ■    Chill  IT,  OF  COURSE.    :,.:.::-  :-  .y  :-  '^ 


Delivering  vast  quantities  of  natural  gas  over  great 
distances  gets  to  be  not  only  logistically  difficult, 
but  expensive.  So  Phillips  Petroleum  developed  a  ■ 
proprietary  means  of  producing  liquefied  natural 
gas,  a  process  that  chills  the  gas,  shrinking  it  over 
600  times,  turning  it  into  a  liquid  form  that  is 

i 

For  a  copy  of  our  annual  repon,  call  918-661-3700,  write  to:  Ph 

■  or  visit  us  at  ww. 


economically  feasible  to  transport.  Phillips  licenses , 
this  unique  process  to  develop  remote  sources  of 
natural  gas  around  the  world.  It's  a  valuable  tech- 
nology and  another  prime  example  of  whatsit  v 
means  to  be  The  Performance  Company. 

PHILLIPS  PETROLEUM  COMPANY^ 

Ihps  Annual  Report,  B-41,  Adams  Blclg.,  Bartlesville,  OK  74004, 
w.phillips66.com, 


The  Workplace 


sible.  Yokich  is  even  willing  to  consider 
giving  GM  a  six-year  pact  instead  of  the 
typical  three — sometliing  GM  has  long  de- 
sired— to  keep  Delplii's  (iM-level  benefits. 

If  GM  goes  along— it  still  owns  82%  of 
Delphi — Battenberg  will  have  his  hands 
tied  for  years.  Publicly,  he  insists  that 
"Delphi's  relationship  with  the  UAW  is 
good."  Privately,  though,  Delphi  insiders 
say,  the  company  will  demand  a  sepa- 
rate agreement,  with  lower  wages  for 
new  hires  and  more  flexible  work  rules. 
Says  one  top  Delphi  executive:  "It's  a 
juggling  act  of  epic  proportions." 

Battenberg  had  better  be  an  expert 
juggler.  He  presides  over  an  empire 
that  exemplifies  some  of  gm's  worst 
traits.  With  80,000  workers  sprawled 
across  48  U.S.  and  Canadian  plants, 
Delphi's  productivity  is  among  the  low- 
est in  the  industry.  Its  employees  earn 
the  same  as  gm  assembly  workers:  .$20 
an  hour,  vs.  $13  at  rival  unionized  auto- 
parts  makers  and  $10  at  nonunion  ones. 


BAD  BLOOD 


li's  battles  with 
the  UAW  sparked  most  of  GM's  19 
strikes  since  '93.  But  more  openness 
-and  stock  options-have  helped 


Delphi's  drive  to  become  competitive 
has  fed  endless  battles  with  the  uaw, 
sparking  most  of  the  19  strikes  that 
have  plagued  gm  since  1993.  Battenberg 
himself  has  often  seemed  part  of  the 
problem.  With  his  tailored  suits,  gold 
cufflinks,  and  blunt  talk  about  high 
union  pay,  Battenberg  has  been  an  easy 
target  for  UAW  leaders  lashing  out  at 
gm's  hard-line  labor  stance  ever  since 
he  took  over  the  money-losing  unit  in 
1992.  In  1995,  he  thi-eatened  to  sell  or 
close  14  Delphi  plants  if  the  uaw  didn't 
make  major  changes.  Battenbe  rg  has 
also  cut  the  UAW  out  of  Delphi's  expan- 
sion: 60%  of  its  200,000  worker.^  are 
outside  the  U.S.  and  Canada  today, 
mostly  in  low-wage  countries,  vs.  38%  in 
1992.  Three  years  ago,  Yokich  snapped 
that  the  only  way  Battenberg  could  im- 
prove labor  relations  was  "to  quit." 

Yet  Battenberg's  bold  moves  have 
begun  to  pay  off.  By  shedding  dozens  of 
noncore  assets  and  pushing  remaining 
factories  to  adopt  leanei-  manufacturing 
techniques,  Battenberg  has  turned  a 
company  that  lost  $1  billion  in  1991  into 
one  that  made  a  modest  $370  million 
last  y«ar  (before  special  charges).  Bat- 
tenberg also  has  bid  successfully  on  non- 
GM  contracts.  Ford  Motor  Co.  picked 
Delphi  to  build  sliding  doors  for  its  1999 


Windstar.  And  Volkswagen  recently 
awarded  it  a  $20  million  contract  for 
steering  wheels  and  airbags.  Such 
moves  have  expanded  non-GM  sales  from 
13%  of  Delphi's  revenues  in  1993  to  21%, 
today.  Battenberg  says  Delphi's  non-GM 
business  can  jump  by  10%>  a  year  by 
2002  if  he  can  persuade  the  UAW  to 
make  ftuther  improvements.  That  would 
push  the  total  to  33%. 
MISTRUST.  He  may  yet  succeed  at  bring- 
ing the  UAW  on  board.  He  managed  to 
patch  up  bitter  relations  at  Delphi's 
brake  plant  in  Dayton,  Ohio,  where  a 
1996  strike  shut  gm's  entii'e  North  Amer- 
ican caiTnaking  opei-ation.  gm  gave  some 
gi-ound  there,  but  the  misti-ust  lingered. 
Union  leaders,  who  feared  that  Delphi 
wanted  to  close  the  plant,  were  skeptical 
last  year  when  the  company  said  Dayton 
was  losing  money.  So  Battenberg  allowed 
the  imion  to  biing  in  an  independent  au- 
ditor to  examine  the  factoiy's  books.  "I'll 
do  anytliing  to  improve  communication," 
he  says.  "It's  impor- 
tant that  people 
have  tiaist." 

The  gesture 
worked,  says  Joseph 
Buckley,  head  of 
UAW  Local  696  in 
Dayton,  where 
workers  have  since 
begun  to  collaborate 
with  management  to  boost  efficiency. 
"Frankly,  it  caused  us  to  come  to  the  re- 
alization that  some  of  the  things  we  did 
in  the  past  to  retain  work  were  not  in 
the  best  interests  of  the  business,"  says 
Buckley.  "Now,  we  can  better  help  them 
nm  the  business." 

Battenberg  is  sending  other  such  sig- 
nals. To  give  workers  a  stake  in  the 
new  company,  he  bon-owed  an  idea  from 
Lucent  and  awarded  each  of  Delphi's 
200,000  employees  woridwide  2.5  to  100 
"foimdere'  gi'ants,"  or  stock  options,  dui  - 
ing  the  Febinary  IPO,  worth  a  total  of 
.$480  million.  Battenberg,  who  gets  a 
big  chunk  of  those  gi'ants  himself,  also 
reserved  employees  5  million  shares  of 
the  100  million  issued.  More  than  50,000 
workers  snapped  up  even  more,  for  a 
total  of  8  million  shares,  valued  at  $148 
million.  And  nearly  two-thirds  of  the 
buyers  were  union  members,  Batten- 
berg notes  proudly. 

So  while  Battenberg  has  begun  to 
forge  a  new  relationship  with  the  UAW, 
he'll  still  need  to  do  some  fancy  foot- 
work to  maneuver  through  the  spin- 
off and  fall  labor  talks.  It  could  be  a 
while  before  he's  joining  in  any  chorus 
of  another  Motown  oldie,  DaHcing  in 
the  Streets. 

By  Joann  Midler  in  Detroit 
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Know  thy  customer.  New  Business  Intelligence  software  tools  can  help  you 
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ey,  you  might  manage  it  differently.  Less  than  10"/ii  ol  corporate  flata  is  ever 

rage  the  "other  90%"  of  your  data  assets  and  turn  hiisiness-as-usual  into  Business  hiteUigence.  So  you  can 
sad  them.  Identity  and  reward  best  customers.  And  give  your  people  on  the  spot  the  tools  to  make  hetter-intormed 
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The  inside  story 


ichael  C.  Ruettgers  has  many  fine  qualities. 
Subtlety  is  not  one  of  them.  He  pi'oved  that 
liis  fu-st  clay  on  the  job  at  emc  Coip.  It  was 
i;)S8,  and  the  data  storage  company  was  reel- 
ing fi'om  quality  control  problems  that  caused 
its  products  to  crash  without  warning.  Ruett- 
gers had  been  brought  in  to  fix  the  mess. 
Calling  a  morning  meeting  that  fii-st  day,  he 
took  out  a  pile  of  airsickness  bags  from  his  briefcase  and 
]3laced  one  in  front  of  each  seat  ai'ound  the  conference  table.  As 
the  gi-oup  filed  in,  the  sturdy  six-footer  stood  with  his  arms 
folded.  Then,  raising  one  of  the  paper  bags  in  his  hand,  he  de- 
livered his  opening  remarks:  "The  quality  of  our  products 
makes  me  want  to  puke." 

Hai-dly  the  way  to  make  friends  if  you're  the  new  guy.  But 
Ruettgere  (pronounced  lut-gei's),  always  blunt  and  quick  off  the 
mark,  has  never  won-ied  much  about  what  others  tliink.  His 
temperament  seems  pm-e  New  England  Yankee,  though  he 
gi'ew  up  in  five  countiies  ai'ound  the  globe.  Flinty  and  sti"aight- 
talking,  the  resei"ved  executive  is  no  motivational  speaker.  Yet 
he  has  managed  to  reenergize  emc  engineers  and  marketers 
alike.  In  the  process,  Ruettgers  has  taken  Hopkinton  (Mass.)- 
based  em('  on  a  wild  and  hugely  successful  nde. 

Ruettgers  has  not  only  saved  emc  fi"om  extinction,  in  little 
more  than  a 
decade  he  has 
transformed  a 
sputtenng  tech- 
nology has-been  into  one  of  the  hottest  gi-owth  stories  of  the 
hot-growth  1990s. 

Wlien  Ruettgers  become  ceo  in  1992,  profits  were  just  $30 
miUion;  they  should  top  $1  billion  in  1999.  Meanwhile,  he  has 
tripled  margins,  to  more  than  20%,  wMle  boosting  sales  from 
$386  million  in  1992  to  an  expected  $5.3  billion  this  year  That 
sizzling  record  was  enough  to  eani  emc  the  No.  8  spot  on  the 
Business  Week  50 — oiu-  exclusive  tlii-ee-yeai'  ranking  of  the  top 
peifonners  among  the  500  companies  in  the  Standai'd  &  Poor's 
index — as  well  as  No.  9  on  our  Info  Tech  100,  the  best  it 
companies  of  1998. 

Investors  have  noticed.  Over  the  past  year,  emc  shares  re- 
turned 167%,  to  98.  That  topped  the  performance  of  such 
high-tech  stalwarts  as  Microsoft,  Intel,  Cisco,  and  even  the 
almighty  DeU.  A  dollai'  invested  in  emc  a  decade  ago  would  to- 
day be  worth  a  si:)ectacular  $36,196.  Among  the  S&P  500  com- 
jjanies,  only  shares  of  Dell  Computer  Coip.  have  performed 
better  dming  that  time.  Even  with  its  lofty  traihng  price- 
eaiTiings  ratio  of  67,  emc  continues  to  be  one  of  the  Street's  fa- 
vorite picks.  One  key  reason:  Even  in  a  computer  industiy 
dowiituni,  EMC  sales  tend  to  be  resilient  because  storage  de- 
mand continues  to  gi'ow  as  corjDorations  generate  more  and 
more  data  on  existing  computer  networks.  That's  why  in- 
vestors believe  EMC  should  weather  the  cuirent  tech  sell-off 
better  than  most.  "EMC  is  the  next  technology  franchise  along 
with  Microsoft,  Intel,  and  Cisco,"  says  Menill  Lynch  &  Co.  an- 
alyst Steven  R  Milunovich. 

The  next  Cisco?  It  wasn't  so  long  ago  that  eyes  glazed 
over  at  the  mention  of  something  so  arcane  as  computer  net- 
woi'king  equijjment.  But  look  how  Cisco  Systems  Inc.  soared. 
Similai'ly,  emc's  computei'  storage  equipment — big,  reftigerator- 
size  boxes  that  can  store  the  equivalent  of  100  milHon  tax 
retmTis- — hai'dly  gets  the  blood  nasliing.  But  it  should.  Just  as 
speedy  and  reliable  networking  opened  the  floodgates  to  cy- 
berspace and  E-commerce,  ever  more  tiU'bochai"ged  storage  is 
a  key  building  block  of  the  Internet. 

KEY  PLAYER.  With  each  online  mouse  click,  either  a  fi"esh  bit  of 
data  is  ci'eated  or  already-stored  data  is  retrieved  fi'om  all 
those  Web  sites,  filled  with  data-rich  photos,  stock  graphs, 
and  music  videos.  And  the  thousands  of  new  Web  pages  cre- 
ated each  day  need  a  safe,  stable  place  to  hang  out.  Increas- 
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ingly,  that  place  is  inside  one  of  EMC's  big  boxes.  In  the  past 
year,  emc  has  snagged  such  new  customers  as  Web  portal 
Excite,  and  Amazon.com. 

All  that's  on  top  of  the  hea\'y  demand  for  industrial-strength 
storage  already  in  use  by  scores  of  big  coi-porations,  including 
MCI  WorldCom,  Delta  Aii'  Lines,  and  Visa  Intemational.  Wliat's 
driving  the  gi'owth  is  a  cmshing  imperative  for  coiporations  to 
milk  eveiy  bit  of  information  they  can  for  competitive  advan- 
tage. That  has  turned 
the  once  prosaic  stor- 
age industiy  into  a  key 
strategic  player  of  the 
InfoiTnation  Age.  And  no  one  is  better  positioned  to  capitalize 
on  it  than  market  leader  EMC.  With  its  35'%.  market  shai'e,  it 
boasts  as  customers  the  world's  top  20  telecom  outfits,  90%  of 
the  world's  major  airlines,  and  the  25  largest  U.  S.  banks. 
Thanks  to  demand  gTowing  at  80%  a  yeai",  the  industiy  should 
zoom  from  $10  billion  in  sales  in  1998  to  more  than  $35  billion 
by  2001,  according  to  International  Data  Coi-p. 

How  Mike  Ruettgers  came  to  dominate  this  mushrooming 
industiy  and  position  emc  to  exi^loit  the  data  exi^losion  is  a  tale 
of  Dai-winian  suivival  if  ever  there  was  one.  In  the  high-tech 
sweepstakes  of  the  1990s,  scores  of  companies  have  been  bom, 
then  failed — or  tlnived  only  to  be  bought  by  others.  Ruettgei-s 
has  avoided  both  fates  and  built  a  powerhouse  in  the  process. 
HUGE  PAYOFFS.  Ruettgei-s  has  succeeded  by  creating  a  cultiu'e 
as  hard-driving,  buttoned-down,  and  blue-suited  as  IBM  ever 
was  in  its  glory  days — one 

worlds  apart  from  the  studied    T<llP'j"'l"(JPTQ  ITIP'I" 

casual  culture  of  Silicon  Valley.  ^ ^^6^^  ^  lUC  t 

Yet  he  has  managed  to  move  in 

trailblazing  directions  that  at  times  seemed  dowTuight  ci-azy  to 
even  his  own  top  executives.  Twice  in  foui-  years,  he  looked 
past  profitable  markets,  seeing  huge  payoffs  in  untested  new 
markets  before  anyone  else.  And  both  times,  Ruettgers  hit  it 
just  right,  propelling  emc  to  tremendous  gTowth.  Says  John  F. 
Ciumingham,  an  EMC  du'ector:  "Tlie  major  tiling  he  brought  the 
company  is  that  he's  a  veiy  strategic  thinker" 

That's  a  quality  Ruettgers  insists  hasn't  come  natm-ally  to 
him.  Instead,  liis  ability  to  think  three  chess  moves  ahead 
has  developed  slowly  over  time.  The  oldest  of  four  cliilch-en,  he 
grew  up  seeing  the  world.  His  father,  a  U.  S.  Air  Force  officer, 
moved  the  family  ai'oiuid  the  globe  with  each  new  posting.  By 
the  time  Mike  was  17,  he  had  lived  in  thi-ee  continents.  The 
constant  moving,  he  now  tliinks,  forced  liim  to  learn  how  to  live 
without  getting  too  attached  to  places  and  fiiends.  That  has 
helped  foster  the  studied,  analytic  detachment  that  allows 
Ruettgers  to  make  clean  breaks  and  move  in  new  du-ections. 

There  were  other  lessons  as  well.  In  1956,  when  Mike  was 
14  and  the  family  was  living  in  England,  his  dad  whipped 
into  shape  one  particularly  shoddy  squadron,  then  flew  to 
Washington  to  receive  an  award  fi"om  the  Joint  Chiefs  of 
Staff.  "Watching  him  go  thi'ough  that,  I  realized  how  good  it 
feels  to  be  part  of  a  winning  team,"  Ruettgers  says. 


But  Ruettgers  still  had  a  lot  of  gi-owing  up  to  do  when  ht 
went  off  to  study  engineering  at  his  father's  alma  mater,  the 
University  of  California  at  Los  Angeles.  Wliereas  liis  dad  wa> 
a  football  hero,  Ruettgers  frittered  away  his  time  playing 
cards  or  driving  to  the  beach  in  his  red  Tiiumph  to  meet 
girls.  Ruettgers  soon  dropped  out  and  lost  his  Navy  scholar- 
ship. It  was  a  low  point.  "I  had  to  come  out  the  other  side  t. 
develop  some  judgment  and  focus,"  he  now  says. 
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Ruettgei-s  redeemed  himself  at  a  small,  all-male  Catholic  col 
lege,  St.  Maitin's,  in  Olympia,  Wash.,  a  place  he  now  refers  t' 
as  "the  penalty  box."  Living  at  home  with  his  family,  he  ini 
proved  liis  gi-ades,  and  in  his  junior  yeai'  he  ti-ansfeiTed  to  Ida 
ho  State  University.  Ruettgers  studied  hard  and  started  de 
voiuing  The  Wo//  Street  Journal,  promising  himself  that  h 
would  someday  become  a  ceo.  A  B+  student,  Ruettgers  wa 
not  a  star.  But  he  scored  well  on  tests,  and  when  a  reciniteji 

from  Harvard  business  schoclsii 
stopped  by,  Ruettgers  apphe([ 
and  was  soon  accepted. 

Harvard  classmates  needleil 
him  as  an  "Okie  from  Musko 
gee,"  where  he  was  bom.  Ruetl 
gers,  lanky  and  often  in  cowbo 
boots,  did  stick  out  as  a  bit  of 
countiy  boy.  Still,  "he  was  e> 
tremely  thorough  by  inclination, 
says  classmate  Benjamin  li 
Griswold,  now  senior  chaiiTna 
of  BT  Alex.  BrowTi. 

Ruettgei-s  landed  at  Raytheo 
Co.  in  19(58  and  worked  on  d( 
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sloping  the  complex  Patiiot  missile.  He  rose  to  general  man- 
ner of  the  computer  sei-vices  organization  by  1978  and  even- 
lally  oversaw  the  sale  of  that  business  for  $10  million,  four 
Ties  what  his  boss  recommended.  But  Ruettgere  quit  when  he 
as  told  that  he  would  never  reach  the  top  without  an  engi- 
!ering  degi-ee.  His  next  stop,  in  1981,  was  Keane  Inc.,  which 
Ivised  companies  on  building  big  softwai'e  applications.  Ruett- 
trs'  work  caught  the  eye  of  John  F.  Keane,  the  chaiiTnan  and 
president.  "Most  people  in  tech- 
nology have  either  an  entrepre- 
neiuial  creative  flail-  or  a  process 
orientation,"  he  says.  "You  don't 
see  them  that  often  in  the  same 
person — but  Mike  has  both." 

By  1987,  Ruettgers  grabbed 
the  chance  to  become  cliief  oper- 
ating officer  of  Technology  Fi- 
nancial Sei-vices,  a  small  Boston 
_  tech  consultancy.  Although  not  a 

W  ^  huge  success,  tfs  went  from  los- 

f^m  ing  money  to  a  modest  profit 

^^^^  under  Ruettgers.  Geoffrey  Wol- 

^^^^k.  lacott,  who  ran  computer  infor- 

mation systems  practice  at  tfs, 
says  he  got  an  eai-ly  taste  of  the 
Ruettgers  management  style: 
"He's  a  man  of  few  words,  but 
he  can  shoot  you  a  glance  that 
can  stop  you  dead." 

After  just  18  months  with  tfs, 
Ruettgers  was  on  his  way  to 
Austin  to  run  Datapoint  Coq)., 
an  electronics  company  acquii'ed 
by  corporate  raider  Asher  B. 
Edelman.  But  emc  founder  and 
ChaiiTnan  Richaixl  J.  Egan,  a  tfs 
director  who  had  been  impressed 
with  how  Ruettgers  handled  a 
consulting  job  for  emc,  had  an- 
other idea.  "My  tramp  cai'd  was 
that  I  knew  Mike's  wife,  Mau- 
reen, didn't  want  to  leave  Mass- 
achusetts," says  Egan.  He  played 
his  card,  and  Ruettgers  anived 
back  in  Boston  with  liis  aii'sick- 
ness  bags  in  hand, 
^nd  that  was  just  the  start.  Four  months  into  Ruettgers' 
V  job  as  head  of  operations  and  customer  sei-vice,  emc's 
'duct  quality  problem  erapted  into  a  full-blown  crisis.  Eveiy 
ce  of  equipment  the  company  sold  was  ciusliing  because  emc 
i^ineers  failed  to  detect  faulty  disk  drives  supplied  by  nec 
ip.  Ruettgers  made  a  seiies  of  marathon  swings  across  the 
ntry  to  meet  pereonally  with  customei-s.  In  Denver  and  Salt 
ke  City,  he  came  face  to  face  with  the  scope  of  the  cata- 
Dphe  when  managers  broke  down  in  tears  because  theu' 
fiputer  operations  were  a  shambles.  "Nothing  can  really 
■pare  you  for  that,"  Ruettgers  says. 

FENT  MIX.  Rushing  back  to  headquarters  40  miles  outside 
;ton,  Ruettgei-s  confen-ed  with  Egan,  then  offered  to  replace 
faulty  paits  or  buy  whole  new  systems.  "Some  months  we 
re  shipping  more  IBM  systems  than  oui-  own,"  Ruettgers 
.  ^.  In  less  than  a  year,  emc  bunied  tlirough  $100  million.  To 
i,  EMC's  products,  Ruettgers  liired  engineering  specialists 
^  D  tore  apart  the  chives  to  locate  the  flaw.  He  also  organized 
1  V  quality  controls,  scratuiizing  and  testing  eveiy  batch  of 
]  ts  and  eveiy  finished  system  that  moved  tln-ough  the  com- 
1  ly.  To  stay  afloat,  senior  managers  took  a  20%  pay  cut. 
'  e  were  technically  bankrapt,"  Ruettgers  says. 
Throughout  the  ordeal,  Ruettgers  kept  a  cool  head.  He 

H 


MAKE  FOR 
STUNNING 
PROFITS 


NET  PROFIT 

MILLIONS  OF  DOLLARS 


^4,    '95    f96    '97    '38  .'93 
EST 


Ever  lose  sleep  over  what  goes  on  inside  all  those 
big  boxes  with  the  blinking  lights  that  store  oceans 
of  data?  Probably  not.  It  may  seem  arcane,  but  the 
interaction  between  a  corporate  computer  network  and 
its  data  storage  systems  is  a  backbone  of  business. 

Here's  how  it  works:  Text,  images,  or  numbers  are 
turned  into  digital  form,  and  those  electronic  data 
streams  flow  from  servers  and  mainframes  to  a  single 
storage  unit  containing  dozens  of  linked  disk  drives. 
When  a  computer  needs  data  back,  the  storage  system 
locates  it,  puts  it  into  the  proper  format,  then  spits  it 
out.  At  a  large  corporation,  that  can  mean  trillions  of 
transactions  a  day. 

Sounds  simple,  but  it's  not.  The  disk  drives  and 
computer  chips  that  go  into  today's  large  storage  sys- 
tems are  essentially  commodities.  What  sets  EMC's 
technology  apart  is  its  software,  which  coordinates  the 
fast  movement  of  data  in  and  out  of  its  storage  units, 
even  as  they  perform  other 
important  tasks.  Those  in- 
clude replicating  stored 
data  to  other  EMC  ma- 
chines for  backup  and  en- 
suring that  the  most 
sought-after  data  are  readily 
accessible.  Developing  the 
software  has  cost  EMC 
more  than  $1  billion  in  the 
past  nine  years.  But  it  has 
given  the  company  a  big 
lead  over  rivals,  says  Mor- 
gan Stanley  Dean  Witter  an- 
alyst Gillian  Munson.  Now, 
EMC  plans  to  spend  anoth- 
er $1  billion  on  software  by 
2001.  Arcane,  maybe. 
Mundane,  not  at  all. 


Some 
storage 
systems 
must 
handle 
trillions  of 
transactions 
a  day 
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pumped  up  the  sales  troops  with  a  potent  mix  of  encourage- 
ment and  fear.  His  young,  mostly  male  marketing  staff,  re- 
craited  from  local  schools  such  as  Boston  College  and  Noith- 
easteni  University,  leans  toward  fomner  hockey  and  football 
jjlayers — "a  bunch  of  ex-athletes  nonning  thi'ough  walls  at  100 
miles  per  hoiu',"  as  Harold  R.  Dixon,  vice-president  for  North 
American  sales  puts  it.  And  Ruettgers  knew  just  how  to  get 

them  fii'ed  up.  Soon  af- 
ter EMC  posted  its  fifth 
quarterly  loss,  Ruett- 
gers  walked  into  a 
sales  meeting.  He  picked  up  a  marker  and  wi'ote  "0-5"  on  a 
whiteboai-d.  Two  silent  minutes  ch-agged  by.  Tlie  ex-jocks  start- 
ed to  fidget  and  gi-ow  wamn  under  their  staixhed  wliite  collar's. 
Finally,  Ruettgei-s  spoke.  "Tliat's  not  the  BC  football  record,"  he 
said.  "That's  your  record  over  five  quarters." 

But  even  then,  Ruettgers  was  looking  beyond  the  quality 
problem.  He  reasoned  that  emc  had  a  shot  at  developing 
woi-ld-class  products  and  growing  large  by  focusing  on  a  single, 
big  rival.  His  game  plan  was  to  deliver  a  superfast  storage  sys- 
tem that  companies  could  use  for  ready  access  to  then-  most 
important  infomiation.  He  had  been  seivicing  customers  that 
used  IBM  mainframes  since  gi'aduating  from  business  school. 
Ruettgers  came  to  realize  that  most  companies  use  only  about 
20%  of  theii'  stored  data  for  most  of  theii-  daily  operations.  Get- 
ting at  that  key  data  faster  would  be  worth  a  lot,  he  reasoned. 
PRICE  POWER.  In  1990,  with  the  quality  issue  resolved  and 
Ruettgers  by  then  EMC's  president,  he  acted  with  lightning 
speed.  He  ordered  the  cancellation  of  nine  major  product  lines, 
compi-ising  80%  of  revenues,  in  order  to  attack  IBM  with  all  emc 

had.  The  nixed  products  pro- 
vided storage  for  minicomputei"s 
made  by  Digital  Equipment, 
,        ^  Wang,  Unisys,  and  others  that 

09 Sl   J.  vJ  were  then  booming. 

It  was  a  gutsy  move,  emc 
had  barely  $10  million  for 
research  and  development, 
against  IBM's  vast  resources. 
emc  managers  lined  up  out- 
side Ruettgers'  office  to  chal- 
lenge the  wisdom  of  taking  on 
Big  Blue.  "I  thought  I  had  a 
very  viable  business,"  says 
David  A.  Donatelli,  who  ran 
EMc's  storage  product  line  for 
Hewlett-Packard  Co.  comput- 
ers. "I  told  Mike,  'You  ai"e  tak- 
ing away  my  kid,  it  can 
gi'ow.' "  One  by  one,  Donatel- 
li's  counterparts  made  similar 
arguments  to  Ruettgers.  All  to  no  avail. 

The  transition  took  six  months,  but  Ruettgei-s  was  proven 
right — IBM  mainframe  customers  switched  over  to  emc  so 
swdftly  that  revenues  didn't  even  hiccup.  The  big  advance:  a 
way  to  replace  the  giant  memoi-y  devices  then  commonly  used 
with  a  host  of  inexpensive  disk  drives  linked  together.  And 
hungiy  for  business,  Ruettgers  undercut  rivals'  prices. 

Delta  and  Electronic  Data  Systems  Corp.  were  among  the 
first  big  companies  to  switch.  Delta  went  so  far  as  to  waive  a 
freeze  on  capital  expenditures  so  that  it  could  chuck  its  old  IBM 
and  Hitachi  Ltd.  geai'  to  buy  $8  million  worth  of  EMC  machijies. 
emc's  units  were  "faster,  more  reliable,  and  about  30%  cheap- 
er than  our  other  stuff,"  says  Jolin  Kijig,  at  the  time  a  Delta  in- 
foiTnation  technology  vice-president  and  now  pi-esident  of  con- 
sulting company  Transfonn  it.  The  EDS  contract  was  an  even 
bigger  win,  taking  an  entii-e  quarter  to  fill.  From  $9  million  in 
1990,  net  profits  hit  $30  milhon  by  1992. 
Tliree  years  after  setting  its  sights  on  Big  Blue,  emc  had 
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10 

years,  EMO's 
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BORN  1942,  Muskogee,  Okla. 

EDUCATION  BS,  1954,  Idaho  State 
University;  MBA,  1967,  Harvard 
business  school. 

FAMILY  Married,  two  daughters 
and  a  son. 

FAVORITE  COUNTRY  GROWING 

UP  England,  because  he  learned  how 
to  play  cricket  there.  Also  lived  in 
Japan  (photo  above),  Turkey,  and 
Germany  as  son  of  an  Air  Force  pilot. 

MOST  HUMBLING  EXPERIENCE 

Flunking  out  of  UCLA  and  losing  a 
Navy  scholarship:  "I  had  to  come  out 
the  other  side  to  develop  some  judg- 
ment and  focus." 

BIGGEST  INVESTING  MISTAKE  Exercising  EMC 
stock  options  in  1992  for  a  net  gain  of  $343,000  to 
pay  bills.  Today,  they  would  be  worth  $24.8  million. 

NUMBER  OF  CUSTOMERS  MET  WITH 
LAST  YEAR  600. 

MOST  COVETED  EMC  SOUVENIR  A  poster  of 
Ruettgers  holdmg  up  a  fist  with  blue-stained  knuck- 
les, taunting  IBM:  "Had  Enough,  Big  Blue?" 

COLLEAGUES  ENVY  HIM  BECAUSE  He  sleeps  so 
well  on  planes  and  in  cars. 

TRADEMARK  ATTIRE  At 

work:  Custom-made  suits  from 
Louis  Boston.  At  home:  Cow- 
boy boots  and  khakis. 

HIDDEN  TALENT  Gourmet 
cook,  especially  coq  au  vin, 
prepared  with  game  birds 
from  hunting  jaunts. 

FAVORITE  BOOK  The  Killer 
Angels,  the  Civil  War  novel  by 
Michael  Shaara. 


FAVORITE  WEB  SITE  Yahoo! 

HOBBIES  Golf,  fishing,  hunt- 
ing, playing  pool,  reading 
military  history. 
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j  When  I  was  diagnosed  with  prostate  cancer,  my  first  concern  was  ridding  myself  of  the  cancer.  But  I  was  also 
j  concerned  about  possible  postoperative  side  effects,  like  erectile  dysfunction  (E.D.),  often  called  impotence. 
So  I  asked  my  doctor  about  treatment  options. 

I  I'm  speaking  out  now  in  the  hope  that  men  with  E.D.  will  get  proper  treatment  for  a  condition  that  affects 
j  millions  of  men  and  their  partners. 

Most  E.D.  cases  are  associated  with  physical  conditions  or  events,  like  the  prostate  cancer  surgery 
I  underwent.  The  most  common  causes  of  E.D.  ii^clude  diabetes,  high  blood  pressure,  spinal  cord  injury,  or 
surgery  for  the  prostate  or  colon.  E.D.  can  also  be  associated  with  smoking,  alcohol  abuse,  or  psychological 
I  conditions  such  as  anxiety  or  stress. 

The  good  news  is  that  many  effective  treatments  are  available  for  E.D.  But  the  important  first  step 
is  to  talk  to  your  doctor.  Together,  you  and  your  doctor  can  decide  which  treatment  is  best  for  you. 

Now  it's  up  to  you  to  get  the  treatment  you  need  tor  E.D.  My  advice  is  to  get  a  medical  checkup. 
It's  the  best  way  to  get  educated  about  E.D.  and  what  can  be  done  to  treat  it.  It  may  take  a  little  courage, 
hut  I've  found  that  everything  worthwhile  usually  does. 

For  more  information  about  erectile  dysfunction,  please  call  1-800-433-4215. 

GET  EDUCATED  ABOUT  E-D. 
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tojjpled  IBM  as  the  leading  supplier  of  storage  for  IBM's  own 
mainframes.  In  1992,  Dick  Egan,  EMC's  founder  and  chairman, 
realized  it  was  time  to  hand  over  the  CEO's  job.  Although  the 
company  had  staited  out  as  a  family  business — even  today,  foiu' 
Egan  family  members  remain  on  the  eight-person  board — he 
realized  EMC:'s  fiitiu'e  lay  in  Ruettgers'  hands. 

Ruettgers  promptly  bet  the  business  again.  This  time,  the 

gambit  was  based  on 
innovative  but  un- 
proven  software  for 
connecting  different 
tyiJes  of  computers  to  a  single  storage  system.  It  was  another 
remai-kable  display  of  Ruettgers'  knack  for  anticipating  the  in- 
dustiy's  dii-ection  and  getting  there  fii-st — in  this  case,  ftiUy  two 
years  ahead  of  the  competition.  It's  what  one  emc  executive 
calls  Ruettgers'  "ability  to  see  in  3-D  and  color." 

How  did  he  figiu-e  it  out?  By  sitting  in  Moline,  III,  Ustening 
to  the  tales  of  woe  of  a  data  center  manager  for  Deere  &  Co. 
Like  most  coiporations,  .John  Deere  had  invested  millions  in 
computer-  networks.  Pi'oblem  was,  the  new  sei-vers  weren't  as 
reliable  as  maiiifi'ames  and  crashed  more  often.  Even  worse, 
users  were  generating  tons  of  important  business  informa- 
tion that  now  lay  scattered  ai'ound  the  company  on  a  bimch  of 
incompatible  macliines.  "I  could  see  how  bitter  he  was  about 
the  situation,"  Ruettgers  recalls.  "And  it  was  like  a  light  bulb 
went  on:  Wliat  about  a  single  storage  system  that  could  hold 
data  ft-om  lots  of  different  computers?" 
BASHING  BIG  BLUE.  It  seemed  so  obvious.  But  again,  emc's  se- 
nior management  was  skeptical.  Says  board  member  Cun- 
ningham: "There  was  major 
concem  that  the  margins  in 
this  new  business  would  be 
substantially  lower"  What's 
more,  emc  had  ti'oimced  IBM 
in  record  time  in  mainframe 
storage.  Now,  Ruettgers  was 
saying  that  fight  was  over 
and  they  had  to  scramble  af- 
ter an  imtested  mai'ket.  "We 
were  piinting  money  and  we 
could  see  gTowth  of  20%  for 
another  two  years,"  recalls 
Dixon.  "Why  the  hell  would 
we  want  to  redeploy  in  a 
market  that's  not  even 
shaped  yet?" 

Ruettgers,  though,  had 
made  up  his  mind.  When 
Dixon  and  others  still  tned 
to  dig  in  then-  heels,  Ruett- 
gei"s  clamped  Ms  mouth  shut 


1995,  EMC's  sales  staff  hadn't 
really  gotten  behind  the  push, 
and  Symmetiix  sales  were  50% 
beliind  tai-get.  To  make  matters  W I  D  PI  I  D  £[ 
worse,  Ruettgers  had  told  the 
outside  world  of  liis  .$200  miUion 
target.  Now,  he  had  to  shift 
EMC  into  overdrive  or  risk  los- 
ing confidence.  One  evening  he 
ordered  huge  crates  of  the  un- 
sold equipment  into  the  offices 
of  his  sales  managers.  Climb- 
ing over  the  big  boxes  to  get  to 

their  desks,  staffers  found  a    CrSZV— GVGfl 

Ruettgers  note  demanding  that  ^ 
the  crates  stay  put  until  sales 
were  on  track.  "I  wanted  them 
to  know  this  was  not  business 
as  usual,"  he  says.  tOD  6X605 

It  took  tlii'ee  months  to  cleai*  ~ 
the  offices.  But  Ruettgers  was  right  again.  The  system  was  so 
vei-satile  that  emc  was  able  to  chai-ge  a  stiff  preiTiium.  Sales  hit 
the  $200  million  mark  as  planned,  then  soai-ed  to  $800  million  in 

1996.  By  1998,  open  storage  contributed  more  than  half  o: 
emc's  $4  billion  in  revenues. 

Now,  EMC  is  roainng.  But  Ruettgers  isn't  standing  still.  Foi 
nearly  the  past  tlii-ee  years,  liis  team  of  engineers  has  beer 
working  feveiishly  to  position  the  company  for  the  vast  storag( 
needs  of  the  E-commerce  age.  Cuirently,  E-commerce-relate( 


The  CEO's 


ideas  have 
at  times 
seemed 


to  his  own 


Ruettgers  with 


so  tightly  that  his  lips  turned  wliite.  "  'Thanks  for  yoiu-  opin- 
ion,' "  Dixon  recalls  him  saying.  "  'This  is  not  a  democracy. 
Get  your  guys  in  line  and  let's  go  do  it.' " 

By  Thanksgiving,  just  10  months  after  Ruettgers  visited 
Deere,  EMC'  was  nearly  ready  to  launch  its  Symmetrix  "open 
storage"  systems.  Thanks  to  the  new  software,  Symmetrix 
could  pluck  data  stored  earliei-  fi'om  different  tyi:)es  of  com- 
puters and  send  the  infoiTnation  back  to  the  proper  user  with- 
out mix-up.  Calling  a  meeting,  Ruettgers  scribbled  the  figure 
■'200  million  on  a  wWteboard,  announcijig  it  as  the  revenue  tai'- 
for  the  product's  fij'st  yeai'.  With  few  executives  convinced 
(jf  i.ny  mai'ket  at  all,  emc''s  vice-president  of  mai-keting,  Hai'old 
W  A::o,  turned  to  his  neighbor  and  whispei'ed:  "He's  nuts." 

Eai  ly  results  were  not  encoiu'aging.  At  the  end  of  March, 


business  accuimts  foi'  only  a  fi-action  of  total  sales.  But  the  com  , 
pany  expects  it  to  become  a  major  driver  of  gi'owth.  Already [ 
customei-s  lil^e  Chai'les  Schwab  &  Co.  and  Cisco  rely  on  emc  t([ 
store  much  of  the  data  for  millions  of  dollars  of  E-commerc(  ^ 
transactions  daily.  EMC  is  also  luring  a  new  breed  of  cus- 
tomei-s,  companies  like  Excite  and  Amazon.com,  too  small  to  fr ' 
the  typical  emc  customer  jai-ofile  in  eveiy  respect  except  one—  li'i 
the  massive  storage  requiremoTits  of  theii'  online  businesses. 

But  even  before  the  full  pimch  of  the  E-commerce  busines.^  iv 
kicks  in,  Ruettgers  has  ah-eady  raised  emc's  bar  again.  Th<  in, 
market  opportunity  he  sees  this  time:  providing  entii-e  net 
works  of  storage  that  will  enable  companies  to  provide  a  "dats 
tone"  so  that  employees  can  plug  computer  into  wall  jacks  thai 
would  allow  them  to  begin  feeding  and  retrieving  stored  dats 
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e  y  ur  b  ain,  the  n  w  L  nd  Rov  r  autom  tic  Ily  adj  sts  to  anytli  ng 


troducing  the  most  techiiologiciilly 
[\  aiiced  Land  Rover  eA  er. 

When  it  came  to  creatin.^  the  all-new 
Ltnery  Series  II,  we  didn't  lea\  e  any- 
iit;  (jLit. 

I'.esides  being  completely  reengineered 
1  t<;ttally  redesigned,  it  comes  equipped 
h  technological  innovations  not  found 
)ther  SUVs.  Like  the  newly  ax  ailable 
i\  e  Cornering  Enhancement.  A  feature 
t  uses  computer  software  and  an 


ad\  anced  hydraulic  system  to  create  an 
amazingly  un-SU\''-like  ride.  Suffice  it  to 
say  that  there's  not  a  more  streetwise  4x4 


DISCOVERY  SERIES  II  $34,775* 


And  thanks  t(j  four-wheel  electronic 
traction  control,  all-terrain  ABS,  and 
permanent  four-wheel  driv  e,  there's 
almost  no  off-road  problem  it  can't  sok  e. 

There  are  even  side  impact  beams  and 
a  ni^ed  14-gauge  steel  chassis.  So  why 
not  call  l-8()0-FINE  4WD  or  visit  us  at 
www. Best4x4.LandRover.com? 

With  a  starting  MSRP  of  .S34,775;  there's 
one  thing  we  suspect  you  won't  be  doing. 

Thinlving  twice. 


Always  use  ytiur  scatbcUs.  SHS/airbcifis  uIoiil'  do  not  provide  sut)icicnc  protection. 


STARTING  MSRP  OF  A  1 999  DISCOVERY  SERIES  II  IS  $34  775  MSRP  OF  MODEL  SHOWN  IS  S38  225  AND  INCLUDES  OJM  SUNROOFS  &  LEATHER  APPEARANCE  PACKAGE  BOTH  MSRPS  INCLUDE  $625  DESTINATION  CHARGE  AND  EXCLUDE  TAXES  TITIE 
•SE  a.  OPTIONS  SKI  AND  ROOF  RACKS  ARE  AVAILABLE  SEPARATELY  AS  ACCESSORIES.  SKIS  NOT  INCLUDED  OPTIONAL  FEATURES  CURRENTIY  SUBJECT  TO  AVAIIABILJTY  ACTUAL  PRICE  DEPENDS  ON  RETAILER  4  SUBJECT  TO  CHANGE  SEE  RETAILER  FOR  DETAILS ' 
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(box)  fi'om  anywhere  over  a  wide  area.  That's  common  for  PCs 
but  technically  difficult  for  big  computers. 

EMC's  new  push  may  prove  its  hardest.  Until  now,  the  sales 
staff — pumped  up  by  stock  options,  commissions,  and  bonuses 
that  can  nudge  annual  paychecks  over  $1  million — merely  had 
to  peddle  big  boxes.  Now,  they  have  to  consult  closely  with  cor- 
poi'ate  infbiTnation  officers  on  specific  software  needs,  a  tran- 
sition other  hardware 
manufactm-ers  such  as 
IBM  have  earlier  nego- 
tiated with  gTeat  diffi- 
culty. It's  a  huge  learning  ciu've,  and  not  everyone  has  been 
able  to  cut  it — emc's  sales  force  attiition  i-ate  has  soared  to  25% 
fi-om  the  industiy  average  of  15%.  But  softwai-e  sales,  now  the 
pinmaiy  engine  boosting  margins,  are  fast  approaching  $500 
million  and  should  top  $650  million  by  yearend. 

Ruettgers,  understandably,  is  pleased,  though  he  rarely 
shows  Ms  emotion  at  work.  Even  at  home,  he  doesn't  boast 
much  about  his  tnumj^hs.  And  he  still  takes  calls  at  2  a.m.  to 
calm  anxious  customers  when  EMC  eciuipment  occasionally 
goes  on  the  blink.  He  and  his  wife,  Mam'een,  have  lived  in  a 


New  England  fannhouse  in  subm'ban  Boston  for  18  years.  A 
restored  bam  out  back  sei-ves  as  gai-age,  Ruettgers'  study,  and 
an  expansive  play  area  with  pool  and  ping-pong  tables.  A 
golfer  and  hunter,  Ruettgers  sometimes  cooks  up  his  quaiTy  of 
quail  or  pheasant  into  a  savoiy  coq  au  vin.  Tlie  family  still  gets 
togethei'  for  weekend  dinners.  Polly,  24,  lives  in  New  York  and 
works  foi'  the  Metropolitan  Museum  of  Ait,  while  son  Ckris,  22, 
is  a  senior  at  Holy  Cross  College.  Abigail,  18,  lives  at  home. 

The  biggest  occasion  for  a  celebration?  Foui-  times  a  year, 
Ruettgei-s  glides  home'  to  Maureen  and  the  kids  foi'  one  of  their 
family  dinner's  like  a  proud  kid  with  a  report  card  crammed 
with  As.  His  report  card,  though,  is  emc's  quarterly  num- 
bers. "He  comes  back  from  the  quarterly  earnings  announce- 
ments almost  giddy,"  says  Ckris.  "He  is  deeply  vested  in  that 
company."  And  it  shows.  He  brought  EMC  back  ii'om  the  blink, 
built  a  poweiful  high-tech  franchise,  and  created  one  of  the 
most  successful  business  cultm-es  of  the  1990s.  And,  oh  yes, 
there's  that  36,196%-  stock  appreciation.  That  puts  Ruettgers' 
own  holdings  of  emc  stock  and  options  at  an  estimated  $178 
million.  Wlio  wouldn't  be  giddy? 

By  Pa  ul  C.  Judge  in  Hopkinton,  Mass. 


THE  RIVALS  LOOKING  TO  EAT  EMC'S  LUNCH 


Advice  to  Mike  Ruettgers: 
Keep  your  eye  on  that 
rearview  mirror.  Al- 
though emc  Corp.  is  speeding 
along  for  now,  the  race  is  on 
for  a  piece  of  the  fast-grow- 
ing storage  business.  Spurred 
on  by  emc's  success,  competi- 
tors from  Sun  Microsystems 
to  Compaq  to  Dell  are 
launching  their  own  products 
in  an  effort  to  catch  up. 
"We're  going  after  emc,"  says 
Thomas  Meredith,  Dell  Com- 
puter Corp.'s  chief  financial 
officer. 

Simply  put,  these  compa- 
nies are  tiying  to  do  to  emc 
what  it  once  did  to  fomer  in- 
dustry leader  ibm:  Eat  its 
lunch.  And  as  corporate 
clients  move  to  a  new  genera- 
tion of  networked  computers, 
emc's  rivals  see  an  opportunity  to 
provide  the  best  combination  of 
hardware,  software,  and  services  to 
meet  those  customers'  storage  needs. 
A  new  technology  called  fiber  chan- 
nel is  making  it  possible  to  string  to- 
gether many  data-cnmching  sei-vers 
that  operate  over  a  wide  geographic 
area  with  storage  units  from  a  mix 
of  suppliers. 

The  idea  is  to  ease  the  burden  on 
existing  networks  by  off-loading  much 
of  the  task  of  filing  and  retrieving 
data  to  a  dedicated  storage  network 
of  its  own.  That  frees  up  a  company's 
existing  data  network  to  speedily 
handle  such  chores  as  zapping  E-mail 
arid  navigating  the  Internet. 


SUN'S  SCHEERDER:  Vymg  jar  a  piece  of  EMCs  action 


On  March  1,  EMC  came  out  with 
what  industry  experts  say  is  the 
fii'st  comprehensive  package  allowing 
customers  to  build  extensive  fiber- 
channel  networks.  The  National  As- 
sociation of  Securities  Dealers  will 
be  among  the  first  to  install  emc's 
new  network  to  better  track  the  bil- 
Hon  stock  trades  a  day  on  its  ex- 
change. Other  emc  customers,  in- 
cluding Citigi'oup,  are  also  making 
the  upgi-ade. 

Still,  it  wont  be  easy  for  EMC  to 
maintain  its  lead.  Sun  Microsystems 
Inc.,  for  one,  has  EMC  in  its  sights 
with  a  network  storage  project  of  its 
own,  called  StoreX.  Although  still 
embryonic,  StoreX  is  already  creat- 


ing industry  buzz.  And  Sun 
executives  are  confident  that 
their  strong  position  in  net- 
worldng  will  make  StoreX  a 
hit  with  corporate  clients. 
Says  Janpieter  Scheerder, 
president  of  Sun  Microsys- 
tems' network  storage  unit: 
"Ruettgers  is  very  smart. 
But  he's  not  a  Web  and  net- 
working kind  of  person.  He's 
a  mainframe  guy." 
DOING  WINDOWS.  Sun  isn't 
the  only  new  entrant 
Ruettgers  needs  to  keep  his 
eye  on.  IBM  is  attempting  a 
comeback.  And  Compaq  Com- 
puter Corp.  and  Dell  are  us- 
ing then'  market  leverage  as 
leading  providers  of  machines 
that  nm  Microsoft  Corp.'s 
Windows  NT  operating  sys- 
tem to  sell  their  own  storage 
networks.  With  NT's  gi'owing  popu- 
larity for  handling  major  coi-porate 
computing  chores,  Compaq  and  Dell 
figure  they  can  break  emc's  hold  on 
the  market  for  storage  inside  big 
companies. 

They  could  be  right.  "EMC  may  be 
an  excellent  partner,"  says  John 
Gerdelman,  executive  vice-president 
for  technology  ventui'es  at  mci  World- 
Com. "But  we  never  stop  looking." 
With  the  stoi-age  market  expected  to 
double,  to  $35  biUion,  by  2001  and 
competitors  stoiTning  in,  EMC  cus- 
tomers will  have  far  more  choices. 
That's  why  Ruettgers  is  stepping  on 
the  gas  to  stay  ahead  of  the  pack. 

By  Paul  C.  Judge  in  Boston 
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3M:  THE  HEAT 
IS  ON  THE  BOSS 

Managers  spark  an  inquiry  into  the  CEO's  performance 


On  Aug.  27,  while  the  late  sum- 
mer sun  peacefully  streamed  into 
a  conference  room  at  3M  Co.'s 
St.  Paul  (Minn.)  campus,  the 
mood  among  executives  was  anything 
but  placid.  Dividing  the  gathered  se- 
nior managers,  about  12  in  all,  was  a 
presentation  to  Wall  Street  analysts  that 
CEO  Livio  D.  DeSimone  and  others  were 
scheduled  to  deliver  the  next  day.  Poor 
profits  at  home  and  gTowing  Asian  prob- 
lems meant  that  DeSimone  would  have 
to  offer-  iinpatient  investors  a  restrac- 
tming  plan.  Managers  wanted  deep  cuts 
of  up  to  10,000  jobs,  some  of  those  pre- 
sent say,  but  DeSimone  was  pushing  a 
much  more  modest  4,500  layoffs. 

With  tlismayed  executives  looking  on, 
DeSimone  started  to  rewrite  in  long- 
hand the  speech  Ms  cliief  financial  officer 
had  just  prepared — softening  it,  some 
executives  present  say,  and  dowiiplaying 
3M's  difficult  straits.  Frustrated  by 
DeSimone's  weak  approach,  some  execs 
began  asking  whether  their  ceo  would 
have  backed  any  restnictming  plan  if  he 
weren't  facing  the  prospect  of  a  roomful 
of  unha])py  analysts. 
WORD  OF  MOUTH.  Such  restiveness  in 
the  management  ranks  is  only  one  of 
the  problems  3M's  cliief  faces.  Last  sum- 
mer, after  some  managers  began  send- 
ing anonymous  letters  to  the  3M  board, 
dii'ectors  began  investigating  complaints 
about  DeSimone's  management  style 
and  performance.  The  campaign  began, 
executives  say,  with  dissatisfied  re- 
searchers and  scientists  in  divisions  such 
as  pharmaceuticals  and  telecommunica- 
tions, who  were  angered  by  what  they 
saw  as  DeSimone's  lack  of  commitment 
to  research.  It  soon  spn  ad  to  other  di- 
visions such  as  industnal  tape  and  abra- 
sives, where  compensation  womes  were 
high.  Then,  in  August,  :iM's  operating 
committee — made  up  of  the  10  execu- 


tives who  report  to  DeSimone — brought 
in  a  Harvard  Business  School  profes- 
sor, David  A.  Garvin,  to  study  manage- 
ment and  strategy.  Not  long  after,  the 
board  began  discussing  the  62-yeai-old's 
replacement. 

Off  the  3M  campus,  too,  pressure  is 
mounting  steadily.  Analysts  and  in- 
vestors are  angiy  that  management  has 
missed  annual  earnings  projections  for 
two  years  rmining.  Sales,  at  $15  billion, 
are  essentially  flat,  and  net  income 
dropped  44.6%  in 
1998,  to  $1.2  bil- 
lion. The  stock 
has  lost  a  third  of 
its  value  since 
1997.  And  prob- 
lems in  overseas 
markets  contin- 
ue— this  year,  in 
Latin  America 
and  Europe.  "We 
have  been  de- 
bating for  a 
few  months  now 
whether  3M  should 
even  be  consid- 
ered a  blue-chip 
stock  anymore," 

says  Jeffrey  P.  Davis,  an  investment 
strategist  for  State  Street  Global  Advi- 
sors, holder  of  4.9  million  3M  shares. 
"It  might  be  overstating  it,  but  patience 
is  waning." 

It's  a  bioiising  fall  fi'om  gi'ace  for  3M, 
once  lauded  as  one  of  the  best-nm  com- 
panies in  America.  Only  a  decade  ago, 
3M  was  a  well-oiled  innovation  machine 
where  an  army  of  scientists  and  re- 
searchers churned  out  steady  profits 
and  new  products  ranging  from  mun- 
dane items,  such  as  tapes  and  reflec- 
tors, to  techier  offerings,  such  as  asth- 
matic inhalers  and  even  dental  crowns 
(table).  But  17  vears  since  its  last  block- 


COMPUINTS  ftGMMST  OeSIMONE 

.Flat  revenue  for  four  years 
VErVatic'earnmgs  that  regularly 


^,ss  Wall  Street  estimates  

VsiowThesTtantdecision-naakmg. 

VlnVdequVte  cost-cuttmg^^ 
restructuring  m  the  face 
turmoi' 


and  promising  new  products 


buster,  Post- 
Notes,  3M  seen 
to  have  lost  th 
magic  that 
spired  case  studi( 
in  business  school 
imitators  as  illustrioi 
as  DuPont  Co.,  and  a  sta 
ring  role  in  Thomas  J.  Peters'  famoi 
book  In  Search  of  Excellence.  T> 
Simone's  problem:  He  hasn't  been  ab 
to  restart  the  gi-owth  machine. 

In  an  intei-view  with  BUSINESS  wee 
at  3M  headquarters  in  late  Februar 
DeSimone  dowiiplayed  any  talk  of  i 
ternal  strife.  He  insisted  that  the  on 
l^oint  of  contention  among  his  manage: 
at  the  August  meeting  was  whether  3 
should  promise  an  8%  gi'owth  reboui 
in  1999  or  9%  gi-owth.  "I'm  consei-vativ 
I  don't  want  to  overpromise,"  he  saj 
DeSimone  adds  that  he  rewrote  t) 
CFO's  speech  only  because  its  auth 
speaks  English  as  a  second  languaj 
and  says  he  didn't  change  any  facts 


According.'  to  those  familiar  with  boardroom  discuss! 


9! 
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the  board  and  succession  issues,  he 
s  only  that  normal  succession  plan- 
g  is  being  done.  With  roughly  50%  of 
?s  from  overseas  and  much  of  that 
m  Asia,  foreign  cuiTency  and  inter- 
ional  turmoil,  he  says,  are  3M's  chief 
llenges. 

iut  in  interviews  conducted  over  the 
t  SLX  months,  18  different  cuiTent  ex- 
,  foiTner  employees,  and  past  and  pre- 
it  board  members  say  DeSimone's 
blems  iTin  much  deepei".  Internal  and 
emal  ciitics  believe  the  CEO's  woes 
m  from  his  failure  to  fund  important 
ducts  for  future  gi'owth,  his  inability 
let  boldly  to  cut  costs,  and  an  indeci- 
iness  that  has  sapped  morale.  "The 
ipany  knows  there's  a  problem.  Wall 
eet  knows  there's  a  problem.  And  the 
rd  knows  there's  a  problem,"  says  B. 
X  Hendei"son,  an  analyst  at  Piiidential 
urities.  "But  nothing  is  happening." 
Vhen  DeSimone  stepped  up  to  3M's 
job  in  1991,  no  one  could  have  ex- 
ted  his  tenure  to  turn  turbulent.  Of- 


ten  described  as  personable,  smart,  and 
a  master  of  detail,  DeSimone,  who 
speaks  live  languages  fluently,  made  his 
mark  building  3M's  Brazilian  business. 
Wlien  promoted  to  chief  executive  after 
34  years  at  the  company,  he  was  hailed 
as  the  most  knowledgeable  operations 
officer  ever  to  become  ceo.  Quickly  act- 
ing on  his  first  management  challenge,  a 
drop  in  earnings,  DeSimone  laid  off 
tlu-ough  attiition  5%  of  the  workforce. 
Of  coiu'se,  DeSimone  still  has  supporter 
on  the  board  and  in  management. 
MISSED  CHANCES?  But  since  that  fii-st 
move,  execs  who  have  worked  closely 
with  DeSimone  say  he  has  had  trouble 
making  decisions.  Pmdential's  Hender- 
son blames  3M's  slowness  to  deal  with 
its  high  cost  stracture  for  some  of  its 
Asia  problems.  By  contrast,  Xerox 
Coi"p.,  which  also  has  broad  Asian  ex- 
posui'e,  has  cut  faster  and  with  better 
results,  says  Henderson. 

Analysts  and  investors  complain  that 
DeSimone's  caution  has  cost  the  company 
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ALLEN  MURRAY 

Several  people 
interviewed  say 
the  longtime 
director  and 
ex-Mobil  CEO 
was  one  of  the 
questioners 


EDBRENNAN 

With  Murray, 
the  ex-Sears 
CEO  gave  a 
report  on  the 
management 
issues  to  the 
board 


opportunities  to  develop  its  stronger  on- 
going businesses.  In  1997,  when  3M  sold 
National  Advertising  Co.,  a  billboard-ad 
business,  the  $1  billion  pnce  tag  should 
have  been  used  to  fuel  3M's  acquisition 
plans,  they  argue,  particularly  in  phar- 
maceuticals, where  rivals  are  picking  up 
companies  at  a  rapid  clip,  or  to  fund 
R&D,  which  has  been  flat  recently. 

Instead,  the  windfall  was  used  to  buy 
back  shai'es — a  move  usually  applauded 
on  Wall  Street  because  it  keeps  share- 
holder retmiis  liigh  in  the  neai'  tenn.  In 
this  case,  even  investors  weren't  im- 
pressed. "That  action,  while  it  creates 
shareholder  value,  doesn't  stir  investor 
imagination,"  says  State  Street's  Davis. 
"That's  seen  as  a  signal  that  they  don't 
have  any  ideas."  DeSimone  defends  the 
move,  saying  it  helped  ensure  the  divi- 
dend "had  a  neutral  effect  on  oui-  [core] 
business,  and  allowed  us  to  keep  our 
ear-nings  per  share." 

Growing  internal  dissatisfaction  came 
to  a  head  with  the  letter-wiiting  cam- 


ing  a  successor  has  become  the  top  priority 
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TAPES 


Management 


paign  to  outside  members  of 
the  boai-d.  While  the  wTitei-s 
were  concerned  about  the  di- 
rection of  the  restructuring 
plan,  the  letters  also  were 
meant  to  back  a  pending  law- 
suit against  3M.  That  suit, 
brought  in  Minnesota  state 
court  last  spring  by  two  of 
3M's  leading  inventors,  Jolin 
Martens  and  Gerald  Nile?, 
chai'ges  that  3M  does  not  pa- 
top  scientists  on  a  pai'  witli 
its  top  managers  as  3M  has 
vowed  in  the  past  to  do.  This 
dual-ladder  compensation  sys- 
tem, with  innovatoi-s  and  man- 
agers paid  on  a  comparable 
basis,  was  copied  widely  in  the 
1970s.  3M  disputes  allegations 
of  a  breach  of  contract.  That 
issue  is  cun-ently  being  ap- 
pealed. But  scientists  ai-e  con- 
cerned that  tmder  DeSimone 
and  his  predecessor,  the  fii-st 
3M  CEOS  in  recent  memoiy  to 
come  mainly  from  manufac- 
turing, not  product  develop- 
ment, innovators  have  not 
been  getting  their  due. 

From  this  base,  the  cam- 
paign spread  to  other  divi- 
sions, participants  say.  The 
goal  was  to  force  a  shakeup  of 
top  management,  including 
DeSimone.  Among  the  issues 
outlined  in  the  letters  ad- 
dressed to  the  board,  copies 
of  11  of  which  have  been  ob- 
tained by  BUSiXE.ss  WEEK  lack 
of  leadership  from  DeSimone, 
failui'e  to  use  productively  the 


and  deteriorating  corporate  'Unaudited  Numbers 
performance.  Neither  De- 
Simone nor  3M  would  comment  on 
whether  the  boai"d  had  received  any  let- 
ter or  what  might  have  been  in  them. 
CLOSER  LOOK.  The  board,  with  four 
former  cEos  of  other  large  corpora- 
tions and  one  cuiTent  executive  among 
its  ranks,  was  cautious  about  acting  on 
the  w'ord  of  anonymous  critics,  says 
one  du-ector.  But  with  a  few  individual 
managers  willing  to  come  forward, 
Rozanne  L.  Ridgway,  a  board  member 
since  1989  and  a  former  assistant  U.  S. 
Secretaiy  of  State,  pushed  for  an  airing 
of  the  management  problems  cited  by 
the  letter  writers,  say  y  board  member 
and  an  outsider  working  with  the 
board.  "The  board  was  deeply  divided 
over  what  to  do,"  says  one  director. 
But  by  October,  according  to  former 
and  current  board  members,  Allen  E. 
Murray,  a  retired  ceo  of  Mobil  Corp., 


EASY  ON,  EASY  OFF:  Scotch, 
print  Graphic  allows  imagei 
to  be  applied  like  tape 


Simone.  That  has  added  t 
the  tension  in  the  executiv 
suite,  says  a  manager  clos 
to  3M's  top  brass.  DeSimon 
won't  discuss  those  suspicion 
or  acknowledge  the  inquir 
at  all. 

Overall,  he  denies  tha 
thei'e  are  serious  problems  ; 
oM.  Wliile  he  concedes  th; 
lie  has  critics  within  the  con 
]jany.  he  dechnes  to  discus 
the  appointment  of  Brenna 
and  MuiTay  to  inteniew  hi 
top  aides.  "There  are  ceitai: 
times,  like  this  one,  when  yoi 
have  a  poor  year,  that  [criti 
cism  is]  compounded,"  h 
says.  But  he  believes  experi 
ence  will  cany  lum  throug' 
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1.6 

-12.4 

and  another  longtime  du'ector.  Edward 
A.  Brennan,  the  former  CEO  of  Sears, 
Roebuck  &  Co.,  began  an  inquiry. 

Neither  Brennan  nor  Murray  re- 
sponded to  repeated  requests  for  inter- 
\iews,  but  people  who  w'ere  intei'viewed 
by  them  and  five  other  cuiTent  and  for- 
mer executives  in  a  position  to  know 
say  the  pair  talked  to  roughly  a  dozen 
of  3M's  top  leaders.  The  sessions,  which 
took  place  the  fii'st  week  of  October, 
lasted  up  to  two  hom-s  each  and  were 
held  on  neutral  territory — mainly  Bren- 
nan's  offices  in  Chicago,  says  a  partici- 
pant. According  to  sources,  questions 
focused  on  the  CEO's  decision-making 
and  growth  strategy. 

The  board's  conclusions  remain  confi- 
dential, but  some  executives  woiry  un- 
varnished comments  made  to  the  two 
dh'ectors  mav  have  been  relayed  to  De- 


ON  DECK.  According  to  thos 
familial-  with  boai'ch'oom  dis 
cussions,  naming  a  successo 
has  become  the  directors'  to 
priority  since  the  inquiries 
Leading  candidates,  DeSimon 
says,  include  fotu'  executiv 
vice-presidents  heading  opei 
ating  units:  John  W.  Bensor 
who  mns  health  care;  Ray 
mond  C.  Richelsen,  head 
ti"ansix)itation,  safety,  and  sp€ 
cial  materials;  W.  Georg 
Meredith,  who  oversees  coi 
DATA:  3M  CO.  porate  seivices  and  supplier 
and  Harold  J.  Wiens,  cliief  o 
industrial  and  consimier  markets. 

DeSimone  has  2!'j  years  left  befor 
reaching  3M's  mandatoiy  retu'ement  ag 
of  65,  but  many  in  the  executive  rank 
expect  him  to  leave  sooner.  Two  3I\ 
project  managers  say  executives  expec 
an  announcement  this  May  at  the  annu 
al  meeting.  DeSimone  disputes  that  h 
is  negotiating  his  retirement  but  doesn' 
dismiss  the  possibihty  of  moving  to 
nonexecutive  chaiiTnanship. 

Corporate-governance  expert  Johi 
Nash,  chief  executive  of  the  Center  fo 
Board  Leadership,  says  that  in  light  o 
the  boai'd's  "extraordinaiily  unusual"  in 
terviews  with  managers,  it's  stu-prisinj 
the  CEO  has  stayed  on  this  long.  Un 
fortunately  for  DeSimone,  quite  a  fev 
executives,  analysts,  and  mvestors  seen 
to  agree. 

By  De'Ann  Weinier  in  St.  Paul,  Minn 
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e-business  Accelerator 


Name:      Amir  Khan 

.  1 


Job  Description:       Help  companies  exceed  business  goals 
by  planning,  designing  and  Implementing 
e-business  solutions.        '  ' 


Experience:       Increased  information  sharing  at  a  global  drug 

company  by  combining  multiple  e-mail  systems , 
into  a  single,  secure  intranet  for  6,000  empjoyees. 


Quote: 

1 

"Business  as  usual?  No  such  thing." 

Phone: 

ask  tot  Services  |p-^ 

Web: 

1 

www.ibm.com/^ervices/info 

IBM  Global  Services 

People  who  think.  People  wtiotlO.  People  wholiet  it. 


\ ;  •   '  '(j^^  business  pe^jple ' 


the  e-business  logo  and  People  who  Ihink.  People  who  do.  Peiiple  wlio'.g^.ii,  aieiregislere'dKademar'ks,  Irademaiks  or  servm'mark?  of  Inlemalional  Business  Machines  Co'poialion.  ©  1999  IBM  Corp, 


Special  Report 

FALL  OF  A 


On  the  ground  floor  of  a  Mitsubishi 
building  in  central  Tokyo,  there's  a 
historical  display.  Opening  with  a 
photo  of  founder  Yataro  Iwasaki, 
an  industrialist  of  samurai  stock,  a 
time  line  traces  Mitsubishi  Group's 
29-year  history  from  a  zaibatsu,  or  family-run 
olding  company,  to  the  present.  It's  supposed 
)  impress  cKents  and  foreign  visitors  with 
[itsubishi's  noble  traditions  and  clout.  Yet  in 
forlorn  way,  the  place  has  the  feel  of  a  mu- 

lum.  That's  fitting,  because  Mitsubishi  itself  is  starting  to 
ok  like  a  business  relic. 

The  curators  of  this  display  certainly  won't  be  hunying  to 
xlate  the  saga.  Just  in  the  past  few  weeks,  the  news  has  told 
tale  of  distress  and  turmoil  at  Mitsubishi,  long  the  mightiest 
'  Japan's  keiretsu, 
ose  huge  coi-porate 
liances  welded  to- 
;ther  by  shared 
ilues,  business  ties, 
id  webs  of  cross- 
lareholdings. 
In  mid-February, 
le  head  of  auto 
aker  Mitsubishi 
otors  Corp.  admit- 
A  his  company 
as  in  such  bad 
tape  that  he  would 
elcome  a  foreign 
irtner.  Then,  Mit- 
ibishi  Electric 
orp.  said  it  expect- 
1  a  huge  loss  of 
)30  million.  Now, 
itsubishi  Chemical 
orp.  and  Mitsubishi 
aterials  Corp.  are 
3th  forecasting 
sses  of  more  than 
!00  million  each, 
eanwhile.  Bank  of 

)kyo-Mitsubishi  Ltd.  (btm),  the  money  ma- 
line  that  once  fueled  the  whole  gi'oup,  has 
rambled  to  collect  $2  bilHon  in  new  capital 
om  other  group  members  rather  than  suf- 
r  the  humiliation  of  going  cap  in  hand  to 

government  for  aid. 
rRUCTVRAL  CHANGES.  The  humbling  of  Mit- 
ibishi  is  a  devastating  blow  to  Japan.  The 
iOO  billion  revenues  of  its  top  30  gi'oup  companies  alone  rep- 
isent  about  8%  of  the  country's  total  output.  They  make 
'erything  from  Nikon  digital  cameras  to  Mitsubishi  cars, 
ips,  and  processed  nucleai'  fuel.  Their  collective  international 
sets  range  from  natural-gas  reserves  off  Brunei  to  Union 
ink  of  California.  But  now,  13  of  its  core  members  have  a 
mbined  debt  of  $132  billion  and  just  $58  bilhon  in  share- 
»lders'  equity,  according  to  Warburg  Dillon  Read. 
It's  hard  to  believe  this  is  the  same  Mitsubishi  that  terrified 
)rporate  America  a  decade  ago.  In  1989,  Mitsubishi  flexed  its 
nsiderable  muscle  and  stunned  the  world  by  buying  51%  of 


UNPLUGGED 

Mitsubishi  Electric 

expects  to  lose 
$330  million  this  year 


an  American  icon.  New  York's  Rockefeller  Center.  At  the 
same  time,  Mitsubishi  Motors,  backed  by  affihates  and  sup- 
pliers, was  racking  up  27%  annual  sales  gains  in  the  U.  S.  auto 
market,  while  Mitsubishi  Electric's  big-screen  TVs  flew  off  the 
shelves.  Japanese  academics  talked  of  the  "Mitsubishi- 
fication"  of  global  markets.  U.  S.  lawmakers  and  executives  de- 
monized  the  keiretsu  as  dangerous  economic  GodziDas  stomp- 
ing all  over  America. 

So  what  went  wrong?  Basically,  the  very  strengths  of  the 
keiretsu  system  that  struck  terror  in  American  boardrooms 
and  enabled  Mitsubishi  to  forge  its  amazing  ascendancy  in  the 
1980s  are  now  huge  liabilities.  Plentiful  cheap  capital  from  the 
group's  own  banks  financed  a  wild  dash  for  global  market 
shai'e  in  boom  times.  So  Mitsubishi  and  the  other  keiretsu 
plowed  on,  until  Japan  was  weighed  down  vrith  huge  over- 
capacity in  a  zero-growth  economy.  The  country  is  now  sad- 
dled with  11  vehicle  manufacturers,  5  integi'ated  steelmakers, 
10  semiconductor  companies,  and  17  money-center  banks. 
"Now  electric  companies,  pubKc  works,  overseas  markets, 
everything  is  going  badly,"  says  one  Mitsubishi  salaiyman. 
Rival  keiretsu — Fuyo,  Mitsui,  Sumitomo,  Dai-Ichi  Kangin, 

and    Sanwa — are 
struggling,  too  (table, 
page  89).  Theii"  abili- 
ty to  develop  busi- 
nesses patiently  over 
decades  was  once 
much   envied.  But 
what  these  groups' 
boosters  failed  to  tell 
is  that  these  prac- 
tices shot  the  system 
through     with  a 
deeply  ingrained  con- 
servatism.   In  the 
fast-moving  global 
markets  of  the  1990s, 
that  is  a  major  hand- 
icap. Even  in  the 
Japanese  market,  it 
is  hurting  the  keiret- 
su: Kirin  Brewery, 
the  Mitsubishi  group 
beermaker,  is  in  dan- 
ger  of  losing  its 
No.  1  spot  in  the  do- 
mestic market  to  a 
nimble  Asahi  Brew- 
eries Ltd.  And  the  corporate  collegiality  that 
kept  business  in-house  has  sent  Mitsubishi 
and  others  up  blind  alleys.  One  example:  stick- 
ing with  proprietary  computer  technology 
when  the  world  moved  on  to  Microsoft  Corp. 
software  and  Intel  Corp.  chips.  These  blun- 
ders are  costing  the  keiretsu  plenty.  "This  is 
not  a  temporary  change  due  to  the  reces- 
sion," says  Hiroshi  Okumura,  a  Chuo  University  professor 
who  studies  the  keiretsu.  "These  groups  have  become  weak 
because  of  a  structural  change  in  the  economy." 

The  way  the  Mitsubishi  keiretsu  extricates  itself  from  its 
difficulties  vrill  indicate  how  Japan  itself  will  emerge  from  cri- 
sis. The  prognosis  is  not  good.  Mitsubishi's  insistence,  in- 
tended to  deflect  antitrust  enforcers  in  Japan  and  abroad,  that 
gi'oup  companies  are  legally  independent  is  now  taking  on  an 
ail-  of  reality:  Mitsubishi  managers  are  seai'ching  for  solutions 
to  their  companies'  problems  far  beyond  the  confines  of  the 
keiretsu.  If  that  trend  continues,  the  group  will  eventually 
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break  down.  Otherwise,  it  can  probably  only 
preser-ve  its  integiity  by  forcing  itself  thi-ough  a 
dramatic  reconfigiu-ation. 

During  Japan's  bubble  years,  Mitsubishi 
managers  felt  like  lords  of  the  universe.  But 
huge  capital  gains  from  real  estate  and  shares 
robbed  them  of  all  sense  of  the  value  of  money. 
So  keiretsu  elders  kept  on  diversifying,  feeding 
the  Japanese  preference  for  higher  sales  rather 
than  profits.  This  disdain  for  return  on  equity  is  now  pun- 
ishing Mitsubishi.  The  main  Mitsubishi  companies  average 
an  ROE  of  just  4%,  while  some  major  members  of  the 
gi'oup  have  steep  negative  returns  because  of  huge  losses. 
Contrast  that  with  the  U.  S.,  where  anything  less  than  15% 
is  considered  poor,  or  Europe,  where  big  Continental  com- 
panies are  setting  goals  of  10%  or  better. 

Poor  returns  and  the 
collective  drag  of  Mit- 
subishi's obligations  have 
prompted  global  ratings 
agencies  to  downgrade  the 


OUT  OF  GAS? 

Mitsubishi  Motors' 
huge  sales  gains 
in  the  U.S.  are  a 
thing  of  the  past 


MITSUBISHI 

A  LOOK  BACK  IN  TIME 


credit  of  18  group  members  such  as  Mitsubi;t 
Heavy  and  BTM  in  the  past  year.  Mitsubi;i 
Rayon,  Japan's  largest  acrylic-fiber  maker,  h 
even  been  downgraded  to  junk  status.  Tt 
keiretsiis.  bank  once  lent  freely  to  gi'oup  co 
panies.  Now,  its  hefty  Asian  exposure — t  ( 
among  Japan's  banks — and  low  capital  I'at 
are  crimping  its  ability  to  lend. 

Little  wonder  that  an  air  of  gloom  has  ( 
scended  over  Mitsubishi  Village,  a  cluster  of  headquaitts 
buildings  in  Tokyo's  Manmouchi  district,  near  the  Impeii 
Palace.  Superbright  graduates  of  Japan's  elite  schools  ni 
had  it  made  when  Mitsubislii  liii-ed  them.  "There  was  a  sci 
of  secmity,"  says  Yoko  Fujii,  an  analyst  with  Jardine  Flemi. 
Securities  Ltd.  who  quit  Mitsubishi  affiliate  Tokio  Marine. 
Fire  Insurance  Co.  in  1992.  "All  employees  felt  they  w(6 
part  of  the  elite."  No  longer.  Coiporate  loyalty  is  eroding* 
recent  hires  quit  more  often. 
"We're  not  doing  well.  No  one 
understands  why,"  says  one 
twenty  some  thing  managei'. 


EARLY  YEARS  POSTWAR  RECOVERY 

1870  First  Mit-  1946  U.S.  Occupation  forces 

subishi  company,  disband  the  Mitsubishi  zaibat- 

a  shipping  firm,  su,  or  industrial  group, 

established  by  i954"MTtsubishi  Trading  re-"" 

Yataro  JwasakL  _ _  organized  as  leader  of  the 

1920  Start  of  group.  Subsidiary  Mitsubishi 

expansion  into  International  set  up  to  import 

machinery,  elec-  U.S.  goods, 
trical  equipment.  chemicals.  _ _  Three-way  merger 

1941  World  War  II.  Mitsubishi  creates  Mitsubishi  Heavy 

builds  ships  and  warplanes,  Industries,  a  giant  in  power 

including  'Wl^  plants,  heavy  machinery,  and 

the  iB^^^  automobiles, 

infamous  i97b'Mitsubrshi  Mo'torVspun  " 

W^I^SB^^/-^^  off  from  MHI  and  later  sells  an 

''S'^*^''-      i^^HEu^^li:  mt  equity  stake  to  Chrysler. 


IWASAKI 


BOOM  TIME 

1982  Mitsubishi  Motors 
storms  the  U.S.  with  cars 
made  under  its  own  name, 
such  as  the  Starion  sports  car 
and  the  Cordia  sedan. 

1988  Mitsubishi  Bank  buys 
Bank  of  California  for  about 
$280  million. 

1989  Mitsubishi  Estate  stuns 
America  by  buying  51%  of 
New  York's  Rockefeller  Center 
for  $850  million. 

1990  Mitsubishi  Corp.  leads 
$900  million  buyout  of  Aristech 
Chemical,  the  first  such  deal 
by  a  Japanese  trading  house. 


ROCKEFELLER  CENTER 


THE  WOES  AT  JAPAN'S  MAJOR  KEIRETSU... 


...AND  WHAT  IT  MEANS  FOR  JAPAN 


FUYO  Its  Fuji  Bank  is  seeking  a  government  bailout, 
while  Nissan  struggles  with  $21  billion  in  debt. 
Hitachi  expects  a  $3  billion  toss  this  year. 

MITSUI  Member  Toshiba  Corp.  expects  to  post  its  first 
loss  in  23  years.  Sakura  Bank  is  seeking  help  from  the 
government. 

SUMITOMO  Electronics  maker  NEC  Corp.  and  Sumito- 
mo Metal  Mining  expect  huge  losses  this  year. 

DAMCHI  KANGIN  Dai-lchi  Kangyo  Bank,  linchpin  of 
the  group,  needs  a  $7.6  billion  government  bailout. 


DEPRESSED  STOCK  MARKET  As  keiretsu  members 
scramble  for  capital,  they  will  keep  dumping  shares  in 
member  companies,  forcing  stocks  down. 

MOUNTING  JOBLESSNESS  The  banks  and  electron- 
ics companies  in  the  keiretsu  are  finally  drawing  up 
plans  to  ax  workers.  Expect  more  painful  restructuring. 

FULLBACK  FROM  ABROAD  Focusing  on  their  prob- 
lems at  home,  the  keiretsu  wilt  sell  overseas  assets. 

NEW  CORPORATE  STRUCTURES  As  keiretsu  pull 
apart,  more  independent  companies  will  emerge. 


DATA;  COMPANY  REPORTS,  BUSINESS  WEEK 


'hough  our  economy  has  changed,  om*  organization  hasn't." 
Few  CEOs  would  find  it  easy  to  manage  their  way  out  of 
is  mess.  And  adding  to  Mitsubishi's  woes,  it  has  never 
id  a  group  ceo.  The  closest  equivalent  to  that  is  Minom 
akihara,  69.  He  chairs  the  flagship  trading  company,  Mit- 
bishi  Corp.,  and  so  by  tradition  is  leader  of  the  keiretsu 
age  92). 

Makihara  acknowledges  that  inefficiencies,  ill-considered 
restments,  and  glacial  decision-making  riddle  the  system.  So 
ly  can't  Mitsubishi's  kinyoJiai,  or  Friday  Club  meetings  of 
e  presidents  and  chaimien  of  28  Group  companies,  come  up 
th  some  ideas?  "Fm  son-y  to  say  that  there  has  been  no 
janingful  discussion,"  says  Makihara.  Instead,  the  gi'oup's 
sses  seem  self-absorbed.  "Twenty  years  ago,  there  were 
werful  leaders  in  the  group,"  he  adds.  "People  are  now 
)re  concerned  with  theii'  own  problems."  Besides,  the  Friday 
ub  crowd  hates  to  embaiTass  imdei"peifonning  colleagues  in 
blic.  "We  never  raise  topics  related  to  the  management  of 
lividual  companies,"  says  Yasuhii-o  Satoh,  president  of  Khin. 
>T  TALKING.  Without  a  consensus  among  top  management, 
5re's  little  the  blue-blooded  Makihara,  bom  in  London  and 
ucated  at  Harvai'd  University,  can  do.  In  past  crises,  boss- 
at  the  four  most  powerful  Group  companies — Mitsubishi 
irp.,  Mitsubishi  Heavy  Industries,  Mitsubislii  Electric,  and 
M — would  meet  to  map  out  a  broad  strategic  plan.  In  1984, 
•  example,  the  gi'oup  bought  Mitsubishi  Oil  Co.  stock  to  de- 
id  it  fi-om  a  mid  by  Getty  OO.  But  today,  the  pressm-es  ai-e 
)  intense  for  gi'oup  members  to  stick  together  "The  reali- 
is  that  Mitsubishi  presidents  aren't  really  talking  to  each 
ler,"  says  Koichi  Hori,  head  of  Boston  Consulting  in  Tokyo. 


IT' 


"The  companies  just  happen  to 
have  the  same  name." 

And  they  are  becoming 
mutinous,  seeking  alliances  out- 

DECLINE 

1991  Mitsubishi  Motors 
spends  $100  million  to  buy 
out  Chrysler's  50%  stake  in 
their  joint  venture  and  its 
underused  auto  factory. 

1992  Tokyo  property  blowout 
slashes  Mitsubishi  Estate's 
net  earnings  by  22%,  to 
$309  million. 

1994  Mitsubishi  Bank  launch- 
es $1.6  billion  bailout  for  affil- 
iated lender  Nippon  Trust, 
which  is  foundering  under  bad 
real  estate  loans.  Two  years 
later,  it  merges  with  Bank  of 
Tokyo. 
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side  the  family.  Last  summer,  Nikko  Securities  Co.  broke  a 
taboo  by  seeking  an  outside  alliance  without  prior  discussion. 
Although  it  is  Mitsubishi  Group's  piimaiy  investment  banker 
and  20%  owned  by  btm,  it  sold  a  25%  equity  stake  to  what's 
now  Citigroup  Inc.  for  $1.8  billion.  With  losses  mounting, 
Nikko  needed  the  capital  and  marketing  savvy  that  the 
tie-up  offered.  Yet  inside  the  keiretsu,  says  Hori,  himself  a 
foiTTier  Mitsubislii  Man,  the  $2  billion  deal  was  viewed  as  "an 
act  of  betrayal." 

The  mutiny  is  spreading.  In  April,  money-losing  Mit- 
subishi Oil  will  merge  with  outsider  Nippon  Oil.  "Shock- 
ing," says  an  insider.  Mitsubishi  Motors  is  ready  to  talk 
deals  with  Ford  Motor 
Co..  preferably  about 
technology  tie-ups  but 
possibly  about  an  eq- 
uity stake.  "I'm  not 
hesitant  to  accept  foreign  capital  if  I  think  it's  necessary  or 
helps,"  says  President  Katsuhiko  Kawasoe,  62.  Now,  there's 
market  talk  that  both  Mitsubishi  Chemical  and  Mitsubishi 
Tinst  &  Banking  Coi"p.  may  fonn  alliances  wdth  companies  in 
other  keiretsu.  "That's  something  we  could  never  have 
dreamed  of  several  months  ago,"  says  Warburg  Dillon  Read 
analyst  Akiro  Kanegura. 

At  the  Mitsubishi  Village,  top  executives  in  their  elegant 
corner  offices  now  must  conft'ont  a  question  they  find  teiTi- 
fying:  Is  their  fabled  keiretsu  drifting  into  iiTelevance?  To 
some  bold  Mitsubishi  Men,  the  answer  is  yes.  Mitsubishi 
Electric  Managing  Director  and  boai'd  member  Takashi  Kiuchi 
says  the  keiretsu  system  is  now  largely  a  fiction.  He  argues 
that  individual  members  decided  a  while  ago  to  look  out- 
side the  gi'oup  for  alliances  and  new  opportimities  if  it  suited 
them.  But  he  wonders  openly  whether  most  executives  have 
yet  grasped  that  unless  Mitsubishi  companies  raise  their  ef- 


1995  The  Mitsubishi-control- 
led firm  that  owns  Rockefeller 
Center  files  for  bankruptcy. 

1996  Mitsubishi  Motors  is 
sued  in  a  U.S.  sexual  harass- 
ment case. 

1997  Sharp  drops  in  the 
Nikkei  and  the  onset  of  Asia's 


'96:  LEGAL  TROUBLES 


meltdown  slash  Mitsubishi 
companies'  valuations  and 
earnings.  Trend  worsens  with 
Japanese  recession. 

1998  Mitsubishi  Oil  agrees  to 
merge  with  non-Group  member 
Nippon  Oil. 

1999  (Jan.)  Bank  of  Tokyo- 
Mitsubishi  says  it  needs 
$2  billion  from  affiliate 
companies  to  shore  up  its 
balance  sheet. 

1999~{Feby  M  itsubishi 
Motors  hints  it  is  interest- 
ed in  tie-ups  with  foreign 
partner. 
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ficiency,  protitabilily,  antl  business  practices  to  global  levels, 
even  new,  outside  alliances  cannot  save  them.  "A  lot  of  peo- 
ple don't  want  to  see  it,"  says  Kiuchi.  They  certainly  didn't 
want  to  hear  it.  At  the  end  of  Februai-y,  he  was  told  he 
would  be  off  the  board  by  the  end  of  June. 

What  remains  of  the 
keiretsu  way  of  doing 
business  is  hurting 
Mitsubishi.  Old  ties 
prove  costly  when 
partners  keep  hitting  on  each  other  for  subsidies  and  bailouts. 
Weaker  players  are  preying  on  the  gi'oup's  dwindling  capital 
resoiu'ces.  Electronics-wire  maker  Optec  Dai-Ichi  Denko  Co. 
hit  Mitsubishi  Electric,  which  owns  a  20%  stake  in  it,  for  $150 
milhon.  Mitsubishi  Tixist  and  BTM  each  agi'eed 
to  forgive  $46  million  worth  of  loans. 

The  question  now  is  what  to  do  about  the 
most  troubled  companies  before  they  drain 
even  more  capital  from  the  system.  Mitsubishi 
Motors  is  a  case  in  point.  Although  the  car- 
maker wants  an  outside  alliance,  there's  no 
guarantee  it  will  get  one.  And  in  that  case,  it 
will  need  the  keiretsu  to  help  save  it.  It's  still 
Japan's  No.  4  carmaker,  with  $31  bilHon  in 
revenues.  But  truck  sales,  once  a  big  profits 
earner,  ai'e  collapsing  at  home  as  Japan's  econ- 
omy misfires:  The  company  has  lost  $1  bil- 
hon  in  two  years.  Its  credit  rating  has  plum- 
meted to  near  junk-bond  status,  thanks  to 
$17  billion  of  debt.  And  neither  btm  nor  Mit- 
subishi Trust  is  in  the  mood  to  lend  anymore. 
INSULARITY.  Mitsubishi  Motors  President 
Kawasoe  has  fought  an  uphill  battle  ever  since 
he  took  over  in  early  1997.  Lackluster  models  and  a  scandal 
arising  from  a  sexual  harassment  class  action  filed  the  year 
before  at  its  sole  U.  S.  assembly  plant  in  Normal,  111., 
slammed  U.  S.  sales.  Then  came  the  collapse  of  the  Thai  and 
Malaysian  auto  markets,  where  Mitsubishi  companies  had 
invested  more  than  $2.5  billion.  Kawasoe  has  fought  back  wdth 
a  $3  billion  cost-cutting  campaign,  asset  sales,  and  job  cuts  of 
1,400  thi-ough  attrition  from  its  27,000-person  workforce. 


SOBERING  NEWS 

Kirin,  Mitsubishi 
storied  brewer, 
has  been  slow  t( 
respond  to  rival 

Asahi's  initiative 


Even  so,  the  comp£ 
relies  heavily  on  a  lit 
help  from  its  keire. 
ft'iends.  Mitsubishi  afl 
ates  buy  a  third  of 
tincks  and  buses.  A  th 
of  the  keiretsit''s  empl 
ees  own  Mitsubishi  a 
such  as  the  Dingo  spc 
utility  wagon  and  Gal 
sedan.  Group  compan 
also  buy  30%  of  their  o 
fleets  from  Mitsubishi  1 
tors.  Yet  "we  have  o 
10%  of  the  domestic  m 
ket,"  says  Shoichi 
mamoto,  a  managing 
rector.  Some  wondei-  if  Mitsubishi  really  needs  a  fuU  range 
products.  "They  should  get  out  of  cars  and  focus  on  tmcl 
says  Stephen  Usher,  a  Jardine  Fleming  analyst.  There's 
sign  that's  in  the  cards. 

A  similar  insularity  has  afflicted  Mitsubishi  Electric, 
company  relied  so  much  on  other  Mitsubishi  companies 
sales  of  its  computers  that  it  was  unprepared  when  Comj 
Computer  Coi"p.  and  other  U.  S.  PC  makers  hit  Japan.  Its 
cess  to  easy  capital  led  to  other  huge  blunders.  From  199^^ 
1997,  it  spent  $3.5  billion  mostly  to  expand  production  i 
high-end  64-megabit  memoiy  chips.  But  a  global  chip  glut  k 
falling  prices  contributed  to  an  $870  million  loss  last  ye 
with  a  $330  miUion  loss  expected  this  yeai-.  Now,  Mitsui 
desperately  needs  to  focus  on  a  few  businesses,  suri 


Tflo  Mitsubishi  keiretsu  consists  of  dozens  of  stanc 
alone  companies  that  are  tightly  interconnec; 
through  cross-shareholdings.  Here  are  the  mi 
companies  and  percentage  of  their  shares  hel 


COMPANY 

RETURN 
ON  EQUITY 

DEBT 

BILLIONS 

PERCENT  OF  EQUITY  HELD 
OTHER  MITSUBISHI  COMPANI 
1990/1998 

MITSUBISHI 

6.1% 

$44 

32%  /  27% 

BANK  OF  TOKYO-MITSUBISHI 

(21.6) 

16* 

26%  /  14% 

MITSUBISHI  HEAW  INDUSTRIES 

4.4 

9 

20%  /  16% 

MITSUBISHI  ELECTRIC 

(17.0) 

15 

17%/  11% 

MITSUBISHI  MOTORS 

(29.0) 

17 

55%  /  52% 

"Nonpertorming  loans 


DATA:  COMPANY  REPORTS,  WARBURG  DILLON  READ 

satellites  and  defense  systems.  "It's  hard  for  a  big  comp; 
like  Mitsubishi  Electric  to  switch  gears,"  says  hsbc  Secmi 
Inc.  analyst  Naoki  Sato,  "but  that  is  precisely  what  it  ne 
to  do." 

In  the  U.  S.,  a  company's  board  of  directors  would  certa 
step  in  if  such  disasters  were  occuiring.  It's  hard  to  ima^ 
Mitsubishi's  myriad  boai-ds  acting  this  way.  Boardrooms  br 
ming  with  insiders — as  are  all  of  btm's  approximately  50 
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Take  it  from  us,  we  know  what  should  go  into  a  printer.  Our  ColorStix®  ink  is  a  good  example.  Since 
each  color  has  a  unique  shape,  loading  the  Tektronix  Phaser®  840  printer  is  as  easy  as  loading  a  stapler., 
And  just  as  quick.  In  fact,  everything's  quick.  Print  speed  is  twice  as  fast  as  a  typical  color  laser.  So  ' 
easy  in,  easy  out  could  be  this  printer's  motto.  But  that's  exactly  the  kind  of  thinking  we  put  into  all 
our  printers.  So  you,  can  think  about  more  important  things.  Like  how  to  celebrate  seeing  color  at  work. 
Take  a  load  off  your  mind  by  calling  1-877-362-6567  ext.  1578.  The  call  is  free  and  so  is  all  the  black  ink 
you  will  ever  need.  You  can  learn  more  at  www.coloratwork.com 
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rectors — are  often  too  timid  to  kill  a  bad  idea  or  nudge  a 
promising  one  foward. 

Still,  things  are  so  dh-e  that,  finally,  eveiybody  is  tiying.  At 
the  Mitsubishi  Coi-p.  trading  company.  President  Mildo  Sasa- 
Id,  62,  is  trying  to  move  the  company  away  fi'om  the  price- 
sensitive  steel  and  u-on 
business.  He  sees  more 
of  a  futui'e  turning  the 
company  into  a  global 
financial  merchant 
bank  that  will  bring  companies  together  foi'  energy  develop- 
ment and  infrasti"uctui'e  deals.  Makihara,  his  boss,  wants  to 
boost  return  on  equity  for  the  trading  company  to  8%.  BTM 
and  Mitsubishi  Ti'ust  are  negotiating  a  broad  tie-up  with 
Sumitomo  financial  institutions  in  the  pension  and  asset  man- 
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agement  business.  Mitsubishi  Estate  is  disclosing  much  ni< 
information  on  the  quality  of  its  leasing  contracts  and  nn 
raises  60%  of  its  capital  from  the  global  bond  market. 

There's  no  denying  that  many  Mitsubishi  companies  ha; 
the  managerial  talent  to  cai-ve  a  profitable  future.  But  t; 
Mitsubishi  Group  will  never  be  the  same  again.  The  eli 
gTaduates  that  Mitsubishi  still  recruits  are  increasingly  i- 
Hkely  to  become  the  corporate  I'oyalty  they  assumed  th, 
would  be.  Indeed,  they  will  have  to  unleai-n  the  fii'st  article 
faith  chilled  into  new  Mitsubishi  Men,  that  the  immediate  g; 
of  any  one  member  matters  less  than  the  broad  strategic  aiji 
of  the  whole  empire.  Othei-wise,  they  may  well  end  up  as  h 
toiy — instead  of  making  histoiy  as  their  forebears  did. 

By  Brian  Bremner  and  Emily  Thornton,  uritli  Irene 
Kunii,  in  Tokyo 


COMMENTARY 


By  Brian  Bremner 


THE  PRESIDENT  HAS  A  WILL-BUT  NO  WAY 


In  1992,  when  Minoru  Makihara 
became  president  of  Mitsubishi 
Corp.,  Japan's  powerful  trading 
company  and  flagship  of  the  nation's 
biggest  keiretsu,  observers  thought 
the  group  was  ready  for  serious 
change.  Rarely  had  such  a  cos- 
mopolitan figure  risen  to  the  top  of 
Japan's  inbred  business  Establish- 
ment. Born  in  England,  prepped  at 
St.  Paul's  School,  and  graduated 
from  Harvard,  Makihara  was  an 
internationalist.  Even  though  Mit- 
subishi was  a  mighty  force  in  the 
corporate  world — as  business  week 
reported  in  1990 — Makihara  knew 
instinctively  that  the  keiretsu 
needed  to  reinvent 
itself  to  meet  world- 
class  standards. 

But  the  remaking  of 
the  Mitsubishi  keiretsu 
never  happened.  Today, 
many  of  its  key  compa- 
nies are  deeply  troubled. 
They  need  to  plunge  into 
radical  restructiuing, 
place  a  gi'eater  emphasis 
on  pi-ofits,  and  put  an  end 
to  the  cross-subsidies  that 
drain  the  resouixes  of  mem- 
ber companies.  While  this  has  been 
obvious  for  years,  only  now  ai'e  Mit- 
subishi's managers  showing  the  least 
sign  they're  ready  for  action.  Some- 
how, there  has  been  a  serious  discon- 
nect between  Makihara's  vision  and 
what  he  has  been  <  hie  to  acliieve. 
WESTERN  EDGE.  His  ^  '  ilem,ma  perfect 
ly  represents  the  plig  )■  of  Japan's 
top  bosses.  In  terms  ot  i-  -ainpower, 
experience,  and  an  understanding  of 
world  markets,  managers  such  :  s 
Makihara,  Taizo  Nishimuro  of  To  shi- 
ba Corp.,  and  Hiroshi  Okuda  of  Toy- 
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...And  lli  bringing  the 
unique  Afiff/SM 
system  to  America. 


FRUSTRATED 

Makihara's  vision 
of  a  radical  fix 
just  isn't 
in  the  cards 


Ota  Motor  Corp.  are  among  the  best 
coiporate  chiefs  on  the  planet.  But 
they  have  been  craelly  misplaced  in 
a  Japan  that  cannot  tolerate  the  un- 
employinent  and  social  upheaval  that 
wholesale  restiiicturing  would  entail. 
And  because  Japanese  corporate  cul- 
ture places  so  much  stress  on  build- 
ing consensus  and  saving  face,  even 
world-class  bosses  often  sti-uggle 
vainly  to  impose  their  visions  on  the 
organizations  they  theoretically  nm. 

As  competition  gi'ows  increasingly 
global,  these  executives  are  at  a 
huge  disadvantage  compared  with  ri- 


vals in  America  and  Europe.  IBM's 
Louis  V.  Gerstner  and  Daimler- 
Chrysler's  Jiii'gen  Schrempp  are 
pulling  off  massive  overhauls  to  en- 
sure their  companies'  long-term  sur- 
vival. Meanwhile,  Makihara  and  oth- 
er Japanese  corporate  chieftains 
must  settle  for  gradualism.  That 
means  a  few  thousand  jobs  through 
attrition  here  and  a  slight  pullback  in 
production  there,  even  though  the 
situation  cries  out  for  much  more. 
"It's  the  sort  of  drip-by-drip  restruc- 
turing that's  very  debilitating  and  ac- 
complishes httle,"  says  Bruce 
Carnegie-Brovra,  co-chairman  of  J.  P. 
Morgan  Securities  Asia. 
LOST  TIME.  The  pressure  to  postpone 
big  cutbacks  extends  to  the  political 
arena.  The  raling  Liberal  Democratic 
Paity,  facing  a  general  election  next 
year,  is  desperate  to  minimize  layoffs. 
It's  all  a  mistake.  Breaking  up  the 
keiretsu  and  other  industrial  coipora- 
tions  has  to  be  a  top  national  priority. 
Yes,  this  would  be  traumatic  for  an 
economy  long  used  to  jobless  rates  of 
2%  or  less.  Yet  the  7  million  sarplus 
workers  economists  figui'e  large  com- 
panies are  canying  are  destroying- 
Japan  Inc.'s  profitabiUty.  Keeping  the 
system  in  place  and  forcing  compa- 
nies to  muddle  tlirough  will  consign 
the  economy  to  another  lost  decade. 

Makihara  thinks  outsiders  under- 
estimate Mitsubishi's  staying  power. 
"There  is  still  tremendous  value  in 
this  gi'oup,"  he  says.  He's  right,  for 
now.  But  Japan's  poHticians,  man- 
agers, and  workers  need  to  under- 
stand that  the  value  will  shrivel  if  it 
is  not  nurtured. 

Bremner  covers  the  Japanese 
economy  fw  business  week. 
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You're  looking  for  a  new  computer. 
But  it's  the  monitor  you'll  be  looking  at. 


If  you're  looking  for  a  new  system,  remember,  the  monitor  is  the  component  quality  and  durability.  We  not  only  offer  the  widest  variety  of  LC 
you  interact  with  most.  So  choose  one  from  a  company  that's  always  monitors,  we're  also  one  of  the  few  companies  that  design  and  manufai 
the  first  to  market  leading  edge  technglogiesv  MuitiSync,®  frop  NEC    j  .ture  their  own  equipment.  So  next  time  you're  looking  for  a  computer, 


Technologies.  Monitors  with  a  heritage  of  engineering  excellence,! 


don't  forget  to  look  at  the  m 


To  learn  more,  call  (800)  NEC-INFO,  or  visit  us  at  www.nectech.com. 


International  Business 


EUROPE 


MURDOCH: 

INVADING 

EUROPE? 

A  deal  with  Canal  Plus 
would  create  a  superplayer 

Rupert  Mui'doch's  talks  with  French 
pay-TV  giant  Canal  Plus  about  a 
mei'ger  or  joint  venture  have  the 
Eui'opean  media  industi-y  buzzing.  Miu'- 
doch  is  the  most  closely  watched  and 
feared  of  moguls,  and  Eui'ope's  media 
industry  is  far  more  fragmented  than 
that  of  the  U.  S.  Perhaps,  industry  ana- 
lysts and  executives  are  thinking,  Mur- 
doch will  manage  to  kick  off  the  Euro- 
pean media  consolidation  that  seems 
logical  but  devilishly  tricky  to  do.  "Im- 
possible does  not  exist  for  Murdoch," 
says  Jerome  Seydoux,  chaimian  of  the 
big  French  film  and  video  distributor 
Pathe. 

Murdoch  desperately  wants  to  extend 
his  reach  to  the  Continent.  After  build- 
ing British  Sky  Broadcasting  Group  plc, 
which  he  controls  through  a  40%  stake, 
into  the  dominant  player  in  British  pay 
television,  he  sees  the  next  media  bo- 
nanza taking  shape  across  the  English 
Channel.  Tlie  rise  of  digital  television  on 
the  Continent  offers  new  revenue 
streams  through  pay-per-view,  which 
Sky  is  promoting  to  boxing  and  soccer 
fans  at  home.  A  $7.6  billion  industry  in 
Eui'ope,  pay  television  is  growing  at 
double-digit  rates,  ranging  ft-om  10%  to 
15%  a  yeai'.  Moreover,  rapid  advances  in 
technology  could  soon  tum  pay-televi- 
sion networks  into  home-shopping  and 
Inteniet-access  vehicles. 

A  linkup  between  BSkyB  and  Canal 
Plus  would  create  a  powerhouse 
overnight.  The  combined  company  would 
have  dominant  pay-TV  positions  not  only 


in  Britain  and  France  but  in  Spain,  Por- 
tugal, the  Netherlands,  and  Italy. 
Edouard  Tetreau,  media  analyst  at 
Credit  Lyonnais  Securities  in  Paris,  es- 
timates that  the  combination  would  have 
75%'  of  the  Eiu'opean  pay  mai"ket.  Work- 
ing together,  the  comj^anies  would  have 
far  gi'eater  power  with  Hollywood  over 
TV  and  film  rights.  Any  proposed  merg- 
er, however,  would  draw  the  scmtiny 
of  Europe's  competition  commissioner, 
Karel  Van  Miert. 

EGO  CLASH?  Management  conflicts  are 
another  obstacle  to  a  BSkyB-Canal  Plus 
tie-up.  BSkyB's  management,  led  by 
U.  S.  media  veteran  Mark  Booth  and 
Murdoch's  daughter,  Elisabeth,  is  noth- 
ing if  not  self-assured,  and  Canal  Plus 
CEO  PieiTe  Lescui-e  is  also  long  on  self- 
confidence.  After  a  meeting  between 
Murdoch  and  Lescure  on  Mai'.  3,  Canal 
Plus  announced  that  it  "must  have  a 
dominant  position  in  the  management 
of  the  potential  alliance."  Canal  Plus 
has  11.(5  million  subscribers,  vs.  BSkyB's 
7  million.  But  BSkyB  is  imlikely  to  con- 
cede control:  Its  market  cap  of  $14  bil- 
lion outpaces  Canal  Plus's  $9.1  billion. 

With  all  the  obstacles,  Murdoch  and 
Lescure  may  do  a  deal  that  falls  well 
short  of  a  full  merger.  The  two  compa- 
nies might  cooperate  elsewhere  in  Eu- 


Why  BSkyB 
Wants  to 
Link  Up  with 
Ganal  Plus 
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Gain  access  to 
France,  Spain,  the 
Netherlands,  Portu- 
gal, and  Scandi- 
navia through  Canal 
Plus's  network 


Could  be  substan- 
tial by  jointly  nego- 
tiating sports  and 
movie  rights,  and  by 
sharing  investments 
in  new  technology 


DEFENSIVE  MOVE 

Protect  BSkyB's 
dominant  position 
in  Britain  from  an 
expansion  move  by 
Continental  market 
leader  Canal  Plus 


rope  but  pledge  to  stay  out  of  each  o 
ers'  home  mai'kets.  Canal  Plus  may  £ 
BSkyB  stakes  in  its  TV  ventui'es  outs; 
France.  Or  BSkyB  and  Canal  Plus  coi 
share  the  interactive  system  tl 
BSkyB  is  now  developing  with  Brit 
Telecommunications  plc.  Such 
arrangement  would  make  sense  wl 
both  companies  are  spending  huge  su 
on  expansion. 

Big  expenditiu-es  ai'e  huiting  eamii 
at  both  companies.  Analysts  expect  Ca 
Plus  to  report  that  losses  topped  $: 
million  in  1998,  on  revenues  of  $2.7 
Hon.  BSkyB  has  been  hugely  pi-ofitabk 
recent  years.  But  in  the  last  quarter 
1998,  BSkyB's  pretax  profits  dropj 
59%,  to  $84  milhon.  Rebecca  Winni 
ton-Ingi"am,  analyst  at  Morgan  Stan 
Dean  Witter  in  London,  forecasts  that 
the  year  ending  June  30,  BSkyB 
have  operating  profits  of  $389  million 
revenues  of  $2.45  bfihon. 

Mmxloch  faces  a  tough  series  of 
gotiations.  If  he  wants  to  expand 
the  Continent,  he  might  have  to 
to  some  of  Lescure's  conditions.  In 
cent  years,  he  has  tried  unsuccessfi 
to  cut  deals  with  just  about  every  ma 
European  player,  from  Gennany's  I 
Kh'ch  to  Italy's  Silvio  Berlusconi.  In 
U.  S.,  Mui'doch  has  never  managed  to 
anything  but  a  small  pla; 
in  pay  TV.  To  fulfill 
Continental  ambitions 
linkup  with  Canal  P 
may    be    Rupert's  1 
chance. 

By   Stanley  Reed 
London  and  Inka  Resch 
Paris,  with  Jack  Ewitig 
Frankfurt 
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ON-NET  SERVICES 

AUDIOCONFERENCING 
VIDEOCONFERENCING 
NET  CONFERENCING 


MCI  WORLDCOM. 

red  of  scurrying  through  airports?  Blearv-eved  meetings?  Missing  your  faniilv? 
a-net  from  MCI  WorldCom™  has  the  answer.  Clol>al  conferencing.  We  CcUi  provide 
eiytliing  you  need  for  voin  meeting  —  audio,  video.  Net  conferencing  or  a  coniJiination 
all  tluee.  We  11  even  provide  the  latest  video  ecjuipment.  No  matter  hov\'  extensive  your 
eds,  v\'e  can  handle  it.  And  if  there  s  ever  a  concern,  v^  e  have  |)eople  readv  to  assist 
u.  12-+/7.  We  re  changing  the  vv  ay  the  w  orld  meets.  So  you  can  get  v\iiere  you  have  to 
I.  Without  ever  really  having  to. ..go.  Bon  Voyage.  Introdu(  ing  MCI  WorldCom  On-Net. 
)r  details,  visit  mnc.mci.com/v\'coniconf  or  call  l-o()()--+75-3555. 


VW   MCI  WOULDCOM   In.    Ml  l!i;;liis  Re 

1  WolLICnin.  MMl  nUI  \\,|,         ^  Ml  111.  nxurM,, 


i-.l  MCI  \\..il.l(  .Mil  I,  iiail.-.l  .Ml  NASDAQ  i„i,|,.,  WCOM.  l-.n  iii.m-  iiiLirniuliiMi  .mi 

.MM  ;i.|.|  U..M.I..M1I. 
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THE  TREMORS  FROM 
ONLINE  TRADING  IN  EUROPE 

Buying  stocks  over  the  Net  is  shaking  up  the  equity  market 


Back  in  late  1996,  Alessandro  Foti 
saw  a  revolution  in  the  U.  S.  that 
he  knew  would  soon  i-each  Em'0]:)e's 
shoi'es:  Hundreds  of  thousands  of  Amer- 
icans were  trading  stocks  via  the  In- 
ternet. Foti,  who  nans  Fin-Eco,  the  as- 
set-management business  of  Brescia's 
Gmppo  Bipop,  soon  signed  a  deal  with 
software  house  TIBC  in  Palo  Alto,  Calif. 
The  Reuters  Group  PLC  subsidiaiy  pro- 
vides the  electronic  platfonn  not  only 
for  NASDAQ  but  also  for  burgeoning  In- 
ternet brokers  such  as  E*Ti'ade  Group 
Inc.  "I  wanted  the  best  system  possible 
in  place  when  we  decided  to  go  ahead," 
says  Foti. 

Foti's  persistence  is  paying  off.  After 
launching  online  stock  trading  sei^vices 
last  December,  Fin-Eco  is  attracting  200 
new  clients  a  week.  By  midyear,  they 
will  be  able  to  ti'ade  in  Fi-anlrfiut,  Paiis, 
Madnd,  and  on  both  nasdaq  and  the 
Big  Board  in  New  York,  as  well  as  in 
Milan.  Foti  expects  that  before  the  end 
of  the  year,  Fin-Eco  will  have  several 
thousand  clients.  "This  is  all  happening 
much  more  quickly  than  anybody  ex- 
pected," he  says. 

HISTORIC  SHIFT.  So  it  is — and  not  just  in 
Italy.  Internet  stock  trading  is  taldng 
off  in  Europe.  In  two  years,  estimates 
Jean-Philippe  Huguet,  who  heads  the 
German  operations  of  Fimatex,  the  on- 
line trading  unit  of  Societe  Generale,  cy- 
bertraders  in  Europe  could  nuinber  10 
milhon.  Such  prospects  coincide  with  a 
historic  shift  already  under  way  in  Eu- 
rope, where  shai'e  ownei"sliip  is  not  neai'- 
ly  as  broad  as  in  the  U.  S.  Recent  pri- 
vatizations, including  behemoths  such  as 
Deutsche  Telekom,  ai'e  encom-aging  small 
investor's.  Others  ai'e  fleeing  government 
bonds  in  search  of  better  returns.  And 
since  the  euro's  launch  on  Jan.  1,  share 
prices  ft'om  Helsinki  to  Lisbon  ai'e  all 
quoted  in  a  single  cuiTency. 

Amsterdam  broker  IMG  was  doing  50 
orders  a  day  in  1996.  But  it  was  quick 
to  spot  the  U.S.  trend.  At  about  the 
time  Alessandro  Foti  was  studying 
American  trading  habits,  IMG  became 
one  of  the  fii'st  in  Europe  to  offer  cy- 
berservice.  The  fu"m  initially  attracted 
only  a  few  himch-ed  clients — almost  all  of 
them  computer  science  students  at 
Dutch  universities.  But  last  year,  its 


growth  took  off.  The  Internet  client  Ust 
is  now  4,500  names  long.  "We  can  gi'ow 
several  hundred  percent  a  year,"  pre- 
dicts Olaf  Nijemanting,  iMO's  director 
of  private  broking.  The  No.  1  reason: 
Ti'ading  costs  ai'e  a  fraction  of  ordinai^y 
commissions.  A  $50,000  trade  with  Fin- 
Eco  costs  $52;  the  traditional  charge 
could  be  as  high  as  $500. 

It's  the  same  story  in  France  and 
GeiTnany.  At  Paris-based  Cortal,  which 


look  of  its  own  in  Em'ope.  Intemet  ui 
while  expanding,  is  still  small.  Wha 
more,  most  Continental  investors  si 
seem  loath  to  give  up  financial  adv 
ers  for  "do-it-yourself  discount  opei 
tions.  Indeed,  banks  have  moved  slow 
for  fear  of  cannibalizing  their  traditic 
al  equity-trading  businesses.  This  h 
left  them  years  behind  such  U.  S.  pk 
ers  as  E*Ti'ade,  Ameritrade,  a 
Schwab. 

Most  banks  now  recognize  that  th 
have  to  get  online  quickly,  and  they  v 
probably  get  the  lion's  share  of  onli 
trading  in  the  near  future.  But  Ame 
can  companies  are  angling  for  a  piece 
Europe's  pie.  Charles  Schwab,  whi 
bought  British  discounter  ShareLink 
1995,  says  it  has  attracted  6,300  ci 
tomers  since  launching  Intemet  sei-v; 
last  June.  E*Ti'ade  is  licensing  its  na: 


THE  RUSH 
TO  CYBER-TRADE 


Paribas  set  up  in  19iS4  as  a  discount  bro- 
kerage modeled  on  Charles  Schwab 
Corp.,  roughly  a  third  of  its  420,000 
clients  use  the  Intemet  sei-vice.  Cortal 
now  offers  "bed-and-brealdast"  specials: 
If  you  buy  a  stock  online  one  day  and 
sell  it  the  next  moiTiing,  you  can  execute 
the  sale  cominission-free.  The  intent  is  to 
encourage  the  day  trading  that  has 
helped  fuel  the  U.  S.  eciuity  boom. 
But  electronic  trading  will  have  a 


BIG  BANKS 


Key  European  banks  such  as 
ING,  Deutsche  Bank,  Paribas, 
and  UniCredito  Italiano,  which 
have  traditionally  dominated 
share  trading  on  the  Continent, 
are  moving  quickly  onto  the 
Internet. 


LOCAL  UPSTARTS 


A  handful  of  startup  brokerage 
houses  such  as  Directa  in  Italy 
and  Vega  Finance  in  France  are 
offering  low  commissions  to  gra 
a  slice  of  the  market. 


U.S.  CONTENDERS 


E*Trade  has  set  up  a  French 
joint  venture,  CPR-E*Trade, 
which  boasts  10,000  clients. 
Charles  Schwab  is  big  in  Britaii 
through  its  local  discount  broke 
age  unit,  ShareLink.  Yahoo!  is 
teaming  up  with  Deutsche  Ban] 

DATA:  BUSINESS  WEEK 


and  interface  platfonn  with  local  play 
In  Januai-y,  it  launched  a  service  \ 
Paris  brokers  CFR  Bourse.  It  is  now 
gotiating  in  Britain,  Gennany,  and  I) 
For  Eui'ope's  fledgling  day  traders 
other  converts  to  the  thrill  of  the  r 
kets,  the  new  sei"vices  can't  come 
enough. 

Bij  JoJiu  Rossant  in  Milan,  i 
Gail  Edmondson  in  Paris,  and  but 
reports 
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You  may  not  live 

If  you  listen  closely,  you  can  hear  it  call  your  name.  It's  the  night.  A  bit  playful. 

on  the  edge,  but  you  can 

Somewhat  mysterious.  Always  intoxicating.  And  with  the  available  V6  power  of  your  new 

drive  right  up  to  it. 

Camry,  you're  ready  to  roll  into  it.  By  all  means.  After  aU,  the  night  is  still  young. 


TOYOTA 


^^8  Toyota  Motor  Sales,  U.S.A.,  Inc.  Buckle  Upl  Do  it  for  those  who  love  you.  1-800-GO-TOYOTA    ■¥  WWW.tOyOta.C< 
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lEXIGOS  NEH  ELECTION 
OULD  BE  A  REAL  HORSE  RACE 


Iexicans  watching  nightly  television  these  days  can  be 
forgiven  for  assuming  presidential  elections  are  immi- 
nent. On  one  channel,  there's  the  front-i-unner,  opposi- 
1  governor  Vicente  Fox  of  Guanajuato  state,  a  former 
!a-Cola  Co.  executive,  promising  voters  honest  govern- 
it  for  a  change.  On  another,  Tabasco  Governor  Roberto 
irazo  airs  expensive  TV  ads  in  hopes  of  winning  the  nom- 
;ion  of  the  long-ruling  Institutional  Revolutionaiy  Party 
[).  Meanwhile,  the  apparent  pri  favorite,  Interior  Minister 
'.ncisco  Labastida,  turns  a  series  of  staged 
lia  events  in  Washington  into  a  virtual  ad 
ipaign. 

Mexican  voters  won't  head  to  the  polls  to 
:t  a  new  President  until  July,  2000.  But 

eai'ly  election  furor  underscores  just  how 
ical  a  shakeup  is  under  way  in  Mexican 
tics,  as  the  country  segues  from  70  yeai-s  of 
^le-party  loile.  In  the  past,  an  endorsement 
n  the  PRi's  sitting  President  was  the  key  to 
ning.  But  today,  politicians  from  all  three 
or  parties  are  starting  early,  spending  big, 

appealing  to  voters  rather  than  party  in- 
■rs.  "We're  witnessing  the  Americanization 
lexican  politics,"  says  Federico  Estevez,  a 
tical  scientist  at  the  Autonomous  Techno- 
cal  Institute  of  Mexico. 

ING  THE  PAIN.  Indeed,  this  presidential   

tion  will  be  the  most  competitive  in  Mexican  histoiy. 
election  could  also  turn  into  a  referendum  on  Mexico's 
lomic  futui-e.  None  of  the  many  candidates  vying  for  the 
spot  wants  to  substantially  roll  back  Mexico's  economic 
ralization — or  pull  the  plug  on  the  North  American  Free 
ie  Agreement.  But  the  rivals  differ  on  how  much  the 
emment  should  spend  to  ease  the  social  pain  of  the  last 
ide  of  reforms.  And  they  split  over  how  much  fuither  to 
ti  privatization  and  deregulation  of  the  economy. 
lS  the  debate  over  the  economy  unfolds,  the  pri  faces  a 


LAME  DUCK:  Zedillo  fades 


real  chance  of  losing  the  presidency  to  one  of  two  opposition 
parties  for  the  first  time  since  1929.  Inside  the  pri,  rival 
presidential  candidates  are  openly  vying  against  each  other, 
too.  Breaking  with  tradition,  Mexican  President  Ei-nesto 
Zedillo  has  vowed  not  to  handpick  the  party's  candidate. 
Old-fashioned  politicians  determined  to  maintain  the  pri's 
grip  on  power  are  facing  off  against  new-style  party  tech- 
nocrats. That  could  mean  a  crippUng  split. 

For  now,  Mexican  citizens  ai'e  fascinated  with  democracy  in 
action.  More  than  80,000  people  have  signed  up 
to  be  "Friends  of  Fox,"  supporting  the  foiTner- 
Coke  exec,  who  has  won  the  biggest  following 
so  far  with  his  trademark  cowboy  boots  and 
vow  to  "boot"  the  PRI  fi'om  power  If  the  elec- 
tion were  held  today,  polls  show  the  nod  would 
go  to  Fox,  who  is  i-unning  for  the  center-right 
National  Action  Party  (pan)  noiriination.  He  is 
a  free-marketer  who  advocates  a  partial  pri- 
vatization of  state  oil  monopoly  Pemex.  Other 
opposition  candidates  are  founders  of  the  cen- 
ter-left Party  of  the  Democratic  Revolution 
(prd),  Mexico  City  Mayor  Cuauhtemoc  Cade- 
nas  and  Congi-essman  Porfuno  Mufioz  Ledo. 
In  contrast  to  Fox,  both  want  to  slow  down 
Mexico's  move  toward  fi'ee  markets. 

One  casualty  of  tliis  push  for  greater  democ- 
racy  could  be  the  Zedillo  administration  it- 
self. Zedillo  already  risks  becoming  a  lame  duck  ahead  of 
schedule,  as  Congi'ess  becomes  focused  on  the  election.  Al- 
though Zedillo  still  enjoys  high  public-approval  ratings,  his 
new  effort  to  open  up  the  state-nm  electricity  utihty  may  fal- 
ter because  Congress'  attention  is  now  more  focused  on  the 
ballot  box  than  on  eventual  energy  shortages.  That  is  ftus- 
trating  for  the  president.  But  fostering  Mexico's  democratic 
transfoiTnation  will  turn  out  to  be  Zedillos'  most  important 
contribution. 

By  Geri  Smith  in  Mexico  City 


GLOBAL  WRAPUP 


!K  NOT  ALL  BAD 

Technology  sector  execs  have  some- 
ing  to  look  forward  to  on  Jan.  1, 
00,  besides  worldwide  computer 
tches.  That's  when  developing 
tions  with  membership  in  the 
orld  Trade  Organization  must  begin 
forcing  copyright  standards  or  risk 
mal  complaints  and  the  imposition 
trade  sanctions. 

Production  of  pirated  movies,  music, 
oks,  and  computer  software  has 
en  centered  in  second-tier 
Dnomies,  where  wro  enforcement 


mechanisms  were  bemg  phased  in.  But 
rules  for  all  but  a  handful  of  the  poor- 
est WTO  members  take  effect  Jan  1. 

Still,  lax  enforcement  on  other  dis- 
putes hasn't  won  the  fledgling  WTO 
much  respect.  And  skeptics  fear  that 
the  pirates  will  simply  relocate  to  such 
non-WTO  members  as  Russia  and  China. 

DOWNLOAD  THIS 

►  America  Online's  German  service 
claims  Deutsche  Telekom  is  using  new 
technology  to  unfairly  corner  the 
future  market  for  films  and  music  dis- 
tributed over  the  Internet.  Deutsche 


Telekom,  the  only  German  company 
with  a  nationwide  phone  network,  is 
rolling  out  a  high-speed  Internet  ser- 
vice via  its  online  network.  That's  a 
big  worry  not  only  for  AOL  but  for  its 
European  partner,  publisher  and 
broadcaster  Bertelsmann.  The  new 
service  cuts  the  time  to  download  a 
music  CD  to  a  few  seconds,  and  could 
transform  the  Internet  into  the  major 
distribution  channel  for  music,  books, 
and  films.  Deutsche  Telekom  insists  it 
will  give  competitors  access,  but  only 
after  "testing"  the  technology  in  43 
German  cities. 
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Science  &  Technology 


GENETICS 


IT'S  ALL  IN 
THE  GENES?  HA! 

Protein  shapes  are  key  to  heredity,  says  Susan  Lindquist 


Ideas 


It  was  in  a  high  school  biology  class 
in  the  late  1960s  that  Susan  L. 
Lindquist  fii'st  encountered  the  sci- 
ence of  heredity  and  the  world  of 
DNA.  "It  seemed  unbelievably  beauti- 
ful," Lindquist  recalls. 

Too  beautiful  to  tell  the  whole  stoiy, 
it  tiuTied  out.  Lindquist  went  on  to  chal- 
lenge conventional  genetics  and  evolu- 
tionaiy  theoiy  with  stud- 
ies showing  that  mere 
proteins  could  carry  in- 
herited traits  from  one  generation  to 
the  next.  This  was  just  short  of  heresy 
to  many  geneticists,  who  believed  that 
the  nucleic  acid  DNA  and  its  cousin,  rna, 
were  the  sole  agents  of  inheritance. 

Now,  as  research  on  exotic  proteins 
spills  from  laboratories  around  the 
world,  Lindcjuist's  theories  have  stnack  a 
chord  with  many  biologists,  who  hail 
her  as  one  of  the  field's  leaders.  "In  bi- 
ology, she  is  clearly  in  the  upper  eche- 

HEREDITY 
WITHOUT  DNA 


DAUGHTER  CELL 

SUP35 
PROTEIN 


YEAST 
CELL 


A  NORMAL  YEAST  CELL... 

produces  proteins  called  Sup35.  The 
protein  is  uniformly  distributed  in  the 
cell,  and  all  the  daughter  cells  show 
the  same  distribution. 


Ions  of  thinkers,"  says  Richard  A. 
Young,  a  principal  investigator  at  the 
Wliitehead  Institute  for  Biomedical  Re- 
search in  Cambridge,  Mass.  In  1997, 
Lindquist's  work  was  recognized  with 
her  appointment  to  the  prestigious  Na- 
tional Academy  of  Sciences. 

Beyond  challenging  scientific  ortho- 
doxy, Lindquist's  ideas  could  one  day 
lead  to  new  treatments  for  ailments 


FOR  REASONS  THAT  ARE  STILL 
OBSCURE... 

chemical  bonds  that  keep  the  Sup35 
proteins  folded  begin  to  rearrange. 
The  proteins  refold  and  aggregate  into 
ordered  fibers.  The  physiology  of  the 
yeast  cell  changes  profoundly.  But  the 
gene  sequences  in  the  nucleus  remain 
unchanged. 

such  as  Parkinson's  disease  and 
Alzheimer's,  as  well  as  mad  cow  dis- 
ease. All  of  these  scourges  involve  al- 
terations in  the  nomial  behavior  of  pro- 
teins. And  the  49-year-old  Lindquist, 
head  of  a  20-member  molecular  genetics 
lab  at  the  University  of  Chicago,  is  lay- 
ing the  scientific  foundation  for  under- 
standing those  changes. 

Sidestepping  the  global  stampede  to 
discover  new  genes,  Lindquist  has 
homed  in  on  two  classes  of  proteins:  so- 


called  prions,  wliich  ai'e  thought  to  cat 
mad  cow  disease,  and  "chaperone"  pj 
teins,  which  manage  the  inner  workin 
of  cells.  In  yeast  cells,  she  has  prov 
that  prions  can  transmit  stnactui-al  ch; 
acteristics  fi"om  one  generation  to  t 
next — without  any  changes  in  D^ 
"There  could  be  many  proteins  capal 
of  undergoing  these  remarkable,  se 
peipetuating  changes,"  Lindciuist  sa; 
"And  I  think  they  will  prove  to  ha 
fundamental  roles  in  human  biology.'' 
Even  in  their  nonnal  foiTns,  protei 
are  enigmatic.  Known  as  the  basic  bui 
ing  blocks  of  life,  proteins  are  polyrr 


DNA  UNCHANGED 


AGGREGATES 


THE  ALTERED  YEAST  CELL... 

now  produces  Sup35  aggregates  in- 
stead of  uniform  proteins.  The  chan 
may  be  passed  through  thousands  o 
generations  without  any  change  in 
DNA.  In  some  cases,  the  altered  ce 
may  be  able  to  adapt  to  new  and 
hostile  environments. 

chains  consisting  of  up  to  20  differ 
kinds  of  amino  acids.  These  acids 
alternately  attracted  to  and  repelled 
each  other,  and  also  by  elements  in  t 
envii'onment.  So  the  instant  a  protei 
produced  in  a  cell,  it  twists  and  tu 
folding  into  shapes  of  breathtaking  c 
plexity.  There  may  be  hundreds  of 
lions  of  possible  combinations.  But 
matter  of  seconds,  proteins  manag( 
find  their  optimum  configuration,  ca 
the  "native  state." 

Once  folded,  proteins  usually  ren 
intact.  Trouble  may  arise,  however, 
protein — such  as  a  prion — can  exist  c 
fortably  in  more  than  one  shape, 
deed,  even  in  normal  cu'cumstances, 
lular  proteins  tend  to  unfold  as  ( 
grow  old  or  are  stressed  by  heat, 
assault,  or  toxic  chemicals.  That's  we 
molecular  chaperone  proteins  ste] 
prodding  malformed  or  unfolded 
teins  back  into  shape  and  shephern 


I 
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now  hiRpey  rurnea  a  Rig  laea 

into  a  bigger  siiare  of  tiie  tabietop. 


The  idea:  take  1 80  years  of  leadership  in  glass  tableware  and  use  it 
to  grow  beyond  the  traditional  market.  To  put  it  into  action, 
Libbey  reengineered  its  whole  operation  and  made  strategic 
acquisitions  and  investments  in  china,  flatware,  and  international 
glass  facilities.  A  key  part  of  the  plan  was  Libbey's  choice  of  flexible, 
integrated  J.D.  Edwards  software,  according  to  Libbey  CIO  John 
Zarb.  Company- wide  implementation  of  the  J.D.  Edwards  system 


took  place  at  a  speed  that,  Zarb  says,  "was  something  for  the  record 
books."  The  system  is  now  helping  Libbey  integrate  its  acquisitions 
at  an  equally  rapid  pace,  carving  out  big  helpings  of  a  whole  new 
market.  And  in  distribution,  the  fill  rate  is  a  record-shattering  97%. 
Libbey  moves  faster,  reaches  farther,  and  responds  better  than 
ever  before.  Sound  like  a  good  idea?  Let  us  put  it  into  action  for  you. 
Call  1-800-727-5333  or  visit  www.jdedwards.com/customer. 
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World  Source  Company,  1*>W, 
J.D  Edwards  is  a  registered  trademark 
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Science  &  Technology 


them  to  wherever  they  are 
needed  in  the  cell. 

These  prion  and  chaperone 
proteins  inspired  Lindquist's 
most  radical  theories.  In  1994, 
after  reading  a  paper  on  yeast 
prions  by  National  Institutes 
of  Health  biologist  Reed  B. 
Wickner,  Lindquist  and  col- 
league Yuiy  0.  Chemoff — now 
at  the  Georgia  Institute  of 
Technology — described  how  a 
specific  chaperone  could  switch 
off  an  inherited  alteration  in  a 
yeast  protein  called  Sup35 
(table,  page  100).  "It  was  like  a 
lightning  bolt,"  Lindquist  re- 
calls. "We  could  show  that  this 
inherited  trait  was  due  to  a 
protein  changing  its  shape,  not 
a  change  in  dna  sequence.  And 
the  new  trait  persists  for  tliou- 
sands  of  generations." 

Lindquist  calls  this  "an  un- 
charted mechanism  for  heredi- 
ty." And  she  credits  Reed 
Wickner  for  first  suggesting 
the  idea.  Wickner,  now  head  of 
a  biochemistry  lab  at  the  Na- 
tional Institute  of  Diabetes  & 
Digestive  &  Kidney  Diseases 
in  Bethesda,  Md.,  is  just  as  em- 
phatic. "Individual  proteins  can 
be  genes,"  he  says.  And  there 
could  be  key  therapeutic  im- 
plications. In  the  Feb.  26  issue 
of  Science,  Wickner  showed 
how  a  yeast  prion  called  Ure2, 
when  it  changes  shape,  be- 
comes a  pathological  form  of 
protein  called  amyloid — the  ba- 
sis of  waxy  deposits  foimd  in  the  bi-ains 
of  mad  cow,  Alzheimer's,  and  Parkin- 
son's victims. 

There  ai'e  many  mysteries  to  um'avel 
here.  In  yeast  cells,  for  example,  the 
strange,  hereditary  protein  changes 
aren't  necessarily  bad.  They  may  en- 
able the  yeast  cells  to  gi'ow  in  new,  nu- 
trient-poor environments.  That's  a  stark 
contrast  to  prion-linked  diseases  in 
mammals,  where  infective  proteins  seem 
to  reduce  whole  sections  of  the  brain 
to  sponge.  Nonetheless,  Lindquist  points 
out,  "there's  an  uncanny  biochemical 
similarity"  between  yeast  and  mam- 
malian prion  proteins. 

Lindquist  and  Wickner  aren't  the  fli'st 
scientists  to  propose  outlandish  new 
roles  for  proteins.  Decades  before  James 
D.  Watson  and  Francis  H.  Crick  solved 
the  stnicture  of  dna,  Nobel  laureate 
Linus  C.  Pauling  suggested  that  anti- 
bodies might  derive  their  unique  shape 
from  the  antigens  they  target.  The  the- 
oiy  was  wrong — though  it  very  smart- 


much  to  validate  Prusinei 
theories  about  mammalian  pi 
ons.  And  since  then,  imagin 
five  leaps  have  become  h 
stock  in  trade.  Last  summi 
in  a  paper  published  in  N 
hire,  Lindquist  and  collaboi 
tor  Suzanne  L.  Rutherfo 
showed  how  chaperone  pr 
teins  can  allow  fruit  flies  to  i 
quire  small,  subtle  variatio 
in  the  way  proteins  fold,  wit 
out  allowing  these  variatio 
to  harm  the  fly.  Then,  wh 
some  stress  occurs  in  the  e 
vironment,  the  chaperones  g 
called  away  to  take  care 
other  proteins  that  are  starti 
to  misfoid.  "Perhaps  the  an 
of  chaperones  is  stretched  t 
thin  and  can  no  longer  atte 
to  those  subtle,  hidden  vai 
tions,"  Lindquist  says.  So 
valuations  are  suddenly  unc( 
ered.  As  a  result,  over  a  sin: 
generation,  the  fly  appears 
undergo  changes  in  form 
structure  that  usually 
many  generations. 

Paleontologists  quic 
seized  on  her  study  as  a  pi 
sible  explanation  for  cert 


t£ 


One  Lindquist  paper  shows  how  inherited  protein 
alterations  can  pile  up  unseen,  then  take  effect  all  a 
once.  It  could  explain  abrupt  shifts  in  fossil  history 


REBEL:  LINDQUIST'S  WORK  CHALLENGED  DNA  ORTHODOXY 


ly  anticipated  prion-like  capabilities. 

The  idea  of  proteins  as  genes  sur- 
faced again  in  1967  when  British  math- 
ematician J.  S.  Griffith  suggested  that 
a  protein  agent  might  be  responsible 
for  an  infectious  disease  in  sheep  called 
scrapie.  He  believed  that  misfolded  pro- 
teins in  the  sheeps'  brains  might  be  act- 
ing as  templates,  inducing  defonnation 
in  other  proteins. 

NOBEL  STRUGGLE.  Fifteen  years  later, 
Stanley  B.  Pnasiner,  a  biochemist  at  the 
University  of  CaUfornia  at  San  Fran- 
cisco, invoked  a  similar  theoiy,  arguing 
that  rogue  proteins  (he  dubbed  them 
"prions")  were  responsible  not  only  for 
scrapie  but  for  mad  cow  disease  and 
similar  diseases  in  humans.  His  meticu- 
lous efforts  to  prove  this  theoiy  brought 
him  a  Nobel  prize  in  1997 — but  only  af- 
ter a  bitter,  15-yeai'  stniggle  with  a  sci- 
entific orthodoxy  that  balked  at  the  idea 
of  infectious  diseases  transmitted  by 
proteins,  without  the  aid  of  nucleic  acids. 
Lindquist's  work  in  yeast  prions  did 


mysterious  phases  of  rapid  evolut 
that  are  evident  in  the  fossil  record 
phenomenon  dubbed  "punctuated  e( 
Ubrium"  by  evolutionary  biologists  N 
Ekb-edge  and  Stephen  Jay  Ciould.  "N 
evolution  has  a  plate  filled  with  a  lat 
number  of  hors  d'oeuvres  to  se' 
from,"  says  Northwestern  Univeri 
biochemist  Richard  Morimoto.  "Su 
is  a  remarkably  creative  individual.' 

Lindquist  is  the  fii'st  to  caution  1 
her  theories  don't  nullify  a  half  cent 
of  molecular  genetics  and  evolution 
theoiy.  In  the  case  of  the  fruit  fly, 
netic  changes  are  occmning  but  ther 
hidden  till  an  environmental  change 
poses  them,  "dna  and  [Austrian  get 
cist  Gregor]  Mendel  may  explain  90' 
what  we  obsei-ve,"  she  concedes,  -u 
as  her  own  work  shows,  minor  m'a 
cles  lurk  in  the  remaining  10%.  As  t 
come  into  view,  it's  a  safe  bet  that  c 
erones,  prions,  and  other  agents  of 
tein  folding  will  be  at  center  stage. 

By  Neil  Gross  in  New  ' 
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)evelopments  to  Watch 


TED  BY  ELLEN  LICKING 


ESOUL 
A 

WKNOT 


•:n  researchers  at  the 
•endish  Laboratory  in 
fibridge,  England,  decide 
ie  one  on,  they  take  the 
seriously.  Thomas  M.  A. 
k  and  Yong  Mao,  seeking 
shion  breakthrough,  used 
puter  models  to  find  all 
knots  men  might  use  to 
en  their  neckties.  The 
larchers  report  in  Nature 
.  they  came  up  with  85  of 
n.  Taking  into  account 
hetic  concerns  such  as 
metry  and  balance,  the 
ntists  were  left  with  10 
ts — six  of  which  have 
er  been  seen  on  Madison 


nue  or  Bond  Street. 
D  study  knot-tying.  Fink 
Mao  defined  the  process 

series  of  half-turns  initi- 
1  by  bringing  the  wide 
of  the  tie  either  over  or 
^r  the  narrow  end.  Sub- 
lent  moves  had  to  obey 

rules:  With  each  half 
,,  the  wide  end  of  the  tie 
t  alternate  between  mov- 
toward  the  shut  or  away 
1  it.  And  the  wide  end 
lot  move  in  the  same  di- 
ion — right,  left,  or  cen- 
-two  times  in  a  row. 
he  last  time  a  new  knot 
iared  was  in  1989  when 
pratt  knot  made  its  debut 
he  front  page  of  The  New 
c  Times.  So  far,  the  six 
endish  lab  knots  are 
eless,  but  any  one  of 
n  could  become  a  run- 
y  fashion  hit.  □ 


WINDSHIELD  WIPERS  FOR  MARS  

DURIN(;  ITS  1997  MISSION,  MARS  PATHFINDER  WAS  NO 

match  for  the  streams  of  dust  that  quickly  blanketed  its 
solar  cells.  Now,  researchers  at  NASA's  Jet  Propulsion 
Laboratory  in  Pasadena,  Calif.,  have  found  a  way  to 
bust  the  dust:  They  have  devised  lightweight,  flexible 
strips  of  plastic  that 
bend,  much  like  hu- 
man fingers,  when  an 
electric  voltage  is  ap- 
plied. NASA  plans  to 
use  these  so-called 
electroactive  polymers 
(eaps)  to  make  ener- 
gy-efficient windshield 
wipers. 

The  JPL  team,  led 
by  Yoseph  Bar-Cohen, 
is  designing  two  rib- 
bon-shaped eaps  to  go 
on  a  palm-size  rover  that  will  explore  the  Nereus  aster- 
oid, located  near  Mai-s,  in  2002.  Equipped  with  tiny 
brushes,  the  eaps  will  clear  the  dust  off  the  vehicle's 
camera  window.  They  are  lighter  and  consume  less  en- 
ergy than  than  conventional,  motor-driven  wipers. 

The  team's  next  step,  says  Bar-Cohen,  is  to  build  a 
prototyjje  where  the  plastic  strips  work  together  like  the 
fibers  of  a  muscle,  stretching  or  shortening  in  order  to 
pick  up  or  drop  small  objects.  The  result  will  be  a  minia- 
ture robotic  arm  that  is  strong  enough  to  handle  soil  and 
ice  samples  weighing  tens  of  pounds.  Someday,  nasa  sci- 
entists say,  the  technology  could  be  used  to  create  in- 
sect-like robots  for  space  exploration,  or  even  to  replace 
damaged  muscles  in  humans.  Nellie  Andreeva 


u  Only  a  few  years  ago,  com- 
puters were  as  big  as  re- 
frigerators. Now,  Frigidaire 
Home  Products  has  unveiled 
a  fridge  that  contains  one. 
The  computer  has  a  touch- 
screen monitor  and  a  bar 
code  scanner  mounted  on  the 
fi'eezer  door.  There's  even  a 
jack  for  an  Intemet  connec- 
tion. After  emptying  a  car- 
ton of  milk  or  eatmg  a  fi-ozen 
dinner,  you  could  swipe  the 
package  past  the  bar-code 
scanner,  tap  a  couple  btittons 
on  the  screen,  and  the  fridge 
would  order  replacements 
from  an  online  gi'oceiy  store. 
Since  many  bills  now  carry 
bar  codes  as  well,  you  could 
even  swipe  them  by  the  door 
and  let  the  freezer  do  the 
paying.    Frigidaire  hasn't 


nailed  down  plans  to  market 
the  concept,  but  its  parent, 
Electrolux  of  Sweden,  is 
working  on  that  with  ICL,  a 
British  computer  maker. 
■  Many  PC  users  are  irked 
by  color  printers  that  are 
supposed  to  bang  out  three 
pages  a  minute  but  can  slow 
to  less  than  one  a  minute 
when  graphics  cover  half  the 
page.  Texas  Instioiments  Inc. 
says  that's  because  control 
chips  in  printers,  originally 
developed  for  text,  choke  on 
graphics.  But  digital-signal 
processing  (dsp)  chips  eat  up 
gi'aphics  like  candy.  So  Ti  is 
peddling  a  dsp  controller  that 
it  says  will  deliver  a  print- 
er's full  rated  output — and 
likely  will  cost  less,  ti  pre- 
dicts the  chip  will  soon  en- 
able color  printers  to  domi- 
nate the  market. 


ZAPPING 

THE  SALT  OUT  OF 
SEAWATER  

ALTHOUCH    809c    of  THE 

earth's  surface  is  water,  most 
of  it  is  unsuitable  for  drink- 
ing and  irrigation.  Many 
cities  rely  on  technology  to 
supply  their  inhabitants  with 
water  clean  enough  to  drink. 
But,  especially  in  the  Middle 
East  and  North  Africa,  com- 
munities are  struggling  to 
meet  the  high  price  of  puri- 
fying water.  Now,  engineers 
from  the  Lawrence  Liver- 
more  National  Laboratory 
may  have  a  solution:  They 
have  developed  a  purification 
technology  called  capacitive 
deionization  that  uses  25%  to 
35%  less  energy  than  reverse 
osmosis,  the  leading  compet- 
ing technology.  Because 
there  are  no  moving  parts  to 
service  or  filters  to  change, 
the  system  is  also  cheaper  to 
maintain  than  other  purifica- 
tion systems. 

The  new  technology  is 
composed  of  stacks  of  foam 
bricks,  each  roughly  1  foot 
square  and  8  inches  tall,  that 
themselves  contain  multiple 
cells.  Each  cell  operates  like  a 
batteiy,  with  a  pair  of  pan- 
cake-thin electrodes  that  are 
coated  with  a  porous  carbon 
material  called  aerogel.  Wlien 
a  small  electrical  chai'ge — just 
L2  volts — is  generated  across 
a  pair  of  electrodes,  imptui- 
ties  such  as  salts,  heavy  met- 
als, and  radioactivity  are 
drawTi  out  of  the  water  and 
into  the  aerogel. 

Once  the  aerogel  is  satu- 
rated, the  electrodes  are 
shorted,  releasing  the  trapped 
pollutants  into  a  stream  of 
waste  water  A  stack  of  tlii"ee 
bricks  can  remove  salt  fi'om 
one  liter  of  seawater  in  less 
than  30  minutes.  The  tech- 
nology is  now  being  commer- 
cialized by  FarWest  Group 
Inc.,  based  in  Tucson,  Ariz. 
Its  first  project  will  be  to 
clean  up  bracldsh  water  at  a 
municipal  plant  in  Carlsbad, 
Calif.  □ 
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INTRO 


TO  HAGGLING 

You  can  negotiate  for  more  aid,  even  at  top-flight  schools 


COLLEGE 
PLANNING 


Financing 


Jonathan  Piper,  18,  applied  to  nine  top-notch 
colleges  and  got  into  them  all.  Small  wondei'. 
The  Cleveland  native  scored  in  the  95th  per- 
centile on  his  SATS  and  managed  a  3.9  aver- 
age at  prep  school  while  playing  baseball, 
singing  leads  in  musicals,  and  participating  in  an 
engineering  society.  He's  also  an  AMcan  Ameii- 
can.  But  getting  accepted  was  just  the  first  step. 
Next  came  the  money. 

Last  spring,  Piper  made  call  after  call  to  col- 
lege financial-aid  officei"s.  His  soft-spoken  pitch:  "I 
have  no  idea  what  I  want  to  do,  and  I  want  to 
see  the  best  that  each  of  you  can  offer  me."  Uni- 
versity of  Pennsylvania  and  Princeton  University 
didn't  move  much,  but  Wake  Forest  Univereity  in 
Winston-Salem,  N.  C,  raised  its  annual  aid  offer 
from  $8,000  to  $26,000.  A  freshman  there  now, 
Piper  is  studying  poetry  with  Maya  Angelou  and 
has  no  regi-ets.  "It  would  have  cost  me  $15,000  a 
year  to  go  to  Princeton,  vs.  nothing  for  Wake 
Forest,"  he  says. 

Colleges  call  it  "dialing  for  dollars" — the  time 
in  March  and  April  when  parents  and  students 
phone  them  with  better  offers  fi'om  other  schools 
in  hopes  of  coaxing  more  aid  out  of  them.  Rai'e  a 
— "iiii— decade  ago,  negotiat- 
ing is  now  so  much  a 
part  of  the  picture 
that  some  colleges 
openly  encourage  it, 
while  others  are  qui- 
etly putting  away  aid 
dollars  for  maneuver- 


Tips  for  Landing 
A  Better  College  Deal 

►  Before  you  accept  admission,  write  or  phone 
the  financial  aid  office  to  outline,  in  dollars  and 
cents,  the  precise  reasons  you  need  more  aid         j,^g     season's  end. 


►  Discuss  extenuating  circumstances  not  always 
covered  by  aid  applications,  such  as  medical 


The  result  is  that 
classroom  now  re- 


.  .„       1  .  .  e     -ui-  sembles  an  airplane, 

bills  and  tuition  payments  for  siblings  Three  people  sitting 

►  Inform  the  school  of  recent  setbacks,  such  as 
family  illness,  employment  changes,  divorce,  or 
business  dovmturns 


►  Show  better  financial  aid  offers  from  compa- 
rable schools,  explaining  that  you'd  prefer  to 
attend  this  institution  but  may  not  be  able  to 
afford  it 

►  Take  a  low-key,  diplomatic  approach.  Remem- 
ber, you're  not  the  one  with  the  most  power  in 
this  transaction 


side-by-side  could  be 
paying  different 
prices,  and  economic 
need  has  less  to  do 
with  it  than  savvy. 
Nationally,  about  half 
of  all  students  now 
receive  assistance. 
"With  financial  aid,  it 
may  not  cost  more  to 
go  to  an  expensive 
school  than  a  lower- 
cost  institution,"  savs 


Kalman  A.  Chany,  presi- 
dent of  New  York-based 
Campus  Consultants 
and  author  of  Paying 
for  College  Without 
Going  Broke  (Prince- 
ton Review,  $18). 
BRAWLING.  Why  are 
colleges  willing  to 
bai'gain?  The  sellers' 
market  of  the  1960s 
and  '70s  that  saw 
baby  boomers  cram- 
ming classrooms  has 
turned  into  a  buyer's 
market.  Top-tier 
schools   are  fighting 
over  stellar  applicants 
and  lesser  rivals  are 
scrambling  to  fill  seats. 
Meanwhile,  parents  and 
students  have  become  more 
adept  at  using  hard-headed 
strategies  to  get  more 
bang  for  their  buck. 

Some  students,  for  example,  start  their 
versify  path  at  low-cost  junior  colleges, 
transfer  to  more  expensive  and  presti^ 
schools  to  finish  theii-  degi'ees.  Others  ai-e  lo;i" 
up  on  advanced  placement  credits  in  high  sc£ 
to  cut  a  semester  or  two  from  college. 

It  pays  to  be  astute.  Tuition  and  fees 
risen  94%  since  1989,  neariy  triple  the  32.59' 
crease  in  inflation,  according  to  the  Burea 
Labor  Statistics.  The  sticker  price — tuition, 
and  room  and  boaixl — for  a  yeai-  of  imdergi-ad 
education  ranges  from  $33,000  at  Ivy  Le 
schools  down  to  $10,500  at  state  universities 

The  good  news  is  that  rising  financial  aid, 
at  $60  billion  nationally,  is  softening  the  1: 
In  1975,  aid  offered  by  higher-education  ins 
tions  averaged  18%  of  their  tuition  revenues 
1995,  that  rose  to  34%,  according  to  the  Inst: 
for  Research  on  Higher  Education  at  the 
versify  of  Pennsylvania.  The  largesse  res 
partly  from,  outsize  stock  market  gains  that 
year  sent  college  endowment  fimds  rising  1: 

The  fu'st  thing  to  do  when  investigating 
packages  is  to  head  for  the  Internet.  A  few 
of  pointing  and  chcking  can  have  a  lifelong  p; 
You'll  learn  such  tips  as: 
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)n't  go  the  early-admission  route  if  you  want 
Your  commitment  means  they  know  they've 
rou. 

you  have  stock  set  aside  for  college,  sell  it 
re  Jan.  1  of  your  child's  junior  year  in  high 
)1.  After  that  date,  any  capital  gains  will  re- 
aid  eligibility. 

iply  to  at  least  six  colleges,  from  dreams  to 
bets.  Then,  with  offers  in  hand,  negotiate, 
icause  public  institutions  rarely  haggle,  your 
chances  for  a  deal  will  be  at  the  1,608  pri- 
ll. S.  colleges.  Camegie  Mellon  University, 
h  kicked  off  the  bidding  process  a  decade 
today  promiises  a  24-houi-  turnaround  by  fax 
iquests  for  more  aid  based  on  other  college 
s. 

'en  Ivy  League  schools  might  dicker  if  youi' 
is  a  star.  Last  year,  they  upped  theii'  aid 
iilas,  especially  those  based  on  merit  rather 
need.  That  has  opened  the  aid  taps  to  more 
from  upper-  and  middle-income  families.  The 
made  the  move  after  they  stalled  losing  top 
•nts  to  public  schools.  Applications  to  Hai-vaixl 
Me  fell  8%  in  1997,  and  a  1994  study  found 
38%  of  college  students  fi-om  families  with  in- 
s  over  $200,000  were  in  public  institutions,  up 


Top-drawer  schools  are  being  forced  to 
bend.  Recent  surveys  show  that  even 
youngsters  from  wealthy  families  are 
enrolling  in  public  colleges  in  large  numbers 


from  31%  in  1980.  Bargaining  tends  to  work  best 
in  the  college-heavy  East  and  Midwest  rather 
than  the  student-heavy  South  and  West.  If  yoiu- 
child  is  set  on  a  specific  college,  it  helps  to  have 
strong  offers  from  direct  competitors.  Negotia- 
tions can  be  done  face-to-face,  by  phone,  or  by 
faxing  other  offei-s  with  a  polite  cover  letter.  "Don't 
come  in  with  gams  blazing,"  advises  Brace  Ham- 
mond, author  of  the  forthcoming  Discounts  and 
Deals  at  the  Nation's  .i60  Best  Colleges  (Golden 
Books,  $20).  A  well-spoken  student  may  get  better 
results  than  a  pushy  parent. 

Cash-strapped  students  are  also  saving  thou- 
sands by  enrolling  at  a  public  college  and  later 
transferring  to  a  private  school  or  starting  at  a 
junioi'  college  (average  tuition  of  $1,500  a  year) 
and  moving  on  to  a  state  university.  "A  bac- 
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Financial  Help  Web  Sites 

COLLEGE  BOARD  www.collegeboard.org 

Lots  of  advice,  with  calculators  for  figuring  out  expenses  and  college 
applications  you  can  download 

FASTWEB  www.fastweb.com 

Databank  matches  student  attributes  to  criteria  of  400,000  scholarships 
offered  by  businesses,  associations,  and  other  private  sources 

THE  SMART  STUDENT  GUIDE  TO  FINANCIAL  AID  www.finaid.org 

A  massive  libraiy  of  information  on  loans  and  scholarships,  with  links  to 
college  financial  aid  offices 


calaureate  degree  doesn't  say  you  took  your  first 
two  years  at  a  community  college  and  saved 
$20,000  "  says  Aithiu-  Cohen,  dii-ector  of  the  eric 
Clearinghouse  for  Community  Colleges  at  the 
University  of  California  at  Los  Angeles.  But 
make  sure  yoiu"  credits  are  transferable. 

Students  are  finding  other  creative  ways  to 
save.  High  school  pupils  who  take  advanced- 
placement  coui'ses  can  knock  off  several  semes- 
ters of  college.  Some  private  colleges  offer  tlu'ee- 


yeai'  bachelor's  programs  or  five-year  bacheloi 
master's  degi'ees. 

Families  after  deals  might  think  of  Cana 
New  York  Univei-sity  {$32,500  a  yeai-)  and  Bos^ 
University  ($31,000)  wooed  Peter  Dietz  of  Hal 
ings-oh-Hudson,  N.  Y.,  but  he  chose  McGill' 
Montreal  for  $10,000  a  year  "I  liked  that  I  v, 
lifting  some  btu'den  off  my  parents,"  he  says.  I 

Another  way  to  cut  costs  is  to  em-oU  at  one! 
the  900  colleges  with  cooperative  work  prograj 
that  alternate  study  uith  paying  jobs  in  a  s 
dent's  field  (www.co-op.edu).  At  Kettering  Li 
versity  (foiTnerly  General  Motors  Institute)| 
FUnt,  Mich.,  Michael  Pulhuj  alternated  12  weii 
of  mechanical  engineering  studies  with  12  weo 
at  Glasstech,  a  glass  technology'  company.  ]) 
co-op  work  paid  half  his  $65,000  college  tab  ii 
landed  him  a  job  with  Glasstech  on  gi-aduatic[ 

If  youi-  cluld  is  yoimger  than  14,  be  awai-e  tj 
the  buyer's  mai'ket  is  ebbmg  fast  as  GeneratiorS 
comes  of  age.  By  2008,  when  high  school  gi'alj 
ates  reach  a  record  of  3.2  mOlion,  you'd  beti 
have  cash  on  hand.  For  now,  however,  you  ;S 
have  the  luxury  of  dialing  for  dollars  at  campul 
across  the  countiy.  Meg  Lundstn 


BEHIND  THE  STUDENT-AID  SURGE 


David  W.  Breneman,  dean 
of  the  Cu  rry  School  of  Edu- 
cation at  University  of  Vir- 
ginia, is  an  economist  and 
authority  on  higher-educa- 
tio7i  finayicing.  He  discussed 
student-aid  trends  with 
reporter  Meg  Lundstrom: 

Q:  Why  are  colleges  so 
willing  to  negotiate  aid 
packages? 

A:  It's  a  buyer's  market. 
When  the  baby  boom  was 
coming  onstream  in  the  '60s 
and  '70s,  it  was  a  seller's 
market.  All  of  a  sudden  in 
the  early  '80s,  the  world  flip- 
flopped,  and  there  were  more 
spaces  than  students.  With 
1,600  private  colleges,  the 
only  way  they  fill  theii*  ranks 
is  to  discount. 


BRENEMAN:  -The 
only  way  [private 
colleges]  fill  their 
ranks  is  to  discount' 


Q:  Wliy  are  Ivy  League  schools  com- 
peting on  aid' 

A:  Last  year,  Pi-inceton  was  appar- 
ently having  trouijle  attracting  mid- 
dle- to  low-income  students,  so  it 
upped  its  grants  for  that.  Yale  was 
having  more  problems  wit;  the  up- 
per-income bracket,  so  it  pi    in  aid 
at  that  level,  and  Dartmouth  did  the 
same.  Then  Hai-vard,  in  what  I  inter- 


pret as  the  blunderbuss 
appi'oach,  threw  $2,000 
at  everyone.  The  top 
schools  are  the  last 
ones  to  succumb  to 
merit  aid.  But  every  school  has  a 
set  of  peer  institutions  it  keeps  an 
eye  on. 

Q:  How  are  public  schools  reacting? 
A:  The  attractive  publics  start  with 
such  a  huge  advantage  I'm  not  sui"e 
they  have  to  do  a  lot.  They're  giving 
away,  at  a  bargain  rate,  a  veiy  good 
education.  At  the  less  prestigious 
publics,  there  is  growing  interest  in 


progi'ams  like  Georgia's  Hopf 
Scholarsliip  that  tiy  to  keep 
the  best  students  in  state. 

Q:  Wlmt  does  it  take  far  a 
college  to  bid  aggressively  fai 
your  child? 

A:  At  the  Ivy  League  and 
other  top-tier  institutions,  it 
takes  top  gi-ades  at  a  good 
school,  top  S.4TS,  and  some- 
thing else  outstanding  to 
bring  to  the  table — athletic 
or  musical  ability,  or  whatev- 
er a  school  may  be  looking 
for.  At  second-  and  third-tier 
private  schools,  if  you're  100 
points  above  theu-  Scholastic 
Aptitude  Test  average  and  two- 
tenths  to  four-tenths  of  a  grade  poir 
ahead,  you'll  get  theu*  best  package. 

Q:  Any  advice  for  parents? 
A:  A  notion  is  floating  ai'ound  that 
you  W'ould  be  wise  not  to  save  for 
college  because  the  aid  system  will 
take  yoiu'  owti  money  and  use  it 
against  you.  But  financial-aid  officer 
get  enough  inforTnation  about  a  fam' 
ly  that  they  know  what  they're  deal 
ing  with.  Wlien  they  see  you've  trie 
to  reaiTange  or  deplete  assets  to 
qualify  for  aid,  that  generates  angei 
that  can  come  back  to  haunt  you. 
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HARD  LESSON 
N  CREDIT  CARDS 

.arents  of  college  students  beware:  The  emp- 
'ty-nest  syndrome  you're  experiencing  may 
end  up  as  empty-wallet  syndrome.  The  mo- 
ment your  kids  step  on  campus,  they  be- 
I  highly  sought-after  credit-card  customers, 
stablish  relationships  card  marketers  hope 
extend  well  beyond  the  college  years,  they 
offering  students  everything  from  free  T- 
s  to  chances  to  win  airline  tickets  as  entice- 
,s  to  sign  up. 

i  a  result,  college  students  now  have  heavy 
debts.  Some  14%  have  balances  of  $3,000  to 
iQ,  and  10%  owe  amounts  exceeding  $7,000, 
•ding  to  Nellie  Mae,  a  nonprofit  student-loan 
ider  in  Braintree,  Mass.  "Students  who  have 
istory  with  credit  are  being  handed  it  on  a 
r  Dlatter,"  says  Gerri  Detweiler,  education 
ier  for  Debt  Counselors  of  America,  a  con- 
ir  advocacy  group  in  Rockville,  Md. 
!  long  as  they  are  over  18,  students  can  get  a 
without  asking  mom  or  dad  to  co-sign.  But 
1  they  get  into  debt  trouble,  they  often  go 
ing  to  their  folks  for  help.  Jason  Britton 
-and  then  some.  Now  21  and  a  senior  at 
getowm  University  in  Washington,  Britton 
id  up  $21,000  in  debt  over  foui"  years  on  16 
5.  "When  I  first  started,  my  attitude  was: 
;et  a  job  after  college  to  pay  off  all  my  debt,' " 
lys.  He  realized  he  dug  himself  into  a  hole 
1  he  couldn't  meet  the  minimum  monthly 
lents.  Now,  he  works  three  pait-time  jobs. 
)arents  are  helping  pay  his  tuition  and  loans. 
MLS.  Having  educated  himself  on  the  pitfalls 
edit,  Britton  now  speaks  to  student  groups 
le  issue.  Since  card  issuers'  pitches  may  be 
ising,  he  and  experts  dish  out  this  advice: 
ware  of  teaser  rates.  Credit-card  marketers 
advertise  a  low  annual  percentage  rate  (apr) 
it  often  jumps  substantially  after  three  to 


College  Card  Deals 

mm 

APR* 

PERKS 

ERICAN  EXPRESS  CARD 
I  COLLEGE  STUDENTS 

1 582-5823 

7.75%  first 
90  days, 
then  15.65% 

Continental 
Airlines  travel 
vouchers 

J  UNIVERSAL 
ID  FOR  STUDENTS 

1 662-7759 

17.3% 

Also  a  calling  card, 
:  with  $50  of  free 
calls  on  sign-up 

IBANK  COLLEGE  CARD 
\  STUDENTS 

1950-5114 

8.9%  for 
■  9  months, 
then  17.15% 

Eight  American 
Airlines  travel 
coupons 

ITED  COLLEGE 

17.6% 

One  United  Airlines 

IS  FIRST  CARD  VISA 

)  537-7783 

of  Mar.  1,  for  purchases 


mile  for  every 
$2  charged 


nine  months.  Fii-st  is  as  Student  Visa  has  a  9.9% 
introductory  rate  that  soars  to  17.99%  after  five 
months.  Teaser  rates  aren't  unique  to  student 
cards,  but  a  1998  study  by  the  Washington-based 
U.  S.  Public  Interest  Research  Group  found  that 
26%  of  college  students  found  them  misleading. 

■  Pay  cm  tiym.  Because  students  move  often  and 
may  not  get  then*  mail  fowarded  quickly,  bills  can 
get  lost.  Then  the  students  fall  prey  to  late-pay- 
ment fees.  Some  cards,  such  as  Wells  Fargo  & 
Co.'s  Student  MasterCard,  have  late  fees  as  high 
as  $30.  K  one  or  two  payments  are  overdue,  many 
cards  bump  interest  rates  up  as  well. 

■  Shun  cash  advances.  Students  are  often  un- 
aware that  rates  on  cash  advances  are  much 
higher  than  those  on  card  balances.  Citibank's 
student  card  has  an  apr  on  advances  of  19.9%,  vs. 
17.15%  for  regulai'  balances.  Some  cards  also  im- 
pose a  fee  of  as  much  as  4%  of  the  advance. 

■  Don't  ask  for  extra  credit.  Instead,  find  a  card 
that  has  a  restrictive  credit  line.  The  limit  on 
the  American  Express  Credit  Card  for  College 
Students  ranges  from  $500  to  $4,000,  depending 

on  age  and  credit  history.  Another 
option:  Get  a  secured  credit  card.  Its 
credit  Hmit  depends  on  youi'  savings 
at  the  issuing  bank. 

Debt  advisers  say  students  should 
hold  only  a  credit  card  on  which  they 
can  caiTy  a  small  balance  and  a  chai'ge 
cai'd  they  must  pay  off  monthly.  They 
should  pay  more  than  the  minimum  on 
credit  cards.  And  they  should  not 
charge  purchases  they  can  pay  for  in 
cash,  such  as  pizza  and  gas. 

If  you're  a  pai-ent,  talk  to  your-  kids 
about  responsible  credit-cai-d  use.  Col- 
lege Parents  of  America,  a  Washington 
advocacy  gi'oup,  has  tips  on  its  Web 
site,  vww.collegeparents.org.  Among 
them:  Make  sui"e  yoiir  kids  know  a 
card  isn't  a  way  of  getting  items  they 
can't  afford.  Marcia  Vickers 


CARDED 

and  the  1 
cards  on 
owes  $21 


Britton 
6  credit 
which  he 
000 


COLLEGE  i 
PLANNING 


Credit  i 
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Mixing  Business  witii  Pleasure  by  Lincoln 


Puzzle  #9 


29 

30 

34 

41 

46 

55         56  57 


ACROSS 

L  Moslcr  product 

5.  Platform  part 

10.  Japanese  beverage 

14.  Pleasant  Company 
typical  customer 

15.  Blazing 

16.  Wild  guess 

17.  Overhead  railway 

18.  FDIC  counterpart 

19.  Poi  source 

20.  End  of  a  1/1  tune 

2L  "The  wolf  the  door" 

23.  Was  the  boss  of 

24.  Big  name  in  supercomputers 
27.  One  of  the  5  C's  of  credit 


29.  College  cheer 

3L  War  (famous  racehorse) 

33.  Govt,  agency  since  1953 

34.  "  on  parle  fran^ais" 

35.  CFP's  products 

37.  Architectural  details 
41.  Throw  out 

43.  Either  of  two  Bronfmans 

45.  MR!  unit 

46.  "Winning  on  Wall  Street" 
author 

48.  State  one's  39  Down 

50.  Jack  Nicklaus'  alma  mater: 
Abbr. 

51.  Slangy  turndown 

53.  Right-hand  person:  Abbr. 

54.  1,000,000  bytes,  for  short 


55.  Demographer's  category 
59.  Work  group,  so  to  speak 
6L  Rcvlon  CEO  Perelman 

62.  Snack 

63.  Word-processor  option 
66.  Clothing,  slangily 

68.  Matched  sets 

71  Jay  Gould's  railroad 

72.  They  may  clash  at  board 
meetings 

73.  Lawful 

74.  Seasoned  professionals 

75.  CBS  division 

76.  Insurance  investigator's 
suspicion 

77.  Small  amount  of  progress 


DOWN 

L  Boot-camp  officers:  Abbr. 

2.  Well  ventilated 

3.  Sale  for  Southland 

4.  Elsie  the  Cow's  mate 

5.  British  fliers:  Abbr. 

6.  Preconditions 

7.  Rick  Belluzzo's  new  compa: 

8.  US  pension  law 

9.  Summaries 

10.  Fastest  passenger  plane 
IL  Maker  of  the  first  video  ga 

12.  Gold  unit 

13.  Johnson  Publishing's 
flagship  mag 

22.  Keyboard  setting 

25.  Sound  booster 

26.  William  R  Buckley,  Jr.'s 
alma  mater 

28.  Spending  limits 

29.  Noted  hotel  of  Paris 

30.  "Don't  have  ,  man!" 

32.  Zilch 

36.  Market  declines 

38.  Internet-based  business, 
collectively 

39.  Defense  to  a  claim 

40.  Cozy 

42.  Participate  in  karaoke 

44.  belt  (US  industrial  reg: 

47.  First  senator  in  space 
49.  Hot  time  in  Monaco 
52.  PR  hype 

55.  LA-based  REIT 

56.  Overcharge 

57.  Fund,  as  a  foundation 

58.  U's  former  name 

60.  "Damn  the  tuxedos,  full 
speed  "  (see  page  at  left) 

64.  Legal  claim 

65.  Pain  in  the  neck 

67.  Former  draft  agency:  Abl 

69.  Cruise  port 

70.  Train  stop:  Abbr. 


For  answers  to  this  puzzle: 

Turn  to  page  112  in  this  week's  issue  of  Business  Week  or  visit  Mixing  Business  with  Pleasure  by  Lincoln  on 
www.businessweek.com  (URL:  www.businessweek.com/ adsection/ puzzlesbylincoln/index.htm) 
Puzzle  created  by:  Stanley  Newman. 

I  LINCOLN 

\Mvw.lincolnvehicles.com 


^  tie  IS  optional  but  a  300-horsepower  V-8  is  standard  in  the  world's  most  powerful  luxury  SUV.  iiieieo  touin  for  seven  in  three  rows  of  ieather- 
ned  seats.  And  up  to  8,850  pounds  towing  capacity.  Call  800  688-8898,  visit  www.lincolnvehiclescom  or  see  an  authorized  Lincoln  Navigator  dealer. 

models  built  allei  12/8/98 


Lincoln  Navigator  What  a  luxury  I  ^mmm^  I  should  be. 


It's  easy  to  enjoy  the  same  AOL  benefits 
you  get  at  home,  at  work. 


It's  as  easy  as  1-2-3... 


 Step  1;  

Connect  to  the  Internet  using  your  local  Internet 
Service  Provider  or  by  using  the  Local  Area  Network 
(LAN) Internet  Connection  at  work. 


Step  2: 


Start  up  your  AOL  software*  Before  signing-on  to  AOL, 
you  will  first  need  to  reconfigure  your  AOL  connection 
setup  to  connect  via  TCP/IP  Here's  how: 

1.  On  the  Sign-on  screen,  click  "Setup." 

2.  Choose  Create  a  location  lor  use  with  new  access 
phone  numbers  or  aii  ISP  option  and  click  Next 

3.  In  the  "Add  Location"  windtiw,  type  a  name  for  the 
location  (for  example,  TCP/IP  location). 

4  Choose  Add  a  custom  connection  (for  example 
TCP/IP)  and  click  "Next."  A  TCP/IP  location  will 
be  created  automatical Iv. 


Step  3: 


Sign-on  to  America  Online.  If  you  are  already  an  AOL 
member,  use  your  existing  screen  name  and  password 
and  sign  on  as  nonnal.  If  you  are  not  an  AOL  member, 
you  can  download  the  current  software  through  our 
Web  site  at  wwaol.com  or  call  l-80()-4-ONLINE  to 
get  software  delivered  to  you. 

AOL  also  offei's  a  special  pricing  plan  for 
customers  who  use  AOL  exclusively  via  TCP/IP 
The  Bring  Your  Own  Access  Plan  is  just  $9  95 
per  month  for  unlimited  use  of  America  Online.** 

Next  time  you're  looking  for  the  best  of  the 
Internet  and  more  at  work,  check  out  AOL. 


■  II  you  ate  nol  an  AOL  member,  you  can  download  Ihe  cutient  soltware  through  our 
Web  sile  al  wvwaol  com  or  call  1-800-4-ONUNE  to  get  software  delivered  to  you 

■  ■  Additional  charges  apply  il  you  do  nol  connect  through  TCP/IP 

Go  to  AOL  Keywon):  Billing  lo  switch  to  this  plan. 

©  1998  America  Online.  Inc 


To  receive  FREjl 
AOL  software,  cll 
1-800-4-ONLIM. 


So  easy  to  us. 
no  wonder  it'sfl 


business  Week  Index 


RODUCTION  INDEX                    i  V  :\ 

1 

PRODUCTION  INDICATORS 

Change  from  last  week:  -0.2% 
Change  from  last  year:  4.6% 


PRODUCTION  INDEX 

Feb.  20=142.0 
  1992=100   


Feb.  June 
1998  1998 
The  index  is  a  4-week  moving  average 


Feb 
1999 


•  production  index  fell  in  the  week  that  ended  Feb.  20.  The  unaveraged 
ex  stayed  at  141.7  for  the  third  week  in  a  row.  After  seasonal  adjustment, 
-freight  traffic  dipped  with  car  loadings  of  steel,  metallic  ore,  and  metal 
ducts  down.  Truck  and  oil  production  also  declmed.  On  the  upside,  electric 
/er  advanced  2.8%,  with  the  largest  mcrease  in  available  electricity  in  the 
itheast.  Output  of  steel,  autos,  coal,  and  lumber  were  also  up. 

iroduction  index  copyright  1999  by  The  fvlcGfaw-Hill  Companies 


lADING  INDICATORS 


LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CNG 

ICK  PRICES  (2/26)  S'\P  500 

1238.33 

1239.19 

18.0 

APORATE  ROND  YIELD,  Aaa  (2/26) 

6.59% 

6.40% 

-1.8 

HEY  SUPPLY.  M2  (2/15)  biihons 

$4,443.4  i 

4,429. 9r 

8.4 

TIAL  CLAIMS.  UNEMPLOYMENT  (2/19)  thous 

293 

298r 

-8.2 

RTGAGE  APPLICATIONS.  PURCHASE  (2/26) 

269.8 

231.7 

24.2 

RTGAGE  APPLICATIONS.  REFINANCE  (2/26) 

1,512.8 

1,324.2 

-0.9 

irces:  standard  &  Poor's,  Moody's,  Federal  Reserve,  Labor  Dept  ,  Mortgage 
kers  Assn.  (Index:  March  16.  1990=100) 

THREST  RATES 

lERAL  FUNDS  (3/2) 

LATEST 
WEEK 

4.73% 

WEEK 
AGO 

4.73% 

YEAR 
AGO 

6.51% 

HMERCIAL  PAPER  (3/2)  3  month 

4.83 

4.81 

5.45 

mFICATES  OF  DEPOSIT  (3/3)  3  month 

4.93 

4.91 

5.59 

ED  MORTGAGE  (2/26)  30  year 

6.99 

6.96 

7.22 

lUSTABLE  MORTGAGE  (2/26)  one  year 

5.73 

5.72 

5.76 

iME  (2/26) 

7.75 

7.75 

8.50 

irces:   Federal  Reserve,  HSH  Associates,  Bloomberg  Financial  Markets 


STEEL  (2/27)  thous,  of  net  tons 

LATEST 
WEEK 

2,024 

WEEK 
AGO 

1,973# 

YEARLY 
%  CHG 

-11.7 

AUTOS  (2/27)  units 

118,683 

117,623r# 

6.8 

TRUCKS  (2/27)  units 

137,667 

155,518r# 

-6.4 

ELECTRIC  POWER  (2/27)  millions  of  kilowatt-hrs. 

66,347 

64,404# 

8.2 

CRUDE-OIL  REFINING  (2/27)  thous  of  bbl  /day 

14,522 

14,309# 

4.9 

COAL  (2/20)  thous.  of  net  tons 

22,695# 

22,344 

0.1 

LUMBER  (2/20)  millions  of  ft. 

511, 5# 

509.3 

6.2 

RAIL  FREIGHT  (2/20)  billions  of  ton-miles 

27. 0# 

27.0 

2.7 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports,  Edison  Electric 
Institute,  American  Petroleum  Institute.  Energy  Dept.,  WWPAi,  SFPA2,  Association  of 

American  Railroads 

PRICES 

GOLD  (3/3)  $/troy  oz. 

LATEST 
WEEK 

285.950 

WEEK 
AGO 

287.400 

YEARLY 
%CHG 

-3.6 

STEEL  SCRAP  (3/2)  #1  heavy,  $/ton 

78.00 

79.50 

-44.5 

COPPER  (2/26)  e/lb. 

66.0 

65.7 

-15.1 

ALUMINUM  (2/26)  e/ib 

57.0 

57.5 

-17.2 

COTTON  (2/26)  strict  low  middling  1-1/16  in.,  e/lb.  56.55 

56.02 

-11.2 

OIL  (3/2)  $/bbl. 

12.22 

11.98 

-19.2 

CRB  FOODSTUFFS  (3/2)  1967=100 

187.47 

197.31 

-15.4 

CRB  RAW  INDUSTRIALS  (3/2)  1967=100 

252.26 

255.25 

-16.7 

Sources:  London  Wednesday  final  setting,  Chicago  market,  Metals 
market,   NYMEX,   Commodity  Research  Bureau 

Week,  Memphis 

FOREIGN  EXCHANGE 

BRAZILIAN  REAL  (3/3) 

LATEST 
WEEK 

2.1900 

WEEK 
AGO 

2.0400  1 

YEAR 
AGO 

,1310 

BRITISH  POUND  (3/3) 

1.61 

1.60 

1.65 

CANADIAN  DOLLAR  (3/3) 

1.53 

1.50 

1.42 

EUROPEAN  EURO  (3/3) 

1.0879 

1.1007 

NA 

JAPANESE  YEN  (3/3) 

121.71 

121.44  126.63 

KOREAN  WON  (3/3) 

1229.0 

1217.5  1564.0 

MEXICAN  PESO  (3/3)^ 

9.963 

9.923 

8.575 

TRADE-WEIGHTED  DOLLAR  INDEX  (3/3) 

110.3 

109.5 

109.3 

Sources:  Wlaior  New  York  banks  Currencies  expressed  in  units  per  U.S.  dollar,  except 
for  British  Pound  and  European   Euro  in  dollars-  Trade-weighted  dollar  via  J  P  Morgan, 


w  data  m  the  production  mdicators  are  seasonally  adjusted  m  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  mclude  machinery  and  defense 
pment    UWestern  Wood  Products  Assn.       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


THE  WEEK  AHEAD 


ML  SALES 

■sday,  Mar.  11,  8:30  a.m. est  >■  Retail 
;  likely  grew  0.5%  in  February,  accord- 
0  the  median  forecast  of  economists 
eyed  by  Standard  &  Poor's  mms,  a  unit 
ie  McGraw-Hill  Companies.  That's  sug- 
3d  by  the  healthy  gains  reported  in 
(ly  retail  surveys.  Excluding  motor  vehi- 
retail  buying  likely  also  rose  0.5%.  In 
lary,  both  total  retail  sales  and  nonauto 
hases  increased  0.2%. 

MPLOYMENT  CLAIMS 

■sday,  Mar.  11,  8:30  a.m. est  >■  New 
ns  for  state  unemployment  benefits 
ably  remained  below  the  300,000 
<  for  the  week  ended  Mar  6.  Weekly  fil- 


ings have  been  less  than  300,000  since 
the  end  of  January.  The  four-week  moving 
average  is  at  its  lowest  level  in  a  decade. 

EXPORT  AMD  IMPORT  PRICES 

Thursday.  Mar.  11,  10  a.m. est  >■  Export 
prices  in  February  were  probably 
unchanged  for  the  second  month  in  a  row. 
Import  prices  were  likely  flat,  after  a  0.2% 
gain  in  January.  Oil  prices  declined  for  the 
month.  But  because  of  the  decline  in  the 
dollar,  import  prices  outside  of  petroleum 
have  stopped  falling. 

PRODUCER  PRICE  INDEX 

Friday,  Mar.  12,  8:30  a.m.EST>-  The  s&p 
MMS  survey  forecasts  that  producer  prices  of 


finished  goods  were  unchanged  in  February 
after  a  0.5%  advance  in  January.  Falling  oil 
prices  probably  offset  increases  elsewhere 
in  February.  Excluding  food  and  energy 
prices,  the  core  index  likely  edged  up  0.1% 
in  February,  reversing  a  0.1%  decline  in 
January. 

BUSINESS  INVENTORIES 

Friday,  Mar.  12,  8:30  a.m. est  ^  Invento- 
ries held  by  manufacturers,  wholesalers, 
and  retailers  probably  increased  0.2%  in 
January  after  showing  no  change  in  Decem- 
ber, says  the  s&p  mms  survey.  Inventory 
growth  slowed  in  the  fourth  quarter,  sub- 
tracting one-half  percentage  point  from  real 
gross  domestic  product  growth. 
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Special  Advertising  Feature 

Mixing 
Business  witii 
Pleasure 
by  Lincoln 


Answers  from  puzzle  #9 
in  Business  Week. 


LINCOLN 


1-800-688-8898 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  stoty  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  nanies. 
Companies  listed  only  in  tables  are  not  included. 


Alaron  Trading  36 
Amazon  com  (AMZN)  46. 72 
American  Express  (AXP)  107 
American  Honda  Motor  (HMC)  34 
American  Skandia  26 
America  Online  (AOL)  42, 54 
Ameritrade  96 
Amway  12 
Asahi  Breweries  86 
AtHome(ATHM)  6,18 
AT&T  (T)  42, 68 

B 


Banc  Boston  Robertson  Stephens 
(BKB)  3 

Bank  of  Tokyo-Mitsubistii 
(MBK)  86.114 
Bank  One  (ONE)  34 
Barclays  (BCS)  50 
Bay  Networks  (BAY)  54 
BE  Aerospace  28 
Bell  South  (BLS)  30 
Bernstein  (Sanford  C.)  30 
Blackboard  8 

Bloomberg  Financial  Markets  46 
BMW  42 

Boston  Consulting  86 
Brass  Utility  46 

Bntish  Sky  Broadcasting  (BSY)  94 
Bntish  Telecommunications 
(BTY)  94 

BT  Alex,  Brown  (BT)  30,72 


Cable  &  Wireless  (CWP)  6 
Campbell  Soup  (CPB)  54 
Campus  Consultants  104 
Canal  Plus  94 
Canary  Wharf  50 
CardioThoracic  Systems  8 
Cisco  Systems  (CSCO)  30, 42. 72 
Citigroup  (C)  50,80,86,107 
CNA  Financial  50 
CNET(CNED  12 
Coca-Cola  (KG)  99 
Colt  Telecom  (CTM)  28 
Comnierzbank  50 
Compaq  Computer  (CPQ)  30. 64, 
80,  86 

Conference  Board  26 

Coital  96 

CPR  Bourse  96 

Crash  Cafe  8 

Credit  Lyonnals  94 

Credit  Suisse  First  Boston  50 

Cushman  &  Wakefield  50 


Dai-lchi  Kangin  86 
DaimlerChrysler  (OCX)  34. 42, 92 


Datapoint  (DPT)  72 
Dataquest  3 

Datek  Online  Holdings  46 
Day-Timer  Digital  18 
Deere  (DE)  72 

Dell  Computer  (DELL)  30,42,46, 
48,  72,  80 

Delphi  Automotive  Systems 
(GM)  68 

Delta  Air  Lines  (DAL)  72 
Deutsche  Bank  (DBK)  12,22,48 
Deutsche  Telekom  (DT)  96 
Digital  Equipment  (CPG)  72 
Donaldson  Lufkin  &  Jenrette 
(DU)  30,54 
Dow  Jones  (DJ)  48 
DTZ  Debenham  Thorpe  50 
DuPont(DD)  82 


eBay  (EBAY)  46 
Electrolux  103 

Electronic  Data  Systems  (EDS)  72 
EMC  (EMC)  72,75,80 
Ernst  &  Young  50 
E'Trade(EGRP)  96 
Excite  (XCIT)  64,72 
Exxon  (XON)  6 


Far  West  103 
Fimatex  96 
Fin-Eco  96 

FIRE  Online  Training  8 
First  State  Bank  36 
First  USA  (ONE)  107 
Fleet  Financial  (FLT)  26 
Ford  (F)  34, 42, 68,  86 
Forrester  Research  (FORR)  30 
Frigidaire  103 
Fuyo  86 

G 


General  Electric  (GE)  42 
General  Motors  (GM)  34, 68 
Global  Crossing  (GBLX)  6 
Goldman  Sachs  15,42 
Gruppo  Bipop  96 

H 


Hewlett-Packard  (HWP)  30, 32, 72 

Hitachi  (HIT)  72 

Honda  (HMC)  114 

HSBC  Holdings  (HSBHY)  50. 86 


l/B/E/S  International  48 

IBM  (IBM)  32,40,42,72,80,92 
IMG  96 
inData  40 

ING  Baring  (ING)  34.64 
Instinet  46 

Institutional  Capital  54 

Intel  (INTO  30.32.46.48,72.86 


International  Data  72 
International  Strategy  & 
Investment  22 
IXC  Communications  (IIXC)  6 


Japan  Tobacco  42 

Jardine  Fleming  Securities  86 

Jones  New  York  (JNY)  42 

JSainsbury  42 

Jupiter  Communications  64 

K 


Keane(KEA)  72 
Kenner  40 
Kirin  Brewery  86 

L 


Lehman  Brothers  (LEH)  54 
Liberty  Media  aCOMA)  64 
Lucent  Technologies  (LU)  54. 68 
Lycos  (LCDS)  18 

M 


Massachusetts  Financial 

Services  28 
Mattel  (MAT)  40 
McDonald's  (MOD)  12 
McGraw-Hill  (MHP)  in 
MCI  WorldCom  (WCOM)  6. 80 
MediaOne  (UMG)  64 
Merrill  Lynch  (MER)  3. 32,  34, 72 
Metropolitan  Life  Insurance  22 
Micron  Electronics  (MUEI)  30 
Microsoft  (MSFD  12,18,30,32,40, 

46,  64,  72,  80,  86 
Mitsubishi  42,86,92, 114 
Mitsui  86 
Mobil  (MOB)  6. 82 
Moody's  Investors  Service 

(DNB)  28 

Morgan  (J.P)  (JPM)  92 
Morgan  Stanley  Dean  Witter 

(MWD)  48,  50,  75,  34 
Motorola  (MOT)  54 
Mutual  Series  Fund  50 

N 


National  Advertising  82 
NationsBanc  Montgomery 

Securities  30 
NEC(NIPNY)  72 
NexTrend  34 
Nikko  Securities  86 
Nine  West  (NIW)  42 
Nippon  Oil  86 
Nissan  42 
Nomura  Securities 

International  28 
Northern  Telecom  (NT)  54 


Olympia&York  50 
Optec  Dai-lchi  Denko 

P 


Paribas  96 
Pathe  94 
PC  Data  30 

Philip  Moms  (MO)  42, 54 
PIMCO  Total  Return  Fund  28 
Power  aO.)  34 


Prudential  Secunties  28, 82 
PSINet  (PSIX)  6 

R 


Raytheon  (RTN)  72 
Reader's  Digest  (RDB)  28 
Regional  Financial  Associates 
Republic  National  Bank  50 
Reuters  Group  (RTRSY)  46, 9i 
RJR  Nabisco  (RN)  15,42 
Road  Runner  (TWX)  64 
Royal  Bank  of  Scotland  42 

S 


Salomon  Smith  Barney  (C)  4i 
86 

Schwab  (Charles)  (SCH)  72,  S 
Sears  (S)  82 
SEITA  42 

7th  Street  com  (SEVL)  54 
SG  Cowen  Securities  48 
S.  Click  Interests  50 
ShareLink  96 
Silicon  Graphics  (SGI)  32 
Soc.ete  Generale  (SCGLY)  96 
Sony(SNE)  42,114 
Standard  &  Poor's  (MHP)  34, 
111 

State  Street  Global  Advisors 
Sumitomo  85 
Summation  Legal  Technologii 
SunGard  Data  Systems  (SAS) 
Sun  Microsystems  (SUNW)  3 


Tabacalera  42 
Technology  Financial  Service: 
Technomic  8 
Tele-Communications  (TCO^ 
Texas  Instruments  (TXN)  10: 
3Com(COMS)  18,30,43 
3M  (MMM)  82 
TIBC  96 

Time  Warner  (TWX)  6,64 
Toshiba  92 
Toyota  (TOYOY)  92 
Transform  IT  72 

U 


Union  Bank  of  California 
Unisys  (UlS)  72 

V 


VISX  (VISX)  42 
Volkswagen  (VLKAY)  68 
Volvo  (VOLVY)  42, 86 

W 


Wang  (WANG)  72 
Warner  Bros.  (TWX)  64 
Washington  Redskins  6 
Wasserstein  Perella  6 
Wells  Fargo  (WFC)  107 
Whenxom  18 
Whirlpool  (WHR)  42 
Wood  Struthers&Winthrop 

X 


Xerox  (XRX)  82 
Y 


Yahoo  I  (YHOO) 
Z 


Zeus  Securities  46 
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vestment  Figures  of  the  Week 


%  change 


&P500 

ir.    Sept.    Mar.  Feb.  25-Mar.  3 


MMENTARY 

her  than  reap  the  rewards  of 
trong  economy,  stock  market 
jstors  are  losing  ground.  The 
ne  good  economic  news  has 
hed  interest  rates  to  the  lev- 

they  were  at  before  last 
imer's  global  financial  crisis, 
it  makes  it  difficult  if  not 
lossible  for  equities  to  move 

In  the  last  week,  the  Dow 
IS  industrials  gave  up  1.3%, 

Standard  &  Poor's  500  lost 
%.  Tech  stocks  were  hit 
d,  with  the  PSE  Technology 
ex  losing  6.1%.  European 
rses  also  suffered,  hurt  by 
ving  economic  growth  and 
'eakening  euro. 


REASURY  BOND  INDEX 

ir.    Sept.    Mar.  Feb.  25-Mar.  3 


- 1625 
:1EI9.T2 


•week  change 
.3% 


1-week  change 

-1.5% 


Bloomberg  Financial  Markets 


TUAL  FUNDS; 
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U.S.  MARKETS 

Latest 

Week 

Year 

Dow  Jones  Industrisls 

9275.9 

-1.3 

8.6 

NASDAQ  Combined  Composite 

2265.2 

-3.2 

28.7 

C9D  MiriPin  /inn 
b&r  IVIiaL3p  4UU 

357.3 

-1.2 

1.0 

S&P  SmallCap  600 

160.0 

-1.2 

-17.5 

S&P  SuperComposite  1500 

257.1 

-2.0 

14.3 

%  change 

SECTORS 

Latest 

Week 

Year 

DIoomberg  Information  Age 

481.6 

-5.5 

48.8 

S&P  Financials 

134.6 

1.3 

7.3 

S&P  Utilities 

237.5 

-1.3 

1.8 

PSE  Technology 

456.5 

-6.1 

37.0 

%  change 

FOREIGN  MARKETS 

Latest 

Week 

Year 

1  nnrinn  ^f^  <^F  1  nn\ 

DU*fo.O 

5.5 

Frankfurt  mAXI 

r  1  dl  IrVI  Ul  I  V  Ul\A} 

4697  7 

-7.2 

-0.3 

Tnkvn  fNIKKFI  77'il 
funyu  viiii\i\L,i  £.£.\jf 

14  1 70  4 

-1.3 

-17.1 

HnnQ  Knna  fH^nQ  ^pno) 
nuiig  i\uiig  vndiig  ociig/ 

9922  4 

2.5 

-12.6 

Toronto  (TSE  300) 

6180.3 

-2.5 

-13.5 

Mexico  City  (IPC) 

4127.4 

-3.3 

-14.1 

Week 

Year 

FUNDAMENTALS 

Latest 

ago 

ago 

S&P  500  Dividend  Yield 

1.30% 

1.25% 

1.45% 

S&P  500  P/E  Ratio  (Last12mos. 

)  32.4 

33.3 

26.4 

S&P  500  P/E  Ratio  (Next  12  mos 

)*  23.2 

24.3 

20.5 

First  Call  Earnings  Revision* 

-1.41  % 

-2.09  % 

-2.49% 

Week 

TECHNICAL  INDICATORS 

Latest 

ago 

Reading 

BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


Insurance  Brokers 
Leisure  Time 
Restaurants 
Transportation  Services 
Multiline  Insurers 


18.0  Specialty  Appar  Retailers  89.8 

13.4  Communications  Equip.  76.1 

11.0  Restaurants  66.7 

10.6  Computer  Systems  61.5 

7.2  Genl.  Merchandise  Chains  61.2 


WORST-PERFORMING  Last 
GROUPS  month  % 


Last  12 
months  % 


Instrumentation  -16.4  Oil  &  Gas  Drilling  -59.6 

Metal  &  Glass  Containers  -15.7  Metal  &  Glass  Containers  -45.1 

Computer  Systems        -15.1  Machine  Tools  -44.2 

Semiconductors  -15.1  Hospital  Management  -40.1 

Tobacco  -14.5  Oil-Weil  Equip.  &  Svcs.  -37.4 


BLOOMBERG  MONEY  FLOW  ANALYSIS 


S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 
Insiders:  Vickers  Sell/buy  ratio 

Data;  Bloomberg  Financial  Markets 


1132.7  1129.5 
29.0%  31.0% 
0.58  0.61 
1.21  1.31 


Positive 
Positive 
Negative 
Positive 


*First  Call  Corp. 


Rebound  ahead?  Stocks  with  most 
significant  buying  on  pnce  weakness 

Price 

1-month 
change 

America  Online 

86  "/ie 

-V32 

IBM 

167^4 

-7V2 

Airtouch  Communications 

90  Ve 

-2'/8 

Vodafone  Group-ADR 

179  "/1 6 

-6  "/1 6 

Lucent  Technologies 

99 '5/1 6 

-IOV16 

Morgan  Stanley  Dean  Witter 

90^8 

-1^/8 

Decline  ahead?  Stocks  with  most 
significant  selling  on  price  strength 

Price 

1-month 
change 

MCI  WorldCom 

80  V2 

2V16 

Amgen 

64 

=/32 

eBay 

117'/16 

24^/16 

Prodigy  Communications 

35 '/8 

73/4 

Comcast 

68  5/8 

"/16 

Schering-Plough 

54  V4 

V4 

KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 


MONEY  MARKET  FUNDS 

4.53 

4.54 

5.13 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds. 

90-DAY  TREASURY  BILLS 

4.59 

4.67 

5.19 

assuming  a  31%  federal  tax  rate. 

10-yr.  bond 

30-yr.  bond 

S-MONTH  BANK  CDS 

4.35 

4.33 

5.06 

Latest 
week 

Last 
week 

Latest 
week 

Last 
week 

1-YEAR  TREASURY  BILLS 

4.88 

4.85 

5.43 

GENERAL  OBLIGATIONS 

4.19% 

4.13% 

4.98% 

4.92% 

10-YEAR  TREASURY  NOTES 

5.39 

5.18 

5.76 

PERCENT  OF  TREASURIES 

77.85 

79.84 

87.45 

89.36 

30-YEAR  TREASURY  BONDS 

5.69 

5.51 

6.05 

TAXABLE  EQUIVALENT 

6.07 

5.99 

7.22 

7.13 

LONG-TERM  AA  INDUSTRIALS 

6.58 

6.40 

6.65 

INSURED  REVENUE  BONDS 

4.31 

4.25 

5.23 

5.16 

LONG-TERM  BBB  INDUSTRIALS  7.37 

7.16 

7.08 

PERCENT  OF  TREASURIES 

80.08 

82.16 

91.84 

93.72 

LONG-TERM  AA  TELEPHONES 

6.80 

6.59 

6.95 

TAXABLE  EQUIVALENT 

6.25 

6.16 

7.58 

7.48 

EQUITY  FUNDS 

EQUITY  FUND  CATEGORIES 

ity 

Leaders 

Laggards 

Leaders 

Laggards 

1 

24 

Four-week  total  return 

% 

Four-week  total  return 

% 

Four-week  total  return 

% 

Four-week  total  return 

% 

Lexington  Troilo  Russia 

20.4 

ProFunds  UltraOTC  Service 

-20.0 

Financial 

1.9 

Technology 

-8.2 

20 

ProFunds  Ultrashort  OTC  Inv 

17.3 

lAI  Emerging  Growth 

-19.2 

Pacific/Asia  ex-lapan 

-0.2 

Small-cap  Growth 

-7.4 

Eaton  Vance  Grtr.  India  B 

134 

Wasatch  Mid-Cap 

-15.1 

Unaligned 

-1.7 

Small-cap  Blend 

-6.5 

16 

American  Heritage 

13.3 

Fidelity  Select  Electronics 

-13.8 

Latin  America 

-2.0 

Small-cap  Value 

-6.1 

Rydex  Arktos  Investor 

8.8 

Icon  Technology 

-134 

Large-cap  Value 

-2.0 

Mid-cap  Growth 

-5.1 

12 

Leaders 

Laggards 

Leaders 

Laggards 

8 

52-week  total  return 

% 

52-week  total  return 

% 

S2-week  total  return 

% 

52-week  total  return 

% 

Internet 

284.5 

Lexington  Troilta  Russia 

-77.6 

Technology 

37.3 

Latin  America 

^3.0 

4 

Amerlndo  Technology  D 

152.8 

State  St.  Res.  Glob.  Res.  B 

-59.8 

Communications 

35.1 

Diversified  Emerging  Ml«ts. 

-314 

Grand  Prix 

113.7 

American  Heritage 

-57.0 

Large-cap  Grovrth 

25.9 

Natural  Resources 

-30.8 

ProFunds  UltraOTC  Investor 

104.0 

Offitbanl(  latin  Amer  Sel. 

-55.2 

Large-cap  Blend 

12.5 

Pacific/Asia  ex-Japan 

-19,4 

WWW  Internet 

86.7 

Excelsior  Latin  America 

-54.3 

Health 

10.1 

Real  Estate 

-18.5 

1  are  as  of  market  close  Wednesday,  Mar,  3,  1999,  unless  otherwise  indicated.  Industry  ey  flow  analysis,  and  mutual  fund  returns  are  as  of  Mar.  2.  For  a  more  detailed  explanation,  write 
include  S&P  500  companies  only.  Fundamentals,  technical  indicators,  Bloomberg  mon-     to  us  or  E-mail  tigures@businessweek.com.  NA=Not  available  **Vanguard  Index  500  Fund 
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Editorials 


CONGRESS:  SHOW  SOME  BUDGETARY  GITS 


Message  to  Congress:  Don't  bust  the  spending  caps.  Don't 
eviscerate  the  one  bipaitisan  measure  that  puts  re- 
straints on  federal  government  spending.  Don't  ftitter  away 
the  budget  surplus.  Don't  betray  the  principles  of  old  Re- 
publican conservatism  and  New  Democratic  centrism.  Above 
all,  don't  further  reinforce  the  public's  jaundiced  view  of  its 
leaders  as  weak,  opportunistic  politicians. 

For  nearly  a  decade,  controls  on  the  use  of  taxpayers' 
money  have  forced  legislators  to  restrain  themselves.  Passed 
in  1990  under  President  Bush  and  tightened  in  1997  under 
President  Clinton,  the  controls  limit  spending  on  the  one-thiixl 
of  the  federal  budget  not  mandated  by  law.  With  Social  Se- 
curity, Medicare,  and  interest  payments  can-ying  non-nego- 
tiable obhgations,  that  leaves  defense,  agricultui'e,  education, 
and  a  host  of  other  pi'ogi'ams.  Pi-imaries  for  the  next  Presi- 
dential election  are  just  12  months  away  and  both  parties 
want  to  cmiy  favor  with  their  core  constituencies  by  tlu'ow- 
ing  money  at  their  favorite  projects. 

It's  a  mistake.  First,  nearly  all  polls  show  that  the  vast  ma- 
jority of  the  public  prefers  saving  the  suiplus,  not  spending  it. 
Second,  the  mammoth  surplus  that  drives  Washington  politi- 
cians wild  with  desire  can  easily  tui-n  out  to  be  a  mirage. 
With  so  much  revenue  coming  from  taxes  on  capital  gains,  op- 


tions, and  the  incomes  of  the  top  5%,  any  prolonged  downl 
in  the  stock  market  could  shiink  the  surplus.  No  one  re 
knows  what  the  market  will  do  and  spending  the  surplus 
fore  it  is  in  hand  is  simply  reckless. 

And  unnecessaiy.  Democrats  and  Republicans  are  fal 
over  one  another  to  increase  militaiy  spending.  But  moi 
the  money  is  going  for  retirement  pay,  not  readiness  or  r 
ernization.  Problems  with  recruiting  and  keeping  qual 
personnel  at  mid-career  require  improving  the  qualit: 
militaiy  life  and  attracting  college-educated  Idds  for  high- 
warfare.  Some  $35  billion  in  added  military  funding  c 
five  years  already  is  in  the  works.  It's  enough.  The  extra] 
billion  Congress  is  now  demanding  breaks  the  cap.  j 

States,  flush  with  suipluses  of  then*  own,  are  pouringj 
lions  of  new  money  into  education.  A  school-building  bool 
under  way.  A  big  increase  in  federal  education  spendin]! 
$34.7  billion  next  year,  is  enough.  But  a  move  by  the  (x| 
outspend  the  Democrats  by  pumping  it  up  to  $40  billionj 
bust  the  cap.  i 

Truth  is,  it  wouldn't  be  haixl  for  Congi*ess  to  live  withi| 
means.  A  few  smart  choices,  and  we're  there.  The  sligl 
bit  of  discipline  by  legislators  could  keep  current  caf 
place.  It's  time  to  show  some  grit. 


TIME  TO  OVERHAUL  JAPAN'S  KEIRETSU  MODEL 


Life  turns  on  a  dime,  including  the  economic  life  of  Japan's 
giant  corporations.  A  decade  ago  they  bestrode  the  earth, 
gobbling  up  market  share,  terrifying  competitors.  Armed 
with  a  corporate  culture  that  emphasized  long-tei-m  plan- 
ning, consensus  management,  cross-holdings  of  family  com- 
panies, life-time  employment,  and  close  cooperation  with  the 
government,  their  very  success  cast  doubt  on  the  viability  of 
U.  S.-style,  market-driven  capitalism.  Today,  Japan's  keiretsu 
are  in  deep  ti'ouble.  Japan  is  ending  a  lost  decade  of  economic 
gi'owth  with  its  core  business  model  a  week  and  no  altei-- 
native  in  sight. 

Take  the  case  of  the  Mitsubishi  Group,  founded  in  1870 
(page  86).  It  is  one  of  sevei'al  "Meiji  startups"  formed  in 
the  Meiji  Restoration  period  by  the  government  to  modernize 
Japan  after  Admii-al  Perry  sailed  into  Tokyo  harbor.  The 
Meiji  government  fasluoned  its  strategy  on  the  idea  of  ivakon 
yosai,  or  "Japanese  spirit,  Western  things."  It  was  detemnined 
to  adapt  WesteiTi  technology  to  the  Japanese  way  of  doing 
things.  Granting  state  contracts  and  funding  for  shipping, 
the  government  helped  Mitsubishi  to  become  a  complex, 
powerful  gi'oup  of  industrial  companies. 

The  keiretsii  business  model  was  simple  and  uniquely 
Japanese:  companies  owned  shares  in  each  other  and  gave 
business  to  each  other.  The  Bank  of  Tokyo-Mitsubishi  pro- 
vided unlimited  amounts  of  cheap  capital  to  each  company 


within  the  group.  Profits  were  subordinated  to  expar 
global  market  share. 

But  the  forces  of  fast  technological  change  and  deflatio] 
destroying  the  130-year-old  model.  Falling  real  estate  p 
and  bad  loans  prevent  Mitsubishi's  bank  from  providing  c 
credit.  Japan's  recession  and  Asia's  economic  crisis  havi 
profits  shaiply.  Companies  are  selling  off  stock  in  one  as 
er.  Mitsubishi  Motors  is  looking  for  a  foreign  partne 
short,  the  keiretsii  organization  is  under  pressure  to  d 
gregate.  Speed,  flexibility,  and  cost  cutting  ai-e  the  qui 
sential  ingredients  to  coiporate  success  today  anywhere  i 
world.  Even  Hewlett-Packaixl  fimds  it  necessaiy  to  split  \m 
in  order  to  focus  its  businesses.  But  this  kind  of  manage* 
flexibility  does  not  come  easily  to  Japan's  keiretsu.  i 
subishi's  one-time  strengths  are  now  its  weakness.  Its 
agers  appeal"  frozen  in  place,  unable  to  restinctui'e,  seai- 
for  a  solution. 

It  is  foUy  to  believe  that  Japan  will  give  up  its  focus  i  ; 
tional  coherence  to  embi-ace  American  individualism.  Bi  t 
keiretsu  will  have  to  evolve  into  a  much  looser,  more  mm 
oriented  fomi  of  organization.  The  success  of  Sony  and  Hm 
founded  after  the  wai',  suggests  that  Japan  can  change  itsm 
ness  model.  Neither  belongs  to  a  giant  keiretsu.  While.h 
utilize  "Western  tilings,"  they  retain  then-  Japanese  spiritit 
time  for  Japan  to  embark  on  a  second  ivakon  yosai. 
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)e-business  tools 


$2,099  to  4,2  lbs'    mobile  Pentium"  II    4,0  or  6,4gb  hard  (jrive   ThinkPad  560,  The  lightest,  thinnest  ThinkPad,  For  the  road,  for 
$2,699*     1,2"  thin   processor  32  or  64mb  memory      thousands  of  miles,  for  the  humane  treatment  of  businesspeople, 

233  to  300  mhz      option;  external  cd        www.ibm.com/thinkpad  or  800  426  7255,  ext.  5039 
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Performance.  A  range  of  screaming-fast  Intel' 
Pentium'  II  processors  up  to  366MH2.  Spacious 
hard  drives  up  to  6.4  billion  bytes  No  matter  which 
Satellite'  4000  series  model  you  choose,  you  can 
count  on  plenty  of  horsepower  and  capacity  at  a 
very  competitive  price. 


Brilliance.  Stunningly  vivid  TFT  act 
displays  rival  the  viewable  area  of  deskto: 
3-D  sound  systems  with  Stereo  Bass  Refle- 
ensure  dramatic  audio.  Features  like  thes- 
your  most  demanding  multimedia  applica 
extraordinary  dynamic  impact. 


©1999  Toshiba  America  Information  Systems.  Inc  Satellite  is  a  registered  trade.mark  of  Toshiba  America  Information  Systems.  Inc  The  Intel  ln-,ide  logo  and  Pentium  are  registered  trademark; 
Intel  Corporation  Alt  other  products  and  names  mentioned  are  the  property  of  their  respective  companies  All  prices,  specifications  and  availability  are  subject  to  change  All  rights  reserve*. 
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pentium"!! 


When  you  have  to  trim  the  budget, 
but  you  can't  afford  to  cut  performance. 


Connectivity.  56K  V  90  modems  accelerate 
Internet  and  remote  access  to  the  new  standard  in 
high-speed  communications.  The  Satellite  4000 
series  connects  easily  to  desktop  accessories  and 
networks  through  convenient  built -in  ports  or 
optional  docking  accessories. 


Design.  The  slim,  convenient  all-in-one  design,  including 
built-in  24X  max  speed  CD-ROM,  floppy  and  hard  disk 
drives,  gives  you  the  tools  you  need  without  any  add-ons 
or  plug-ins.  So  you  get  top  performance  at  an  affordable 
price  from  the  world  leader  in  portable  computing.  Call 
1-800-TOSHIBA  or  visit  www.toshiba.com 


TOSHIBA 


The  World's  Best  Selling  Portable  Computers. 


Incredibly  powere( 


Satellite  4080XCDT 

•  Intel  Mobile  Pentium  II 
processor  366MHz 

•  64  billion  byte  hard  disk  drive 

•  !4  1 "  dia  TFT  active-matrix 
color  display 

•  64MB  high  performance 
Synchronous  DRAM 

•  24X  max  speed  CD-ROM 

•  Integrated  56K  \/90  modem 

•  ESS  audio  with  3D  sound 
support 

•  Windows  98  operating 
system 

$3,199 


Satellite  4020CDT 

•  Intel  Mobile  Pentium  II 
processor  300MHz 

•  6.4  billion  byte  hard  disk  drive 

•  13  3"  dia  TFT  active-matnx 
color  display 

•  64MB  high  performance 
Synchronous  DRAM 

•  24X  max.  speed  CD-ROM 

•  3Com-Noteworthy 
56K  PC  Card  modem 
with  V90  support 

•  Yamaha  audio  with  3D  sound 
support 

•  Windows  98  operating 
system 

$2,499 


Satellite  4030CDT 

•  Mobile  Intel'  Celeron 
processor  300MHz 

•  4  1  billion  byte  hard  disk  dnve 

•  13  3"  dia  TFT  active-matnx 
color  display 

•  64MB  high  performance 
Synchronous  DRAM 

•  24X  max  speed  CD-ROM 

•  Integrated  56K  V90  modem 

•  ESS  audio  with  3D  sound 
support 

•  Windows  98  operating 
system 

$1,999 


Satellite  2530CDS 

•  Intel  Pentium  processor  with 
MMX  "  technology  300MHz 

•  4.3  billion  byte  hard  disk  drive 

•  13,0"  dia.  Color  bright 
dual-scan  color  display 

•  32MB  high  performance 
EDO  DRAM 

•  24X  max.  speed  CD-ROM 

•  3Com-Noteworthy 
56K  PC  Card  modem 
with  V90  support 

•  Yamaha  audio  with  3D  sound 
support 

•  Windows  98  operating 
system 

$1,399 


Pentium  JJ 


To  find  out  more,  call  1-800-TOSHIBA  or  visit  www.toshiba.com. 


W  To'Jiiba  AnicTif.^  Iniormalion  Sysi^rtis,  Inc  'Momtof  sold  stparately  Deale'  pnces  may  vary  Satellite  is  a  registered  tfjderriafti  and  Equium  is  a  trademari*  of  Toshiba  Amefica  Information  Systems,  In.:  Tlie  Intei ' 


redibly  priced. 


Equium  "  7100D 

•  Intel  Pentium  II  processor  450MHz 

•  128MB  high  performance  Synchronous 
DRAM 

•  8.0  billion  byte  hard  disk  drive 

•  32X  max.  speed  CD-ROM 

•  Integrated  3Com  Fast  EtherLink"  XL 
10/100 

•  Instant  Access  Door  for  improved 
upgradeability  and  serviceability 

•  Value  Keyboard 

•  Windows  95  operating  system 

•  Desktop  chassis  with  5  drive  bays  and 
4  slots.  Slimline  chassis  available  with 
3  dnve  bays  and  2  slots 


$1,549* 


Equium  7100D 

•  Intel  Pentium  II  processor  400MHz 

•  64MB  high  performance  Synchronous 
DRAM 

•  6.0  billion  byte  hard  disk  dnve 

•  32X  max.  speed  CD-ROM 

•  Integrated  3Com  Fast  EtherLink  XL 
10/100 

•  Instant  Access  Door  for  improved 
upgradeability  and  serviceability 

•  Value  Keyboard 

•  Windows  95  operating  system 

•  Desktop  chassis  with  5  dnve  bays  and 
4  slots  Slimline  chassis  available  with 
3  drive  bays  and  2  slots 


$1,199* 


Equium  7100S 

•  Intel  Pentium  II  processor  350MH2 

•  64MB  high  performance  Synchronous 
DRAM 

•  6.0  billion  byte  hard  disk  dnve 

•  32X  max,  speed  CD-ROM 

•  Instant  Access  Door  for  improved 
upgradeability  and  serviceability 

•  Value  Keyboard 

•  Windows  95  operating  system 

•  Slimline  chassis  with  3  dnve  bays  and 
2  slots.  Desktop  chassis  available  with 
5  dnve  bays  and  4  slots 


$999* 
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ered  trademarks  and  Celeion  and  MMX  are  trademarks  of  Intel  Corporation  All  other  products  and  names  mentioned  are  the  property  ot  their  respective  companies  All  prices,  specifications  and  availability  are  subject  to  change  All  rights  reserved. 


TAKEOFF? 

GM  honcho 
Hughes 
could  soon  be 
piloting  UAL 

page  42 


BEARS  DO  IT 

You,  too,  can 
short  stocks 

page  110 


THE  MISSION 

David  Kearns  ft 
Xerox.  Now  he  v 
to  fix  U.  S.  scho( 

page  96 


BusinessWee 


MARCH    22,  1999 


I  GERRYSTOCK 
A  billionaire's 
plan  to  revive 
the  Catskills 


page  6G 


LBO  OKFliAi^ 
How  Formica  lost 
its  sheen  from 
serial  takeovers 

page  82 


News:  Analysis  &  Commentary 

34    A  NEW  ANTITRUST  ROAD  MAP 

Justice  hammers  out  a  high-tech  policy 

36  WILL  JUSTICE  FORCE  WINDOWS  OPEN? 
Microsoft  miglU  have  to  hcense  its  code 

37  WHERE  MICROSOFT  ISNT  MIGHTY 

In  E-commei'ce,  ri\'als  aren't  ([uaking 

38  GEORGE  W.'S  ECONOMY  WONK 
"Compassionate  conservative"  Lindsey 

39  COMMENTARY:  TRADE 

40  WHY  CHINA  HAS  THE  MEDIA  BUG 
Weslei-n  lilm  and  1\  s])ell  revenue 

42    ANOTHER  CAR  GUY  FOR  UAL? 

i;m's  Hughes  could  replace  Greenwald 
44    PEPSI  ADS:  THE  NEXT  GENERATION 

The  com|.)any  must  boost  flagging  sales 
46    NOT  AN  OLYMPIC-SIZE  SCANDAL 

Corruption  charges  don't  faze  sponsors 
46    COMMENTARY:  RJR 

Lessons  from  a  behemoth's  breakup 
48    IN  BUSINESS  THIS  WEEK 

International  Business 

52  JAPAN 

Sony's  bold  restractuiing 


54  BRAZIL 

Can  Cardoso  ])ut  a  stop  to  the  crisis? 
56  FRANCE 

KNP  may  spawn  a  merger  revolution 
59    INTERNATIONAL  OUTLOOK 

Europe  weighs  cutting  farm  subsidies 


Economic  Analysis 


26    ECONOMIC  VIEWPOINT 

30  ECONOMIC  TRENDS 

31  BUSINESS  OUTLOOK 
74    EICHENOMICS 101 

Eichengreen's  Rx  for  the  global  crisis 

Government 

51    WASHINGTON  OUTLOOK 

KuV>in  vs.  Greens].)an:  The  money  factor 
80    SWEEPSTAKES  ARENT  FEELING  LUCKY 

Congress  goes  after  magazine  contests 

Science  &  Technology 

63    A  SWEET  WEAPON  AGAINST  DISEASE 

Synthetic  sugars  offer  a  new  way  to  win 


65  DEVELOPMENTS  TO  WATCH 

People 

66  WOODSTOCK  NOTION 

A  mogul's  plan  for  the  legenda: 

Sports  Business 

70    REVOLT  ON  THE  PGA  TOUR? 

A  small  band  of  golfers  is  gmr 

The  Corporation 

76    AMGEN:  IN  THE  PINK  AGAIN 

Its  two  top  drags  are  back  on 

Finance 

82    FORMICA:  BURNED  OUT  BY  BUY 

How  it  was  weakened  by  repe 
86    A  TRAILBLAZER  GETS  INTO  TR( 

Liquidity  jittei's — and  fancy  fr 
imperil  loan  repackaging  ace  F 

90    COMMENTARY:  THRIFTS 

Community  s&Ls:  A  thing  of  t 

94    INSIDE  WALL  STREET 


www.businessweek.com 
America  Online:  Keyword:  BW 


4  BUSINESS  WEEK  /  MARCH  22,  1999 


BUSH 
BRAINS 

Who's 
hammering 
out  an 
economic 

plan  page  38 


tWAY? 

lispute 
the 
Tour's 
ng  of 
Tues 


EST1VIENT  FIGURES  OF  THE  WEEK 


irketing 


hmentary:  drug  ads 

Y  dmgmakers  prescribed  themselves 
id  blitz 

cial  Issues 

'ID  KEARNS,  SCHOOL  REFORMER 

he  transform  U.  S.  education? 
IGRESS  FLUNKS  THE  TEST 

tisan  tactics  are  stalling  serious 
)ol  reform 

rsonal  Business 

ESTING:  How  to  short  stocks 
rUAL  FUNDS:  Closed-end  trades 
AMENTARY:  Retirement  savings 


atures 


•RONT 
rORS  MEMO 
iDERS  REPORT 
IKS 

HNOLOGY  &  YOU 
>INESS  WEEK  INDEX 
rORIALS 


Editor's  Note 

EB4   The  electronic  revolution  is  upon  us.  If 
you  don't  adapt,  you  won't  thrive 

E-Business:  A  Survival  Guide 

EBS   The  rules  of  the  road  on  the  Net:  What 
every  ceo  needs  to  know 

From  Reengineering 
to  E -Engineering 

EB14  It's  not  enough  to  put  up  a  Web  site  and 
wait  for  customers.  The  Net  demands  a 
total  revamping  of  operations 

Throv^^  Out  Your 
Old  Business  Model 

EB22  Online  businesses  are  whole  different 
animals.  It  pays  to  be  adaptable 

'The  Buyer  Always  Wins' 

EB26  Customers  are  seeking — and  finding — 
better  prices  on  the  Web.  That  presents 
a  special  challenge  to  vendors 

You'll  Wanna  Hold  Their  Hands 

EB30  Cyberspace  doesn't  end  customer 
service — it  makes  it  more  crucial 


Go  Ahead,  Farm  Out  Those  Jobs 

EB3S  Does  taking  your  business  online  feel 
like  an  insurmountable  task?  Relax — 
there's  plenty  of  for-hire  help  out  there 

No  Web  Site  is  an  Island 

EB38  Marketing  and  bricks-and-mortar 
outlets  can  create  synergy 

Building  Global  Communities 

EB42  Business  is  pai'tnering  with  sites  that 
draw  together  like-minded  consumers 

Follow  the  Money 

EB44  Where  will  E -commerce  strike  next? 
Keep  an  eye  on  the  venture  capitalists 

A  Web  That  Looks 
Like  the  World 

EB46  These  days,  everybody's  logging  on — 
and  that's  expanding  the  moneymaking 
potential  exponentially 

Log  On,  Boss 

EB48  Not  all  CEOS  are  up  to  speed  on  the 

ways  of  the  Web  yet,  but  the  smart  ones 
are  learning  fast 


BUSINESS  WEEK  /  MARCH  22,  1999  5 


Up  Front 


EDITED  BY  ROBERT  McNATT 
BRANDING  BATTLES 

WILL  THE  U.N.  SELL 
A  SEAL  OF  APPROVAL? 

HUMAN-RIGHTS  GROUPS  ARE 

upset  over  a  series  of  alliances 
that  the  United  Nations  De- 
velopment ProgTamme  (undp) 
is  forgine  with  Dow  Chemi- 


cal, AT&T,  Pfizer,  ;uid  17  other 
multinationals.  Each  company 
is  forking  over  $50,000  to  help 
fimd  meetings  for  a  new 
uxDP-created  group,  the  Glob- 
al Sustainable  Development 
FaciUtv  (GSDF).  But  activists 


charge  that  the  cash,  which 
may  give  companies  the  right 
to  use  GSDF  logos  in  ads,  only 
sen-es  to  give  the  U.N.'s  im- 
primatur to  private  industiy. 

The  Ti-ansnational  Re- 
source &  Action  Center 
(www.coi-pwatch.org)  has  al- 
ready posted  UNDP  docu- 
ments that  describe  the 
"worldwide  recognition"  that 
corporations  will  gain  "for 
their  cooperation  with  the 
un/undp."  Those  documents 
also  broach  the  possibility  of 
a  "specially  designed  logo  for 
the  GSDF  initiative." 

GSDF  manager  Andrei 
Marcu  denies  that  the  UNDP 
is  selling  out:  "We  are  not 
here  to  sell  the  logo  or  be- 
come agents  for  corpora- 
tions." The  fees,  he  says, 
merely  facilitate  project 
meetings.  And  the  new  logo? 
It  has  yet  to  be  designed. 
The  U.N.'s  famous  crossed 
olive  branches  smrounding  a 
world  map,  as  w'ell  as  the 
UNDP  logo,  are  explicitly  off- 
limits.  But  a  GSDF  logo?  Cor- 
porations will  happily  flaunt 
that.  Joa)i  Oleck 


MAD  AVE 

'I'LL  TRY 

THE  PUCEJUICr 

READY  TO  TAKE  THE  NEXT 

step  beyond  Coke  and  Pepsi, 
orange  and  grape,  tea  and 
finit  drinks?  Then  how  about 
some  Wisdom  or  maybe  a  lit- 
tle Eros?  Those  aren't 
metaphysical  thirst 
quenchers,  but  the  real 
thing,  examples  of  the 
[  latest  trend  in  soft 
drinks:  mystery  con- 
coctions that  give  little 
or  no  hint  of  what  fla- 
vor is  in  the  bottle. 

Last  year,  for  in- 
stance, Gatorade 
Worldwide  sold  $200 
million  of  its  Frost 
Hne,  which  includes  the  likes 
of  Whitewater  Splash  and 
Alpine  Snow.  Now,  Gatorade 


is  selling  Midnight 
Thunder,  an  inky 
blackberry-flavored 
drink.  Tiny  South 
Beach,  meanwhile, 
sold  .$67  million  of 
finit-flavored  diinks 

like    Wisdom  and  

Eros,  souped  up 
with  the  likes 
of  ginseng  and  eciiinacea. 
Next  from  SoBe?  Lean,  a 
sugar-free  "metabolic  en- 
hancer" with  CitriMax, 
ChromeMate,  and  carnitine, 
suj^posed  fat  burners.  And  in 
April,  Tiiarc's  Snapple  Bev- 
erage rolls  out  Elements,  a 
line  of  such  herbal-enhanced 
drinks  as  Earth,  Lightning, 
and  Rain.  No  one,  thankfully, 
yet  offers  Heaven  or  Hell. 
Who,  after  all,  wants  to  dine 
out  and  ask  a  waitress:  "Ex- 
cuse me,  but  can  you  please 
give  me  Hell?"  Diane  Brady 


TALK  SHOW  t'Where  have  you  gone,  Joe  DiMaggio? 
A  nation  turns  its  lonely  eyes  to  you" 

— Paul  Simon,  lyrics  to  Mrs.  Robinson 


PIECE  OF  THE  PIE 

SUDDENLY,  A  FLOOD 
OF  BLACK  INVESTING 

here's  a   twist  on  BLACK 

Power.  African  Americans, 
benefiting  fi'om  rising  incomes, 
are  showing  an  in- 
creasingly keen  in- 
terest in  the  stock 
and  bond  markets. 
Forget  stereotypes 


BLACK 
HOUSEHOLD 
INVESTMENT 


daily  naive.  A  recent 
study  of  wages  and 
salaries  by  Target 
Market  News,  a  Chi- 
cago-based mai'keting  newslet- 
ter, found  that  black  house- 
hold investment  in  stocks  and 
bonds  gi'ew  fi"om  S7c  of  pretax 
income  in  1995  to  9%  in  1997, 
a  200%  increase. 

According  to  business 
WEEK  calculations  based  on 
U.  S.  Census  Bm'eau  data  and 


1997 

$2,967 

1996 

2,324 

1995 

960 

DATA.-  TARGET  mnm 

NEWS.  CENSUS  BUREAU 


Target's  figures,  black  hot 
holds  pumped  an  average 
$2,967  into  the  market 
1997.  While  that's  behe^ 
to  be  far  less,  per  househ( 
than  what  white  Americ; 
invested,  the  total  value 
black-owTied  investments  \ 
$13.6  billion,  Ciuad 
pie  what  it  was  t 
years  earliei',  si 
Target  Market  Ne 
Bigger  salar 
are  key  to 
growth  in  bl; 
investment, 
Ken  Smikle,  ed: 
of  Target  Mar 
News.  Aver; 
black  household  income  fi 
1995  through  1997  gi 
by  3^^,  with  more  afflu 
African  Americans  do 
even  better.  As  long- 
that  income  trend  lasts, 
pect  black  investors  to 
come  a  bigger  part  of 
market.     Roger  0.  Croc 


R&D  BLUES 


U.S.  INNOVATION  AIN7  WHAT  IT  USED  TO  B 


THE    U.  S.    ECONOMY    IS  THE 

envy  of  the  world,  in  pail  for 
its  ability  to  come  up  with 
new  products.  But  that  lead 
in  innovation  may  not  last, 
waiTis  a  study  fi'om  the  Wash- 
ington-based Coimcil  on  Com- 
petitiveness, a  nonprofit  study 
group  founded  by  former 
Hewlett-Packard  CEO  John 
Yomig  in  1986. 

Economists  Michael  Porter 
of  the  Hai'\'ard  B-school 
and  Scott  Stern  of 
Massachusetts  Insti- 
tute of  Technology' 
compared  25  na- 
tions on  an  over- 
till  "innovation  in- 
dex" based  on 
reseai'ch  and  de- 
velopment fund- 
ing, among  oth- 
er factors.  The 
U. S.  topped  the 
charts     in  the 


LOST  EDGE:  f  .S. 

scientist 
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1980s  and  1990s.  But  if 
rent  trends  continue,  by 
the  U.  S.  will  trail  Japan 
such  upstaits  as  Finland 
mai'k,  and  Sweden  becau; 
inadequate  spending  on 
reseai'ch  and  education  a] 
sluinking  percentage  of 
nical  workers. 

The  picture  is  gloom; 
such  ai-eas  as  advanced-n 
rials  science  and  solid 
physics,  key  to  a  ho; 
information  techr 
gies.  Software  is 
vulnerable, 
[report]  is  a 
ing  shot  acros: 
bow,  signaling 
we  are  li\in, 
past  innovatii 
>ays  coimcil 
i(  lent  John  Yc 
son.  The  rep 
findings  wil 
used  to  sup 
hikes  in  scienc( 
efiucation  sjjenc 
John  C 
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Up  Front 


DRAWN  &  QUARTERED 


VOX  POPULI 

AMERICA'S  OPTIMISM 
BOUNCES  BACK 

DAMN  THE  PROGNOSTICATORS, 

full  speed  ahead.  Americans 
have  shaken  off  the  jolt  to 
their  confi- 
dence from  last 
year's  Asian 
crisis  and  are 
back  to  normal. 
According  to  a 
new  BUSINESS 


THUMBS  UP 

OVER  THE  NEXT  12  MONTHS, 

WHAT  DO  YOU  THINK 
WILL  HAPPEN  TO  THE  U.S. 
ECONOMY? 

FEB.     SEPT.  SEPT. 

WEEK/Harris   J?.^L.'i".    would  improve, 

Poll,  30%  of    [M7R"ovr30%""l8%  "29%     probably  reflect- 


Harris  Executive  Vice-Pres- 
ident David  Krane.  He 
thinks  this  sanguine  attitude 
has  been  bolstered  by  re- 
ports of  the  unexpectedly 
liigh  rate  of  economic  growth 
in  1998's  fourth  quarter — 
6.1%  on  an  annualized  basis. 

During  the 
last  survey,  in 
September,  only 
18%'  of  those 
polled  said  they 
thought  the 
U.  S.  economy 


American  citi- 
zens think  the 
economy  will  improve  over 
the  next  year,  while  48%-  say 
their  families  will  be  better 
off  financially. 

The  results  of  the  survey, 
taken  from  Feb.  25  to  Mai-.  1, 
are  throwing  pollsters  for  a 
loop.  "I  actually  am  kind  of 
surprised  at  how 
optimistic  [Amer- 
icans] ai'e,"  says 


DATAi  BUSINESS  WEEK/HARRIS  POLL 


OVER  THERE 

AH.  PARIS:  ROMANCE 
AND.. -SPARE  RIBS? 

SURE,  YOU  CAN  GET  LE  BIG 

Mac  on  the  Champs  Elysees. 
But  now,  the  French  have 
discovered  American  }iaute 
cuisine — or  at  least  their  ver- 
sion of  it. 

France's  most  famous  chef, 
Alain  Ducasse,  opened  an  up- 
scale American  restaurant. 
Spoon,  last  year,  in  Paris' 
chichi  8th  AiTondissement.  To 
great  acclaim.  Spoon  serves 
the  likes  of  travers  de  pore — 
bai'becued  spare  ribs — along 
with  such  classics  as  le  clieese- 


mg  worry  over 
the  stock  mar- 
ket, the  international  econo- 
my, and  the  impeachment 
uncertainty. 

So  confidence  in  the  future 
is  back  up  to  levels  regis- 
tered when  the  same  ques- 
tion was  asked  in  1997.  What 
to  do  with  these  warm  and 
fuzzy  economic  feelings? 
Well,  how  many  credit  cards 
have  you  got?     Joaii  Oleck 

cake  and  les  dough- 
nuts. And  they  can  all 
be  downed  mth  a  bot- 
tle   of   wine  from 
Robert  Mondavi  or 
Stag's  Leap.  Spoon's 
wine   hst   is  50% 
American. 

Spoon  considers 
itself  more  than  just 
American,  calling  its 
food  "world  cuisine"  be- 
cause of  some  Italian-  and 
Asian-influenced  dishes.  But 
it  is  still  tiUTiing  critics'  heads 
in  tradition-minded  Paris. 
Spoon  was  even  extolled  by 
Bernard  Naegellen,  director 
of  the  prestigious  Michelin 
guide.  He  praises  its  menu 
as  "veiy  interesting"  and  cel- 
ebrates its  gastronomic  world 
view:  "We  French  have  been 
too  xenophobic  about  food." 

You  know  things  ai-e  chang- 
ing when  Michelin  gives  a 
one-star  rating  to  a  Chinese 
restaurant,  as  it  did  this  year, 
to  Chen.  But  relax— even  with 
its  new  openness,  Michelin  still 
won't  bother  to  rate  Mc- 
Donald's.   William  Echikson 


VIRTUAL  FUTURE 

A  LAB  GETS  OUT 
OF  THE  RAT  RACE 

WANNA  BUY  A  RAT?  WITH  ANI- 

mal  tests  increasingly  being 
replaced  by  computer  simula- 
tions, breeders  of  animals  for 
phamiaceutical  research,  such 
as  Charles  River  Laborato- 
ries, a  unit  of  Bausch  &  Lomb, 
face  shrinking  revenues.  The 
solution?  Sell  virtual  rats. 

Actually,  what  the 
company's  seUing  is 
bioactivity  software 
developed  by  Case  West- 
em  Reserve  University  spin- 
off Multicase  and  the  Univer- 
sity of  Pittsburgh.  The 
software,  dubbed  CaseTox, 
mimics  animal  research. 
Starting  in  March,  Charles 
River  will  sell  it  in  versions 
costing  from  $25,000  to 
$100,000.  CaseTox  lets  re- 
searchers see  if  the  chemical 


compounds  in  potential  m 
drugs  are  poisonous,  redi 
ing  the  need  for  animal  tes 
in  early-stage  developme: 
That  saves  drug  compan: 
time  on  costly  trials.  Cas 
Tox  also  gives  Charles  Ri\ 
a  toehold  in  the  growir 


bioactivity-software  marl 
The  Food  &  Drug  Adm 
istration  still  demands 
mal  testing  for  some  staj 
of  drug  trials,  but  the  m 
sive  use  of  white  rats  is  li 
ly  over.  Charles  River  ii 
sentimental.  Rats  may 
cuter,  but  software  is  wh 
the  futui'e — and  the  mone; 
Johanna  Knapscha 


IS, 


THE  BIG  PICTURE 


II 


THE  URGE  TO  MERGE 


The  number  of  deals  in  1998 
stayed  even  with  1997.  But  the 
average  transaction  size  leaped 
by  88%,  to  $393.7  million,  bol- 
stered by  huge  mergers  such  as 
the  proposed  Exxon-Mobil  deal. 
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FOOTNOTES  Minority  execs  likely  to  leave  for  gr-eater  challenges:  51  %;  those  who  have  experienced  racism  at  work:  55% 
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Editor's  Memo 


TAKING  CARE  OF  E-BUSINESS 


NOV.  14,  1994 


In  1994,  BUSINESS  WTEK  was  the 
first  general  business  magazine  to 
do  a  cover  story  on  the  Internet. 
But  even  with  an  eai'ly  start  on  cov- 
ei-ing  the  phenomenon,  I  am  con- 
stantly astonished  at  how  rapidly  the 
Net  has  re-ordered  the  way  we  do 
business.  The  browser  of  choice  then 
was  Mosaic,  a  clunky  bit  of  software 

that  bears  scant  re-  _2rB»«»„,_  

semblance  to  to- 
day's sleek  models 
incoi-porating 
sound  and  \ideo. 
In  1994.  Jeff  Be- 
zos, now  CEO  of 
Amazon.com,  had 
just  left  liis  job  as 
a  bond  trader  to 
go  West  and  seek 
his  fortune  in  cy- 
bei-space.  And 
BUSINESS  WEEK  was  soon  writing  sto- 
ries regularly  on  how  the  technology' 
beliind  the  Internet  was  linking  com- 
panies and  biinging  them  closer  to 
then-  customers  and  suppliers. 

Oui"  coverage  gi"ew  into  a  series  of 
special  reports  on  electronic  com- 
merce— fii-st  one  a  yeai",  then  two. 
Last  yeai;  we  did  two  special  reports 
and  added  a  comprehensive,  30-page 
package  entitled  "Doing  Business  in 
the  Internet  Age."  Demand  was  so 
gi'eat  that  we  ran  out  of  copies. 

With  interest  that  high  and  with 
such  huge  implications  for  what  has 
come  to  be  called  electronic  business, 
we  decided  something  really  special 
was  in  order.  Say  hello  to  business 
WEEK  e.biz.  This  issue  launches  a 
quaiterly  report  that  appreciates  E- 
business  for  what  it  is:  a  disiaiptive 
change  in  the  com'se  of  commerce 
that  will  rewai'd  those  who  embrace 
it  and  punish  those  who  try  to  avoid 
it.  E.biz  looks  and  feels  different  be- 
cause business  as  usual  is  over  Oui" 


new  approach  is  intended  to  diive 
that  point  home. 

But  we  won't  be  I'esigning  om- 
selves  to  a  quarterly  pace  of  cover- 
age by  any  means.  We  will  continue 
to  featui'e  stories  on  E-business  in 
the  regular  pages  of  the  magazine. 
And,  as  befits  the  subject,  we  have 
added  a  new  channel,  if  you  will,  to 


at 

SEPT.  23,  1996 


JUNE  22,  1998 


our  business  week  Online  Web  site. 
The  new  channel  will  featui-e  daDy 
coverage  fi'om  oui*  own  staff  as  well 
as  a  real-time  news  feed  from  CNET, 
one  of  the  Web's  best  souixes  for 
technology  new"s.  Oiu"  staffei"s  will 
provide  a  regular  lineup  of  company 
stories  and  personal  profiles  as  well 
as  weekly  columns  on  the  most  criti- 
cal areas  of  E-business:  retailing, 
portals,  finance,  and  legal  issues. 

I  hope  you  will  be  particulaiiy  in- 
terested in  the  topic  we  have  choser 
for  om"  fii"st  supplement:  What  everj 
CEO  needs  to  know.  As  you  will  un- 
doubtedly conclude.  E-business  is  no 
longer  something  that  can  be  left  to 
technologj-  staffei-s.  It  needs  to  be  a 
essential  pait  of  the  strategic  think- 
ing of  eveiy  cliief  executive — and 
anyone  who  wants  to  be  one. 

Editor-ln-chii 
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leaders  Report 


!  ARMY  WANTS  GRADS 

ALL  STRIPES  

Pushing  the  pay  envelope"  (Eco- 
lics,  Mar.  8)  reported  that  my  solu- 
.  for  fixing  our  recruiting  shortfall 
.  to  take  more  high  school  ch'opouts. 

me  set  the  record  straight.  The 
iy  doesn't  accept  dropouts,  as  tradi- 
aHy  understood.  At  least  907f  of  our 
•uits  must  be  high  school  graduates 
lave  earned  at  least  one  year  of  col- 
!  credits;  the  other  10%  must  hold  a 
1  school  general  equivalency  diploma 
3).  The  10%  is  a  limit. 

suggest  that  we  take  a  closer  look 
he  thousands  of  additional  ged  hold- 
who  are  available  to  recruit  to  iden- 

those  who  have  demonstrated  the 
ity  to  be  successful  in  the  military, 
t  would  mean  ged  holders  who  have 
racter  references  and  a  solid  work 
orj',  who  score  in  the  top  mental  ap- 
de  and  motivational  categories,  and 
)  meet  our  high  moral  standai'ds. 
Tie  Army  should  simply  not  turn  its 
k  on  the  nation's  ged  holders.  Many 
hem  are  yoimg  minorities  who  have 
rd  the  message  that  a  high  school 
cation  is  the  first  rung  on  the  ladder 
uccess,  and  they  are  hungry  for  the 
ortunity  that  military'  training  and 
npline  represents.  As  the  world's 
t  trainer,  the  Army  can  afford  to 
e  them.  The  truth  is  that  many  of 

most  highly  decorated  soldiei's  and 
lest-ranking  career  enlisted  soldiers 

not  come  to  us  with  high  school 
lomas.  Along  the  way.  most  have 
e  on  to  earn  much  more  than  their 
)S,  including  advanced  degrees. 
\.t  the  same  time,  I  wholeheaitedly 
ee  that  we  also  need  to  go  after 
re  of  the  coUege-enrolled  end  of  the 
ruitment  market.  To  do  that  suc- 
sfully,  we  need  to  reinstiU  in  Ameri- 

youth  the  sense  that  mihtary  ser- 
J  is  a  ci\"ic  obligation. 

Louis  Caldera 
Secretarj'  of  the  Army 
Washington 

DROSOFT: 

E  DEMO  WASN'T  RIGGED 

in  "Now,  it's  Intel  in  the  dock" 
jws:  Analysis  &  Commentaiy.  Mai', 
you  wrote  that,  in  the  Microsoft 
rp.  trial,  "Justice  attorneys  showed 
.t  a  taped  Microsoft  demo  was 
ged."  This  is  imtrue.  The  video  you 
er  to  demonstrated  the  damage 
ised  to  Microsoffs  Windows  operating 
■tem  by  government  witness  Edwai'd 
[ten's  "prototj-pe  removal  program." 
len  the  \ideo  was  played  in  cotort, 


however,  government  attorneys  high- 
lighted an  inconsistency — one  title  read 
"Microsoft  Internet  Explorer"  where,  if 
the  Felten  program  had  been  run,  it 
should  have  read  "Windows  98." 

Microsoft  looked  into  the  problem  and 
found  that,  while  the  demonstration  was 
being  taped,  an  entrj-  in  the  Windows 
registiy  had  been  changed  by  a  third- 
party  software  application  used  to  test 


the  effects  of  the  Felten  program  on 
applications.  The  application  apparently 
changed  the  entr\'  when  it  was  loaded, 
then  deleted  it  when  the  application 
was  removed.  This  caused  Wmdows  98 
to  revert  to  the  default  title,  "Microsoft 
Internet  Explorer,"  even  though  the 
Felten  program  had  been  run. 

Microsoft  repeated  its  tests  of  the 
Felten  program  in  the  presence  of  Jus- 


'^Tliis  proves  that  there  is  such  a  thing  as  a  valid  excuse,  Bob.  Which 
is  why  ive  rely  on  providers  who  don't  need  them  ...  like  Williams. " 

An  excuse  only  feeis  good  to  the  guy  who  has  one.  Our  pipelines 
nnove  more  natural  gas  than  anyone  in  the  country,  so  we  live  in  a  world 
where  there  are  no  excuses  for  unreliabillt>'.  The  same  goes  for  our 
business  communications  networks,  products  and  services.  Ask  anyone 
who  knows  Williams.  For  90  years,  we've  been  coming  through. 


Williams. 


Energy  •  Communications  •  Leadership 
i-800-WILLlAWS  •  NYSE:  WMB 
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INVESTING 

IS  THE  FUTURE 


Wanna 

B  E  A 

PIONEER? 


Online  investing  is  not  a  'fad.'  It  isn't  something  that  only  crazy  people  do  with  their  money.  It's  about  control 
So  p  ahead.  Buy  and  sejl  stocks.  Bonds.  Mutual  funds.  Get  stock  quotes  and  portfolio  updates.  Subscribe  tc 
valuable  research  reports.  All  with  the  click  of  a  mouse,  or  by  phone.  It's  the  future  of  investing^.  Are  you  ready  tc 
make  history?  For  more  information,  check  us  out  at  QIS^^VER  BROKERAOE 
www.discoverbrokerage.com  or  1-800-58-INVEST.    a  morgan  Stanley  dean  witter  company 


Readers  Report 


CORRECTIONS  &  CURIFICATIONS 

In  "Disney's  Mickey  Mensa  Club"  (Science 
&  Technology,  Mar.  8),  Time  Warner  Chair- 
man Gerald  M.  Levin's  comments  were 
framed  in  an  incorrect  context.  Levin  was 
not  condemning  Disney's  practices,  only 
pointing  out  that  Time  Warner  approaches 
research  and  development  differently. 

An  Et  Cetera  item  in  "In  Business  This 
Week,"  (Mar.  15)  should  have  cited  Bank  of 
Scotland,  not  Royal  Bank  of  Scotland. 


tice  Dept.  observers  and  played  a  video 
of  these  proceedings  in  court.  The  new 
tape  confiiTTied  the  findings  of  the  ongi- 
nal:  that  Felten's  progi'am  fails  to  re- 
move Web-browsing  functionality  ft'om 
Windows  98,  causes  the  operating  sys- 
tem to  malfunction,  and  breaks  many 
software  applications  that  run  on  Win- 
dows. Justice's  lawyers  offered  no  chal- 
lenge to  the  accuracy  or  veracity  of  the 
new  videotaped  demonstration. 

Robert  J.  Herbold 
Executive  Vice-President 
Microsoft  Corp. 
Redmond,  Wash. 

THERE'S  MORE  TO  DEFEATING  PAIN 
THAN  DESIGNER  DRUGS  

I  read  "Conqueiing  pain"  (Cover  Sto- 
ly.  Mar.  1 )  returning  from  India,  where 
we  are  working  with  the  government 
to  reduce  the  barriers  to  using  mor- 
phine to  manage  cancer  pain.  Opioid 
analgesics  in  the  class  of  morphine  are 
either  unavailable  or  inadequately  used 
in  most  of  the  developing  world  because 
of  exaggerated  fears  of  addiction  and 
consequent  excessive  regulation. 

Availability  of  opioids  is  particulaiiy 
impoitant  in  the  developing  world,  where 
cancer  is  on  the  increase — and  typically 
diagnosed  only  in  late  stage.  You  should 
recognize,  as  do  the  World  Health  Orga- 
nization and  public-health  authorities 
throughout  the  world,  that  there  is  no 
substitute  for  opioids  for  managing  such 
pain.  The  case  for  new  analgesics  should 
not  be  made  by  pei-petuating  the  myth 
that  "narcotics"  are  life-threatening  and 
cause  addiction.  This  only  pei-petuates 
the  baniei's  to  relieving  pain  fi'om  cancer 
and  other  clu-onic  diseases. 

David  E.  Joranson 
Director 

Pain  &  Policy  Studies  Group 
Comprehensive  Cancer  Center 
University  of  Wisconsin 
Madison 

I  was  surprised  that  youi"  article  con- 


tained references  only  to  medicinal  and 
phannacologic  treatment  of  pain.  It  left 
out  hyi^nosis  and  other  alternative  meth- 
ods. Even  more  surprising  was  this 
quote  ft'om  Dr.  John  T.  Fairar,  a  neu- 
rologist at  the  University  of  Pennsylva- 
nia Medical  School:  "We  have  to  find 
some  way  to  harness  that  ability  of  the 
mind  to  control  pain."  To  the  best  of 
my  knowledge,  hypnosis  has  been  con- 
sidered an  accepted  therapy  by  the 
American  Medical  Assn.  since  1958. 

Janet  L.  Macy 
Lake  Forest,  Calif. 

There's  a  price  tag  that  makes  these 
wonder  drugs  unavailable  to  the  vast 
majority  of  pain  sufferers.  My  sister, 
who  is  only  41,  has  I'heumatoid  ailhiitis 
but  cannot  afford  the  $l,000-plus  per 
month  that  Immunex  Coqi.  charges  for 
Enbrel,  one  of  the  drags  you  mention. 
Enbrel  pmportedly  will  not  only  reduce 
her  pain  and  give  her  back  a  life  but 
also  arrest  permanent  bone  damage. 
Her  rheumatologist  tells  me  that  none 
of  his  patients  can  afford  this  miracle, 
nor  will  insui'ance  companies  participate 
in  coverage  for  many  of  these  new 
cbiigs.  It's  a  shame  that  patients  have  to 
suffer  when  a  "cui'e"  exists. 

Brenda  Everett 
Danville,  Calif. 

AFTER  BOTTLED  WATER, 

WHAT  COMES  NEXT?  

Steve  Jobs  once  derided  John  Scul- 
ley  for  a  career  selling  sugar  water 
("Guess  who  wants  to  make  a  splash  in 
water,"  News:  Analysis  &  Commen- 
tary, Mar.  1).  With  that  market  con- 
quered, PepsiCo  Inc.  and  Coca-Cola 
Co.  are  now  pursuing  a  simpler  mai'ket: 
plain  water.  What's  next?  Since  there  is 
nothing  left  to  remove,  my  guess  is 
that  they'll  sell  water  parts:  hydrogen 
and  oxygen. 

Steve  Baker 
Portland,  Ore. 

WHY  THE  MARKET  IS  TOP-HEAVY 
WITH  BIG  STOCKS  

"Big  caps,  big  edge"  (Finance,  Mar.  1) 
did  a  gi'eat  job  explaining  why  lai"ge-cap 
stocks  have  perfoiTned  so  well.  There  is 
one  reason  for  the  difference  between 
small  caps  and  lai'ge  caps  that  you  failed 
to  mention:  The  boom  in  initial  public  of- 
ferings has  increased  the  supply  of 
small-caps  while  megamergers  have  de- 
creased the  supply  of  large-caps.  Both 
phenomena  are  indicative  of  the  low 
nominal  gi'owth  environment  that  char- 
acteiizes  today's  economy.  Our  surveys 


of  industiy  suggest  that  weak  pricii 
power  renders  economies  of  scale  i; 
creasingly  important. 

Jason  R.  Ti-enne 
International  Strategy 
Investment  Group  Ir 
New  Yoi 

EVEN  WITHOUT  DELPHI, 

GM'S  SALES  WILL  STILL  BE  HUGE 

While  "In  fourth  gear,  Ford  hea 
for  fu-st  place"  (News:  Analysis  &  Coi 
mentary,  Feb.  15)  proved  thought  pi 
voking,  one  statement  wairants  com 
tion.  Keith  Naughton  wrote  th 
General  Motors  Coi-p.  will  "lop  off  $2^ 
billion  in  annual  sales  when  it  divests 
Delphi  parts  unit  this  year." 

Wliat  he  overlooks  is  that  only  2( 
of  Delphi's  annual  sales  are  to  non-( 
customers;  thus,  the  actual  net  loss 
gm's  consolidated  revenue  in  2000  will 
closer  to  $5  biUion  to  $6  biUion,  not  ^ 
billion.  I'm  sure  gm  views  Ford  Mol 
Co.'s  aggi'essive  growth  strategies  se 
ously,  but  the  impact  of  Delphi's  sej 
ration  will  be  minimal. 

Chiis  Wii 
New  Yc 
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Canon  Takes  Presentation  Technology 
From  The  Dark  Ages  To  The  Digital  Age. 


Introducing  "Digital  OHP." 


Digital  OHP  Presentations;  A  Canon  Exclusive. 

The  "Digital  Overhead  Projector,"  available  only  from 
Canon,  combines  the  first  affordable  hi-res.  (1900  x1424 
pixels)  Digital  Document  Camera,  with  Canon's  first  opti- 
cally-advanced LV-series  projector  to  give  you  text  clarity 
(to  8pt.  on  a  full  8.  1/2"  x  11"  document)  without  trans-..: 
parencies,  plus  a  whole  lot  more. 

Patented  Technology  Means  Breakthrough  Pricing. 

Canon's  patented  Parallel  Plate  Variable  Refraction  Optici 


Enhance  Your  PowerPoint*  Presentations. 

Within  seconds.  The  Digital  OHP  allows  you  to  access 
crisp  type  and  incredible  detail  from  documents,  charts, 
graphs,  even  3-D  objects  and  integrate  them  into  your 
PowerPoint  presentation  for  maximum  flexibility. 

the  Missing  Link  To  Videoconferencing.     '  L 


The  Missing  Link  To  Videoconferencing. 
Patented  Technology  Means  Breakthrough  Pricing.       Unlike  conventional  document  cameras,  the  Digital  OHP" 
Canon's  patented  Parallel  Plate  'Variable  Refraction  Optical     optimizes  your  videoconferencing  system,  allowing  you  to 
System'  is  a  unique  technology  that  allows  one  CCD  to        share  full  document  text  and  detailed  images  much  like 
give  you  the  quality  of  nine,  without  the  high  cost.  you  would  during  a  face-to-face  meeting. 


fORlAORl  INFORMATION,  PLEASE  CALL  (5 16)  328  5960. 

E-mail  us  at  vcsd@cusa.canon.com  Website:  wvfw.usa.canon.com  . , ,  ../^v  ,';^  .' 


iPowerPoiVrr"  IS  o  registered  trademark  of  Microsoh.  ■ 


Visual  Communication  Systsms  Division 

Canon  is  a  registered  trademark  of  Canon,  Inc.  ©1 999  Canon  USA,  Inc. 


You're  always  searching  for  a  competitive  edge.  But  plowing  through  the  numbers  isn't  enough. 
You  need  better  information,  and  better  information  software.  Like  Seagate's  Enterprise  Information 
Management  (EIM).  A  powerful  suite  of  business  intelligence  tools  that  scales  from  the  individual  to 
the  department  to  the  enterprise.  EIM  includes  Seagate  Info"  for  enterprise  information  analysis  and 
distribution,  Seagate  Crystal  Reports™  for  faster  decision-making,  Seagate  Worksheet "  to  slice  data  cubes 
into  intelligent  bits,  and  Seagate  Holos  for  data  mining  and  scalable  application  development.  When 
EIM  is  deployed  throughout  your  enterprise,  it  delivers  the  power  to  locate  information  you  need,  help 
you  analyze  it  from  every  angle,  then  display  and  communicate  your  ideas  to  the  people  who  matter.  Af- 
ter all,  even  the  right  information  won't  make  a  difference  until  it's  in  the  right  hands. 

Make  a  Difference: 


^Seagate. 


Information  the  way  you  want  /f  ™ 
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OIL,  GOD,  AND  GOLD 

The  Story  of  Aramco  and  the  Saudi  Kings 

By  Anthony  Cave  Brown 
Houghton  Mifflin  •  420pp  •  $30 


HOW  THE  NEAR  EAST 
WAS  WON 


Atnp  to  a  single  industrial  installa- 
tion in  the  hai-sh  Saudi  deseit  can 
give  you  an  idea  of  the  power, 
the  gloiy — and  the  sheer  uniqueness — of 
Saudi  Aramco,  the  woi'ld's  mightiest  oil 
producer.  Abqaiq,  30  miles  fi'om  the  Per- 
sian Gulf,  is  a  processing  plant  tlii'ough 
whose  spotless  tanks  and  pipes  pass  (5 
million  ban-els  of  ciiide  oil  a  day — more 
than  the  total  output  of  the  continental 
U.  S.  In  other  words,  one  out  of  every 
five  barrels  of  the  world's  oil  exports 
nms  tlu-ough  this  facility:  Abqaiq  is  pret- 
ty much  the  epicenter  of  the  gTeatest 
strategic  prize  of  all  time. 

But  there  is  something  even  more 
impressive  about  Abqaiq.  Ai'ound  the 
plant  is  a  replica  of  a  perfect  mid-Amer- 
ican town,  with  low-r'ise  bungalows, 


baseball  diamonds,  and  manicured 
r-oads — all  built  for  Ai'amco  employees. 
It  is  jolting  to  come  across  this  reality 
in  the  midst  of  Saudi  Ar-abia's  stern  Is- 
lamic monarchy. 

The  fascinating  story  of  how  Saudi 
oil  r-eser-ves — one-cjuarler  of  the  world's 
total — were  pr'ospected  for,  fought  over, 
and  fijially  won  by  the  U.S.  is  the  sub- 
ject of  Anthony  Cave  Brown's  Oil,  God, 
and  Gold:  The  Story  of  Aramco  and 
the  Saudi  Kings.  But  perhaps  most  re- 
markable is  how  well  Ai'amco,  once  the 
jealously  guarded  joint  property  of 
Exxon,  Chevron,  Texaco,  and  Mobil, 
fimctions  today  as  a  100%  Saudi  com- 
pany. The  nationalization  of  what  Br-own 
rightly  calls  "the  largest  and  richest 
consortium  in  the  history  of  commerce" 


took  place  so  smoothly  in  the  1970s  aii 
1980s  that  most  managers  bar-ely  n] 
ticed.  That  is  in  star"k  contrast  to  the 
olent  expropriations  of  Western  assei 
that  left  crippled  oil  industries  in  couj 
tries  such  as  Iran  and  Iraq. 

Aramco,  after  all,  was  one  of  Amei 
ca's  gr'eatest  colonial  experiments — ari 
a  hugely  profitable  enterprise  that  uj 
der-pinned  U.  S.  postwar  might.  By  til 
1950s,  Brown  writes,  Ar-amco's  empi 
in  Saudi  Arabia  "became  a  showpie 
of  the  superiority  of  U.  S.  capitalism 
comparison  with  Soviet  Communisn 
And  even  more,  of  how  America  nc 
outshone  Britain,  whose  sway  in  the  r 
gion  was  waning  rapidly.  5 

The  worid  would  be  a  far  differe 
place  if  the  British  had  won  the  Sau 
oil  concession — and  they  neaiiy  did.  T 
cat-and-mouse  game  between  U.S.  ai 
British  diplomats  and  political  agen 
and  between  the  coimtries'  rival  oil  coi 
panies,  is  superbly  detailed  by  Brow 
The  drama  played  out  in  the  1920s  a; 
1930s  is  full  of  extraordinary  chart 
ters,  from  con  men  such  as  N( 
Zealand's  Major  Frank  Holmes  to  t 
warrior-king  Ibn  Saud,  founder  of  t| 
moder'n  Saudi  state.  | 

No  character  was  mor-e  colorful  | 
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ARAMCO  WAS  ONE  OF  AMERICA'S 
GREATEST  COLONIAL  EXPERIMENTS 


ose  early  years  than  H.  St.  John  Phil- 

Ibn  Saud's  British  adviser.  Remark- 
ly,  Philby  went  against  the  British 
d  helped  persuade  Ibn  Saud  to  go 
th  the  Americans  (an  example  of  high 
;achery  eerily  repeated  decades  later 

his  son  Kim,  the  British 
:elligence  agent  turned 
viet  spy).  In  May,  1933, 
anks  to  Philby,  Standaixl 
1  of  California  won  a  60- 
ar  concession  from  Ibii 
ud  in  exchange  for  an 
-front  payment  of  35,000 
itish  pounds. 
It  was  to  be  an  imperi- 
st  project  with  a  differ- 
ce.  Unlike  the  Shell-led 
isortium  that  was  pump- 
5  oil  in  Iran,  Aramco 
needed  essential  points 

the  Saudis  fi-om  the  start.  F(,»r  (jne 
Jig.  Aramco  employees  would  enjoy 

immunity  from  strict  Saudi  laws, 
id  Aramco  adopted  a  policy  of  bring- 
?  benefits  to  its  host  country,  from 
ids  and  power  plants  to  badly  needed 
iter  wells.  No  one  could  accuse  the 


Americans  of  venality — unlike  the 
British  elsewhere  in  the  Near  East. 

One  reason  is  that  Aramco — and  the 
four  U.  S.  companies  behind  it — were 
always  worried  about  losing  the  con- 
cession. In  fact,  Aramco  had  to  perform 
a  deUcate  balancing  act  be- 
tween the  interests  of  U.  S. 
owners,  the  U.  S.  govern- 
ment, and  the  Al  Saud 
rulers,  whose  need  for  cold 
cash  mounted  constantly. 
As  Brown  shows — making 
remarkable  use  of  a  trea- 
sure trove  of  Ai'amco  pa- 
pers collected  by  a  senior 
Aramco  executive,  Wilham 
E.  Mulligan — Aramco  kow- 
towed to  Saudi  interests, 
working,  for  example,  dur- 
ing the  1950s  on  clandes- 
tine mihtaiy  operations  to  evict  British 
forces  fi'om  South  Ai-abia. 

But  the  company's  gi'owing  Ai-abian 
Affairs  Div.  was  also  a  veritable  intelli- 
gence service  on  Saudi  Arabia.  Not  sur- 
prisingly, the  U.  S.  used  Ai-amco  to  get 
infoiTnation  on  the  secretive  royal  fami- 


ly. In  one  operation  in  1945,  Aramco 
worked  with  the  Office  of  Strategic  Ser- 
vices— precm'sor  to  the  ciA — to  inspect 
the  contents  of  the  aging  and  aihng  Ibn 
Saud's  toilet  to  assess  his  durability. 
"Only  rarely  could  a  foreign  potentate's 
stool  and  urine  have  been  of  such  in- 
terest to  our  intelligence  people,"  re- 
flected one  State  Dept.  official. 

Brown  is  an  expert  on  the  history  of 
intelligence  services,  and  he  excels  in 
unveiling  the  intei-play  of  agents,  diplo- 
mats, and  company  men  as  they  con- 
spii-e  to  claim  the  treasure  of  Arabian 
oil.  But  he  is  less  surefooted  in  things 
Middle  Eastern  and  has  had  to  rely 
heavily  on  secondary  sources,  including 
Elizabeth  Mom-oe's  1973  book,  Philby  of 
Arabia.  And  the  more  modem  history  of 
Ai'amco,  from  the  quadrupling  of  oil 
prices  after  the  1973  Arab-Israeli  Wai-  to 
the  nationalization  of  the  company,  is 
i-ushed.  Despite  those  shortcomings,  this 
is  an  epic  and  engrossing  tale. 

BY  JOHN  ROSSANT 

Rome  Bureau  Chief  Rossant  is  com- 
pleting a  biography  of  Saudi  mvestor 
Prince  Alwaleed. 


MCI  WORLDCOM. 

advanced  underwater  caJ^le  ever  constructed.  By  owning  local 
ities  in  more  than  eighty  U.S.  markets.  By  never  letting  an\'thing 
d  in  the  way  of  providing  you  the  Ijest  possible  sei-vice.  Voila! 
iducing  MCI  WorldCom  On-Net.  Visit  om-  Web  site  at  wcom.com 


ON-NiT  SERVICES 


LOCAL 
NATIONAL 
GLOBAL 
DATA 

voiet 


LIFE  IS  SO  MUCH  EASIER  WHEN  YOU  HAVE  THE  RIGHT  SUPPORT. 


A  CDW  account  manager,  your  Direct  Solutions  Provider, 
can  make  life  a  whole  lot  easier.  Because  he's  an  expert, 
assigned  to  you  personally  and  always  there  to  help. 
Drawing  from  the  top  names  in  every  computing  category, 
like  Compaq,  IBM,  Toshiba,  Hewlett-Packard, 
Cisco  and  Microsoft,  he'll  build  a  computing 
solution  just  right  for  you.  He  il  ship  it  the  same 
day  and  give  you  lifetime  support  too,  making 


CDW  your  one-stop  resource  for  everything  you  nee^ 
No  wonder  we're  the  number  one  direct  source  f' 
industry  leaders  including  Compaq,  Microsoft,  IBM  ar 
many  others.  So  call  us  today  at  888-239-7278  or  vi; 
us  at  www.cdw.com.  And  see  how  much  a  billic 
dollar,  FORTUNE"  1000  company  can  help  yo 
CDW.  Solutions  that  make  your  job  easie 
And  that  puts  you  in  the  best  seat  in  the  housi 


Computing  Solutions  Built  for  Business 

^88-239-7278  www.cdw.com 


©  1999  CDW  Computer  Centers,  Ir 


MONEY  FUND  INVESTORS:  ^^^^^cSlll 

HIGH  INCOME 
WITH  LIQUIDITY 


T.  Rowe  Price  Prime  Reserve  Fund.  Whether 
Current       you  seek  a  convenient  income-producing  vehicle 
7-Day        for  your  working  capital  or  need  a  holding  account 
Yield  ^        for  your  cash  when  you're  between  investments, 
_  jmg^QM      the  T.  Rowe  Price  Prime  Reserve  Fund  can  meet 
^•^51  #0     your  needs.  This  no-load  money  market  fund  is 
one  of  the  oldest  in  America  and  can  offer  you 
higher  yields  than  hank  money  market  deposit  accounts.  The 
fund  invests  in  the  highest-rated  money  market  securities  and 
has  maintained  a  stable  $1.00  share  price  since  inception.*  $2,500 
minimum  investment.  Free  checkwriting.**  No  sales  charges. 


ASK 
ABOUT 


ROTH 
IRA 


Call  24  hours  for  your 
free  investment  kit 
including  a  prospectus 

1-800-541-8353 

www.  tiowepiice.com 


Invest  With  Coiifidence 

TRoweR-ice 
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■'Sinipli'  yield  as  (if  2/SA)^).  Past  |UTioriiiaiKe  cannot  guarantee  future  results.  *An  investment  in  the  fnnd  is  not 
insured  or  guaranteed  by  the  FOIC  or  any  other  governinent  agency  Although  the  fund  seeks  to  preserve  the  value  of 
your  investment  at  $1.01)  per  share,  it  is  possible  to  lose  money  by  investing  in  the  fund.  **$S0()  minimum.  Read  the 
prospectus  carefullv  before  investing.  T.  Rowe  Price  Investment  Services,  Inc.,  Distributor  I'KMu'u.-ih 


Never  let  a  dead  car  battery  stall 
you  again-go  with... 

Car  Starter™ 

only  $4925* 

*But  read  this  ad  for  an  even  better  deal! 


•  Car  Starter  luill  k^■ep  its 
clmrge  for  years  and  'anil  work  111 
llic  most  extrciiic  liot/colit  teiti- 
fvrntiirc  conditions  It>  output  is 
nn  nstonisliing  7.5  aiiiy-hs., 
iiicomparnbly  higlier  tlinn  nny 
competing  unit.  Car  Starter  *  mea- 
sures just  8.5"  x2"  X  2"  and  zveiglis 
only  27  oz.  You  should  always 
keep  It  in  your  glove  compartment! 


The  sickening  "click-click"  of  a  dead  car  battery  is  the 
most  discouragiiig  sound  a  motorist  can  hear.  You  are 
stranded — sometimes  {or  hours  or  in  dangerous  neigh- 
borhoods— or  are  dependent  on  the  kindness  of  strangers, 
who  might  not  even  have  jumper  cables.  And  you  know 
how  dangerous  jumper  cables  (and  strangers!)  can  be. 

This  can  never  happen  to  you  with  Cnr  Starter,  ' a  portable 
power  source  that  will  cliarge  your  car  battery  in  15  minutes  or 
less — ^just  by  plugging  it  into  your  cigarette  lighter!  After  use,  you 
can  recharge  the  luiit  again,  right  tlm>ugh  that  same  cigarette 
lighter  And  that  isn't  all:  You  can  use  Car  Sfailn-  to  operate  any 
and  all  12-volt  appUcances,  such  as  small  TV  sets  (up  to  16  hours),  portable  fridges,  cellular 
phones  (up  to  100  hours),  laptop  computers,  and  much  more.  Car  Starter  has  important,  spedal, 
and  unique  features,  such  as  high/low  vciltage  itidicator  and  buUt-m  short-circuit  protection. 

*And  here  is  the  "even  better  deal":  Buy  two  Car  Starters  '  for  $99.90  and 
we'll  send  you  a  third  one,  with  our  compliments — absolutely  FREE!  Don't 
ever  again  worry  about  d  dead  battery  and  a  stalled  car — give  convenience  and 
safety  to  yourself  and  your  loved  ones  and  order  your  Car  Starter(s)  today! 

You  may  oaier  by  toll-frfe  phone,  by  m.iil,  or  by  fax  and  pay 
bv  clieck  or  Visa /MasterCard.  Please  give  oaier  nuniber 
#i071E633.  Add  U.95  for  one  or  $9.90  for  thi>  v  Car  Starters 
ship. /ins.  and  sales  tax  for  CA  delivery.  Yoti  have  30-day 
refund  and  oiie-year  warranty.  We  do  not  refund  postage. 


2360  Ttiird  St.,  San  Francisco,  CA  94107 


Order  by  toll-free  phone:  (800)  ^97-7367  or  by  fax:  (415)  643-2818  ® 


Books 
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WRITERS 


KAPITALIZM 

Russia's  Struggle  to  Free  Its  Economy 

By  Rose  Brady  , 
Yale  •  289pp  •  $30 

RUSSIAN  RIDDLE  j 

j 

Russia  is  a  land  of  contradictions,  j 
Blessed  with  a  wealth  of  natui  - 1 
al  I'esoui'ces,  it  is  on  the  verge  of  j 
bankniptcy.  Last  Augiast,  it  default-  j 
ed  on  $40  billion  of  domestic  debt.  ( 
Now  officials  say  the  government  i 
viill  default  on  $17.5  billion  owed  to 
foreign  creditors  un- 
less it  gets  an  emer- 
gency loan  from  the 
International  Mone- 
taiy  Fund  by  the  end 
of  March. 

What  happened? 
To  understand  fully, 
one  must  examine 
Russia's  seven-year 
experiment  with  cap- 
italism. That's  the 
subject  of  a  new  book  by  Rose 
Brady,  business  week's  former 
Moscow  bureau  chief  and  now  edi- 
tor of  its  European  and  Latin 
American  editions. 

In  Kapitalizm,  Brady  describes 
the  progress  achieved — and  the 
pain  endured — as  the  former  com- 
munist giant  zigzagged  toward  a 
market  economy.  Russia's  version 
of  capitalism  developed  out  of  com- 
promises made  by  Boris  N.  Yeltsin 
and  privatization  chief  Anatoly  B. 
Chubais.  To  gain  support  for  pri- 
vatization, the  government  granted 
Soviet-era  managers  rights  to  ac- 
quire control  of  their  state-run 
plants  in  1992.  That  sabotaged  ef- 
forts to  install  new  owners  who 
would  make  Russian  industry  more 
competitive.  Three  years  later 
when  it  looked  as  if  the  Commu- 
nists might  return  to  power 
Chubais  sold  off  to  well-connected 
banks  the  remaining  gems  of  Rus- 
sia's state  assets.  By  1997,  Russia's 
economy  was  dominated  by  a  hand- 
ful of  tycoons.  Meanwhile,  witli 
meager  progress  toward  tax  re- 
form, the  government  got  hookec 
on  borrowing.  When  emerging 
markets  and  global  oil  prices 
plunged,  Russia  couldn't  pay  its 
bills.  Today,  Brady  concludes,  thf 
transition  to  capitalism  will  take 
many  more  years.  c 
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'echnology  &  You 


y  STEPHEN  H.  WiLDSTROM  

'ENTIUM  III: 
iNOllGH  ALREADY? 


3ah,  it's  a  lot  of 
)eed  for  the  money, 
lot  of  speed  you 
m't  really  use 

aow  do  you  sell  super- 
fast  computers  when 
the  slowest  and 
eapest  PC  on  the  market  is 
it  enough  for  most  people? 
lat  is  the  challenge  facing 
tel  as  it  rolls  out  its  latest 
d  greatest  processor,  the 
intium  III.  Intel's  answer 
pears  to  be  clever  market- 
y,  a  bit  of  hype,  and  ag- 
essive  pricing. 
When  Intel  brought  out 
w  chips  in  the  past,  they 
jnt  into  desktop  systems 
iced  well  above  what  had 
en  the  top  of  the  line.  Not 
is  time.  Faced  with  a  soft- 
ing  consumer  market  and 
mpetition  from  the  soon-to- 
-released  K6-III  chip  from 
Ivanced  Micro  Devices,  In- 
•  wants  Pentium  III  com- 
ters  priced  to  sell.  Del! 
)mputer,  for  ex- 
iple,  offers  a 
0-MHz  Pentium 
[  Dimension  XPS 
ior  $1,775,  with- 
t  monitor,  and  a 
0-MHz  version 
the  same  ma- 
ine  for  $1,640.  A 
nilarly  equipped 
mension  V  powered  by  a 
0-MHz  Pentium  II  costs 
,475.  With  careful  shopping, 
may  be  possible  to  find  a 
^ntium  III  PC  priced  lower 
an  a  similar  Pentium  II 
it. 

The  problem  is  that  you 
n  buy  the  same  Dimension 
with  the  cheaper,  but  not 
cessarily  slower,  400-MHz 
ileron  processor  for  just 
,363.  As  a  result  of  Intel's 


pricing,  I  expect  Pentium  II 
consumer  desktops  to  vanish 
within  weeks,  leaving  just  the 
Ills  and  the  Celerons. 

In  ti-ying  to  persuade  cus- 
tomers to  upgrade  to  the 
Pentium  III,  Intel  and  the 
computer  manufacturers  face 
a  tough  dual  challenge.  Fii'st, 
they  have  to  sell  people  on 
the  need  for  more  speed, 
then  they  have  to  convince 
them  that  the  Pentium  III 
delivers. 

PLAYING?  Home  and  business 
applications  such  as  word 
processing.  E-mail,  and  finan- 
cial management  run  just 
fine  on  a  Celeron,  and  a 
speedier  chip  won't  make 
you  type  faster  or  tliink 
faster.  Intel  promotes 
the  new  chip  as  pro- 
viding a  better  Web 
experience,  but  unless 
you  have  a  cable  mo- 
dem or  other  high- 
speed connection,  you 
probably  won't  notice. 
Using  a  500-MHz  Micron 


ly  fi-om  new  processing  capa- 
bilities built  into  the  Pentium 
III.  But  these  activities  re- 
main outside  the  computing 
mainstream. 

Unless  software  is  rewrit- 
ten to  take  advantage  of 
those  capabilities,  the  Pen- 
tium III  offei's  only  a  very 
modest  speed  impi'ovement — 
at  most  10% — over  existing 
chips.  A  complex  image 
transformation  in  Adobe 
Photoshop  5.0  took  1  minute 
12  seconds  on  a  Micron  Mil- 
lennia with  a  500-MHz  Pen- 
tium III  and  a  mere  15  sec- 
onds longer  on  an  othei^wise 


ventures  I  looked  at  showed 
real  promise,  particularly  in 
smoother  and  more  realistic 
3-D  motion.  Whether  that 
improvement  will  be  enough 
to  sell  upgrades  remains  to 
be  seen. 

Apple  Computer,  by  con- 
trast, faces  no  difficulty  in 
convincing  the  target  audi- 
ence for  the  new  Power  Mac- 
intosh G3  of  the  need  for 
speed.  These  computers, 
based  on  the  PowerPC  G3 
chip,  stait  at  $1,599  for  a  300- 
MHz  version  and  .$2,519  for 
the  400-MHz.  They  are  de- 
signed for  Mac's  powei-hun- 
gry  core  constituency  of 
graphic  aitists  and  multime- 
dia-content producers. 
Unlike  the  cheaper 


CRUISING 


Word 

processing  or  financial 
management  apps  run  fine  at  lo\v  speeds. 
A  Pentium  won't  make  you  think  faster 


Millennia,  I  found  Intel's  ovm 
demo  site  to  be  much  less  im- 
pressive viewed  with  a  Pen- 
tium III  machine  on  a  56k 
dial-up  connection  than  with 
Pentium  II  Dell  Optiplex  on 
oiu"  office  network.  High-end 
games,  complex  image  ma- 
nipulation, video  editing,  and 
speech  recognition  can  use  all 
the  power  you  can  thi'ow  at 
them.  And  beyond  sheer 
speed,  they  will  benefit  gi'eat- 


similar  400-MHz  Pentium  II. 

Intel  made  a  similar  prom- 
ise of  enhanced  capabilities 
when  it  introduced  the  mmx 
Pentium  two  years  ago,  but 
software  makers  never  de- 
livered. To  avoid  a  repeti- 
tion, Intel  has  worked  close- 
ly with  software  developers 
to  get  Pentium  Ill-enhanced 
products  to  market  quickly. 
A  preliminary  version  of 
UbiSoft's  Laura's  Happy  Ad- 


iMac,  the  translu- 
cent blue  and  white  G3 
desktops  have  lots  of  ex- 
pansion room.  In  addition  to 
Universal  Serial  Bus  ports 
for  accessories,  they  feature 
FireWu-e  connectors  for  hook- 
ing up  digital  video  cameras 
and  other  devices  requiring 
veiy  fast  data  transfer 

Whether  mainstream  buy- 
ers are  ready  for  all  this 
speed  or  not,  computers  are 
only  going  to  get  faster  Intel 
recently  demonstrated  a  Pen- 
tiimi  III  running  at  1  giga- 
hertz, and  production  Pen- 
tiums and  PowerPC  chips 
should  hit  750  MHz  by  the 
end  of  this  year  or  early 
next.  Now,  all  we  need  is 
softwai-e  that  makes  the  pow- 
er genuinely  useful. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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Another  Nokia  discovery: 

Dead  batteries 
are  inconvenient. 

That's  why  we  make  the  Nokia 
6100  Series  digital  phones  with 
long  battery  life.  Over  four 
hours  of  talk  time  and  200  hours  of 
standby  time.  So  whether  you're 
talking  with  a  client  or  playing  one 
of  the  phone's  built-in  games,  you'll 
have  plenty  of  time.  Once  again,  we 
got  a  jump  on  the  competition. 


IMOKIA 

Connecting  People 


Economic  Viewpoint 


BY  LAURA  D'ANDREA  TYSON 


WHY  MEDICARE  MUST  DO  MORE 
AT  THE  DRUGSTORE 


BIG  GAP: 

Prescription 
drugs  are  more 
important 
than  ever  for 
the  elderly, 
but  the  private 
insurance 
system  isn't 
working  well 


Laura  D'Andrea  Tyson  Is  dean  of  the 
Haas  School  of  Business  at  the  Uni- 
versity of  California  at  Berl<eley  and 
was  President  Clinton's  chief  econom- 
ic adviser. 


Dramatic  breaktlu'oughs  in  prescription 
drags  have  fundamentally  altered  the 
treatment  of  virtually  every  major  01- 
ness  over  the  last  few  decades.  Thirty  yeai's 
ago,  patients  who  survived  a  heart  attack 
might  be  sent  home  with  advice  to  take  it 
easy;  today  they  are  sent  home  with  prescrip- 
tions for  mecUcations  that  improve  the  cjuality 
and  length  of  life.  Four  out  of  five  senior  citi- 
zens are  prescribed  at  least  one  drag  treat- 
ment eveiy  day,  and  one  in  five  take  five  pre- 
scribed drags  daily.  These  trends  vnW  only 
strengthen  as  new  gene  research  produces  ad- 
vances in  phaiTnaceuticals. 

But  such  progi'ess  canies  a  hefty  price  tag. 
According  to  the  National  Bipartisan  Com- 
mission on  the  future  of  Medicare,  of  which  I 
am  a  member,  some  12%  of  the  population  is 
elderly  but  these  people  account  for  more  than 
one-thii"d  of  all  spending  on  prescription  drags. 
Per  capita  spending  on  cb-ugs  by  the  elderly  is 
more  than  tlu'ee  times  that  of  other  adults 
and  neai-ly  10  times  that  of  chilch'en.  On  aver- 
age an  elderly  American  spends  more  than 
$600  a  year  on  drags,  with  1  in  10  spending 
more  than  $2,000  a  yeai*.  At  a  time  of  little  in- 
flation, drag  spending  by  the  elderly  is  pro- 
jected to  gi'ow  at  more  than  8%  per  year*. 

When  the  Medicare  progi'am  was  enacted 
more  than  30  years  ago,  drag  coverage  was 
not  included.  Drags  were  not  as  important  in 
medical  treatment  as  they  are  now,  and  drug 
coverage  was  not  the  norm  in  private  health 
insui-ance  plans,  as  it  is  today.  Consequently,  as 
both  the  effectiveness  and  the  cost  of  drag 
therapies  have  increased,  elderly  Americans, 
the  majority  of  whom  have  annual  incomes  of 
$25,000  or  less,  have  been  forced  to  find 
sources  other  than  Medicare  to  cover  their 
prescription  drag  bills.  The  resulting  cover- 
age is  riddled  with  inecjuities,  inefficiencies, 
and  unnecessaiy  adininistrative  costs. 
A  FAILURE.  About  20%  of  the  elderly,  those 
living  below  the  poverty  line,  can  obtain  drag 
coverage  by  em-olling  in  Medicaid.  About  one- 
third  receive  some  thug  coverage  thi'ough  sup- 
plemental insui'ance  policies  provided  thi'ough 
their  fonner  employer's  and  subsidized  by  fed- 
eral tax  bi'eaks  for-  employer-sponsored  health 
insurance  plans. 

But  the  private  insurance  market  is  not 
working  well  for  the  elder-ly.  From  1993  to 
1997,  the  percentage  of  large  companies  of- 
fering retiree  health  benefits  dropped  ft-om 
about  40%  to  about  30%.  About  10%  of  the  el- 


derly buy  individual  private  insui-ance  pc 
cies  that  provide  a  capped  drag  benefit, 
premiums  often  exceed  $1,000  per  year  for 
policy  with  limited  nondrag  benefits  and  an  i 
nual  cap  of  $1,250  on  drag  spending.  Sor 
elderly  people  obtain  chug  coverage  by 
rolhng  in  Medicare  hmo  plans,  but  they  a 
not  available  in  many  locations,  and  their'  dr 
benefits  are  spar-tan  (many  have  a  benefit  c 
of  $200  per  quarter).  Today,  about  35%  of  t 
elderly — and  nearly  half  of  the  elderly  w 
are  living  in  rural  areas — have  no  drag 
surance  whatsoever. 

Why  hasn't  the  private  insurance  marl 
developed  affordable  policies  to  solve  the  dr 
cover'age  problem  for  the  elderly?  The  ma 
r'eason  is  what  economists  call  the  "advei 
selection"  problem  in  insurance.  Most  dr 
spending  reflects  chr'orric  conditions.  As  a 
suit,  pr-ivate  plans  that  offer'  generous  di 
beneflts  tend  to  attr'-act  high-i-isk,  high-cost 
roUees.  Healthy  individuals  with  a  low  risk 
chr'onic  illness  prefer  more  inexpensive  ph 
that  limit  dr-ug  benefits.  As  a  result,  ins 
ance  plans  that  include  adequate  drag  bene 
quickly  become  extr'emely  expensive. 
CUTTING  A  DEAL.  Supplemental  private  ins 
ance  cover'age  thr'ough  employers  avoids 
selection  problem  because  all  the  employ 
cover-ed  by  a  business,  high  r-isk  and  low 
elderly  and  non-elder'ly,  participate  togetl 
allowing  the  very  sharing  of  risk  that  insura 
is  meant  to  pr'ovide. 

Employer's  can  also  bargain  for  lower  pri 
with  dr-ug  producer's.  Without  such  barg; 
ing  power,  the  average  elderly  American 
doesn't  have  drug  insurance  pays  twice 
much  for  dr'ugs  as  lar-ger  insiu'ers  or  HIV 
And  without  drug  insurance,  a  growing  ni 
ber  of  Amer'icans  are  forced  to  choose  m 
expensive,  less  effective  for'ms  of  inpati 
care  that  ar'e  covered  by  Medicare  over 
expensive,  more  effective  forms  of  outpati 
car-e  that  are  not. 

Medicare  was  designed  in  1965  with 
goal  of  pr'oviding  each  elderly  American, 
gardless  of  income,  with  health  insurance 
good  as  that  available  to  the  non-elderly, 
goal  is  incr'easingly  elusive  as  cfi-ug  ther'aj] 
become  mor'e  centr'al  to  the  pr'evention 
treatment  of  illness.  It  is  time  to  stop  deball 
whether  or  not  Meflicare  should  include  dT 
coverage  and  start  assiu-ing  that  drag  ben^ 
are  provided  competitively,  efficiently,  and 
ly  to  all  Medicar'e  beneficiaries. 
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High  yield  finance  at  J.R  Morgan 


How  we  delivered 
for  Bain  Capital 


GUARANTEE 


SATISFACTIOH 


If  y»o  ar»  nrt  completely  satisfied  wWi  your  Oonrtno's  Wxxif^ 
prmluct,  sr  service,  fer  any  reason,  we'V\  nvabe  tt 
•r  refund  ysur  maney.  Guwrsnteed. 


Domino's  Pixxa® 


In  September  1 998,  Bain  Capital  wanted  to 
acquire  Domino's  Pizza.  In  the  midst  of  one  of  tfie 
worst  market  disruptions  in  memory,  Bain  turned 
to  J. P.  Morgan.  Our  team  of  dedicated  high  yield 


specialists  delivered  a  totally  integrated  finanir 
structure  and  the  capital  commitment  to  closeh 
deal.  We  then  went  to  work  building  strong 
investor  interest  in  carefully  orchestrated. 


I 


strctlegic  advice     •    mergers  A.-  acquisitions     •     debt  c^-  equity  capital  raising    •  swas 

All  ol  these  securities  have  been  sold.  These  announcements  appear  as  a  matter  of  record  only.  J. P.  Morgan  Securities  Inc.  managed  and  arranged  the  Notes  and  Credit  Facility,  J. P.  Morgan  Securities  Inc.  and  iJgf 
Guaranty  Trust  Company  provided  the  Committed  Acquisition  Financing  J  P  Morgan  Capital  Corporation  made  the  Equity  Investment. 


Domino's  Inc. 

$275,000,000 

10  ys%  Senior  Subordinated 

Notes  due  2009 

Lead  manager 
J  P  Morgan 

December  199S 


Domino's  Inc. 

$545,000,000 

Senior  Secured  Credit  Facility 


Sole  arranger 


JPMorgan 

Drnmhrr  l')<)S 


Domino's  Inc. 

$925,000,000 

Committed  Acquisition  Financing 

The  undersigned  provided  committed  fi/mncing 
for  the  acquisition  of  Domino 's.  Inc. 
by  Bain  Capital 


JPMorgan 

September  199S 


I 


Domino's  Inc. 

$30,000,000 
Equity  Inrestment 

The  undersigned  made  an  ec/uity  investment 
in  connection  wit/i  lite  acc/uisition  of 
IJomino's  Inc.  hr  Bain  (  apital 


.JPMorgan 


December  199S 


Itaneous  bond  and  bank  offerings.  Despite  a 
lie  market  not  yet  receptive  to  new  issues,  we 
3ved  one  of  tfie  most  successful  executions  for 
ge  debut  LBO  issuer  since  the  crash  in  August. 


Call  your  Morgan  representative  to  see  what  we 
can  deliver  for  you. 


JPMorgan 


vatives  •  credit  arrangement  &  loan  syndication  •  sales  trading  •  asset  management 
P.  Morgan  &  Co.  Incorporated.  J. P.  Morgan  Securities  Inc.,  member  SIPC.  J.P  Morgan  Is  ttie  marl(eting  name  for  J.P  Morgan  &  Co.  Incorporater)  and  for  its  subsidiaries  worldwide 


Economic  Trends 


BY  GENE  KORETZ 

ISRAEL'S  FRINGE 
WELFARE  STATE 

A  shaky  future  for  the  ultra-Orthodox 

Rarely  has  such  a  small  group  exer- 
cised so  much  power  in  a  democra- 
cy. Israel's  ultra-Orthodox  Jewish  sects 
constitute  only  5%  of  the  nation's  popu- 
lation. Yet  such  is  the  nature  of  Israeli 
politics  that,  by  acting  as  a  swing  voting 
bloc,  they  have  managed  to  secure  a 
growing  package  of  government  subsi- 
dies and  concessions. 

The  irony,  contends  economist  Eli 
Berman  of  Boston  University  in  a  con- 
troversial new  study,  is  that  the  very 
success  of  the  ultra-Orthodox  now 
threatens  the  group's  survival.  "Unless 


AT  THE  WAILING  WALL:  How  long  can 
the  fitatc  ■'Hibsidize  religious  study? 

the  govemment  sujjpoit  system  is  mod- 
ified," says  BeiTiian,  "the  community  is 
headed  for  economic  disaster." 

According  to  Bemian,  ultra-Orthodox 
Judaism,  like  other  fundamentalist  reli- 
gious movements,  can  be  understood  in 
part  as  a  reaction  to  market  forces  that 
threatened  its  traditional,  cohesive  social 
stincture.  It  sprang  up  in  Eastern  Eu- 
rope some  150  years  ago.  he  says,  in 
response  to  the  disrupting  effects  of 
economic  emancipation  on  closely  knit, 
highly  supportive  Jewish  commimity  life. 
In  enforcing  strict  iTiles  in  matters  of 
diet,  dress,  sex,  and  the  sabbath,  the 
group  shielded  its  members  ft'om  the 
cori-upting  temptations  of  modem  cul- 
ture and  enabled  them  to  signal  their 
commitment  to  ultra-Orthodox  goals. 

With  their  ranks  decimated  by  the 
Holocaust,  the  sui'viving  ultra-Orthodox 
who  migi'ated  to  Israel  after  the  war 
have  used  theii'  political  clout  to  expand 
the  privileges  and  subsidies  accorded  to 
them  by  Israel's  Socialist  founders. 
These  now  include  reduced  health-in- 


surance premiums  and  property  taxes, 
cliild  allowances  that  rise  with  each  ad- 
ditional child,  and  stipends  and  exemp- 
tions fi-om  military  duty  for  men  in  full- 
time  religious  studies  at  a  yeshiva. 

As  a  result  of  such  incentives,  60%  of 
men  25  to  54  attend  yeshiva  rather  than 
work,  up  fr-om  41%  in  1980,  and  46% 
of  those  in  their  early  40s  continue  to 
study  full-time  even  though  they  are 
no  longer  eligible  for  military  service  if 
they  work.  At  the  same  time,  the 
gi'oup's  fertility  rate  has  surged  from 
GY^  to  lY-  children  per  woman. 

The  upshot  is  that  most  famihes  with 
fathei's  in  religious  study  live  in  poverty, 
with  govemment  progi-ams  supplying  at 
least  70%  of  theii-  income.  A  mere  18%- 
of  income  is  earned,  mostly  by  wives, 
and  help  comes  from  ultra-Orthodox 
communities  abroad.  Only  the  remark- 
ably generous  mutual  aid  practiced  by 
the  community  ensiu'es  that  no  one  lacks 
food,  clothing,  or  emotional  support. 

The  situation,  argues  Berman,  is  un- 
sustainable. The  group's  population 
growth,  which  doubles  its  numbers 
every  17  years,  may  banlaoipt  Israel's 
welfare  system  in  a  generation.  Mean- 
while, opposition  to  its  privileges  rises. 

The  answer,  says  Berman,  is  to  end 
draft  deferments  anfl  stipends,  replacing 
such  aid  with  ample  income-support  pro- 
grams for  all  people  in  poverty,  com- 
bined with  job-training.  Ultra-Orthodox 
men  in  Europe  and  America,  he  notes, 
end  full-time  religious  studies  in  their 
early  20s  and  find  jobs  to  sustain  their 
communities.  With  the  right  set  of  in- 
centives, their  brethren  in  Israel  can 
do  the  same — before  growing  economic 
pressiu'es  bring  theii'  social  support  sys- 
tem to  the  brink  of  collapse. 


WALL  STREET'S 
CONTINENTAL  LIFT 

Europe  is  heavily  into  U.S.  stocks 

Don't  underestimate  the  dependence 
of  U.  S.  equity  markets  on  Euro- 
pean investoi's,  advises  economist  Joseph 
P.  Quinlan  of  Morgan  Stanley  Dean  Wit- 
ter. While  most  other  foreigners  cut 
back  their  purchases  of  U.  S.  stocks  last 
year,  he  notes  that  Europeans  poured 
some  $72.3  billion  into  American  stocks, 
after  shelling  out  a  hefty  $62.7  billion  in 
1997 — thus  capitalizing  on  Wall  Street's 
two-year  near  70%-  bull  mn. 

As  for  Americans,  they  missed  the 
boat  on  Europe's  29%-  rally  last  year, 
unloading  some  $26  bDlion  worth  of  Eu- 
ropean equities.  Indeed,  Europe  was 
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the  only  major  i-e- 
gion  to  experience 
a  net  outflow  of 
U.  S.  money  from 
its  stock  markets. 

Quinlan  notes 
that  European 
pui'chases  of  $135 
billion  worth  of 
U.  S.  stocks  in 
1997  and  1998 
dwarfed  the  re- 
gion's $11.8  billion 
investment  over 
the  prior  nine 
years.  All  of 
which  makes  him 
wondei'  how  healthy  the  Wall  Stre 
bull  would  look  if  economic  woes  caus( 
Eui'opeans  to  pull  back  this  year. 


RUSSIA  IN 
WONDERLAND 

Yeltsin's  budget  just  doesn't  add  i 

Ciiriouser  and  curiouser!  That's  t. 
way  Standard  &  Poor's  analys 
seem  to  view  Russia's  1999  federal  bu 
get,  signed  into  law  a  few  weeks  a| 
According  to  Russia's  budgeteers,  t 
deficit  will  fall  to  2.5%)  of  gi'oss  domes 
product,  down  ft-om  4.8%  last  year, 
tax  revenues  surge  from  8.8%  to  11.. 
of  GDP  and  as  expenditures  haixlly  rii 
Trouble  is,  the  revenue  siu"ge  does: 
jibe  with  Russia's  cmrent  economic  cc 
traction.  s&P  expects  gdp  to  shrink 
8%'  this  year  rather  than  the  3%  pi 
jected,  a  trend  that  undercuts  the 
sumption  that  cuts  in  the  value-add 
tax  (VAT)  i-ate  and  the  corporate  r 
will  be  more  than  offset  by  a  wider 
base.  Indeed,  previous  rate  cuts  in 
VAT,  which  is  Russia's  most  effective 
collected  tax,  i-esulted  in  lower  receip 
To  be  sure,  high  inflation  could  ti 
I'eal  govemment  expenditiu'es,  while 
devaluation  will  inci-ease  the  ixible  va 
of  energy  taxes,  which  are  paid  mos 
in  foreign  currency.  But  energy  taj 
account  for  only  2.2%-  of  total  tax 
ceipts,  and  the  budget  doesn't  inck 
the  heavy  cost  of  restructuring  t 
banking  system,  which  would  easily  £ 
3%  to  4%  of  GDP  to  spending. 

In  sum,  Russia's  budget  makes  sei 
only  if  you  step  through  the  look 
glass.  Assuming  a  big  shde  in  econoi 
activity,  s&p  expects  the  accmed  def 
this  year  to  approach  8%  of  GDI 
though  the  cash  deficit  could  be  mr 
lower  if  authorities  continue  to  h 
back  on  wage  and  pension  payments 
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i  FINE  BALANCE  SHOULD 
(EEP  THIS  EXPANSION  ALOFT 

'he  threat  of  wage  inflation  is  easing  despite  tighter  labor  markets 


US.  ECONOMY 


WHERE  WAGE  GROWTH 
HAS  SLOWED  SHARPLY 


When  economic  historians  look 
back  at  the  1990s,  they  will 
5  doubt  view  it  as  a  decade  when  technology,  global- 
ation,  and  sound  monetary  and  fiscal  poHcies  com- 
ned  to  produce  the  closest  thing  to  price  stabiHty 
nee  the  1960s.  They  also  will  still  be  arguing  about  the 
;lative  importance  of  those  factors  in  achieving  this  no- 
flation  nirvana. 

But  what  is  crucial  for  the  1999  outlook  is  that  the 
lift  to  negligible  inflation  is  the  centerpiece  of  the 
!onomy's  superior  performance  in  recent  years.  Low 
flation  has  boosted  real  pay  of  workers  even  as  it  has 
reed  efficiencies  on  companies,  and  it  has  been  central 
'  the  ever-rising  prices  of  financial  assets — both  fixed- 
come  and  equity.  Most  important,  unless  the  inflation 
jtlook  changes — and  global  conditions  argue  that  it 
on't — the  economy  should  be  able  to  make  solid  gains 
ell  into  the  new  millennium. 

On  that  point,  the  Febru- 
ary employment  report  offers 
eye-opening  evidence.  Despite 
strong  job  growth  and  a  4.4% 
unemployment  rate,  hourly 
wages  of  production  workers 
are  slowing  (chart).  Last 
month,  pay  rose  3.6%  from  a 
year  ago,  down  from  4.4%  last 
April — even  as  labor  markets 
have  tightened.  With  excess 
production  capacity  at  home 
id  abroad  holding  down  product  prices,  tight  labor 
arkets  are  the  only  serious  inflation  threat.  But  the 
test  job-market  data  take  that  worry  off  the  table. 

ALL  STREET  KNOWS  all  too  well  that  low  inflation 
the  butter  on  its  bread.  After  growing  fears  that  an 
erly  strong  economy  would  force  the  Federal  Resei-ve 

hike  rates  in  order  to  preserve  this  Eden,  the  mar- 
its  rejoiced  over  the  seemingly  benign  employment  re- 
•rt.  The  Dow  soared  ever  closer  toward  10,000,  and 
e  bond  market  reversed  a  big  chunk  of  the  recent 
mp  in  bond  yields.  The  markets  are  now  betting 
at  the  Fed  will  be  on  hold  for  the  rest  of  the  year 
But  at  the  same  time,  the  employment  report  was 
'  no  means  weak.  Industries  added  275,000  workers 

their  payrolls  last  month,  and,  notably,  monthly  job 
'owth.  in  the  past  six  months  has  been  even  faster 
an  it  was  in  the  previous  six  months.  It  should  be 
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noted,  however,  that  unusually  mild  weather  appears  to 
have  exaggerated  the  February  increases  in  both  retail 
trade  and  construction.  Jobs  in  retailing  rose  123,000, 
after  averaging  only  34,000  per  month  in  the  previous 
half  year.  Construction  payrolls  increased  72,000,  after 
averaging  only  33,000  per  month. 

To  be  sure,  the  economy 
cannot  mine  its  labor  re-      THE  DOLLAR  REGAINS 
sources  ever  deeper  without        SOME  STRENGTH 
risking  an  acceleration  of 
wage  and  price  pressures.     \^  weighted 
Unless  job  growth  slows,  the    112  1 — average. 
unemployment  rate  will  slip 
below  4%  by  the  end  of  1999. 
But  even  at  4.4%,  joblessness 
is  below  nearly  all  previous 
estimates  of  the  rate  at  which 
inflation  begins  to  speed  up. 
Instead,  wage  growth  has  slowed. 

Why?  The  most  obvious  answer  stems  from  the  im- 
pact of  poor  global  conditions  on  the  prices  of  U.  S. 
products.  Despite  ever  tighter  labor  markets,  capacity 
utilization  in  manufacturing  is  well  below  its  long-run 
average  and  falling.  This  dichotomy  has  arisen  partly 
because  the  world  outside  the  U.  S.  is  flagging,  leaving 
foreign  producers  only  one  place  to  sell  their  goods — 
the  U.  S. — as  U.  S.  exports  sag. 

This  lopsided  situation  has  stripped  many  compa- 
nies of  pricing  power,  as  global  commodity  prices  sit  at 
a  12-year  low.  Since  businesses  cannot  pass  through 
cost  increases,  they  are  finding  ways  to  avoid  paying 
higher  wage  rates.  That's  why  50,000  factory  workers 
lost  their  jobs  in  February  and  why  factory  wage 
growth  has  led  the  slowdown  in  overall  pay. 

That's  not  to  mention  the  price  impacts  from  the 
increased  inflow  of  imported  goods,  made  cheaper  by 
the  strong  dollar  Moreover,  the  dollar's  strength  seems 
unlikely  to  fade  anytime  soon.  Europe  is  looking  soft. 
Japan  might  recover  in  a  year  or  two.  Emerging  Asia 
has  stabilized,  but  recovery  prospects  are  dim.  And 
Latin  American  conditions  are  worsening.  After  falling 
10%  from  August  to  October,  the  trade- weighted  dollar 
has  regained  half  of  that  loss  (chart). 

,  RAPID  PRODUCTIVITY  GAINS  cannot  be  ignored  in 
the  no-inflation  equation.  Indeed,  output  per  hour 
worked  soared  at  a  revised  4.6%  annual  rate  in  the 
fomth  quarter,  the  biggest  quarterly  gain  in  six  years. 
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bringing  growth  for  all  of  1998  to  2.2%.  However,  pro- 
ductivity growth  has  not  been  out  of  line  with  what 
would  be  expected  given  the  economy's  strong  growth. 

Much  has  been  made  of  the  similarities  between  the 
1990s  and  the  high-productivity,  low-inflation  1960s. 
But  back  then,  productivity  accounted  for  65%  of  eco- 
nomic growth,  vs.  50%  in  recent  years.  Moreover,  the 
volume  of  foreign  trade  was  only  8%  of  the  economy 
then.  Ibday,  it  is  approacliing  30%,  and  neai-ly  a  thiixl  of 
all  nonoil  goods  bought  in  the  U.  S.  are  imports. 

Cleai'ly,  strong  productivity  is  restraining  unit  labor 
costs,  a  key  to  pricing  decisions.  Fourth-quarter  unit 
costs  fell  1.1%,  and  they  rose  only  1.9%  in  1998.  But 
that  pace  was  faster  than  inflation,  suggesting  that 
the  bigger  factor  holding  back  inflation  is  global  condi- 
tions. The  wonisome  downside  of  this  price  weakness  is 
that  profits  are  under  severe  downward  pressure. 

THE  LABOR  MARKET  DATA  also  show  that  consumers 
have  been  the  chief  beneficiaries  of  falUng  inflation — in 
two  big  ways.  First,  even  though  workers'  hourly  pay 
rose  a  slim  0.1%  in  Febioiary  and  3.6%  for  the  year, 
that's  still  fai-  ahead  of  inflation,  so  real  wage  grow1:h 
now  echoes  the  rapid  gains  of  the  early  1970s. 

Second,  the  financial  mai'kets  have  also  reveled  in  low 
inflation,  and  consumers  have  enjoyed  a  share  of  Wall 
Street's  good  fortune,  too.  Despite  sohd  growth  in  pur- 
chasing power,  consumer  spending  has  grown  two  per- 


ECUADOR 


CONSUMER  CREDIT 
SOARED  IN  JANUARY 


centage  points  faster  than  household  income,  as  con 
sumers  have  taken  their  traditional  sa\angs  rate  dowr 
to  zero.  Another  recent  sign  of  this  good  fortune:  Con 
sumer  installment  debt  ballooned  by  $15  billion  in  Jan 
uary,  the  largest  monthly  gain  in  three  years  (chart) 
and  credit  is  once  again  accelerating.  Last  yeai",  con 
sumer  spending  and  housing  delivered  3.7  percentagf 
points  of  the  economy's  3.9%  growth. 

More  than  anything,  low  in- 
flation has  set  in  motion  a  \ar- 
tuous  cycle  of  rising  purchas- 
ing power,  growing  values  of 
financial  assets,  and  strong  do- 
mestic demand.  At  the  same 
time,  despite  ever-tighter  la- 
bor markets,  weak  global  con- 
ditions continue  to  restrain 
prices,  keep  the  dollar  strong, 
and  encoui'age  foreign  invest- 
ment in  U.  S.  markets. 

But  keep  one  thing  in  mind:  The  absence  of  inflatior 
which  keeps  the  Fed  on  the  sidehnes,  is  the  glue  tha 
keeps  this  \artuous  cycle  fi'om  flying  apart.  That's  not  t 
say  the  stock  market  won't  have  its  ups  and  downs,  es 
pecially  as  E-traders  in  high-tech  fuel  volatility.  But  fur 
damentally,  there  is  nothing  on  the  horizon  to  sugges 
that  inflation  is  a  threat.  So  relax — it's  starting  to  loo 
like  another  good  year  for  the  U.  S.  juggemaut. 
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THE  WORST  CRISIS  IN  70  YEARS' 


Ha\ing  ran  out  of  options  to 
save  its  battered  cuirency, 
Ecuador's  seven-month-old  govern- 
ment shut  down  the  country's 
banks  on  Mai:  8  for  four  days,  and 
on  Mai'.  9  declared  a  state  of  na- 
tional emergency.  The 
SLuprise  closui'e  was 
aimed  at  stopping  panic 
withch-awals  as  the 
government  debated 
measures  to  rescue 
the  Sucre.  But  any 
plan,  such  as  making 
the  Sucre  fully  convert- 
ible with  the  U.  S.  dol- 
lar, a  new  currency,  or 
seizure  of  dollar  assets 
at  banks,  will  face  opposition. 

Brazil's  devaluation  had  put  the 
Sucre  under  pressure,  but  then  on 
Feb.  12  the  Central  Bank  aban- 
doned a  four-year-old  trading  band 
and  allowed  the  sucre  to  float 


THE  SUCRE 
SWOONS 
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freely.  It  sunk  40%  in  imder  a 
month  (chail).  Even  before  the 
free  fall,  though,  Ecuador  was  hit 
hard  by  falling  prices  for  its  main 
export,  oil,  which  pro\ides  about 
40%  of  government  income.  And 
costly  flooding  caused 
by  El  Nino  hml  the 
economy,  w^hich  grew 
just  0.8%  in  1998  and 
produced  Latin  Amer- 
ica's highest  infla- 
tion^3%. 

CaUing  it  the  'Svorst 
crisis  in  70  yeai-s," 
Pi-esident  Jamil 
Mahuad  asked  Con- 
gress for  a  hike  of  the 
value-added  tax  to  15%  and  a  cap 
on  government  salaries  to  cut  the 
budget  gap  and  fight  inflation.  But 
Mahuad's  Popular-  Democracy  par- 
ty holds  just  33  of  121  congression- 
al seats,  and  the  populist  Social 


Christian  Party,  with  29  seats,  op- 
poses any  tax  hike. 

Also.  Ecuador,  with  just  $1.3  bil- 
hon  in  reserv'es,  must  pay  about 
$1  billion  this  yeai'  on  its  $16.4  bil- 
Hon  foreign  debt  and  must  borrow 
$700  million  more  to  cover  a  bud- 
get shortfall.  The  Intemational 
Monetary  Fund  will  likely  demand 
fiulher  austerity  and  more 
progi'ess  on  electricity  and 
telecommunications  privatization 
in  exchange  for  aid. 

Yet  there  is  little  appetite  for 
austeiity.  Labor  Lmions  are  staging 
genei'al  stiikes.  The  oil-producing 
nation  is  rationing  fuel.  And  the 
government  has  taken  over  a  half- 
dozen  banks,  the  most  recent  on 
Mai-.  3.  It's  little  wonder,  then,  thai 
the  mood  in  the  coimtiy,  which  hai 
had  four  governments  in  foui' 
yeai"s,  is  at  rock  bottom. 

By  Geri  SmitJi  in  Mexico  City 
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THIS  CHECKLIST  CAN  HELP  PUT  VOUR 
RETIREMENT  PLANS  ON  THE  R16MT  TRACK. 

Did  you  know  that  your  Social  Security  and  pensions  together  account  for  less 
than  45%  of  all  retirement  income?  The  other  55%  will  have  to  come  from  personal 
savings,  investments  and  earned  income.  If  there's  a  gap,  you'll  have  a  better  idea 
of  what  to  do  next  when  you've  answered  the  questions  on  this  checklist. 

YES  NO 

1 .  Do  you  know  how  much  you  can  expect  to 
receive  from  Social  Security  and  your  company 

pension  plan?     

2.  Are  you  taking  advantage  of  pre-tax  retirement 
savings  by  putting  as  much  as  possible  into  your 

company's  401  (k)  plan?     

3.  Are  you  saving  enough  to  meet  your  retirement 
goals  by  investing  in  an  IRA  or  annuity  that  grows 

on  a  tax-deferred  basis?     


4.  Do  you  review  your  retirement  strategies, 
savings  plans  and  goals  with  a  professional, 
to  make  sure  you  won't  outlive  your  assets? 


If  you  answered  "No"  to  any  of  these 
questions,  talk  to  a  MetLlfe  rep.  We 
can  give  you  the  advice  and  information 
to  help  you  develop  a  personal  retirement 
strategy.  To  put  your  retirement  plans  on 
track,  call  us  at  1 -800-MetLife  for  our 
free  Life  Advice  brochure,  Planning  for 
Retirement.  Or  visit  our  website  at 
www.metlife.com. 


SET  MET.  ITfWt'S: 

1-800-MetLife 


www.metlife.com 

(£•  1998  Metropolitan  Life  Insurance  Co  ,  NY,  NY  98082MP3  MLIC-LD 


News:  Analysis  &  Commentary 


Uncle  Sam's 
balancing 
act:  Patent 
rights  vs. 
competition 


The  llth-houi-  deal  to  set- 
tle a  federal  antitnust  siiit 
before  it  went  to  trial 
gave  both  Intel  Coip.  and 
the  Federal  Ti-ade  Com- 
mission a  chance  to  claim  victoiy. 
Intel  CEO  Craig  Barrett  said: 
"We  view  this  compromise 
agi'eement  as  a  win-win  for  both 
the  FTC  and  Intel." 

But  on  closer  scmtiny,  the  FTt: 
seems  to  have  come  out  ahead. 
Wliile  many  details  remain  se- 
cret, the  agency  did  force  Intel 
to  make  a  key  concession:  The 
chip  giant  vdll  no  longer  with- 
hold vital  data  about  its  prod- 
ucts from  customers  with  whom 
it  has  patent  disputes.  Because  of 
Intel's  dominance,  the  ftc  al- 
leged, this  practice  effectively 
gave  Intel  the  means  to  force 
other  companies  to  turn  over 
theu"  patented  technology. 

Tliat  may  seem  a  nairow  vic- 
toiy for  the  feds.  But  coming  as 
it  does  when  Microsoft  appeal's 
in  danger  of  losing  its  antitinst 
case  to  the  Justice  Dept.,  it 
shows  that  tioistbusters  ai'e  scor- 
ing points  as  they  tiy  to  apply 
antitmst  law  to  even  the  might- 
iest forces  of  the  New  Economy.  Says 
Silicon  Valley  antitioist  lawyer  Rich  Gray: 
"The  government  is  getting  more  tech- 
nically savvy.  Any  market  leader  had 
better  be  veiy  cai'efiil  that  its  antitiTist 
i's  ai'e  dotted  and  t's  ai'e  crossed  before 
the  feds  come  calling." 
ABUSE.  In  the  Intel  case,  the  feds  have 
sketched  a  new  approach  to  the  high- 
tech industiy's  holy  of  holies:  intellectual 
property — the  patents,  trade  secrets,  and 
other  proprietaiy  infomiation  that  give  a 
competitor  the  edge.  Wliile  not  a  true 
legal  precedent,  the  settlement  estab- 
lishes that  intellectual-propeity  rights  do 
not  trump  all  others.  When  it  comes  to 
halting  anticomijetitive  behavior  and  stop- 
ping a  monopolist  from  abusing  its  pow- 
er, the  FTC  is  saying,  the  government 
can  set  conditions  on  how  a  company  can 
use  its  intellectual  property. 


That's  a  depaitiu-e  from  Reagan-era 
policy,  which  frowned  on  any  encroach- 
ment on  intellectual-property  rights.  And 
some  experts  warn  that  if  patent  holdere 
can't  fuUy  control  theii'  property,  it  might 
cliill  innovation.  "People  are  more  likely 
to  make  investments  if  they  know  they 
will  be  able  to  capture  100%  of  the  ben- 
efits," says  San  Francisco  lawyer  Christo- 
pher B.  Hockett. 

Clinton  Administration  tnistbusters 
insist  they  won't  go  too  far.  "You  don't 
want  to  over-enforce  the  antitnast  laws 
and  diminish  incentives  to  innovate,"  says 
FTC  Chaii'man  Robert  Pitofsky.  "But  you 
don't  want  to  under-enforce  and  give 
companies  a  pass.  Stiiking  the  right  bal- 
ance is  one  of  the  most  important  mat- 
ters that  judges  and  law  enforcers  have 
faced  in  a  generation." 

InteIlectual-pro{3erty  and  antitrust  laws 


also  ai-e  colliding  in  Justice's  couitron 
battle  against  Microsoft  Corp.  A  key  I\ 
crosoft  ai-gument  is  that  copyright  law 
lows  it  to  stop  computer  makers  frc 
changing  its  softwai'e.  The  govemme 
counters  that  dominant  companies  cai 
use  copyiight  to  hai-m  competition- 
Microsoft  allegedly  did  when  it  told 
makei-s  not  to  alter  the  icons  for  Inten 
browsers  on  Windows'  opening  scre( 


JUSTICE  REDRAWS 
THE  ROAD  MAP 

Through  cases  brought  agains 
Intel  and  Microsoft,  the  Justii 
Dept.  and  the  FTC  are  hamm^ 
out  policy  for  the  Technology 
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itellectual  property  also  looms  large  as 
ustbusters  consider  possible  remedies  in 
se  Microsoft  loses  (page  36). 
The  eai"ly  readings  from  high-tech  en- 
epreneui's  ai'e  that  the  government  is 
king  the  right  approach.  Grant  Pierce, 
JO  of  chip  startup  Sonics  Inc.,  says  the 
essage  from  the  ftc  settlement  is:  "If 
)U  have  an  invention,  and  it's  desirable 
somebody  else,  then  no  matter  how 


small  you  are,  you  have  some  strength." 
David  Lin,  ceo  of  chipmaker  Rise  Tech- 
nology Coip.,  which  makes  Intel-compat- 
ible chips,  agi'ees:  "The  playing  field  is 
more  level.  Customers  [such  as  ['c  mak- 
ei-s]  won't  be  as  afraid  of  of- 
fending the  big  giiy." 

In  the  pi-oposed  ftc  deal, 
wliich  the  fom-member  com- 
mission must  still  approve, 
Intel  retreated  from  its  po- 
sition that  it  could  refuse  to 
give  some  customei's  early 
infoi'mation  on  next-genera- 
tion chips.  Now,  the  chip  gi- 
ant is  promising  it  will  nut 
witWiold  this  infoiTnation  lui- 
less  it  has  "legitimate"  busi- 
ness reasons  to  do  so,  such 
as  when  a  customer  refuses 
to  pay  for  merchandise.  Intel 
could  still  withhold  data  on 
products  in  the  early  "defin- 
itional" stage  as  it  pleases. 

Although  the  settlement 
doesn't  have  the  force  of 
law  beyond  Intel,  the  ftc's 
position  "signals  a  funda- 
mental change  in  our  con- 
cept of  property  protection 
from  the  dominant  view  of 
the  last  20  years,"  says 
Washington  antitnist  lawyer 
Douglas  Rosenthal.  During 
the  Reagan  and  Bush  Ad- 
ministrations, regulators  ai-- 
giied  that  a  patent's  value 
lay  in  an  owner's  right  to 

control  its  use.  "You  don't  want 

WEDGES.  Now,  the  Feds  ar-     over-enforce  the 

gue  that  compames  with  mo- 
nopoly power  must  operate  iinlltrust  lawS  and 

under  tougher  rules— be-  diminish  incentives 

cause  their  power  could  stifle  innovate" 


"We  view  this 
compromise 
agreement  as  a 
'win-win'  for  both 
the  FTC  and  Intel" 


i-ival  innovations.  Regidatoi-s 
argue  that  dominant  companies  should 
not  use  theii'  intellectual  property  as  a 
weapon  or  an  excuse  to  force  deals  from 
weaker  partners.  Tiiistbusters  also  wor- 
ry that  companies  might  try  to  use  the 
monopoly  power  derived  from  patents 
as  a  wedge  to  enter  adjacent  markets. 
For  instance,  as  part  of  the  ft(''s  contin- 
uing probe  of  Intel,  the  agency  is  still  as- 
sessing Intel's  decision  not  to  license  the 


proprietaiy  hardware  interface  used  to 
connect  Pentium  II  chips  to  other  FC 
components.  The  ftc  thinlts  that  could  be 
an  abuse  of  monopoly  power  Why? 
Without  access  to  these  specifications, 
other  companies  could  not 
compete    with    Intel  in 
chipsets,  the  companion  chips 
that  link  a  microprocessor  to 
the  computer. 

The  new  ajjproach  to  in- 
tellectual-property rights  is 
getting  backing  from  the 
courts.  Last  year,  the 
Supreme  Comt  declined  to 
consider  overturning  a  1992 
i-uhng  that  Eastman  Kodak 
Co.  could  not  refuse  to  sell 
patented  parts  to  indepen- 
dent compames  that  repaired 
Kodak  copiers.  The  court 
i"uled  against  Kodak,  citing 
as  its  intent:  to  prevent 
those  companies  from  com- 
peting against  Kodak  in  the 
sei-vice  market. 

Intellectual-property  is- 
sues have  become  prominent 
in  mergers,  too.  In  1997,  the 
ftc:  allowed  Ciba-Geigy  and 
Sandoz  to  merge — provided 
that  they  licensed  some 
patents  to  a  third  company, 
Rhone  Poulenc  Rorer  The 
FTC  had  ai-gaied  that  Ciba- 
Geigy  and  Sandoz  were  the 
only  two  companies  close  to 
bringing  certain  gene  ther- 
apy products  to  mai'ket.  The 
agency  ai"g:ued  that  presei-v- 
ing  competition  in  "innova- 
tion markets"  was  the  only 
way  to  ensure  competition 
down  the  road. 

As  Federal  tnistbusters 
craft  policy  for  the  high-tech  industiy, 
they  are  looking  beyond  intellectual 
property,  of  coui'se.  One  fertile  area  of 
inquuy  has  to  do  vrith  so-called  network 
effects.  This  involves  situations  in  wliich 
an  entire  industiy  depends  on  the  tech- 
nology standai'ds  that  one  company  sets. 
Trustbusters  say  that  there's  good  rea- 
son to  make  sure  that  the  standard-set- 
tere,  whose  behavior  affects  the  ability  of 


LECTUAL 
lRTY 

le  Intel  agreement, 
irs  have  established 
)minant  companies 
ise  intellectual  prop- 
a  club  to  coerce 
lers  and  rivals. 


INNOVATION 

To  spur  innovation,  regula- 
tors believe  competition 
must  be  protected  when 
new  technology  is  just 
being  developed — rather 
than  wait  for  what  happens 
in  the  market. 


COOPERATION  VS. 
COMPETITION 

In  markets  where  "interop- 
erability" among  products 
is  key,  the  feds  seek  ways 
to  permit  collaboration 
among  rivals  without 
violating  antitrust  laws. 


NETWORK  EFFECTS 

The  feds  are  looking  at 
how  organizations  such  as 
Intel,  which  set  the  stan- 
dards for  an  industry,  can 
influence  the  network 
of  companies  that  rely 
on  its  standards 
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all  companies  in  the  netwoi-k  to  compete, 
don't  abuse  then-  power. 

Simply  by  piu-siiing  its  antitrust  agen- 
da, the  Clinton  Administration  is  influ- 
encing how  high-tech  companies  behave. 
Intel  has  now  licensed  its  interface  tech- 
nology to  other  companies  to  helj)  defuse 
FTC  scioitiny.  Microsoft  has  allowed  Dell 
Computer  Coip.  to  delete  the  icon  for 
Microsoft's  bi'owser  from  some  PCs. 


And,  as  if  to  prove  the  government's 
point,  livals  of  Microsoft  and  Intel  are 
taking  a  free-love  approach  to  intellectu- 
al property.  On  Mar  31,  Sun  Micro- 
systems Inc.  will  publish  extensive  detaOs 
about  its  cliips  on  a  public  Web  site.  Sim 
will  negotiate  a  fee  only  if  a  company 
decides  to  actuaUy  license  the  technology. 
Mel  Friedman,  president  of  Sun's  chip 
unit,  says  this  will  stimulate  innovation 


by  enabling  inventor-s  to  experiment  witl 
the  technology  before  committing  fund 
to  use  it.  And  Linux,  a  freeware  rival 
Microsoft  Windows  NT,  is  spreading  vii 
free  downloads.  If  that  kind  of  behavioi 
catches  on,  trustbusters  could  end  uj 
with  time  on  theii"  hands. 

By  Susan  B.  Garland  in  Washingtm. 
and  Andy  Reinhardt  in  Sa.n  Matec 
Calif. 


WILL  TRUSTBUSTERS  TRY  TO  FORCE  WINDOWS  OPEN? 


w 


Fhat  happens  if  Microsoft  loses 
'its  antitrust  suit — or  winds  up 
settling  with  the  government 
before  Judge  Thomas  Penfield  Jack- 
son rules?  Experts  from  the  Justice 
Dept.  and  from  the  offices  of  19  state 
attorneys  general  are  feverishly  try- 
ing to  devise  appropriate  remedies. 
Wliile  no  final  decisions  have  been 
made,  the  proposal  that's  generating 
the  most  buzz  is  a  so-called  mandato- 
ry licensing  plan.  It  would  require 
Microsoft  Corp.  to  auction  off  the 
Windows  source  code — the  underly- 
ing software  commands  that  make 
the  product  work — to  two  or  tlii"ee 
other  companies  that  would  then  cre- 
ate their  own  versions  of  the  operat- 
ing system. 

The  theory  behind  this  approach  is 
that  it  would  eliminate  the  monopoly 
that  Windows  enjoys  among  desktop 
computei's  and  would  create  a  new 
competitive  market  in  operating  sys- 
tems. At  the  same  time,  it  would  not 
be  as  complex  as  breaking 
up  the  comjjany. 
BABY  BILLS.  That's  one 
reason  tnistbusters  are 
unlikely  to  support  a  pro- 
posal floated  last  month 
by  the  Software  &  Infor- 
mation Industry  Assn. 
(sii) — to  divide  Microsoft 
horizontally  into  three  companies: 
one  with  the  operating  system,  one 
in  applications,  and  the  third  in  In- 
ternet ))roducts  and  services.  Addi- 
tionally, "it  would  still  leave  an  oper- 
ating system  monopoly  that  we  have 
to  worry  about,"  says  a  lawyer  for 
one  of  the  states.  Another  alterna- 
tive— a  "vertical"  breakup  into  three 
"Baby  Bills,"  would  curb  the  monop- 
oly but  could  hami  consumers  by 
spawning  incompatible  versions  of 
Windows. 

And  given  the  genesis  of  the  Jus- 
tice suit — it  arose  after  Microsoft  al- 


ONE  REMEDY 

Klein  could  ask 
that  Microsoft  be 
made  to  license 
its  source  code 


legedly  violated  an  earlier 
consent  decree — tioist- 
busters  don't  want  a  rem- 
edy that  Microsoft  can 
wi'iggie  out  of.  "There's  a 
real  feeling  that  Microsoft 
is  perhaps  not  as  I'eady  to 
follow  the  niles  as  other 
companies,"  says  Iowa  At- 
torney General  Tom  Miller. 

That's  what  makes  mandatoiy  li- 
censing appealing.  According  to  two 
attoi-neys  on  the  committee  that  is 
studying  the  issue  of  remedies  for 
the  ACS,  mandatory  licensing  is  now 
favored  by  most  of  the  states.  An  ar- 
ray of  respected  academics  also  en- 
dorse the  idea,  including  University 
of  Iowa  antitrast  expert  Herbert  J. 
Hovenkamp,  Georgetown  Universi- 
ty's Steven  C.  Salop,  and  the  John  F. 
Kennedy  School  of  Government's 
F.  M.  Scherei'.  Justice  and  its  anti- 
ti-ust  chief,  Joel  I.  Klein,  are  not 


ready  to  sign  on.  But  Klein 
confii-ms  that  the  depart- 
ment has  a  remedies  team 
that  is  cuiTently  consider- 
ing the  idea  as  one  of  sev- 
eral options. 

But  mandatoiy  licensing 
has  some  practical  prob- 
lems. Like  the  Baby  Bills 
approach,  it  could  fracture 
I  lie  Windows  standard  and 
make  the  market  less  effi- 
cient. That's  the  main  rea- 
son SII  and  the  Association 
for  Competitive  Technology 
(act)  put  out  position  pa- 
pers opposing  mandatory 
licensing. 

"EVERY  SECRET."  Then 
there's  the  potentially  fatal 
flaw  to  the  mandatory  li- 
censing scheme:  What  if 
nobody  wants  to  license 
Windows  and  go  into  com- 
petition with  Microsoft  to 
sell  the  operating  system  and  devel- 
op upgrades?  That  would  require  "a 
massive  development  and  distribu- 
tion system  to  compete  with 
Microsoft — which  already  has  a 
smoothly  running  machine  and 
knows  every  secret  about  Win- 
dows," says  Palo  Alto  (Calif.)  attor- 
ney Gary  Reback. 

That  does  not  take  away  the  al- 
lure of  mandatoiy  licensing  for  tnist- 
busters who  see  it  as  a  far  simpler 
approach  than  tiying  to  dismantle 
Microsoft.  And,  proponents  say,  the 
issue  of  keeping  a  single  Windows 
standard  intact  could  be  addressed 
by  forcing  Microsoft  and  its  licensees 
to  work  together  in  a  gi'oup  that 
would  set  standards.  Perhaps.  Now, 
all  they've  got  to  do  is  find  compa- 
nies willing  to  play  that  game  with 
Microsoft. 

By  Mike  France,  with  Steve 
Hamm,  in  New  York 
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IIAYBE  THIS  IS  ONE  RACE 
MICROSOFT  CAN'T  WIN 

;'s  trailing  badly  in  E-commerce.  Will  it  come  from  behind? 


hen  Microsoft  stakes  out  new  ter- 
ritoi-y,  the  industiy  giant  makes 
its  intentions  cleai-.  On  Mai'.  4,  Mi- 
osoft  Coi-p.  packed  close  to  200  ana- 
sts,  investors,  and  reporters  into  the 
rgent  Hotel  in  San  Francisco  for  a 
ree-hom-  pep  rally  to  convey  one  mes- 
.ge:  The  company  aims  to  become  a 
ngpin  in  electronic  commerce.  "Tliis  is  a 
am  dunk  for  us,"  declared  Chairman 
id  CEO  William  H.  Gates  III. 
That  depends  on  how  you're  keeping 
ore.  For  all  the  fanfare,  most  of  Mi- 
osoft's  new  wai'es  merely  match  those 
troduced  months  or  even  yeai's  ago  by 
mpetitors.  Compai'ative  shopping,  for 
stance,  which  allt  ws  Netizens 
check  prices  and  products 
dm  a  variety  of  vendors 
one  place,  was  intro- 
iced  by  Yahoo!  Inc.  in 
07.  Microsoft's  vei-sion 
the  service  won't  be 
it  until  late  this  yeai*. 
Indeed,  none  of  Mi- 
osoft's  new  E-commerce 
itiatives  will  be  available 

customers  before  then, 
'ompetitors  should  say, 
hank  you  very  much,'" 
ys  Bill  Burnham,  E- 
mmerce    analyst  at 
redit     Suisse  First 
3ston.  "Even  if  they 
st  get  up  and  come 
work  over  the  next 
1  months,  they  will 
ay  well  ahead  of  Mi- 
osoft's  vision." 
Cleai-ly,  Microsoft  has 
long  way  to  go  befoi-e 
can  claim  the  lead  in 
-commerce  softwai-e — 
"ogi-ams  used  to  man- 
;e  online  shopping  and 
her  transactions.  Ask 
istomers     such  as 
atthew  Hyde,  vice- 
■esident  for  online  sales 
REI  Inc.,  a  seller  of 
itdoor  gear.  A  year 
'0,  when  he  was  shop- 
ng  for  softwai'e  to  vun 
s    company's  Web 
ore,  Microsoft  was  so 
r  behind  that  he  ques- 
Dned  its  commitment 
the  new  mai-ket  and 
lose  IBM's  Net.Com- 


merce  softwai'e  instead.  "I  made  the  bet 
for  the  long  haul,  and  Microsoft's  offer- 
ings aren't  compelling  enough  for  me  to 
switch,"  Hyde  adds. 

Of  coiu'se,  Microsoft  has  been  in  this 
come-from-behind  situation  before — most 
famously  when  it  saw  Netscape  Com- 
munications Coip.  and  others  taking  the 
lead  in  Internet  technology.  Microsoft 
leveraged  its  assets — mainly  control 
over  the  Windows  operating  system — to 
make  up  for  lost  time.  Virtually 
overnight,  the  company  watched  its 
share  of  the  browser  market  go  fi'om 
the  single  digits  to  more  than  50%  to- 
day. Netscape,  which  had  controlled 


Microsoft's  E-Commerce  Crop 


PRODUCT 


COMPARATIVE 
SHOPPING 

ELECTRONIC 

WALLETS 

STOREFRONT 
SOFTWARE 


Allows  users  to  compare  products  and  prices  in  one  place 
MICROSOFT  Out  in  6  to  9  months 
RIVALS  Already  offered  by  Yahoo!,  Excite,  Netscape,  and  others 

Stores  personal  data  and  credit-card  info  for  use  on  multiple  sites 
MICROSOFT  Test  version  due  out  in  second  half  of  1999 
RIVALS  Already  offered  by  Netscape,  eWallet.CyberCash, and  others 

Allows  companies  to  set  up,  personalize,  and  analyze 
their  Web  shops 

MICROSOFT  After  Windows  2000,  probably  late  this  fall 
RIVALS  Netscape,  Open  Market,  IBM,  and  others 


close  to  80%  of  the  market,  was  nearly 
squashed  in  the  process. 

Microsoft  wants  to  do  the  same  to  the 
hkes  of  Yahoo!  and  America  Online 
Inc. — using  a  similai"  strategy.  The  com- 
pany's game  plan:  beef  up  the  Microsoft 
Network  (msn)  into  a  more  potent  Web 
portal  by  adding  an  unpai'alleled  menu  of 
softwai'e  products  and  sei-vices.  Among 
other  things,  Microsoft  will  update  its 
low-cost  commerce  software  to  enable 
online  merchants  to  create  more  person- 
alized Web  stores.  Tlie  key  pait  of  its  ini- 
tiative is  BizTalk,  a  business-to-business 
tool  that  lets  companies  operating  on  dif- 
ferent systems  do  business  with  one  an- 
other over  the  Net  even  if  they  have 
never  done  business  together  before. 
"A  BIG  FIGHT."  Microsoft  believes  that 
by  oft'emg  the  soup-to-nuts  E-commerce 
system,  it  will  leapfrog  the  likes  of 
Netscape/America  Online.  The  reason? 
By  controlling  the  operating  system,  soft- 
wai'e, sei'vices,  and  portal,  Microsoft  can 
create  seamless  links  between  the  dif- 
ferent technolog'ies  and  offer  the  whole 
enchilada  at  a  low  price.  "No  one  has 
the  integration  that  we  will  have,"  says 
Rich  Tong,  a  Microsoft  vice-president. 
That,  says  Paul  Moulton,  Costco  Wliole- 
sale  senior  vice-president  for  infomia- 
tion  systems,  is  "  worth 
waiting  for." 

Microsoft  also  would 
like  to  set  standards  for 
E-commerce  software 
with  its  new  offerings. 
But  that  effort  is  siu'e  to 
be  challenged  by  compa- 
nies that  don't  want  to 
see  its  power  extended 
into    a    new  arena. 
"There's  going  to  be  a 
big  fight  on  tliis,"  says 
Michael  Putnam,  an  an- 
alyst at  Forrester  Re- 
seai'ch  Inc. 

To  be  sui'e,  when  Mi- 
crosoft stakes  out  a 
market,  competitors 
pay  careful  attention. 
"We  have  a  gi'eat  deal 
of  respect  for  these 
guys,"  says  Timothy  A. 
Koogle,  chairman  and 
CEO  of  Yahoo!  Up  to 
now,  Microsoft's  slow 
start  has  let  newcom- 
ers, such  as  Broad- 
Vision,  Bluestone,  and 
Ariba  grab  share  and 
land  heavyweight  cus- 
tomers such  as  Staples 
and  Dreyfus.  Then 
again,  Netscape  once 
had  the  browser  mar- 
ket all  sewn  up. 

By  Michael  Moeller 
in  San  Mateo,  Calif. 
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CAMPAIGN  2000 


BUSH'S  POINT  MAN  ON 
THE  ECONOMY 

Lawrence  Lindsey  is  crafting  a  program  to  grab  the  middle 


Wliite  House  staff.  "They  hit  it  off  right 
away,"  says  Hubbard. 

Indeed,  Bush  soon  concluded  that  he 
had  found  the  man  who  could  draft  an 
economic  plan  appealing  to  both  Re- 
publican primary  voters  and  the  gen- 
eral public  should  he  ran  for  President 
in  2000.  After  all,  the  fonner  Reagan 
Wliite  House  economist  had 
solid  conservative  creden- 
tials: His  1990  book  The 
Growth  Experiment  was  a 
staunch  defense  of  the  Rea- 
gan supply-side  tax  cuts. 


Even  though  Lawrence  B.  Lindsey 
worked  for  George  Bush  for  years, 
the  President's  son,  George  W., 
didn't  get  to  know  the  economist  until 
last  summer.  That's  when  Lindsey  was 
invited  to  the  Texas  governor's  man- 
sion in  Austin  to  audition  for  the  job  of 
top  economic  adviser  to  a  then-hypo- 
thetical Bush  Presidential  campaign.  The 
meeting  had  been  arranged  by  Indi- 
anapolis businessman  Al  Hubbard,  a 
classmate  of  Bush  at  Harvard  Business 
School  who  got  to  know  Lindsey  while 
working  on  Vice-Pi-esident  Dan  Quayle's 

OPTIONS  UNDER  CONSIDERATION  BY  BUSH'S  TEAM 

TAX  CUTS  A  two-  or  three-year  temporary  income-tax  rate  cut  as 
"insurance"  against  a  potential  economic  slowdown.  Repeal  tele- 
phone excise  tax.  Reduce  state  taxes.  Narrow  marriage  penalty. 

SOCIAL  SECURITY  REFORM  Divert  part  of  payroll  tax,  perhaps 
2%,  to  set  up  personal  savings  accounts. 

MEDICARE  REFORM  Create  tax-exempt  medical  savings  accounts. 

TAX  REFORM  Lower  rates  and  broaden  the  tax  base  while  retaining  the 
home-mortgage  and  charitable-gift  deductions  and  taxes  on  capital. 

INTERNATIONAL  ECONOMICS  Pursue  Clinton's  trade-liberalization  policies. 
Reform  the  IMF  to  make  its  prescriptions  more  pro-growth. 


iil  trust  his 
judgment  and 
share  his 
philosophy^? 

—  George  W.  Bush 

But  Lindsey,  44,  was  also  a  plain 
speaking  economist — more  a  pragTtiatis 
than  an  ideologue.  "He  has  a  lot  of  ex 
perience,  he's  extremely  intelligent,  an( 
he  can  explain  complex  issues  in  term 
that  I  can  understand,"  Bush  told  BUSI 
NESS  WEEK.  "I  trast  his  judgment  an<' 
shai'e  his  philosophy:  America  must  con 
stantly  look  for  ways  to  create  high 
paying,  high-quality  jobs  and  impro\- 
productivity  through  tax  cuts."  Am 
Lindsey  says  of  the  man  he  may  hitc 
his  wagon  to  for  a  third  trip  to  th 
White  House:  "He  wants  a  tax  cod 
that  maximizes  gi'owth  and  produce 
good  jobs." 

TOUGH  NUT.  Now,  Bush,  the  clear  front 
runner  for  the  gop  nomination,  ha 
formed  his  exploratoiy  committee.  An 
Lindsey  is  overseeing  a  seven-man  tas 
force  that  is  preparing  economic-polic 
options  that  would  define  the  "compa^ 
sionate  conservatism"  Bush  claims  t 
espouse — without  diverging  too  muc 
fi'om  conventional  Republican  econonii 
policy.  Although  the  governor  won 
publicly  commit  to  specifics  for  anotbt 
month  or  so,  liis  advisers  are  coalescin 
around  ideas  that  include  an  across-tlit 
board  cut  in  income-tax  rates — but  sofi 
ened  with  targeted  breaks  for  the  le^ 
affluent,  personal  savings  accounts  f 
Social  Secuiity  irivestments,  and  refonr 
that  would  make  the  tax  code  flatte 
but  not  flat. 

In  short,  Lindsey  & 
are  forging  what  they  ho] 
will  be  a  winning  agend: 
They  want  a  progi'am  th; 
will  shatter  the  image  en 
ated  by  congi-essional  R( 
publicans  of  a  party  of  ric 
heartless  extremists  bi 
will  provide  a  fonnula  th; 
can  bring  Cor-jjorate  Ame 
ica  ni'mly  back  into  the  fo 
without  totally  turning  n 
the  right  wing.  The  ai 
swer?  "We're  trying  to  be  as  middl 
of-the-road  as  can  be,"  says  team  men- 
ber  J.  D.  Foster,  head"  of  the  T; 
Foundation,  a  think  tank  that  favoi 
smaller  government  and  lower  taxes. 

In  addition  to  Foster — another-  Whi 
House  economist  under  Bush's  father- 
Lindsey's  team  includes  Stanford  Ur 
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•rsity  Professor  John  B.  Taylor,  a  re- 
jected macroeconomist  who  helped 
idge  1996  GOP  Presidential  nominee 
)b  Dole  toward  a  15%  tax  cut,  and 
jlumbia  University  Business  School 
•ofessor  R.  Glenn  Hubbard,  a  tax  ex- 
rt  who  worked  in  the  Ti'easuiy  Dept. 
ider  President  Bush.  Also  on  board 
e  two  Reagan  budget  officials:  Hoover 
stitution  Senior  Fellow  John  Cogan, 
lose  forte  is  social  policy,  and  George 
ason  University  School  of  Law  Pro- 
5Sor  Timothy  J.  Muiis,  an  outspoken 
itic  of  government  regulation  of  busi- 
iss.  The  final  member,  Timothy  D. 
lams,  is  an  international  economics 
nsultant  who  worked  for  Lindsey  in 
e  Bush  White  House. 
Like  all  gop  candidates  for  President, 
ish  seems  ready  to  embrace  major 
X  cuts  and  sweeping  tax  reform  to 
int  a  contrast  to  the  Clinton-Gore  Ad- 
nistration,  which  opposes  both.  But 
e  Lindsey  team's  ideas  don't  go  as 
•  as  other  announced  Republican  can- 
iates,  such  as  Quayle,  who  is  pusliing 
budget-busting  30%  across-the-board 
te  slash,  or  um-econsti-ucted  supply- 
ler  Steve  Forbes,  who  would  junk  the 
K  code  in  favor  of  a  17%-  flat  tax. 
In  testimony  to  Congress  in  Januaiy, 
ndsey  called  for  a  temporaiy  cut  in 
<  rates  as  "insurance  against  a  reces- 
in  caused  by  trouble  in  the  financial 
irkets."  But  an  across-the-board  in- 
me-tax  cut  will  favor  the  wealthy, 
ndsey  concedes,  because  the  top  1%^  of 
;ome  gi"oups  pay  a  thiixl  of  all  income 
ses  while  the  bottom  half  pay  just 
5.  To  make  a  tax  cut  more  balanced 
ross  income  gi'oups,  Lindsey  and  his 
am  are  considering  such  ideas  as 
oposing  a  bigger  percentage  cut  for 
3se  in  the  15%  bracket,  using  part  of 
9  Social  Secuiity  tax  to  set  up  per- 
aal  retirement  accounts,  and  cutting 
<es  they  view  as  regi'essive,  such  as 
&  telephone  excise  tax. 
3HTING  WORDS.  As  for  tax  reform, 
ndsey  prefei-s  an  overhaul  that  lowers 
tes  and  eliminates  most  deductions 
cept  for  charitable  contributions  and 
)rtgage  interest.  He  would  also  re- 
n  capital-gains  taxes,  unUke  Forbes, 
laybe  it's  the  populist  in  me,  but  cap- 
1  should  be  taxed,"  he  says.  "The  gov- 
nment  spends  a  lot  of  money  protect- 

r  it." 

Views  like  that  might  prompt  gop 
rd-liners  to  wonder  whether  Lindsey 
a  true-blue  conservative,  the  same 
neern  the  party's  Right  has  about 
iorge  W.  Bush.  But  the  Texas  gover- 
r  and  his  economic  adviser  seem  will- 
?  to  risk  those  attacks.  They  figure 
at  without  a  more  centrist  economic 
itform,  they'll  be  losers  come  No- 
mber,  2000. ' 
By  Owen  Ullmann  in  Washington 


COMMENTARY 


By  Paul  Magnusson 

THIS  BANANA  WAR 
IS  NO  LAUGHING  MAHER 


Is  this  U.  S.  trade  policy — or  a 
comic  opera  entitled  Revenge  of 
the  Banana  Repuhlicsl  Hard  to 
tell  these  days,  as  the  U.  S.  and  the 
European  Union  rattle  sabres  at 
each  other  over  a  tropical  fruit.  It 
might  well  be  amusing — if  there 
weren't  a  serious  issue  at  stake. 

In  this  real-life  burlesque,  the  Clin- 
ton Administration  is  thi-eatening  to 
slap  100%  taiiffs  on  Scottish 
cashmere  sweaters  and  Itahan 
cheeses,  as  well  as  European 
biscuits  and  bed  linens.  The 
penalties  are  in  retaUation 
for  EU  policies  that  favor 
imports  from  fornier  Eu- 
ropean colonies  in  Africa 
and  the  Caribbean. 
Among  the  characters 
in  this  drama:  Carl 
Lindner,  president  of 
Cleveland-based 
Chiquita  Brands  and 
a  major  financial 
backer  of  President 
Clinton's.  The  EU  claims 
that  President  Clinton  is 
paying  off  a  political  debt. 
The  U.  S.  says  the  EU  thjrough 
quotas  is  protecting  Fyffes,  the  Irish 
banana  importer,  and  Eui'ope's  farni 
sector. 

Caught  in  the  middle  is  the 
Geneva-based  World  Trade  Organiza- 
tion. The  banana  brouhaha  is  taxing 
the  138-member  wro's  fledgling  dis- 
pute-settlement process  just  as  the 
WTO  is  establishing  legal  precedents 
to  govern  far  larger  trade  cases. 
"ESSENTIAL."  So  while  the  banana 
case  itself  may  seem  trivial,  there  is 
a  real  principle  at  stake.  As  Presi- 
dent Clinton  noted  at  a  Mar.  5  news 
conference:  "We  cannot  maintain  an 
open  trading  system,  which  I  am 
convinced  is  essential  for  global  pros- 
perity, unless  we  have  rules  that  are 
abided  by." 

It's  crucial  that  the  wro  iniles  get 
respect  because  bigger  trade  issues 
are  looming.  They  include  the  Eu's 
bans  on  U.  S.  beef  that  has  been  pro- 
duced with  growth  honnones  and  on 
some  older  U.  S.  aircraft  engines  out- 
fitted with  new  mufflers.  Also  on  the 
table  are  European  standards  for  a 
new  generation  of  cellular  phones,  as 
well  as  labeHng  and  licensing  re- 


quirements to  warn  consumers  about 
genetic  alteration  of  food. 

Wherever  the  wro  comes  down  on 
those  issues,  its  members  have  a  right 
to  expect  compliance.  The  U.  S.  duti- 
fully took  the  banana  case  to  the 
court  six  years  ago  and  won  three 
cleai'  iTilings  against  the  EU,  the  latest 
from  the  wro  in  1997.  But  the  EU  has 
been  slow  to  comply.  It  was  given 


unto  this  Januaiy  to  conform  to  the 
decision,  pay  damages,  or  face  retalia- 
tion. Instead,  the  EU  rejiggered  its 
iToles  only  slightly  and  sought  fui'ther 
delay. 

The  EU  and  the  U.  S.  now  await  a 
raling  on  the  banana  brawl  on  Apr. 
12.  If  the  EU  loses,  it  should  drop  its 
quotas.  And  even  if  the  U.  S.  loses,  it 
should  insist  that  in  future  cases,  the 
same  wro  trial  judge  should  rale  on 
whether  subsequent  reforms  satisfy 
the  judgment. 

The  WTO  is  at  a  crossroads.  It  can 
evolve  into  an  effective  arbiter  of 
fair  trade,  or  fail — as  did  its  prede- 
cessor, the  General  Agreement  on 
Tariffs  &  Trades.  As  the  world's  two 
trading  giants,  the  EU  and  the  U.  S. 
must  keep  that  from  happening  by 
reaching  a  compromise.  With  so  Uttle 
at  stake  in  actual  trade  in  bananas, 
complying  with  a  WTO  ruling  on  this 
matter  shouldn't  be  so  hard. 

Magnusson  covers  international 
trade  and  economics  from 
Washington. 
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MEDIA  

GO  EAST. 
MEDIA 
MOGULS 

They're  rushing  to  China- 
and  finding  a  warm  welcome 

Six  years  ago,  Rupert  Murdoch  was 
persona  non  grata  in  Beijing.  The 
News  Corp.  chairman,  just  months 
after  buying  control  of  Asia's  star  tv, 
had  boasted  in  a  speech  that  technology 
such  as  his  posed  "an  unambiguous 
threat  to  totalitarian  regimes  every 
where."  Beijing  took  umbrage  and  re 
taliated  by  reiterating  its  ban  on  pri- 
vate ownership  of  satellite  dishes.  But 
by  last  December,  all  was  forgiven.  Miu- 
doch  was  toasted  at  a  banquet  in  Bei- 
jing's state  guesthouse  by  People's  Re- 
public President  Jiang  Zemin. 

Tliese  ai'e  strange  times  in  China.  Re- 
lations between  China  and  the  U.  S.  ai-e 
the  worst  in  years,  following  new  re- 
poits  of  human  rights  violations  and  rev- 
elations that  the  Chinese  may  have  re- 
ceived nuclear  secrets  from  a  U.  S. 
scientist  at  the  Los  Alamos  National 
Laboratory.   By  late 

March,  things  could  get  PUTTING  nN 

worse.   That's   when  *  C unUJ 

a  congi-essional  com-  A  SHOW 

mittee  is  set  to  release 
a  report  expected 
to  detail  years  of  Chi 


ALL'S  FORGIVEN?:  Tlie  shotvhig  o/Mulan  ended  China's  ban  on  Disney  films 


DISCOVERY 


Discovery  Chan- 
nel runs  on  22  cable  systems 


nese  cable  watchers  to  surf  the  Net. 

So  far,  U.  S.  media  companies  have 
scarcely  tapped  the  nation  of  L2  billion 
people  and  305  million  TV  sets.  Foreign 
shows  ai'e  still  limited  to  25%  of  all  TV 
progi'amming.  espn,  cnn,  and  mtv  are 
among  the  dozen  or  so  cable  channels 
the  Chinese  allow,  but  most  ai'e  limited  to 
one-  or  two-houi'  blocks  and  seen  mostly 
in  business-class  hotels  and  government 
buildings.  "China  has  a 
huge  appetite  for  con- 
tent, and  we  can  pro- 
vide it,"  says  Gareth 
C.C.  Chang,  the  Chi- 
nese-born executive 
chairman  of  star  tv. 


nese  militaiy  technolo-     il  J-y^Pj^°^[_^i°':'l^'   _      His  company  recently 


gy  theft. 

PILGRIMAGE.  But  West- 
ern media  giants  see 
China  as  a  massive  un 


DISNEY 


Provides  the  Drag- 
on Club  Show  on  some  100 
cable  systems.  May  build  a 


began  production  of 
sitcoms  and  news 
shows  with  govern- 
ment-owned production 


tapped  audience— and  l^.^'T.^.PfA-   companies  as  partners 


just  about  every  me- 
dia mogul,  from  Mur- 
doch    to  Disney's 


ELECTRONIC  RETAILING  ASSN. 


Provides  infomercial  program- 
ming on  156  cable  stations. 


Indeed,  working 
with  the  government 
is  a  necessity.  And  the 


Michael  D.  Eisner,  is   government,  it  seems. 


making  a  pilgrimage. 
Things  are  changing 
fast.  Walt  Disney  Co. 
is  negotiating  with 
Hong  Kong  officials  to 
build  a  $2  billion 
theme  pai'k  and  quiet- 
ly talking  with  Shang- 
hai about  a  possible 
second.  Microsoft  Corp. 
Chairman  Bill  Gates 
showed  up  in  Shen- 
zhen on  Mar.  10  to 
launch  Venus  Webxv, 
a  set-top  box  for  Chi- 


NEWS  CORP. 


Owns  45%  of 
Phoenix  TV  channel  and  pro- 
duction outfit.  In  talks  with 
Chinese  on  TV-show  ventures. 


UNIVERSAL  STUDIOS 


Operates 
Universal  Studios  Experience 
entertainment/retail  attraction 
in  Beijing. 

yif:W«lJil  Offers  one  to  five 
hours  daily  of  MTV  on  36 
cable  systems. 


DATA:  COMPANY  REPORTS,  BUSINESS  WEEK 


wants  to  work  with 
the  industry.  In  early 
March,  a  gToup  of  offi- 
cials made  the  rounds 
of  Hollywood  studios 
looking  for  ftlm-making 
partners.  U.  S.  compa- 
nies, meanwhile,  hope 
that  by  teaming  up 
with  state  companies, 
they  can  skirt  rules 
that  now  limit  the 
number  of  foreign  films 
to  10  per  year.  Disney 
recently  made  the  cut 


with  Mzilan,  reversing  a  three-year  b:; 
on  its  products  imposed  after  Chi:i 
deemed  the  Disney  film  Kundun  syi- 
pathetic  to  the  exiled  Tibetan  spirittl 
leader  the  Dalai  Lama. 

As  its  economy  has  weakened,  Clii 
has  become  more  accommodating.  Dc; 
with  media  companies  could  mean  jd 
for  Chinese.  And  better  progi'amnii  f 
should  bring  more  to  state-owned 
stations  and  cable  systems.  Last  ye 
advertisers  spent  $2.1  bilhon  on  (1 
nese  tv,  says  London-based  Baskerv  i 
Communications  Corp.,  which  si- 
spending  reaching  $2.9  bilUon  in  200( 

"The  Chinese  are  avid  TV  watcht-:. 
and  have  far  more  disposable  incm 
than  Westerners  tend  to  think,"  sa 
Philip  D.  Rich,  executive  director  of 
Nielsen's  Asian  research  efforts.  Indet . 
American-style  programming  has 
ready  had  an  impact  in  China.  After  \ 
infomercial  on  its  foldable  bikes  w - 
aired,  the  U.S.  company  that  mak^ 
them  got  orders  for  100,000  in  a  wei 
says  Elissa  M.  Myers,  president  of  13 
420-member  Electronic  Retailing  As^. 

Still,  it's  TV  shows,  not  bicycles  r 
U.  S.-China  tensions,  that  interest  mi 
Chinese  these  days.  Just  ask  16-ye:- 
old  Peng  Jinglong,  a  Beijing  high  scln  i 
student  and  a  fan  of  the  Cartoon  Ni 
work's  Tom  and  Jerry  cartoons.  "C 
nese  cartoons  can't  compare,"  he  sa 
munching  on  a  burger.  "American  a 
toons  are  more  lighthearted  and  ft 
nier.  And  the  stories  are  better."  T 
Tui'ner  couldn't  have  said  it  better. 

By  Ronald  Graver  in  Los  Angel 
with  Joyce  Baniathan  in  Hong  Koi 
Dexter  Roberts  in  Beijing,  and  St 
Crock  in  Washington 
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What  did  we  say  when  they  asked  us 
for  a  mission-critical  nBtwGrl<? 


No  pro[)l<tr^» 


Computer  networks  are  the  central 
nervous  systems  of  modern  banking 
and  financial  institutions.  Without 
them,  virtually  every  aspect  of  the 
company's  international  trade  and 
commerce  grinds  to  a  halt.  The 
impact  on  earnings  -  not  to  mention 
customers  -  can  be  disastrous. 

To  give  you  an  edge  in  mission- 
critical  networking  -  24  hours  a 
day,  7  days  a  week,  365  days  a 
year  -  Olicom  has  developed 
ClearSession™,  the  world's  most 
advanced  set  of  solutions  for 
keeping  computer  networks  up 


and  running  year  in,  year  out. 
ClearSession,  an  essential  element 
of  Olicom's  ClearStep^'' 
strategy,  is  implemented 
throughout  our  range  of 
quality-engineered  Token-Ring 
Fast  Ethernet  and  ATM 
networking  equipment.  Its 
unique  failsafe  functionality 
automatically  ensures  the 
availability  of  the  systems  and 
applications  that  drive  your 
business. 

That's  why  we  say  "no  problem" 
when  the  world's  biggest  banks  and 


financial  institutions  ask  us  for 
mission-critical  networks. 


□licom 


ClearStep 


The  Token-Ring 
ligration  Strategy 


Olicom  is  also  the  only 
networking  company  in 
the  world  offering  a 
detailed  high-speed 
networking  migration 
roadmap.  Our  ClearStep  strategy 
allows  you  to  safely  and  cost- 
effectively  build  high-speed, 
mission-critical  networks  capable 
of  handling  the  needs  of 
tomorrow,  today.  For  more 
information,  please  visit 
www.olicom.com. 


olicom 


licom  offices:  USA  (+1)972  907  4600.  Denmark  (»45)45  27  00  00,  Australia  (+51)  2  9955  1755,  Benelux  (+31)  73  5  49  15  46,  Canada  (+1)  416  977  2400.  France  (+33)  1  4191  1717,  Germany:  (+49)  6105  2892-0 
Iberica  (+34)  91  372  9814,  Japan  (+81)  3  5753  0221,  Poland  (+48)  58  348  15  00,  South  Africa  (+27)  11  432  3295,  Sweden  (+46)  8  594  704  94,  United  Kingdom  (+44)  1494  556600.  www.olicom.com 


ClearStep  is  a  servicemark  of  Olicom  A/S  Olicom  is  a  registered  trademark  1999  copyright  Olicom  A/S 
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AIRLINES 


WHO  WILL  BE 
UAL'S  NEXT  PILOT? 

An  outsider  and  an  insider  are  finalists  to  replace  Greenwald 


Gerald  Greenwald  is  a  finance  guy 
who  spent  decades  working  his 
way  up  the  auto  industry.  So  is 
Louis  R.  Hughes.  Greenwald  headed 
one  of  the  Big  Three's  European  oper- 
ations. So  did  Hughes.  When  Green- 
wald became  convinced  he'd  never  get 
to  be  chief  executive  of  liis  company,  he 
left  Detroit  and  in  1994  became  (^EO 
of  the  world's  largest  airline.  Now, 
Hughes  may  be  follovdng  Gi-eenwald's 
path  yet  again. 

BUSINESS  WEEK  has  learned  that  the 
50-year-old  head  of  new  business 
strategies  at  General  Motors  Corp.  has 
emerged  as  the  leading  external  candi- 
date to  become  the  next  CEO  of  UAL 
Corp.,  the  parent  of  United  Airlines 
Inc.  He  is  one  of  two  finalists,  ual  in- 
siders sav.  The  other  is  insider  James 


E.  Goodwin,  54,  the  32-year  United 
veteran  whom  Greenwald  made  presi- 
dent last  September.  Both  have  met  in 
recent  weeks  with  boaixl  members,  who 
could  make  a  decision  as  soon  as  their 
Mar.  25  meeting. 

There  is  a  wild  card:  United's  pilots' 
and  machinists'  unions,  which  together 
own  607(  of  the  company  and  can  veto 
any  candidate  if  they  stick  together. 
Last  summer  they  forced  out  Green- 
wald's  hand-]3icked  successor,  then-Pres- 
ident John  A.  Edwardson,  because,  they 
said,  he  didn't  work  well  with  labor. 
The  unions  have  described  Goodwin  in 
almost  glowing  terms  since  he  replaced 
Edwardson.  He  has  settled  many  lin- 
gering disputes  and  boosted  United's 
on-time  departure  rate.  Greenwald — 
who  wants  to  retire  to  his  Aspen 


DOGFIGHT 

Hughes  (left) 
has  a  higher 
profile,  but 
Goodwin  has 
workers'  hearts 


home — declined  con 
ment,  as  did  Gooc 
win    and  Hughe; 
United    says  th 
search  is  proceedin 
in  an  "ordei'ly  mar 
ner"  and  includes  " 
number  of  outstanc 
ing  candidates." 
Hughes's  appeal  is  clear:  He  is 
member  of  the  global  business  elite— 
Harvai-d  business  school  gi-ad  and  th 
only  American  ever  to  serve  on  th 
board  of  Deutsche  Bank.  He  ra 
gm's  $35  billion  global  operation: 
turning  a  strong  profit  when  few  otl 
er  GM  units  wei'e.  And  he  has  exper 
ence  dealing  with — and  at  times  clasl 
ing  with — powerful  German  workeri 
who  wield  clout  similar  to  United's. 

Whoever  gets  the  top  ual  job  wi 
inherit  a  company  facing  a  slew  of  cha 
lenges.  United  and  the  two  union 
must  decide  by  April,  2000,  whethe 
to  renew  the  1994  employee  stock  owr 
ership  plan  (esop).  Doing  so  woul 
mean  employees  would  again  give  u 
wages  in  exchange  for  stock.  But  enc 
ing  the  ESOP  would,  over  time,  dilut 
the  unions'  share  and  lessen  their  coi 
trol.  Also,  it  would  create  two  class( 
of  UAL  employees:  owners  and  ne 
hires.  "The  negotiations  are  going  1 
be  very  tough,"  says  Kevin  Lum,  pre 
ident  of  the  flight  attendants'  unio 
which  is  not  part  of  the  ESOP. 
"MAD  DOG."  Meanwhile,  United  fac( 
tough  competition  in  the  aii'.  Americj 
AirUnes  Inc.  is  attempting  to  gi'ab  ma 
ket  share  on  the  West  Coast  as  Umt( 
tries  to  build  up  in  the  East.  And,  d 
spite  a  balance  sheet  and  credit  ratii 
that  have  improved  shaiply  thanks 
i-ecord  profits  under  Greenwald,  Unit( 
lacks  the  resources  of  its  major  rivals 
The  tasks  facing  UAL  might  not  see 
daunting  to  Hughes:  For  six  years,  1 
ran  a  am  unit  whose  annual  revenu 
surpass  ual's.  The  Ohio-born  mou 
tain-climber  has  spent  his  entire  c 
reer  at  GM.  His  first  boss,  John 
Smith  Jr.,  now  gm's  chairman,  dubb( 
Hughes  "Mad  Dog"  for  his  hard-char 
ing  style.  P 
Hughes  eventually  went  to  Euro| 
and  built  Germany's  Adam  Opel  opera 


ESOP  2  The  company  and  its 
workers  must  decide  by  next 
year  whether  to  renew  an 
employee-ownership  plan 
that  has  given  United's  two 
strongest  unions  a  60%  stake. 
Will  workers  give  up  salary 
again  in  exchange  for  stock? 


WESTERN  SHOOTOUT  UAL 

has  spent  much  of  the  '90s 
doing  battle  with  Southwest 
in  California.  Now,  American 
has  bought  Reno  Air  and  is 
growing  in  the  West.  UAUs  bid 
to  respond  by  buying  America 
West  failed.  What  now? 


EASTERN  GROWTH  United 
wants  to  build  its  East  Coast 
presence  to  better  appeal  to 
business  travelers.  But  it 
already  faces  a  challenge  from 
US  Airways  at  Washington's 
Dulles,  UAL's  only  hub  east 
of  Chicago. 


WHAT 
UNITED'S 
NEW  CEO 
WILL  FACE 
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Marriott  Rewards''  25K  Bonus.  Marriott  Rewards  members  who  sign  up  for  our  special  bonus  will  get 
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Add  that  to  the  points  you're  already  racking  up  as  a  Marriott  Rewards  member  and  you  are  well  on  your  way  to 
basking  in  the  sun  or  swishing  down  a  mountainside.  We  have  over  1,500  places  worldwide  (including 
many  glorious  resorts)  where  you  can  redeem  your  points.  Plus  cruises,  flights,  car  rentals  and  vacation 
packages.  To  sign  up  for  the  25K  Bonus,  just  call  1-888-977-7012  or  click  over  to  www.marriottrewards.com. 


'A  "stay"  means  the  complete  period  for  which  payment  was  mode 
(either  one  night  or  consecutive  nights)  from  check-in  to  checkout. 
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tion  into  one  of  gm's  few  successful 
auto  divisions  of  the  early  '90s.  "They 
had  big  share  gains  and  big  profits, 
and  he  was  responsible  for  it,"  says 
Morgan  Stanley  Dean  Witter  auto-in- 
dustry analyst  Stephen  Girsky. 

Hughes  even  abolished  the  execu- 
tive dining  room  and  hniched  regularly 
with  assembly  workers.  But  his  later 
record  may  raise  a  red  flag  with  Unit- 
ed's  unions.  After  he  was  named  chief 
of  gm's  international  division  in  1992, 
Hughes  butted  heads  with  workers' 
representatives,  who  thought  his  push 
into  Asia  and  Latin  America  was  hurt- 
ing Europe.  Says  Rudolf  Miiller,  head 
of  the  works  council  and  a  board  mem- 
ber at  Opel:  "He  didn't  listen."  Opel's 
share  of  car  sales  in  western  Europe 
declined  from  13.1%  in  1995  to  11.8% 
today.  The  troubles — including  a  public 
spat  with  Hughes's  successor  at  Opel — 
led  CM  to  recall  Hughes  to  Detroit. 

The  conflict  was  more  a  dispute  over 
strategy  than  a  typical  labor-manage- 
ment battle,  though.  Moreover,  Hughes 
is  the  rare  gm  exec  not  to  have  suf- 
fered through  a  strike  this  decade. 
INSIDER.  If  Hughes  does  land  the  UAL 
job,  he  would  be  the  latest  in  a  string 
of  outsider  CEOs  in  the  airline  industry. 
Others  include  Leo  F.  Mullin  of  Delta 
Air  Lines  Inc.,  Northwest  Airlines 
Corp.'s  John  Dasburg,  and  Greenwald. 

Goodwin,  by  contrast,  is  the  con- 
summate insider.  He  has  run  United's 
North  American  and  overseas  opera- 
tions and  its  San  Francisco  mainte- 
nance center.  Labor  officials  praise  his 
intimate  knowledge  of  United  and  the 
fact  that  he  makes  subordinates  feel 
involved  in  decisions.  Adds  a  ual  exec: 
"It's  a  much  better  place  to  work  now." 

On  the  minus  side,  Goodwin  is  no- 
body's idea  of  a  polished  CKo.  Until  he 
replaced  Edwardson  last  summer,  he 
had  rarely  spoken  in  public,  and  even 
United  officials  discouraged  the  idea 
that  he  was  Greenwald's  likely  succes- 
sor. Since  then,  though,  he  has  met 
with  analysts,  investors,  and  members 
of  Congi'ess,  raising  his  profile. 

The  first  major  task  for  the  next 
CEO  will  be  the  labor  talks.  Many  pilots, 
pleased  with  ual's  five-year  stock  per- 
formance and  the  power  they  yield, 
want  Esop  2.  But  the  machinists — who 
barely  approved  it  last  time — are 
warier.  If  talks  founder.  United  risks 
the  kind  of  labor  unrest  that  has 
plagued  American  and  Northwest  Air- 
lines Does  that  corner  office  still  look 
inviting? 

By  David  LeonJiardt  hi  Cliicago, 
with  Kathleen  Kerwin  in  Detroit  and 
bureau  reports 


COLA  WARS 


THE  PEPSI 
REGENERATION 

The  No.  2  soda  company  is 
broadening  its  sales  effort 

It  wasn't  your  typical  upbeat  cola  ad. 
As  a  recording  of  the  Rolling  Stones' 
Brown  Sugar  played  in  the  back- 
gi'ound,  a  slouchy,  disaffected  teenager 
danced — and  Pepsi-Cola  oozed  from  his 
multiple  piercings.  It  was  edgy  and  out- 
rageous, just  what  the  marketing  doc- 
tors at  PepsiCo  Inc.  ordered. 

But  the  teens  that  Pepsi  hoped  to 
snag  didn't  buy.  And  the  spot  turned 
off  thousands  of  the  gi'eat  unpierced, 
including  the  Pepsi  bottlers,  who 
thought  it  too  cynical  and  weird. 

So  Pepsi  is  heading  back  to  upbeat 
and  entertaining — something  for  eveiy- 
one,  not  just  those  hard-to-please  teens. 
New  ads  set  to  start  rolling 
during  the  Mar.  21  Acade- 
my Awards  hark  back  to 
Pepsi's  glory  days  of  the 
1970s  and  1980s, 'when  the 
Pepsi  Generation  campaigii 
helped  boost  the  No.  2  cola's 
market  share.  The  spots 
have  it  all:  comedy,  produc- 
tion numbers,  a  new  jingle. 
The  Joy  of  Cola,  and  even  a 
cameo  by  Aretha  Franklin. 
The  star  is  a  curly-haired 
gii'l  with  a  yen  for  Pepsi  and 
a  supernatural  ability  to 
channel  the  voices  of  such 
celebrities  as  Mai'lon  Brando, 
Isaac  Hayes,  and  Franklin. 

And  the  company  plans 
to  spend  big  to  make  sm"e  it 


PEPSI'S  CHALLENGE 
CATCH  COKE 


ARM??  '^l'^^  '93  '94  '95  '96  'S/ 
*  BILLIONS  OF  CASFS  'MARKET  SHARt 


OF  CASES 
^f^^k  BEVERAGE  DiCESf 


REACHING  OUT 

Pepsi's  new  upbeat 
ads  aim  to  sway  all 
ages — not  just  teem 


gets  the  exposure 
For  years,  it  couk 
not  aflbrd  Coca-Cola 
size  ad  campaigns 
Now  it's  anticipatinj 
taking  in  $4  billio 
fi-om  the  spin-off 
its  company-ownei 
bottlers.  A  sourc 
close  to  the  compan; 
says  Pepsi  will  spew 
as  much  as  50 
more  on  promotin 
its  top  soda  brand  tliis  yeai" — more  tha 
matching  Coke's  $115  miUion  in  1998 

Pepsi-Cola,  the  flagship  brand  ac 
counting  for  46%  of  the  company's  sof 
drink  volume,  needs  a  major  push, 
the  1990s,  Pepsi's  case  volume  rose  jui 
2%' — as  Coke  Classic  consumption  ii 
creased  by  more  than  30%.  Going  for 
wider  gi'oup  of  customers  is  the  key 
a  turnaround,  says  new  beverage  chii 
Philip  A.  Marineau,  the  architect  of  tl 
program.  Coke's  six-year-old  "Alwaj 
Coca-Cola"  ads,  a  warm-and-fuzzy  can 
paign  aimed  at  all  age  groups,  shov 
how  successful  the  strategy  can  be. 
FIRST  STEP.  Without  better  results  f( 
its  beverages — which  add  up  to  50% 
revenue — the  prognosis  for  PepsiCo 
self  is  unclear.  "They  can't  do  it  withe 
a  healthy  core  brand,"  says  Gary 
Hemphill,  vice-president  of  consulta: 
Beverage  Marketing  Corp. 

Beverage  experts  think  PepsiCo  h; 
a  good  chance  of  success.  New  pel 
show  it  may  be  a  mistake  to  craft  ai 
for  teens  only,  in  hopes  of  gaining  lil 
long  loyalty  for  a  product.  "There  a 
people  of  all  ages  who  haven't  forms 
loyalties  and  switch  ai'oufi 
a  lot,"  says  Marineau. 

Marineau  also  says 
has  ended  Pepsi's  rect 
habit  of  scuttling  new  m; 
keting  campaigns  befo? 
they  can  take  effect.  "Th/ 
always  went  for  that  quit 
sjjlash;  it  didn't  worl" 
says  Skip  Carpentei",  i 
analyst  for  Donaldsi  . 
Lufkin  &  Jenrette  Secu- 
ties  Coip.  This  time,  sas 
Marineau,  the  compa/7 
will  stick  with  the  pl;>. 
That  would  be  a  good  fiit 
step  in  meeting  Pepss 
real  challenge. 

By  Larry  Lightn 
Neiv  Yik 
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SPORTS  BUSINESS 

SCANDAL? 
WHAT  SCANDAL? 

Olympic  sponsors  aren't  fazed 
by  allegations  of  corruption 

✓■"SX'^NX'^  Given  the  scandal 

V  yy         J  s'wirling  around  the 

\J/      ^^"^^  ^'^^^  ^'^^^ 
Winter  Olympics,  you 

might  think  sponsors  are  pulling  out. 
Think  again.  No  sponsors  have  with- 
drawn, and  International  Olympic  Com- 
mittee Marketing  Director  Michael 
Payne  says  he's  seeking  new  ones  and 
will  raise  the  average  sponsorship  fee 
from  $40  million  to  more  than  $50  mil- 
lion. NBC  says  sales  of  television  ads  for 
next  year's  Sydney  Games— at  $600,000 
for  80  seconds — are  innning  ahead  of 
schedule. 

The  IOC  will  convene  for  a  special 
session  on  Mar.  17  in  Lausanne, 
Switzerland,  to  expel  personnel  impli- 
cated in  bribery  schemes.  And  the 
question  of  when  and  how  to  replace 
78-year-old  Juan  Antonio  Samaranch, 
who  has  run  the  games  for  19  years, 
could  also  come  up — if  sponsors  and 
broadcasters  insist. 

Networks  such  as  nbc,  which  paid 
$705  million  for  the  Sydney  Games,  ac- 
count for  about  half  the  loc's  revenues. 
The  11  worldwide  sponsors  provide 
3(5%.  But  backers  aren't  forcing  the 
issue.  A  poll  by  Eisner  &  Associates 
says  only  about  a  third  of  Americans 
are  even  aware  of  the  controvei'sy  and 
almost  none  blame  the  sponsors.  "To 
this  point,  the  problems  have  all  been 
about  e.xecutives  and  officials,"  says 
Dick  Ebersol,  ChaiiTnan  of  nrc  Sports. 
David  F.  D'Alessandro,  president  and 
CF.o  of  .John  Hancock  Mutual  Life  In- 
surance Co.  initially  criticized  the  lOC 
and  canceled  negotiations  for  $20  mil- 
lion of  ads.  But  now  he  says  he  is  sat- 
isfied that  the  loc  is  taking  steps  to 
reform  itself. 

Sponsoi's  are  keeping  their  eyes  on 
the  prize — a  massive  global  audience — 
hoping  the  imb)'oglio  will  pass  as  scan- 
dals in  othei'  sports  have.  "The  Olympics 
should  have  no  ])roblem,"  says  David 
Grant,  managing  director  of  Clarion 
Sports  &  Entertainment  in  Greenwich, 
Conn.  At  least  not  where  sponsors  are 
concerned. 

Bij  WiUiani  Echikaon  in  Brussels, 
with  Richard  Siklos  in  Nem  York  and 
bureau  reports 


COMMENTARY 


By  Bruce  Nussbaum 

LESSONS  FROM  RJR: 
FUNNY  MONEY  THEN-AND  NOW 


It's  a  cautionary  tale  for  our  time. 
Just  as  the  '90s  draw  to  a  close  on 
a  note  of  financial  frenzy,  the  most 
wretched  excess  of  the  '80s  returns 
to  haunt  us — and  perhaps  guide  us. 
Ten  years  after  it  used  junk  bonds  to 
pull  off  one  of  the  biggest  leveraged 
buyouts  in  history,  RJR  Nabisco  Inc. 
is  dismembering  itself.  Today,  as  Net 
stocks  soar  and  the  Dow  Jones  indus- 
trial average  lurches  toward  10,000, 
it  is  sobering  to  remember  that  the 
$25  biUion  paid  for  R.3R  Nabisco  by 
investment  bank  Kohlbei'g  Kravis 
Roberts  &  Co.  is  now  worth  $9.5  bil- 
lion. An  out-of-control  bid- 
ding war,  blindly  driven 
by  ego  and  greed  (so 
wonderfully  captured  in 
Barbarians  at  the  Gate), 
led,  in  the  end,  to  disas- 
ter. Only  kkr's  partners 
appeared  to  have  done 
O.K.,  thanks  to  their 
huge  fees. 

What  are  we 
to  make  of  this 
denouement? 
Perhaps  it's 
the  idea  that 
funny  money  can 
lead  to  sloppy  mar- 
ket disciphne  and  lax 
decision-making.  True,  jimk  bonds,  in 
the  hands  of  builders  such  as  WOliam 
G.  McGowan  and  Ted  Tiuner,  financed 
pioneering  enterijrises  like  MCi  and 
CNN.  But  junk  money  also  begat  junk 
companies,  because  it  let  the  less  as- 
tute overpay,  often  with  little  conse- 
quence to  themselves. 

In  the  case  of  rjr,  easy  financing 
helped  rationalize  a  harebrained  com- 
bination of  cigarettes  and  snacks  that 
was  somehow  supposed  to  produce  a 
tobacco  company  with  a  futui'e.  No 
one  could  have  foreseen  how  tobacco 
htigation  would  undermine  the  finan- 
cial assumptions  of  the  lbo.  But  even 
at  the  stait,  it  was  hai-d  to  see  the 
great  added  value  of  placing  Camels 
and  Chips  Ahoy!  under  the  same, 
highly  mortgaged,  coi-porate  roof. 

But  what  of  today?  There's  plenty 
of  funny  money  around.  This  time,  in- 
stead of  high-yield  debt,  it  is  hyperin- 


flated  stock  and  pooling-of-interest  ac- 
counting that  has  some  dealmakers 
thi'owing  caution  to  the  wind.  General 
Electric's  Jack  Welch  has  a  name  for 
the  funny  money  of  the  '90s: 
wampum.  And  he  beheves  that  it 
makes  the  valuing  of  many  mergers 
and  acquisitions  impossible. 

Among  Internet  issues,  basic  valua- 
tion methods  such  as  price-to-earnings 
ratios  are  meaningless.  Wall  Street  is 
trying  to  invent  gauges  to  justify  p-e's 
of  200  to  300.  Ever  hear  of  tema,  the- 
oretical eaiTiings  multiple  analysis? 

Don't  get  me  wrong.  High-octane 
stock  will  surely  bmld  many  solid, 
profitable  high-tech  companies,  just  as 
junk  financed  many  of  today's  media 
giants.  But  I  still 
have  to  gape  when 
At  Home  Corp.,  a 
company  with  negli- 
gible profits  that  pro- 
vides access  to  the 
Net  via  cable, 
buys  Excite 
Inc.,  a  Net  portal 
with  no  profits,  for 
$6  billion — in 
stock,  of  course. 
What  is  any  of 
that  really  worth?  If 
Welch  doesn't  know,  I  cer- 
tainly don't.  Maybe  At  Home  will 
gi'ow  into  the  next  MCl.  Maybe  not. 
Place  youi'  bets.  In  fact,  gambling 
may  be  the  best  business  model  to 
use.  At  least  that  would  be  an  honest 
approach  that  recognizes  the  role  of 
wampum  in  today's  economy. 

Excess  is  part  of  the  human  condi- 
tion. People  eat  to  excess.  Markets 
rise  and  fall  to  excess.  And  business 
cycles  end  in  excess.  In  an  economy 
as  well-balanced  as  ours  is  now,  the 
nutty  valuation  of  so  many  stocks  is 
the  one  alamiing  note.  The  unraveling 
of  last  decade's  most  egregious  deal  is 
a  chance  to  stand  back  and  examine 
the  cuiTent  frenzy  of  the  markets. 
Unless  the  mania  subsides,  we'll  all  be 
reading  books  with  titles  like  Cyber- 
Huns  on  the  Net  and  Tlie  Virtual 
Visigoths  very  soon. 

Nussbaum  is  editorial  page  editor. 
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Introducing  Message  l>lotification  from  SkyTeL 

If  you  live  in  the  '90s  with  the  rest  of  us,  you  probably  wish  there  were  an  easier  way  to  deal  with  all  your  messages.  And  now 
there  is.  With  Sky  Tel,  you'll  never  have  to  waste  time  checking  to  see  if  you  have  voice  mail  or  e-mail  messages.  The  answer 
will  be  right  on  your  pager.  It  you  receive  voice  mail,  your  pager  will  notify  you  right  away.  It  will  also  tell  you  whom  it's  from 
and  if  the  message  is  urgent.  Plus,  anyone  with  Internet  e-mail  can  send  a  message  right  to  your  pager,  since  it  comes  with  its 
own  e-mail  address.  SkyTel  service  can  also  let  you  know  when  someone  is  trying  to  reach  you  on  your  cell  phone.  All  of  which 
means  that  the  days  of  constantly  checking  your  messages  are  ancient  history.  So  get  SkyTel.  And  get  the  message,  guaranteed. 

Call  now  and  get  SkyReply  responses  from  your  pager  free  for  one  full  yearJ 


Call  l-'800^400'9637  or  visit  www.skytel.com 

■  limiled-lime  oflei  for  new  nttivolions  orly  Some  testtidions  may  opply  ©1 999  Skylel  Skylel  (ommunitotions  Int.  is  o  NSSOftO  (ompony,  SKYT. 
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EDITED  BY  KELLEY  HOLLAND 


ATUG-OF-WAR 
OVER  LYCOS 

CAN  DAVID  WETHERELL  OUT- 

sniart  Barry  Diller?  The 
chainnan  of  cy\c,i,  known  as  a 
sa\'\y  Web  investor,  is  locking 
homs  with  the  media  mogoil 
over  Lycos,  the  Web  portal 
company  that  agreed  on  Feb. 
9  to  merge  with  Diller's  usA 
Networks.  Wetherell  voted 
for  that  deal  as  a  director  of 
Lycos.  But  wiien  some  of  the 
company's  investors,  who  re- 
gai'ded  the  price  for  Lycos  as 
too  low^  sent  its  shai'es  into  a 
tailspin,  Wetherell  annoimced 
that  he  was  having  second 
thoughts.  The  Internet  fi- 
nancier opened  direct  hostili- 
ties against  Diller  on  Mar  9, 
wiien  he  resigned  from  Ly- 
cos' board  and  said  that  he 
wotild  actively  oppose  the  rsA 


CLOSING  BELL 


FOILED  AGAIN 

Bloated  inventories,  tailing 
prices,  and  a  strong  dollar  are 
crinkling  Alcoa.  In  the  past 
ttiree  months,  the  price  of  alu- 
minum has  fallen  roughly 
15%.  Alcoa  shares  have  fallen 
12%  since  February,  from 
about  43  to  37;^  on  Mar.  9, 
but  recovered  slightly  on  Mar. 
10.  The  latest  slip  occurred 
after  Canada's  Alcan  an- 
nounced lower-than-expected 
first-quarter  profits;  investors 
feared  Alcoa  would  suffer,  too. 
The  worry,  says  analyst  Wayne 
Atwell  at  Morgan  Stanley  Dean 
Witter,  is  that  alummum  pro- 
ducers haven't  yet  cut  back. 
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deal.  Wetherell  now  says  he'll 
hunt  for  new  buyere,  with  the 
aid  of  Morgan  Stanley  Dean 
Witter.  One  possibility:  cmgi, 
his  investment  company. 
Diller,  wiio  honed  Ms  corpo- 
rate combat  sldlls  in  the  1994 
battle  for  Paramount,  is  not 
commenting. 

DUPONT  FIGHTS  FOR 
ITS  LIFE  SCIENCES 

DUPONT  S.AVS  it's  GETTING  SE- 

rious  about  the  life-science 
business.  On  Mar  10,  the 
chemical  giant  announced 
plans  to  create  a  tracking 
stock  for  its  pharmaceutical 
and  agiicultiu'e  business.  The 
company  figiu-es  that  such  a 
move  will  help  those  units 
reach  a  higher  valuation  on 
Wall  Street.  At  the  same 
time,  DuPont  said  it  was 
seeking  alliances  to  build  up 
its  pharmaceutical  business. 
But  not  everyone  was  im- 
pressed with  the  move.  HSBC 
Secmities  analyst  Paul  Lem- 
ing  thinks  that  DuPont 
shotild  be  mo\ing  more  qtiick- 
ly  to  build  the  life-science  op- 
erations. "They  take  forever 
to  get  things  done."  Leming 
says. 


LET  YOUR  PC 
DO  THE  PHONING 

THE    .AVERAGE   .JOE    WITH  A 

computer  will  soon  be  able  to 
call  home  \ia  the  Internet.  On 
Mai'.  10.  Netscape  Commimi- 
cations  announced  that  Na\i- 
gator  5.0,  the  next  version  of 
its  popular  Web  browser  due 
out  tills  simimer,  will  include 
Internet  phone  senice.  Na\i- 
gator  could  give  Internet  tele- 
phony a  considerable  boost,  if 
usei-s  of  the  Netscape  brows- 
er— now  installed  on  50  mil- 
lion PCS — take  advantage  of 
the  new  feature.  With  the 
click  of  a  mouse,  usei"s  will  be 
able  to  place  calls  in  the  U.  S. 
over  a  system  developed  by 
the  Hackensack  (N.J.)  phone 
company  IDT  for  as  Httle  as 
4.9c  a  minute. 


HEADLINER:  THOMAS  VAN  WEELDEN 


ALLIED  WASTE  IS  HAULING  IT  IN 


It  has  taken  nearly  30 
years,  but  Thomas  Van 
Weelden  is  almost  at  the 
top  of  the  heap.  In  1971, 
the  CEO  of  Allied 
Waste  Industries 
began  hauling 
trash  in  Chica- 
go for  his 
father.  He 
started  his  own 
company  in 
1975,  then  merged 
it  with  Allied  Waste 
w^hich  he  built  up  through 
a  series  of  mergers. 

On  Mar.  8  came  his  bold- 
est deal  yet — a  $9.1  billion 
bid  for  Browning-Ferris 
Industries,  which  w-ould 
make  Allied  No.  2  to 
Waste  Management.  Apol- 
lo Advisors  and  Black- 
stone  Capital,  the  top 
AUied  shareholders,  are 


partly  financing  the  deal, 
taking  $800  million  of  con- 
vertible preferred. 

The  deal  will  boost 
AlUed's  sales  from 
$1.8  billion  to 
$6.6  billion — and 
total  debt  to 
about  $11  bil- 
lion. Still, 
bankers  expect 
asset  sales  of 
$900  million  and 
$360  million  in  sav- 
ings, and  say  cash-flow^  of 
almost  $2.4  billion  will  be 
ample.  "Where  others  see 
garbage,  we  see  enormous 
cash  flow,"  says  Tony 
Ressler,  a  founding  part- 
ner of  Apollo. 

For  Van  Weelden,  44, 
"garbage  isn't  sexy."  But 
his  outfit  is  cleaning  up. 

By  Steve  Brull 


ANOTHER  TAX  PLOY 
BITES  THE  DUST 

THE  INTERNAL  RE\'ENrE  SER- 
vice  is  cracking  down  on  a 
tax  scheme  that  it  says  costs 
the  Ti'easiuy  several  billion 
dollars  a  year.  The  iRS 
planned  to  issue  the  revenue 
ruling  on  Mar.  11  to  clamp 
down  on  what  is  known  as 
lease-in,  lease-out.  Under  this 
scheme,  a  L".  S.  corporation 
leases  a  building  fi'om  a  for- 
eign municipality  and  then 
leases  it  back.  It  also  bor- 
rows to  pay  for  the  lease. 
This  gives  it  two  deductions 
for  income-tax  pm-poses,  even 
though  the  company  has  not 
actually  incun-ed  a  business- 
related  expense. 

AMTRAK  REALLY 
TURNS  UP  THE  JUICE 

BY  DECEMBER,  BOSTON  COULD 

get  a  lot  closer  to  New  York 
and  Wasliington — at  least  bv 


train.  That's  when  Amtrak' 
new  high-speed  rail  ser\ic€ 
dubbed  Acela,  will  stait  op 
erating,  the  company  said  o; 
Mai".  9.  Tlie  name  Acela  is  a 
amalgamation  of  "accelera 
tion"  and  "e.xcellence."  say 
Amtrak  President  Georg 
Waiiington.  With  Acela,  som 
New  York-Boston  trips  wi^ 
take  just  3  houi*s,  vs.  AV2  nov 
And  all  new  trains  will  hav 
computer  jacks  and  food  sei 
vice.  Amtrak  aims  to  corr 
pete  head-on  with  airlin 
shuttles. 

ETCETERA... 

■  Advanced  Micro  Device 
warned  of  a  large  first-quai 
ter  loss  and  staff  cuts. 

■  Hewlett-Packard  is  forn 
ing  a  Web  business  to  offe 
software  and  services. 

■  ATiT  and  Tele-Commun 
cations  completed  their  $3 
billion  merger, 
n  Famier-owTied  co-ops  Cene 
Harvest  States  and  Fani 
land  may  combine  operation 
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THE  US  GOVERNMENT 


TRUSTS  ITS  GOLD  TO 

FORT  KNOX 


FORT  KNOX 
TRUSTS  ITS  NETWORK  TO 

CABLETR 


abletron  Systems,  your  business  communications  specialist,  provides  communications 
lutions  to  the  world's  best-known  organizations.  For  more  information  on  how  Cabletron's  solutions 
:lp  Fort  Knox  and  others,  visit  us  at  www.cabletron.com/fort-knox.  Or  call  us  toll  free  at 
877-606-5976.  We'll  send  you  a  free  paper  "Network  Management  &  LAN  Downtime  Costs: An  Overview." 


caBLeTRon 

 SYSTems 


o 


Why  CAN'T  THE  HIGH-END  COME  DOWN. TO  YOU? 

Tektronix*  color  printers  have  been  the  chojce  of  the  most  discerning  graphic  artists,  scientists,  and 
designers  for  over  fifteen  years.  Now  we're  bringing  that  same  quality  to  the  office,  with  a  line  of 
btisi)5|8S  printers  that  includes. the  first  $1,995*  network-ready  color  laser.  It's  everything  you  want  in  a 
printerlt'erformance.  True  i'200dpi.  And  a  price  that  means  you  can  finally  afford  to  see  color  at  work. 

For  a  test-drive,  call  1-800-835-6100  ext.  1569,  or  visit  www.coloratwork.Gom 

'EsLimatpd  U,S,  selling  price;  resellBr  price  moy  vary..,©  19BB  Teklronix,  Inc.  tfeklropix  and  Phaser  are  registered  trademarks  ofTeklronix.  Inc. 


Washington  Outlook 


DITED  BY  DOUGLAS  HARBRECHT 


IS  THE  FIGHT  OVER  BANK  REFORM 
REALLY  ABOUT  FUND-RAISING? 


rhe  genteel  jousting  over  bank  refonn  by  Fed  Chairman 
Alan  Greenspan  and  Treasmy  Secretary  Robert  E.  Rubin 
looks  like  just  another  turf  fight.  Both  want  to  get  rid  of 
icient  laws  that  prevent  banks,  secui'ities  Anns,  and  insui-ers 
om  forming  fiill-service  financial  supeiTnai'kets.  But  refoiTn  ef- 
ils  have  stalled  because  Greenspan  demands  that  the  Fed  su- 
irvise  the  new  mega-combines,  while  Rubin  insists  that  TV'ea- 
iry  should  be  in  charge. 

With  Congress  prepaiing  to  debate  bank  reform  measures, 
linton  is  again  backing  Rubin.  On  Mar. 
he  pledged  to  shoot  down  a  Senate 
11,  sponsored  by  Banking  Committee 
hairman  Phil  Giamm  (R-Tex.),  mostly 
icause  it  favors  Fed  policing.  Now,  Ru- 
n's hard  line  has  some  lobbyists  and 
itics  of  the  White  House  buzzing.  The 
large:  He  and  President  Clinton  ai'e 
ss  concerned  about  high  principle  than 
loss  of  futiu'e  fund-raising  leverage. 
The  theory  goes  like  this:  If  Treasmy, 
hich  now  regulates  national  banks 
rough  the  Comptroller  of  the  CuiTency, 
ere  handed  authority  over  secuiities, 
surance,  and  real  estate  as  well,  the 
emocratic  Party  could  i-aise  bushels  of  campaign  money  in  the 
ming  Presidential  contest.  But  fimd-raising  might  drop  off  if 
ingress  decides  that  nonbank  financial  activities  must  be  of- 
red  tlu'ough  separ-ate  affiliates,  under  a  Fed-supei-vised  hold- 
g  company.  A  Rubin  win,  says  House  Banking  Committee 
lairman  James  A.  Leach  (R-Iowa),  would  make  Treasmy 
he  greatest  fund-raising  machine  in  history." 
Most  observei-s  agi*ee  that  the  Fed  is  lai'gely  immune  to  big- 
igs  beaiing  gifts.  And  while  neither  Fed  officials  nor  the 
Dmptroller  can  legally  accept  campaign  contributions,  the 
)mptroller,  unlike  the  Fed  chairman,  must  answer  to  the 
•esident.  True,  Rubin  has  always  sought  to  insulate  liis  Comp- 
oller  fi'om  political  interference,  but  the  next  Ti-easmy  chief 


FRIENDLY  FIRE:  Ruhin  and  Greenspan 


might  not  be  so  high-minded.  Even  Rubin  got  caught  flat- 
footed  in  1996,  when  Democi'atic  fimd-raisers  orchestrated  a 
Wliite  House  coffee  attended  by  Clinton,  Rubin,  then-Comp- 
troller Eugene  A.  Ludwig,  and  17  of  the  nation's  top  bankers, 
who  later  contributed  $550,000  to  party  coffers.  Rubin  and 
Ludwig  denied  knowing  the  coffee  was  a  fund-raiser. 

Tlu'ough  a  spokesman,  Rubin  says  he  has  no  ulterior  motive 
in  the  banking  fiap.  "Fimd-raising  has  played  absolutely  no  role 
in  this  debate,"  says  an  aide.  Indeed,  Rubin  refi-ains  fi-om  direct 
fund-raising  and  takes  pains  to  wall  him- 
self off  fi-om  politics.  But  he  is  no  political 
naif.  As  ceo  of  Goldman  Sachs,  he  helped 
launch  Clinton's  fii'st  Presidential  bid  by 
raising  millions  on  Wall  Street. 
MONEY  MAGNET.  Actually,  Rubin  wouldn't 
have  to  tiy  veiy  hai'd  to  get  checks  flow- 
ing. In  the  last  election  cycle,  membei-s  of 
Hill  banking  panels  raked  in  $15  million 
fi'om  poUtical  action  committees  and  fi- 
nancial execs.  The  President's  '96  reelec- 
tion chive  got  $19.4  million  fi"om  financial 
fii'ms,  according  to  the  Center  for  Re- 
sponsive Pohtics,  or  17%  of  aU  soft-mon- 
ey  donations — the  unlimited  ftmds  com- 
panies and  individuals  can  give  to  political  parties.  "The  ability 
to  regulate  is  a  magnet,"  says  Ellen  S.  Miller,  of  Public  Cam- 
paign, a  watchdog  group.  "Bob  Rubin  understands  how  the 
money-poUtics  game  is  played  better  than  anybody." 

Not  everyone  buys  the  conspu'acy  theoiy.  The  Comptroller 
sei-ves  for  five  yeai's,  faces  Senate  confluTnation,  and  isn't  easy 
to  infiuence,  says  Bert  Ely,  an  Alexandria  (Va.)  financial  con- 
sultant. Besides,  adds  the  Treasmy  spokesman,  Rubin's  regu- 
latoiy  views  ai-e  rooted  in  the  lainciple  that  publicly  accountable 
officials  ought  to  set  economic  policy.  That's  a  position  that  Clin- 
ton and  the  Dems'  campaign-finance  machine  can  certainly 


live  with. 


CAPITAL  WRAPUP 


IMMIGRANTS  WELCOME 

►  America-Firsters,  take  note:  Rail- 
ng  about  job-stealing  immigration 
Dohcies  may  not  work  anymore.  In  a 
itunning  reversal,  a  Gallup  Poll 
•eleased  on  Mar.  8  found  that  Ameri- 
;ans,  by  58%  to  39%,  now  oppose  a 
;utoff  in  legal  immigration.  The  per- 
:entage  of  Americans  who  favor  bar- 
riers to  new  immigration  has  plunged 
Tom  65%  in  1995  to  44%.  Reason:  The 
)ooming  economy  seems  to  have  put 
voters  in  a  more  accommodating 
nood.  For  the  first  time,  more  Ameri- 


cans than  not  believe  that  newcomers 
"pay  their  fair  share  of  taxes." 

SATELLITE  TV  VS.  CABLE 

►  Direct-broadcast  satellite  compa- 
nies finally  may  get  help  on  Capitol 
Hill  to  compete  against  the  cable 
industry.  Congress  appears  willing  to 
grant  satellite  TV  permission  to  carry 
local  broadcast  channels.  But  first,  it 
will  ask  the  Federal  Communications 
Commission  to  settle  a  dispute 
between  satellite  TV  and  broadcasters 
over  providing  network  programming 
in  areas  with  weak  broadcast  signals. 


By  Paula  Dwi/er 


BUILDING  THE  CHAMBER'S  CLOUT 

►  The  diversity  of  the  U.  S.  Chamber 
of  Commerce's  3  million  members  has 
always  kept  the  business  lobby  from 
becoming  a  major  player  in  electoral 
politics.  But  Chamber  President 
Thomas  J.  Donohue  is  quietly  explor- 
ing the  possibility  of  the  Chamber 
endorsing  a  Presidential  candidate  for 
the  first  time  in  the  group's  87-year 
history.  The  Chamber  also  may  back 
up  to  two  dozen  pro-business  House 
Democrats  in  2000 — even  if  that  helps 
the  Dems  regain  control. 
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International  Business 


JAPAN 


Sony  President  Nobuyuki  Idei 
must  think  he's  in  Silicon  Valley. 
How  does  he  rev  up  his  staff 
and  goose  flagging  profits?  By 
tossing  the  whole  organization 
chart  in  the  air,  pulling  vagi'ant  sub- 
sidiaries back  into  the  parent  company, 
and  committing  to  scrapping  20%  of  his 
factories  by  2003  while  escorting  some 
17,000  workers  to  the  door 

Idei's  mid-March  restructuring  pro- 
posal dashes  most  hopes  in  Japan  that 
the  countiy's  jobs-for-life  policy  would 
suivive  the  recession.  Facing  hefty  loss- 
es this  month  at  the  close  of  Japan's 
fiscal  year,  companies  have  been  falling 
over  each  other  to  announce  restrac- 
turings.  nec  Coip.  plans  to  slash  15,000 
jobs  worldwide  over  three  years.  Parts 
makei'  Omi'on  Coi-p.'s  payi'oll  will  slnink 
by  2,000.  And  it's  not  just  high  tech:  In 
a  bid  for  public  fimds,  Japan's  top  15 
banks  have  agTeed  to  a.x  almost  20,000 
jobs  by  2004. 

But  Sony  Coip.  is  in  a  different  class. 
The  planet's  premier  consimier  brand — 
home  to  Japan's  most  innovative  engi- 
neers— it  has  a  near-mythic  capacity  to 
emblazon  a  message  in  other  managers' 
minds.  That  message  now:  Strip  down, 
plan  for  an  unfathomable  high-tech  fu- 
ture, and  then  put  yom-  foot  on  the  gas. 

Idei's  jolt  comes  at  just  the  right  time, 
since  Japan  Inc.  needs  to  think  much 
more  boldly  about  restmctuiing.  Yes,  job 
cuts  have  led  to  a  postwar  unemploy- 
ment peak  of  4.4%.  But  Japan's  plants 
are  still  operating  way  under  capacity, 
and  payrolls  and  wages  may  have  to 
cb'op  7%  more  before  companies  retiun  to 
health.  For  all  the  screaming  headlines 
about  layoffs,  says  Schi-oders  Japan  Ltd. 
Senior  Economist  Andrew  Shipley:  "It's 
not  enough  to  offset  the  ciuTent  rate  of 
deflation  in  the  economy." 
"PEANUTS."  In  contrast  with  other  man- 
ufactiuing  chiefs,  the  tightly  wound  Idei 
has  seized  on  liis  company's  deteriorating 
profits  as  an  opportunity  to  force  the 
changes  he  has  long  championed.  Says 
Idei:  "If  we'd  stuck  to  our  present  cor- 
porate model,  Sony  would  probably  go 
the  way  of  other  large  Japanese  elec- 
tronics makers."  For  the  yeai-  ending  on 
Mar.  31,  revenues  will  be  comfortably 
above  $50  billion,  thanks  to  flat-screen 
TVs,  digital  video  cameras,  and  other 
gadgets.  But  margins  on  sucli  products 
ai-e  "peanuts,"  says  Idei.  Operating  prof- 
its vrill  likely  di-op  by  35%.,  to  $2.8  billion. 
Only  the  red-hot  PlayStation  video  game 
business  Ls  keeping  profits  afloat.  While  it 
contributed  just  15%  of  Sony's  total 
sales,  it  made  up  42%  of  Sony's  operat- 
ing profits  in  the  most  recent  reported 
quarter.  Any  downturn  in  games  will 


leave  the  wliole  coiporation  vulnerable. 

The  way  out,  as  Idei  sees  it,  is  to 
provide  the  missing  Unk  between  Sony's 
"content" — its  music,  films,  and  games — 
and  the  deliveiy  side  of  the  business — 
everything  from  TVs  and  audio  gear  to 
trendy  movie  theaters.  That  means 
amassing  networking  skills.  Don't  think 


multimillion-dollar  network  switches  i 
the  sort  that  Cisco  Systems,  Nortel,  i 
Lucent  Technologies  provide.  But  Id. 
will  certainly  push  ahead  with  softwai 
to  link  devices  in  the  home  and  new  I 
business  schemes  to  collect  transactic 
fees  from  consumers  tapping  Sony's  ric 
pools  of  content — whether  it's  watchin 
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I  movie  on  a  giant  digital  TV  or  buying 
I  movie  ticket  on  a  Web  site  that  you 
.ap  from  a  sleek  Sony  Vaio  notebook. 

In  a  world  where  offices,  homes,  and 
ndividuals  connect  constantly  on  the 
^et,  Sony  must  provide  "what  con- 
mmers  want,  where  they  want  it,  and 
vhen  they  want  it,"  says  Van  Baker, 


director  for  consumer  market  research 
at  Dataquest  Inc.  in  San  Jose,  Calif. 
Consimiers  must  be  able  to  enter  Sony's 
digital  world,  whether  it's  from  a  TV,  a 
PC,  or  a  cell  phone.  "Sony  has  a  better 
understanding  of  this  than  any  other 
company,"  Baker  says.  It's  the  software 
half  of  the  business  that  motivates  Idei. 
He  wants  to  widen  the  role  of  music, 
movies,  and  games  that  can  be  down- 
loaded into  homes  or  onto  portable  de- 
vices. At  the  same  time,  Sony  wants  to 
perfect — and  charge  money  for — the 
software  that  links  these  venues  and 
appliances  together. 

LEANER  AND  MEANER.  The  first  step  to 
achieving  this  vision  is 
getting  leaner  and  more 
centralized.  Sony's  10 
internal  companies  will 
be  regi'ouped  into  four 
autonomous  units  fo- 
cused on  products  and 
networks.  Each  will  be 
allocated  research  fimds 
and  be  required  to  jus- 
tify its  existence  with 
profits.  Idei  will  cut 
headquarters  staff  from 
about  2,500  at  present 
to  "several  hundred"  in 
the  next  few  years. 

The  home  office's 
main  function  will  be  to 
oversee,  but  not  man- 
age, the  company's  units, 
and  to  scout  for  invest- 
ments. Sony's  global 
workforce  of  170,000  will 
be  cut  by  10%,  and  fac- 
tories will  go  from  70 
now  to  about  55  by 
2003.  Idei  doesn't  rule 
out  fuither  cutbacks.  To 
get  a  tighter  giip  on  its 
most  prized  operations, 
Sony  will  reel  in  three 
separately  listed  sub- 
sidiaiies  that  contribute 
to  the  booming  PlaySta- 
tion business,  including 
Sony  Music  Entertainment  Inc. 

Sony  Computer  Entertainment,  the 
division  that  makes  the  PlayStation,  will 
be  folded  into  Sony's  Japanese  electron- 
ics busmess.  This  will  cut  overhead  and 
communication  time  as  Sony  develops 
its  next-generation  PlayStation,  a  graph- 
ics-rich device  that  will  play  digital 
video  disks  (dvds).  This  platfoiTn,  set 
to  debut  in  Japan  within  12  months, 
may  wind  up  costing  Sony  as  much  as 
$1  billion — and  will  require  tight  collab- 
oration, Idei  says.  Sony  might  decide 
to  make  the  new  PlayStation  double  as 
a  video  player  or  as  a  high-capacity 


JOB  LOSSES 
AT  JAPAN  INC. 


SONY  ELECTRONICS 


Will  shed  17,000  workers 
over  three  years 


Plan  is  to  ax  15,000  jobs 
worldwide  over  three  years 


HITACHI 


Has  already  made  4,000 
cuts — and  more  are  coming 


SAKURA  BANK 


Some  4,200  jobs  will  be 
gone  by  April,  2003 


OMRON 


The  maker  of  electronics 
components  wants  to  lose 
2,000  positions 


TOYO  ENGINEERING 


Has  to  shrink  its  payroll 
29%,  so  400  staffers  will  go 


OJI  PAPER 


Has  to  get  rid  of  1,500 
people  over  three  years 
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game  feature  on  its  notebook  computers. 

News  of  the  plan  sent  Sony's  Tokyo- 
traded  shares  soaring  as  much  as  50% 
above  its  January  lows.  The  rally 
buoyed  shares  of  other  electronics  mak- 
ers, too,  including  NEC  and  Toshiba.  Sud- 
denly, everyone's  reform  plan  looked 
better,  says  Hitoshi  Kuriyama,  a  Sony 
analyst  at  Merrill  Lynch  Japan  Inc. 
"Sony  always  sets  the  standards  in  in- 
novation, and  its  new  business  model 
could  become  another  standard." 

Sony  is  hardly  out  of  the  woods. 
Some  factions  have  fought  restnictming. 
Idei  says  senior  management  still  op- 
]30ses  liis  plan  to  cut  headquarters  down 
to  size.  And  now  that 
Sony  has  announced  the 
new  PlayStation,  shop- 
pers may  stop  buying 
the  old  machine.  Sony 
also  faces  competition 
from  Sega  Enterprises 
Ltd.,  which  has  sold 
about  1  milhon  units  of 
its  snazzy,  128-bit 
Dreamcast  console  since 
November.  Nintendo 
Co.  also  has  a  new  ma- 
chine in  the  works. 
RIVALS.  Worse,  Sony's 
netwoi'king  plans  face 
competition  abroad.  In 
the  U.  S.,  Sun  Microsys- 
tems Inc.,  Microsoft 
Corp.,  and  a  host  of 
startups  are  detemiined 
to  expand  their  presence 
in  the  home.  Even  Cisco 
Systems  Inc.,  a  maker 
of  network  plumbing,  is 
designing  consimier  net- 
work products — and 
nmning  flashy  TV  ads. 

Sony's  aces  are  its 
technological  prowess 
and  peerless  brand.  But 
as  Idei  points  out,  there 
is  no  proven  profit  mod- 
el for  what  Sony  is  at- 
tempting. In  the  Inter- 
net world,  Sony  is  neither  an  aggregator 
of  content,  such  as  Yahoo!  Inc.,  nor  a 
limited-product  vendor  with  a  brilliant 
distribution  scheme,  such  as  Dell  Com- 
puter Corp. 

Still,  at  the  crossroads  of  the  enter- 
tainment, electronics,  and  information 
industries,  there  is  no  other  company 
positioned  like  Sony.  Whether  the  race 
is  lost  or  won,  Sony  is  demonstrating  to 
its  Japanese  partners  and  rivals  how 
the  game  is  supposed  to  be  played. 

By  Irene  M.  Kunii,  with  Emily 
Thornton,  in  Tokyo  and  Janet  Rae- 
Dupree  in  San  Mateo,  Calif. 
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Can  Cardoso  find 
a  way  out  of  the  crisis? 


in  a  one-room  plaster  and  wood  home 
in  a  slum  in  Recife,  a  city  1,500 
miles  north  of  Sao  Paulo,  Expedita 
Monteiro  frowns  as  she  discusses 
her  fears  about  Brazil's  gTowing  eco- 
nomic tuiTnoil.  Monteiro  makes  less  than 
$100  a  month  as  a  maid  for  two  local 
doctors,  and  she  washes  laundiy  on  the 
side.  With  the  economy  slowing  and 
prices  rising,  she's  worried  that  she 
won't  be  able  to  afford  the  beans  and 
rice  to  feed  herself  and  her  three  chil- 
dren. "I  remember  fr-om  the  past  what 
can  happen,"  she  says. 

From  poor  neighborhoods  to  giant 


multinationals,  Brazilians  are  hunkering 
down  for  what  could  be  their  most 
painful  economic  period  since  the  debt 
crisis  of  the  1980s.  Five  years  after 
President  Fernando  Henrique  Cardoso 
conquered  hyperinflation  with  a  new 
currency,  the  real,  Brazil's  great 
economic  experiment  looks  close  to 
um'aveling. 

Nearly  all  the  country's  economic  in- 
dicators are  going  haywire.  The  real 
has  fallen  35%  since  Cardoso  allowed  it 
to  float  freely  on  foreign  exchange  mar- 
kets in  January.  Prices  rose  3.6%  in 
FebiTiary  alone,  making  hyperinflation  a 


real  danger  once  again.  Tc 
shore  up  the  cuiTency,  the  gov- 
ernment has  been  hiking  interest 
rates  sharply.  That  is  plunging  the 
countiy  into  deep  recession,  with  the 
economy  expected  to  shrink  by  3%  tcl 
6%  this  year.  Soaring  rates  also  mear, 
that  Brazil  even  iTins  the  risk  of  even-i 
tually  defaulting  on  its  ballooning  $n(; 
billion  in  domestic  debt.  And  although 
the  International  Monetary  Fund  an! 
nounced  a  $4.9  billion  loan  for  Brazil  ori 
Mar.  8— the  latest  tranche  of  a  $41.^^ 
billion  package  agreed  to  last  Novemi 
ber — the  funds  are  unlikely  to  reverse 
for  long  the  flagging  confidence  ii; 
Brazil's  currency  and  economy. 

At  stake  is  nothing  less  than  th( 
hard-fought  gains  Brazil  has  made  sinct; 
it  began  to  open  its  economy  in  the  ear 
ly  1990s.  Cardoso's  anti-inflation  drivi 
had  allowed  an  estimated  30  million  im^ 
poverished  Brazihans  to  save  money  t( 
buy  consumer  goods.  Economic  stability 
spuired  multinationals  fi"om  Gener-al  Mo 
tors  Coip.  to  Wal-Mait  Stores  Inc.  to  in 
vest  $53  billion  from  1996  to  1998,  giv' 
ing  them  a  stake  in  the  country' 
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"Brazil  missed  a  window  of  opportunity  to  move 
forward,  and  now  it's  paying  the  price" 


ccess.  Long-protected  Brazilian  busi- 
isses  whipped  themselves  into  shape 
compete  with  cheap  imports.  And 
irdoso  privatized  scores  of  state-con- 
olled  companies,  from  banks  to  the 
lone  system. 

Now,  inflation  threatens  to  turn  back 
e  clock.  If  Cardoso  cannot  control 
ices,  Brazil  will  find  itself  "going  back 
a  very  different  kind  of  economic 
jdel,"  says  Albert  Fishlow,  a  Latin 
nerica  expert  at  the  Council  on  For- 
^  Relations  in  New  York.  Inflation 
tes  of  50%'  or  more  could  again  he- 
me the  norm.  That  would  spur  work- 
s  to  demand  wage  indexation — a  tool 
ed  in  the  early  1990s  to  keep  salaries 
line  with  inflation.  Local  companies 
)uld  be  tempted  to  play  speculative 
ancial  games,  rather  than  bolster  com- 
titiveness.  And  inflation  would  dash 
e  aspirations  of  low- 
income  Brazilians  to 
n  the  middle  class. 
iRD  HIT.  The  tumult 
Brazil  could  cause 
jmors  fai'  beyond  its 
m  borders.  J.  P. 
)rgan  is  already  pre- 
^ting  that  Latin 
nerica's  economy 
is  year  will  slump 
2.3%,  compared 
th  growth  of  2.3% 
1998.  The  downturn 
als  a  blow  not  only 
local  companies  but 
U.S.  and  other  for- 
ni  corporations  that 
ve  invested  heavily 
the  region.  More- 
er,  if  Brazil's  econo- 
r  spins  out  of  con- 
)1,  forcing  the 
vemment  to  default 
domestic  or  foreign 
bt,  foreign  banks  ac- 
e  in  the  country — 
:h  as  Citigroup — could  take  a  hit. 
Cardoso  and  his  new  Central  Bank 
ief,  Ai'mi'nio  Fraga,  will  do  all  they 
1  to  prevent  such  a  profound  rever- 
:.  The  government  says  it  has  no  in- 
ition  of  defaulting.  Fraga  and  Car- 
so  are  also  betting  that  weak 
mestic  demand  will  discom-age  Brazil- 
1  companies  from  raising  prices. 
)reover,  on  his  fii-st  day  on  the  job  on 
ir.  4,  Fraga  increased  overnight  in- 
vest rates  by  six  points,  to  45%.  The 
il  strengthened  4%  the  next  day.  But 
ery  one-percentage-point  hike  in 
;es  lifts  the  cost  of  servicing  the  gov- 


ernment's debt  by  $2  billion  a  year. 
Some  $31  billion  in  domestic  debt  ma- 
tures in  March  and  April. 

Brazilian  companies  and  people  are 
increasingly  feeling  the  pain.  Unem- 
ployment in  Brazil  is  nmning  at  8% — a 
15-year  high — and  in  Sao  Paulo  it  has 
soared  to  close  to  20%.  As  he  battles  in- 
flation, the  best  Cardoso  can  hope  for  is 
a  short — albeit  deep — recession.  If  Car- 
doso makes  all  the  right  moves,  econo- 
mists say,  Brazil  could  come  out  of  its 
crisis  much  as  Mexico  emerged  from 
the  aftennath  of  its  1994  peso  devalua- 
tion. By  the  end  of  this  year,  in  this 
optimistic  scenario,  Brazil  could  be  en- 
joying renewed  growth  with  a  stabi- 
lized real. 

But  to  do  that,  Cardoso  must  take 
tough  decisions  now,  and  the  markets 
must  back  him  eveiy  step  of  the  way. 
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He  must  convince  his  unnily  Congi-ess 
and  Brazil's  27  states,  many  of  which 
are  nm  by  his  political  opponents,  that 
severe  measures  are  necessary  to  keep 
a  deep  recession  ft-om  tui'ning  into  eco- 
nomic chaos.  Cardoso  is  toeing  the  IMF 
line,  embracing  its  prescription  of  high- 
er interest  rates  and  budget  cuts.  So 
far,  Congi-ess  has  approved  key  tax  in- 
creases and  spending  cuts,  and  by  the 
end  of  March,  it  is  expected  to  vote  on 
a  financial-transactions  tax.  But  many 
believe  that  Cardoso  will  have  to  go 
much  further  to  restore  credibility  to 
the  real. 


Business  leaders  criticize  Cardoso  for 
not  taking  radical  moves  to  fix  the  coun- 
tiy's  deeper  economic  problems  earlier. 
A  year  ago,  Brazil  had  $75  billion  in 
resei"ves.  A  record  $26  billion  in  foreign 
investment  poured  into  the  countiy  in 
1998.  But  instead  of  pusliing  ahead  with 
reforms,  Cardoso  turned  his  attention 
to  getting  reelected.  "Brazil  missed  a 
window  of  opportunity  to  move  foi-waixl, 
and  now  it's  paying  the  price,"  says 
Hermann  H.  Wever,  president  of  the 
Brazilian  unit  of  Gemiany's  Siemens. 

Faced  with  continued  uncertainty 
about  the  real,  companies  are  delaying 
investments  and  strategic  decisions.  Oth- 
ers ai'e  boosting  prices.  Sadia  Concordia, 
Brazil's  largest  producer  of  processed 
foods,  says  it  will  raise  prices  by  up  to 
18%'  because  of  the  higher  cost  of  im- 
ported raw  materials.  Brazil's  airlines, 
including  national  car- 
rier Varig,  plan  to 
hike  fares  by  20%^ 
or  more.  Meanwhile, 
soai^ing  rates  ai'e  slam- 
ming the  auto  indus- 
try, which  represents 
12%  of  Brazil's  $500 
billion  gToss  domestic 
product.  Auto  sales 
crashed  by  50%  in 
Febniaiy.  Ford  Motor 
Co.  wants  to  slash 
2,000  jobs  through  vol- 
untary retirement. 

The  one  good  bit  of 
news  on  Brazil's  hori- 
zon is  its  growing 
trade  surplus.  Exports 
are  expected  to  rise 
about  7%  this  year,  to 
$55  bilhon,  while  im- 
ports could  plummet 
by  22%,  to  $45  billion. 
Last  year,  the  coimtiy 
had  a  trade  deficit  es- 
timated at  $6.5  billion. 
But  the  suiplus  would  be  liigher  if  Car- 
doso could  regain  the  credibility  of  com- 
mercial banks  that  have  largely  cut  off 
trade  financing  recently. 

However  Cardoso  plays  his  cards  in 
the  weeks  ahead,  the  big  losers  will  be 
millions  of  ordinary  Brazilians.  Many 
will  feel  the  pressure  both  of  rising 
prices  and  joblessness.  Like  Expedita 
Monteiro  and  her  family,  they  are 
watching  and  waiting  to  see  if  Cardoso 
can  steer  Brazil  tlii'ough  the  stoi*m. 

By  Ian  Katz,  with  John.  Kolodziejski, 
in  Sao  Paulo  and  Kelly  Candaele  in 
Recife 
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FRANCE 


TRYING  TO  BUILD 

THE  NAPOLEON  OF  BANKS 

BNP's  bid  for  two  rivals  may  set  off  a  free-for-all 


After  launching  a  hostile,  $37  billion 
double  bid  on  Mar.  9  for  two  rival 
banks,  Banque  Nationale  de  Paris 
Chairman  Michel  Pebereau  tried  his 
best  to  make  the  audacious  raid  on  So- 
ciete  Generale  and  Paribas  sound  less, 
well,  hostile.  "It's  not  a  takeover,  it's 
an  association  of  three  banks  to  create  a 
Eui-opean  leader,"  he  announced 
soothingly  during  a  press  brief- 
ing at  his  Palis  headquaiters.  But 
the  stunned  management  at  So- 
ciete  Generale  and  Paribas — 
themselves  in  the  midst  of  a 
fiiendly  merger — didn't  appreci- 
ate the  sweet  talk.  They  insisted 
the  prospect  of  tm-ning  the  thi-ee 
separate  banks  into  a  $1  tiillion 
behemoth  was  unwelcome  and 
"hazardous." 

Even  if  Pebereau's  bid  fails, 
however,  the  57-year-old  alumnus 
of  the  Ecole  Nationale  d'Adminis- 
tration,  France's  elite  school  for 
technocrats,  may  have  set  the 
stage  for  a  free-for-all  that  could 
lead  to  Europe's  fu'st  real  cross- 
border  bank  mergers.  For  in- 
stance, Societe  Generale  Chief 
Executive  Officer  Daniel  Bouton 
may  choose  to  respond  to  the  at- 
tack with  a  hostile  counterbid.  In 
that  case,  Pebereau  is  likely  to 
turn  to  a  foreign  white  knight. 
Some  analysts  see  a  potential 
partner  in  Spain's  Banco  Bilbao 
Vizcaya,  Germany's  Deutsche  Bank — 
which  has  been  scouting  acquisitions  in 
France — or  a  big  Dutch  bank  such  as 
ING  Group  or  abn  Amro.  Analysts  also 
suggest  that  a  tliree-way  merger  could 
lead  Pai-ibas  to  sell  its  investment-bank- 
ing activities  to  a  foreign  rival.  "Now 
that  BNP  has  crossed  an  unwiitten  hne, 
others  may  be  tempted  to  have  a  go," 
says  Stuart  Graham,  bank  analyst  at 
J.  P.  Morgan  Co.  in  London. 
FEROCIOUS  COMPETITION.  Paris'  resis- 
tance to  foreign  raidei-s  has  long  thwait- 
ed  outsiders  from  entering  French  fi- 
nancial markets.  But  that  closed-shop 
mentality  is  eroding  as  French  banks 
privatize.  Once  tightly  controlled  and 
often  protected  by  a  cadre  of  influential 
state  officials  and  ENA-trained  tech- 
nocrats like  Pebereau,  the  banks  now 


face  ferocious  Eui'opewide  competition 
spuiTed  by  the  single  currency. 

Pebereau's  drive  to  engineer  a  triple 
French  bank  merger,  creating  the 
world's  largest  bank,  has  its  merits. 
French  banks  are  laggai'ds  in  restruc- 
turing and  streamlining,  and  their  re- 
turn on  equity,  at  11%  to  13%,  is 


"  It's  not  a  takeover.  It's  an 
association  of  three  banks  to 
create  a  European  leader  " 

MICHEL  PEBEREAU 

Chairman,  BNP 


sharply  lower  than  the  16%  to  20%  av- 
erage for  Eui'opean  banks.  But  the  deal 
is  still  a  long  shot.  Top  management 
and  their  employees  at  the  two  target 
banks  are  likely  to  remain  opposed  to  a 
mega-alliance.  And  even  if  it  does  suc- 
ceed, Pebereau  faces  huge  political  and 
cultural  obstacles  to  whipping  the  gi- 
ant into  a  profit  powerhouse.  Although 


he  has  promised  some  $1.17  billion  ir 
cost  savings  by  2002,  bigger  gains  fronr 
streamlining  will  be  slow  to  come. 

Anticipating  governmental  and  unior 
resistance  to  layoffs,  Pebereau  has 
promised  there  will  be  none.  Eager  tc 
win  support  for  a  so-called  maniage  o: 
equals,  he  also  promised  to  maintaii 
BNP's  and  Societe  Generale's  existing 
retail  networks  as  separate  brands.  H( 
has  promised,  as  well,  to  allow  Paribai 
to  remain  independent.  "If  you  pu 
three  entities  together  simply  to  ad( 
up  capacity,  it  doesn't  make  sense,"  sayi 
Frans  van  Laai\  chief  banking  analyst  a 
ING  in  Amsterdam. 
BUILT-IN  SHRINKAGE.  Pebereau  and  hii 
investment  bank  advisers  at  Lazan 
Freres  insist  the  jumbo  ban] 
would  reap  big  savings  throug] 
back-office  consolidation  and  com 
putei'ization  and  other  cost-cut 
ting.  And  although  massive  layofi 
are  politically  incon-ect  in  France 
observers  point  out  that  bnp  an 
Societe  Generale  will  see  thei 
employees'  roles  shrink  over  th 
coming  years,  since  more  tha 
25%  of  employees  are  older  tha 
50  and  will  start  retiiing  in  bi 
waves,  reducing  staffing  by  3' 
to  4%  beginning  in  2004. 

One  ace  in  Pebereau's  hand 
Claude  Bebear,  chief  executive  ( 
insiu'ance  giant  axa,  who  support 
the  deal  and  would  hold  rough! 
5%   of   the   combined  banki 
Bebear  is  the  largest  shareholdt 
at  both  BNP  and  Paribas — an 
was  slated  to  become  a  boar 
member  at  Societe  Generale 
oversee  the  imminent  fusion 
the  two  banks.  Nevertheles 
Pebereau's  bid  could  launch 
clash  of  egos,  bnp  would  be  pa; 
ing  a  rich  premium  of  14%  ar 
18%,  respectively,  for  so  and  Pariba 
That  could  anger  its  big  shareholders 
In  addition,  Societe  Generale's  ma: 
agement  and  employees  ai'e  stOl  fimiii 
over  the  unsuccessful  raid  by  bnp 
years  ago  of  Pebereau's  older  broths 
Georges,  then  at  the  helm  of  bnp.  S 
ciete  Generale  employees,  who  are  tl 
bank's  largest  shareholders  with  8% 
the  shares,  issued  a  statement  on  Ms 
10  calling  the  takeover  bid  "gi-otesque 
Pebereau,  who  feared  being  sidelin" 
by  a  friendly  SG/Paribas  merger,  h 
turned  a  bad  situation  to  his  advantapi.. 
But  the  suave  executive  may  find  I 
bid  unleashes  more  tumult  than  he  b; 
gained  for. 

By  Gail  Edmondson  in  Paris,  m 
Thane  Peterson  in  Frankfurt  ai 
William  Echikson  in  Brussels 
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>ma//  world,  why  pay  big  shipping  costs?  Fly  Like  an  Eagle! 


Looking  for  a  fast, 
reliable  and  affordable  way 
to  ship  volumes  of  lightweight 
parcels  and  correspondence 
overseas?  The  U.S.  Postal 
Service  has  options  that  can 
save  you  a  bundle. 

International  Express 
MaiP"  provides  delivery  to 
over  175  countries — for  as 
little  as  $15.  Global  Prionty 
MaiT"  provides  prompt 
delivery  to  over  30  key 
business  countries — for  as 
little  as  $3.75.  You  won't 
find  prices  as  low  as  these 
from  any  other  major 
shipping  company.  Fact  is, 
rates  for  comparable  services 
are  often  double  ours. 

As  one  of  the  world's 
largest  global  delivery 
companies,  we  have  the 
resources  available  to  help 
your  international  business 
grow  at  prices  that  aren't  out 
of  this  world. 

For  a  free  Global 
Delivery  Solutions  Kit;'^  call 
1-800-  THE- USPS,  ext.  DM2035. 

5f  UNITED  STATES 


POSTAL  SERVICE <E 


www.  uspsglobal.  com 


There  are  two  critical  dynamics  to  understand  about  today's  customer.  One,  nobody 
has  any  tmie.  Two,  they  expect  every  company  to  be  on  the  Web.  They  want  it  all 
online — product  information,  pncmg,  support,  anything  that  will  save  them  time  and 
money.  Sure,  relationships  are  still  built  on  trust,  commitment  and  support.  But  for  this 
new  breed  of  empowered  customer,  this  e-customer,  they're  based  on  the  ''\Veb. 

While  e-customers  present  endless  opportunity,  they  do  pose  some  challenges.  Managing 
relationships  with  customers,  prospects  and  partners  online  is  an  enterprise-wide  task. 
Systems  performance  and  scalability  needs  are  key.  In  short,  it's  got  to  be  done  right. 
Shrink-wrapped  solutions  will  fall  short.  Experienced  partners  with  customizable 
products  and  old-fashioned  follow-through  will  succeed. 

This  is  where  "Vantive  clicks  m.  A  leader  in  customer  interaction  software  since  1990, 
Vantive  extends  your  front-office  out  of  the  office.  And  onto  the  Web.  So  all  your  customer 
communications  —  phone,  fax  and  Web — can  work  together.  It's  a  fully  scalable,  Web- 
powered  platform  using  reliable  and  proven  technology  that  can  handle  hundreds  or 
millions  of  customers.  E-customers  are  here  to  stay.  Vantive  is  how  you  manage  them. 

www.vantive.com 
1  -800-VANTIVE 


vanLive 


the  e-customer  company 


International  Outlook 
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mil  EUROPE  FINALLY  TAKE  A  SCYTHE 
rO  FARM  SUBSIDIES?  

f: 


'■or  decades,  European  unity  has  been  built  on  cold,  hard 
cash.  The  European  Union's  bureaucrats  in  Bmssels  ex- 
tracted huge  subsidies  fi'om  such  rich  northern  mem- 
iYS  as  Germany  and  the  Netherlands,  then  ladled  the  mon- 
i  out  to  the  pooi'er  south  and  to  special-interest  gi'oups 
xch  as  France's  farmers.  The  more  Europe's  nations  coop- 
^ated,  the  more  the  bui'eaucrats  depended  on  aid  to  keep  up 
le  harmony. 

But  now  the  Eu's  costs  are  growing  overwhelming,  a 
lUtiny  is  brewing  among  the  donor 
ates,  and  policymakers  ai'e  finally  ques- 
oning  the  wisdom  of  building  unity  on 
lending  streams  of  subsidies.  The  re- 
lit may  be  the  first  serious  effort  to 
ithink  how  the  EU  operates  and  a  new 
jtennination  to  break  the  addiction  to 
mdouts. 

'WTiat's  highlighting  the  issue  is  a  Mai\ 
I  meeting  in  Berlin  of  EU  leaders  to 
scuss  its  budget,  including  the  politi- 
tlly  explosive  issue  of  fanm  subsidies, 
ormally,  delegates  at  these  meetings 
ist  rubber-stamp  new  proposals  to  in- 
•ease  the  iwious  farm  subsidies,  which 
it  up  $45  bilhon— or  half  of  the  eu's  budget.  But  GeiTnan 
hancellor  Gerhard  Schroder  has  said  he  wants  to  cut  faiTn 
:  "ice  supports  by  as  much  as  30%.  Aid  to  poor  regions  in 
I  'editerranean  countries  such  as  Spain  and  Portugal  could  be 
ashed  by  about  a  quarter  under  the  plan. 
lANCE  PRESSURED.  For  Eui'ope's  tax-and-spend  leaders,  this 
ould  mark  an  amazing  tui'naround.  But  plenty  is  happening 
I  make  the  Europeans  rethink  their  old  ways.  With  the 
Ivent  of  monetary  union  and  the  installation  of  a  Euro- 
jan  Central  Bank,  Eiu'ope's  economies  are  more  intertwined 
lan  ever.  There's  a  growing  perception  that  the  Continent's 
lity  depends  less  on  aid  progi-ams  and  more  on  deregxilation, 
ee  competition,  and  genuine  economic  prosperity.  This  shift 


SEEING  RED:  A  farmer  visits  Brussels 


is  emboldening  the  reformers  to  go  after  the  subsidies. 

Both  faiTners  and  southern  aid  recipients  ai'e  protesting,  so 
the  planned  cuts  could  still  be  watered  down.  But  newer 
entrants  from  Scandinavia  don't  want  to  play  the  subsidies 
game.  And  the  Gennans,  with  theii'  economy  slowing  down, 
ai'e  fed  up  with  sei-ving  as  Europe's  indulgent  paymaster.  The 
Social  Democrats,  who  won  office  last  fall,  have  limited  iiu-al 
constituencies:  They  ai'e  not  hesitating  to  attack  the  farm  lob- 
by to  cut  Germany's  donation  to  the  EU.  And  the  Germans 
are  pushing  France,  desperate  to  keep 
the  endangered  Franco-German  alliance 
aUve,  to  consider  once  unthinkable  sub- 
sidy cuts.  "When  the  French  heard  the 
German  demands,  they  started  saying 
for  the  ftrst  time  that  agiicultural  re- 
form was  inevitable,"  reports  Helene 
Cuisinier,  a  researcher  for  a  Brassels- 
based  agiicultiu'al  newsletter,  agra. 
ONE  WAY  OUT.  A  vital  consideration  is 
the  eu's  ambitions  to  grow.  The  big  plan 
is  to  usher  the  nations  of  Central  Eu- 
rope into  the  club,  thus  boosting  the 
eu's  power  in  the  global  economy.  But  if 
Poland  and  the  rest  of  Mittel  Etiropa 
came  in,  they  could  join  the  soup  line  for  eu  subsidies. 
Adding  10  Central  European  members  would  double  the 
number  of  eu  farmers  and  cost  up  to  $16  billion  more  just  in 
agiicultural  subsidies  alone,  under  ciurent  policies.  No  one 
knows  where  that  money  could  come  fi'om  except  through 
crashingly  high  levies  on  Germany  and  other  rich  nations. 

The  only  way  out  is  to  cut  the  subsidies.  If  the  reformers 
caii'y  the  day  and  do  cut  the  handouts  ch'amatically,  the  result 
could  be  a  big  change  in  how  the  eu  is  ran.  It  would  no 
longer  be  Europe's  ultimate  welfare  agency  but  a  tougher, 
more  reahstic  force  for  deregulation  and  competition.  Thei'e's 
a  lot  riding  on  that  Berlin  meeting. 

By  William  Echiksoii  in  Brussels 


GLOBAL  WRAPUP 


ENERGY  TALKS 

►  Strained  political  relations  between 
Israel  and  Egypt  may  get  a  boost  from 
a  natural  gas  deal.  Negotiations  involv- 
ing BP  Amoco  PLC  and  Italy's  Agip  are 
likely  to  be  wrapped  up  soon  for  Egypt 
to  supply  gas  to  Israel,  says  Israeli 
i^Iational  Infrastracture  Minister  Ariel 
Sharon.  A  pipeline  would  be  construct- 
ed from  Egyjot's  Delta  fields  via  the 
Sinai  to  Israel.  The  gas  sales  are  expect- 
ed to  translate  into  several  hundred  mil- 
lion dollars  for  the  Egyptian  economy. 
Egypt  would  be  the  first  outside  supph- 


er  of  natural  gas  to  Israel.  Palestinians 
are  also  expected  to  benefit  from  the 
deal  once  gas  starts  flowing  in  2001. 

INTERNET  FRACAS 

►  France's  chance  to  embrace  the 
Internet  Age  has  hit  a  roadblock.  A 
court  ruling  in  late  February  held  a 
Web-server  company  responsible  for 
the  nude  photos  on  one  of  its  40,000 
Web  sites.  Reprinted  wrthout  permis- 
sion, the  photos  were  of  a  famous 
French  model,  Estelle  Hallyday.  Short- 
ly after  the  court  fined  him  $70,000, 
Valentin  Lacambre's  AlternB  server 


went  out  of  business.  Sympathetic 
French  Internauts,  who  felt  it  was 
unfair  to  prosecute  the  server,  not  the 
site,  retaliated  by  closing  their  sites. 
Speaking  out,  members  of  the  govern- 
ment, including  Finance  Minister  Do- 
minique Strauss-Kahn,  said  the  ruling 
is  a  setback  to  efforts  to  push  France 
into  the  Internet  Age.  One  official  has 
suggested  a  new  law  favoring  open 
communication  on  the  Internet.  Until 
that  happens,  however,  many  impa- 
tient computer  freaks  may  just  decide 
to  pack  up  their  pes  and  do  business 
where  the  market  is  more  open. 
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If  you  sometimes  feel  that  your  Internet  service  is  taking  you  for  a  rough  ride,  it's  time 
you  found  a  provider  with  the  capacity  you  need,  like  UUNET,®  an  MCI  WorldCom"" 
Company.  We  know  you  depend  on  the  Internet  to  communicate  with  customers  and 
business  partners  more  each  day.  That's  why  we  built  the  world's  highest  capacity, 
rnost  expansive  and  reliable  IP  network,  so  you  can  depend  on  the  Internet  to  do  business. 


W     O     R     L     D     '  S 


I     N     T     E     R     N     E  T 


v  ;  U.S.I +7CG '206  560b^CaTiada:  1  888,242  0653  ©1999  UUNET  Technologies,  Inc.,  a  subsidiary  of  IVICI  WorldCom,  Inc.  All  rights  reserved.  The  UUNET  logo  is  a  trademark.- 


IF  YOUR  BUSINESS'  NEEDS  EXCEED 
THAT  OF  YOUR  INTERNET  SERVICE,  THERE  ARE 
ALWAYS  OTHER  WAYS  OF  COMMUNICATING. 


UUNET 

Am  MCI  WorldCom  Company 


Businesses  in  over  70  countries  and  six  continents  depend  on 
us.  You  should  too,  because  we're  the  provider  you'll  never 
outgrow.  So  call  1  800  258  4038  or  visit  us  at  www.info.uu.net. 
UUNET.  We'll  guarantee  you  thoroughbred  service  from  a 
real  workhorse. 


C    O    M    M    U    N    I    C    A    T    I    O    N    S         C    O    M    P    A     N  Y 


riit  it.  i^ijphcJ  at  iIh-  siHr.ilc.n  Wall  (  cntri.-  Hiitcl,  VancoLucr,  (,'anada. 


Tht'v  think  \i)u'rc  slaving  away  in  a  boxy  little  hotel  room.  Let  em. 


Sheraton 

HOTELS  &  RESORTS 

1-800-325-3535 

www.shcraton.com 

THERE       IS       A       FINE       LINE       BETWEEN  BUSINESS 


Ndw  tht-re's  a  new  reason  to  .sta\  at  Sheraton:  Starwood  Preferred  Guest!"  The  fastest  and  most  rewarding 
STARWOOD      l"\ait\  program.  Sta\  five  times  lu-tween  now  and  Ma\  31st,  get  up  to  three  tree  nights  or  111,1)00  h'ee  airline  miles. 

PREFERRED 

GUEST  (  all  l-8M8^62.'i-49.S.S  or  \  isit  us  at  www.starwood. com.  Starwood  Preferred  Ciuest.  Re  one." 


Shfruton  is  a  sviltsidiarN  of  Staruood  Hou  Is  (.^  lU-sorts  WorUlwislc,  Inv 

li  ft-  ni^ht  a\s,irds  rangt-  from  2,000  to  ]2,01HI  Staipoints  per  nijjht  !\isL\i  on  hotti  LatejTor\- 

I'or  Kill  terms  .inti  conditions  on  this  promotion  .ind  tlit-  Star\soo(.l  I'rcturi'fd  ( ■ui.-st  pro*,Tr.mr,  pkas 


ir  \ isit  our  web  sitf ,  w \\  w  starw ood  c om 


'Calls  for  just  25f  per  minute* 

•No  hidden  per-call  service  charges  Cc 

•One  low,  $1.00  monthly  fee 


"BpCS  The  AT&T  One  Rate 
^i**'  Calling  Card  Plan 


•Backed  by  the  powerful  AT&T  network 
•To  enroll,  dial  I  800  878-3288,  x 52219 

"For  cusiomer-dialed  domestic  calling  card  calls  using  (  800  CALL  ATT' 


ATgT 
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5,280  phone  calls  taken. 
2,050  web  queries  resolved. 
3,400  brochures  sent. 
1,450  questions  answered. 


What  a  great  day:- 


Taking  care  of  customers.  That's  what  Corepoint  Customer  Relationship  Management  software 
is  all  about.  With  one  end-to-end  software  solution,  Corepoint  supports  everyone  on  your 
team  —  sales,  marketing  and  customer  service/support  —  anyone  who  touches  your  customer. 
Information  is  more  accessible.  People  are  more  productive.  So  every  customer  contact  can  be 
maximized.  Make  every  day  a  great  day  to  build  the  customer  loyalty  that  builds  profits. 

To  register  lor  our  next  free  live  telephone/web  seminar  on  "Customer  Relationship 
Management"  or  for  more  information  on  Corepoint,  call  877-891-1606  today  or  visit  our 


website  at  www.corepoint.conv^ 


Cortvoint 

I  An  IBM  roiiyjany 

Turning  customer  satisfacLion  inLo  loyalty.' 


Y  CUSTOMER    R  E  L  A  T  I  O  N  S  H  I  P    MANAGEMENT  SOFTWARE' 
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The  Web  ite  for 
Electronic  business 

Keep  up  with  develore'ts  in  the  fast- 
paced  world  of  eleconic  business  at 
ebiz.businessweek.co  Beginning  Mon- 
day, Mar.  15,  the  site  ill  offer  the  latest 
news  from  CNET  id  the  staff  of 
BUSINESS  WEEK  magane  and  online.  The 
site  will  also  provide  regularly  sched- 
uled set  of  E-busine  '^  ^^  ^^es: 

MONDAY 

Perspective:  Analysiby  our  columnists 
of  developments  iiretailing,  portals, 
finance,  legal  issues.nd  other  topics. 

TUESDAY 

Company  Closeup:  look  at  a  company 
in  the  E-business  a'la.  New  ideas,  suc- 
cess stories,  tales  ov/oe. 

WEDNESDAY 

Movers  &  Shaker?  •  ofiles  of  the  people 
making  news. 

THURSDAY 

Street  Wise:  A  wfKly  commentary  on 
E-business  stocks  i^j  the  markets. 

FRIDAY 

"ks  &  Misses:  VVeb  site  review. 
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British  Xirway^  serves 

3  millh  1  Executive  Club  travelers. 
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I  British  Airways 
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Location:  IhtlpV/www.brttishatrways  com/ 
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9  Executive  Club 


BRITISH  AIRWAYS 


.  Booli  Online 
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Our  Frequent  Flyer 
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d  On  Holiday      d  Worldwide 
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UK.ortheUSA 
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London 
•  Ci(y_Mini  guides 


Vour  British  AirM^  Website 
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Business  Week  e.biz 


Editor's  Memo 


KATHY  REBELLO,  MANAGING  EDITOR 


Untangling 
The  Web 

Electronic  business  is  perhaps  the  most  sweeping 
transformation  of  the  corporate  landscape  in 
decades.  Whether  it  means  hanging  a  shingle  out 
on  the  Web  or  reshaping  every  nook  and  cranny 
of  a  company  to  tap  into  the  power  of  the 

Internet,  the  E-business  revolution  is  upon  us.  And  little  will  stay  the  same. 

This  is  uncharted  territory,  so  expect  trip-ups  as  well  as  triumphs.  To  help  you 
find  your  way,  BUSINESS  week  is  devoting  a  quarterly  supplement  to  the  big  issues 
and  trends — how  to  profit,  how  to  avoid  the  pitfalls,  and  who  the  people  are  be- 
hind it.  For  our  debut  issue,  the  business  week  team  interviewed  more  than  275 
experts  on  the  front  lines  of  E-business.  The  result  is  a  Top  10  Must-dos  for  any 
CEO — or  ceo  wannabe — who  wants  to  thrive  in  the  Internet  Era. 

In  later  quarterly  supplements,  we  will  be  more  varied.  Wliile  keeping  a  broad 
perspective,  we  wdll  also  drill  down  into  how  specific  parts  of  companies  can  re- 
make themselves.  We  will  show  how  a  department  can  speed  product  develop- 
ment, cut  costs,  improve  relationships  with  customers,  and  become  more 
creative  all  the  while.  And,  to  give  a  daily  helping  hand,  we're  inaugurating  a  new 
BUSINESS  WEEK  e.biz  Web  site  with  extra  stories,  columnists,  data,  and  insights.  Read 
it — and  leap.  This  is  an  amazing  time.  Adrian  Slywotzky  of  Mercer  Management 
Consulting  says  that  grasping  the  fiill  import  of  the  Net  is  "like  using  infrared- 
vision  goggles  on  a  cloudy,  moonless  night."  So  take  a  good  look. 


The  Web  Site  for 
Electronic  Business 

Keep  up  with  developments  in  the  fast- 
paced  world  of  electronic  business  at 
ebiz.businessweek.com.  Beginning  Mon- 
day, Mar.  15,  the  site  will  offer  the  latest 
news  from  CNET  and  the  staff  of 
BUSINESS  WEEK  magazine  and  online.  The 
site  will  also  provide  a  regularly  sched- 
uled set  of  E-business  features: 

MONDAY 

Perspective:  Analysis  by  our  columnists 
of  developments  in  retailing,  portals, 
finance,  legal  issues,  and  other  topics. 

TUESDAY 

Company  Closeup:  A  look  at  a  company 
in  the  E-business  arena.  New  ideas,  suc- 
cess stories,  tales  of  woe. 

WEDNESDAY 

Movers  &  Shakers:  Profiles  of  the  people 
making  news. 

THURSDAY 

Street  Wise:  A  weekly  commentary  on 
E-business  stocks  and  the  markets. 

FRIDAY 

Clicks  &  Misses:  A  Web  site  review. 
ALSO 

Watch  for  daily  additions  to  our  Data 
Mine,  a  collection  of  facts  and  figures 
to  help  you  figure  out  the  E-business 
trends  and  opportunities. 

Sample  occasional  opinion  pieces  by 
staffers,  researchers,  or  executives. 

Browse  through  stories  from  BUSINESS 
WEEK  and  BUSINESS  WEEK  e.biz. 

The  ebiz.businessweek.com  site  is  a  free 
area,  although  some  stories  from  the  mag- 
azine may  occasionally  be  available  only  to 
subscribeis.  Subscription  and  registration 
information  is  available  on  the  site. 
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What  Every  CEO 
Needs  to  Know  About 
Electronic  Business 

Here's  the  straight  dope:  There's  no  turning  back 
from  the  Internet  Age.  And  that  doesn't  mean 
E-mail  or  Web  browsers  or  a  Web  site.  It  means 
transforming  your  company  into  a  full-fledged 
E-business.  It  means  reengineering  and  throwing 
out  the  old  business  models.  Now.  Or 
else  you're  roadkill 


Editor's  Memo 

^  ^  From  Reengineering 
to  E-Engineering 

To  take  full  advantage  of  the  Net, 
companies  are  reinventing  the  way 
they  do  business — and  they're  saving 
time  and  money  while  giving 
employees  room  for  creativity 

Throw  Out  Your 
Old  Business  Model 

Online  businesses  must  be  adaptable 
above  all,  so  outfits  old  and  new  are 
recreating  themselves  and  sending  in- 
vestors scurrying  for  their  calculators 

"The  Buyer  Always  Wins" 

Comparison  shopping  is  a  snap  on 
the  Web.  So  now,  customers  are  seek- 
ing— and  getting — lower  prices  online 

^  You'll  Wanna  Hold  Their  Hands 

E-commerce  doesn't  spell  the  end  of 
customer  service.  The  velvet-glove 
treatment  may  be  even  more  crucial 
in  cyberspace  than  on  Main  Street 


^  ^  Co  Ahead,  Farm  Out  Those  Jobs 

If  you're  puzzled  about  how  to  make 
the  move  to  cyberspace,  hire  help — 
there's  plenty.  For  eveiy  wannabe.com, 
there  are  scores  of  companies  eager  to 
run  entire  online  businesses  or  to  take 
some  of  the  load  off 


Building  Global 
Communities 

Companies  are  waking  up  to  the 
potential  for  reaching  customers 
through  online  sites  that  draw  together 
like-minded  customers 

Follow  the  Money 

E-commerce  rivals  are  poised  to 
infiltrate  a  swath  of  industries,  from 
postal  services  to  human  resources. 
How  do  you  tell  who's  in  the  rearview 
mirror?  Watch  the  venture  capitalists 


<5 


No  Web  Site  Is  an  Island 

Slapping  together  a  Web  site  isn't 
enough:  As  E-commerce  evolves, 
it's  becoming  clear  that  earthly  and 
cyberspace  companies  alike  can 
benefit  by  operating  on  both  sides 
of  the  digital  divide 


A  Web  That  Looks  Like  the  World 

The  Internet  isn't  just  a  geek's 
playground  anymore.  These  days, 
everbody's  logging  on,  regardless  of 
race,  sex,  color,  or  creed.  Imagine 
what  that's  doing  to  profit  potential 

Log  on,  Boss 

Many  execs  don't  get  it  yet,  but 
others  are  learning  that  they'd  better 
get  wise  to  the  Web 


ON  THE  COVER:  PHOTOGRAPH  BY  JAMES  PORTO 
VANITY  ARMCHAIR  COURTESY  OF  POLTRONA  FRAU 
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What  Wete  Reading 

Battle  stations! 
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What  Every  CEO 
Needs  To  Know  About 


A  SURVIVAL  GUIDE 


From:  Paul  Revere,  director  of  business  development         Date:  Mar.  10, 1999 

To:  J.R.  Biggenslow,  chief  executive  officer  Subject:  E-business  —  NOW! 

Organization:  Mid-America  Paper  Corp.  Priority:  URGENT 

Jack, 

You  don't  know  me  very  well,  so  I  will  warn  you  up  front:  This  memo 
may  come  as  a  shock.  After  all,  I  joined  Mid-America  Paper  just  a  few 
months  ago,  and  I'm  way  down  on  the  org  chart.  But  it's  my  job  to  scout 
out  new  market  opportunities-and  I've  found  the  only  one  that  matters. 
This  is  a  call  to  arms-straight,  no  chaser,  no  PowerPoint  slides. 

We  have  to  get  off  our  butts  and  get  wired.  Not  just  E-mail.  Not  just 
Web  browsers  or  a  Web  site.  I  mean  the  big  kahuna:  electronic  com- 
merce. Our  future  depends  on  nothing  less  than  transforming  our  com- 
pany into  a  full-fledged  E-business.  Now. 

Or  else  we're  roadkill. 

Oh,  I  know  you're  thinking:  Who  is  this  clown?  Sales  are  up  10%  in 
the  latest  quarter,  to  $1.2  billion  for  1998,  and  profits  have  rebounded 
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since  the  piilp  shortage  of  1 996.  Ajid  yes,  I  know  we 
already  have  a  Web  site.  But — not  to  put  too  fine  a 
point  on  it — it  stinks.  Yes,  it  s  got  reams  of  informa- 
tion and  pretty  pictures  of  our  products — weU,  ac- 
tiudly,  tliey're  pretty  ugly  on  the  screen.  And  although 
it  took  me  five  mouse  clicks,  I  finally  found  an  800 
number  to  order  a  catalog. 

So  what's  missing?  The  money,  lack — THE 
MONEY!  You  can't  buy  anything  on  the  whole 
damned  site.  There  aren't  even  links  to  the  Web  sites 
of  Office  Depot  and  Staples,  our  biggest  customers. 


tons  of  colored  stock  in  a  FedEx  package.  But  lots  of 
traditional  companies  have  discovered  there  are  all 
kinds  of  ways  to  do  business  on  the  Net. 

Check  out  these  numbers:  E-commerce  between 
businesses  is  five  times  as  much  as  consumer  E- 
commerce,  or  about  $43  billion  last  year.  And  by 
2003,  Forrester  Research  Inc.  figures  it  will  balloon 
to  $1.3  trillion.  That's  10  times  consumer  E-com- 
merce, constituting  9%  of  all  U.  S.  business  trade — 
and  more  than  the  gross  domestic  product  of 
either  Britain  or  Italy.  Around  2006  or  so,  it  might 


"Yes,  the  Net  has  changed  the  rules.  For  good.  If  we're  to 

thrive,  or  even  survive,  we  must  live,  eat,  and  breathe  the  Net" 


For  Pete's  sake,  even  the  Netherlands'  association  of 
wooden-shoe  makers  just  opened  a  global  electronic- 
commerce  site  (vvavw.woodenshoes.nl).  lack,  E-com- 
merce is  where  it's  at.  And  with  the  exception  of 
some  creaky  old  Electronic  Data  Interchange  links 
wath  pulp  suppliers,  it's  where  we're  not. 

Now,  I  won't  deny  that  our  industry  is  unique. 
We  sell  paper  office  supplies  and  corrugated  boxes  to 
corporations  and  retail  stores — not  books  and  cos  to 
Web  surfers.  And  we  sure  can't  ship  them  three 


reach  up  to  40%  of  all  U.  S.  business.  Wow! 

Problem  is,  our  rivals  are  a  lot  closer  to  grabbing 
that  business  than  we  are — because  most  of  them  are 
already  selling  online.  And  as  you  know  from  our 
slumping  stock  price,  our  mvestors  see  this  all  too 
well.  With  every  price  drop,  we  have  fewer  resources 
to  invest  in  online  ventures.  The  premium  for  Net 
sawiness  is  huge:  Amazon.com  had  $610  million  in 
sales  last  year — about  half  of  ours.  Amazon's  mar- 
ket value,  however,  is  almost  $20  billion — more  than 


Business  weeK  e.Diz 


"On  the  Net,  more  than  anywhere  in  the  physical  world, 
the  first  mover  grabs  the  lion's  share" 


20  times  ours.  What's  wrong  with  this  picture,  Jack? 

I'll  tell  you:  It's  not  just  a  few  crazy  day  traders 
having  fun  with  their  new  E*Trade  accounts. 
The  Internet  is  nothing  less  than  a  revo 
lution  in  commerce.  Think  railroads. 
Automobiles.  Computers.  Each  of  them 
kicked  off  an  explosion  of  new  markets 
and  new  businesses.  Today,  these  busi- 
nesses account  for  most  of  the  largest 
companies  in  the  world — after  giving  a  lot 
of  companies  that  didn't  get  it  an  up-close- 
and-personal  reading  of  Chapters  7  and  II. 

Don't  you  hate  it?  These  Yahooligans  and  Amazo- 
nians  sport  earrings,  tap  away  on  Palm  computers,  and 
iip  lattes  whUe  pushing  their  net  worths  higher  than 
nost  undeveloped  nations'  gross  domestic  product. 
These  are  captains  of  industry?  Get  used  to  it.  It  won't 
natter  if  nine  out  of  10  of  them  disappear  into  the 
depths  of  cyberspace.  Just  one  of  them  can  steal  our 
;ustomers  while  we're  twiddling  our  thumbs. 

And  that  could  happen  faster  than  you  can  say 
'dot  com."  On  the  Net,  more  than  anywhere  in  the 
physical  world,  the  first  mover  grabs  the  hon's  share. 
Vioreover,  the  Net  is  quickly  breaking  down  indus- 
ry  boundaries, 
:reating  new 
:ompetitors  that 
pread  like  flu 
druses.  Media 
:ompanies  once  dismissed  Yahoo!  as  a  silly  search 
:ngine.  Intuit  wasn't  on  banks'  radar  screens  until 
t  had  already  morphed  from  a  software  to  an  online 
inancial-services  company. 

Yes,  the  Net  has  changed  the  rules.  For  good.  If 
ve're  to  thrive,  or  even  survive,  we  must  live,  eat,  and 
)reathe  the  Net.  Starting  yesterday.  How?  Forgive  my 
ludacity,  but  I've  come  up  with  a  survival  guide,  a 
ist  of  our  top  10  must-do  action  items.  I'm  also 
ttaching  a  magazine  article  on  each  point. 


11  REENCINEERINC 
i  YOUR  COMPANY 

jet  ready  for  another  round  of  reengineering.  Brace 
■ourself — this  one's  on  steroids.  The  Internet  lets  us 
ommunicate  instantly  with  every  supplier,  partner, 
nd  customer — and,  in  many  cases,  lets  them  com- 
nunicate  with  each  other.  This  supply  chain  we've 
luilt  up  so  carefully?  Boom!  Eventually,  it  will 
xplode  into  a  supply  web:  Trucking  compa- 
lies  will  tap  directly  into  our  ordering  sys 
em  for  earlier  visibility  on  shipping 
chedules.  Retailers  and  corporations 
iA\  monitor  our  inventory  database 
astead  of  placing  orders  through  sales. 
Jh-oh,  what's  that  mean  for  all  those 
hipping  dock  workers  and  all  our  sales- 
leople?  Big,  big  changes  ahead.  Jack. 


Ultimately,  the  Net  promises  to  change  our  whole 
manufacturing  process.  Dell  Computer,  for  instance, 
lets  customers  configure  their  own  PC  online 
and  track  assembly  and  shipping  status. 
The  result:  happy  customers.  Even  with  a 
recent  slowdown,  sales  for  the  build-to- 
order  pioneer,  are  still  growing  38%  a 
year,  more  than  double  the  industry's 
1 3%  average.  And  lest  you  think  this  is 
just  a  silicon  sensation,  get  this:  Ford  Motor 
and  Weyerhaeuser  are  at  the  head  of  the  pack. 


21  THROW  OUT 
I  THE  OLD  BUSINESS  MODEL 

Ask  yourself  a  very  basic  question:  Just  who  are  we  in 
the  Internet  Age?  As  we  face  more  global  competition 
online  and  have  to  cut  our  prices,  we  need  to  reex- 
amine our  business  model.  Maybe  we  should  take  a 
cue  ft^om  MicroAge  Inc.,  the  PC  distributor.  Realizing 
the  Net  would  make  it  easier  for  resellers  to  bypass  dis- 
tributors, it  started  transforming  itself  in  1995  into  a 
service  company,  helping  corporations  with  installa- 
tion and  training.  Get  this — now  it  even  offers  data  on 


rival  distributors'  inventory  in  case  MicroAge's  ful- 
fillment arm  is  out  of  stock  on  something — a  way  to 
earn  customers'  loyalty.  Nothing's  too  strange  to  con- 
sider: The  online  superstore  Buy.com,  for  instance, 
undersells  rivals,  sometimes  at  or  below  cost,  hoping 
to  make  profits  off  advertising.  It  hit  $125  million  in 
sales  its  first  full  year  in  1 998 — more  than  any  com- 
pany in  history. 


31  THE  BUYER 
I  ALWAYS  WINS 

Understand  that  the  buyer  runs  the  show  on  the 
Net.  Up  to  now,  buyers  faced  big  obstacles  to  get- 
ting the  best  prices  and  service — limited  time  and 
data  to  compare  vendors'  products  and  the  cost  of 
dealing  with  far-flung  suppliers.  No  more.  The 
anytime-anywhere  Net  knocks  down  those  bar- 
riers. It's  spawning  middlemen  galore  to  give  buy- 
ers more  information.  One  of  these  guys  will  give 
you  nightmares.  PaperExchange.com  is  act- 
ing like  a  Nasdaq  for  paper  products — 
and  you  know  what  that  means:  lower 
prices  and  a  tougher  time  building  our 
brand.  We  can't  just  ignore  them, 
either — market  researcher  Keenan 
Vision  Inc.  figures  these  exchanges 
will  handle  29%  of  all  Internet  com- 
merce by  2002.  We'd  better  be  there. 
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business  week  e.oiz 


4 HOLD  YOUR 
customer's  HAND 

Roll  out  the  red  carpet — or  whatever  the  cyber 
quivalent  is.  Have  you  bought  a  book  at  Ama- 
zon.com? Try  it — they've  reinvented  cu 
tomer  service.  Don't  be  surprised  if  our 
rivals  start  copying  Amazon's  methods. 
The  first  couple  of  times  I  ordered,  they 
automatically  upgraded  me  to  free 
priority  shipping — nice  touch.  And 
they  use  some  nifty  software  from  Net 
Perceptions  that  analyzes  my  purchases  and 
suggests  other  books  I'll  probably  like.  They're 
often  dead-on.  That  kind  of  software  would  help  us 
sell  more  to  our  customers  at  little  extra  cost  and 
treat  them  as  individuals.  There's  also  a  raft  of  new 
programs  from  startups  such  as  Kana  Communi- 
cations that  automate  E-mail  service  and  promo- 
tions. Bottom  line:  We  wouldn't  have  to  hire  a 
bunch  of  people  to  support  the  online  site. 


51  CO  AHEAD,  FARM  OUT 
I  THOSE  JOBS 

Cancel  that  vacation — we've  got  to  move  fast!  None 
of  our  usual  round  of  studies  and  meetings.  And  we 
have  no  time  to  do  everything  ourselves — nor  any 
need  to.  The  instant  communications  power  of  the 
Net  shatters  the  physical-world  need  to  do 
product  development,  manufactur- 
ing, distribution,  marketing,  and 
customer  management  all  in-house. 
Now,  there  are  lots  of  specialists  that 
can  do  everything  from  hosting  our 
Web  site  to  running  our  warehous- 
es. Look  at  personal-computer  maker 
jVlonorail.  Using  intimate  communica- 
tions links,  it  has  been  able  to  outsource  manu- 
facturing and  assembly,  financing,  and  shipping  to 
other  companies.  The  result:  The  company  can  offer 
among  the  lowest-priced  f^cs — and  increase  sales 
with  almost  no  constraints. 


61  NO  WEB  SITE 
I  IS  AN  ISLAND 

We  should  not  treat  cyberspace  as  a  separate  uni- 
verse. Look  at  Charles  Schwab.  By  leveraging  its 
brand  name  online  and  using  its  offices  as  a  place  to 
introduce  clients  to  Web  access,  it  has  managed  to 
stay  far  ahead  of  upstarts  like  E*Trade  Group.  Like- 
wise, Day-Timers  recently  launched  a  free  Web  cal- 
endar to  compete  with  a  raft  of  online  upstarts  while 
also  promoting  its  traditional  paper  and  software 
schedulers.  As  we  go  online,  our  brand  name  and 
purchasing  power  can  work  to  our  advantage. 


71  CREATE  AN  ONLINE 
I  SENSE  OF  COMMUNITY 

Think  global.  People  all  over  the  world  are  congre- 
gating into  virtual  communities  on  the  Web,  and 
we  want  to  be  part  of  that.  My  wife  just  joined 
a  site  called  FortuneCity.com — which  was 
f  ounded  in  London.  She  can  chat  online 
about  our  litde  girl's  teething  problems 
with  other  moms  around  the  world. 
Maybe  that's  not  our  customers'  thing,  but 
js  these  communities  embrace  E-biz,  we 
need  to  help  our  retaOers  plug  into  them — 
perhaps  by  offering  them  bundles  of  services  such 
as  chat  and  free  E-mail. 


8 FOLLOW 
I  THE  MONEY 

Now  that  the  Silicon  Valley  venture  capitalists  are 
scouring  the  country  for  new  industries  to  wire  up, 
we  need  to  keep  our  eyes  on  what  startups  are  getting 
ftmded  in  the  online  world.  This  upstart,  PaperEx- 
change.com,  came  out  of  nowhere.  Had  we  subscribed 
to  one  of  the  services  that  track  venture-capital  invest- 
ments, we  would  have  seen  that  coming  long  ago. 


91  A  WEB  OF  NERDS? 
I  don't  believe  IT 

We  need  to  persuade  eveiyone  at  Mid-America  Paper 
that  the  Web  is  not  Nerdville  anymore.  It's  becoming 
part  of  everyday  life.  By  2003,  International  Data  esti- 
mates 510  million  people  will  be  onL'ne  worldwdde.  (By 
the  way,  why  on  earth  do  only  half  our  employees  have 
browser  access?  No  wonder  we're  behind.  Some  159 
million  people  worldwide  are  now  online!) 


BOSS 

Get  wired — or  we'll  get  whacked.  And  lack,  I'm  talk- 
ing to  you.  Sorry  if  this  seems  harsh,  but  you've  got  to 
get  closer  to  the  Net  than  reading  die  E-mail  your  sec 
retary  prints  out.  You're  not  alone — only  25%  of  CEOs 
in  a  recent  PricewaterhouseCoopers  survey  regularly 
log  on  to  the  Net.  But  you've  got  to  get  your  fingers  on 
that  keyboard  every  day.  Surf  the  Web.  Talk  to  the 
nerds  in  the  systems  department.  You'll  see  what  I 
mean.  This  is  something  you  can't  delegate. 

lack,  I  know  this  must  feel  like  a  slap  in  the  face, 
Please  understand  I  would  never  suggest  such  radical 
change  unless  the  costs  of  not  changing  were  so  high, 
Maybe  you'll  decide  I'm  an  uppity  jerk  and  reengineer 
me  to  the  parking  lot.  But  if  we  don't  get  E-bi2ed,  we'll 
soon  be  pulp — and  I'll  be  out  of  a  job  anyway.  • 
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Why  does  the  moon 
stay  in  the  sky? 

What  makes 
the  stars  twinkle? 

How  does 
the  Internet  work? 


Actually,  It  works  very  well.  Maybe  oecause 
so  much  of  it  runs  on  Compaq.  Four  out  of 
the  five  most  popular  Web  sites  are  powered 
by  Compaq.  Hundreds  of  millions  of  hits 
are  handled  by  Compaq  platforms  every 
lay.  Three-quarters  of  the  top  ISPs  have  standardized  on  Compaq 
3r  their  Windows  NT  based  Web  hosting.  And  if  you've  ever 
sceived  e-mail,  chances  are,  we  helped  get  it  to  you.  To  find  out 
ow  the  Internet  can  help  grow  your  business,  feel  free  to  ask  the 
3urce  at  1-800 -AT- COMPAQ.  Or  visit  www.compaq.com/moon. 


COMPAQ  Better 


answers. 


'^^g':  Cj-^paq  Computer  Corpofalion  All  figh(s  fesefved  Compaq  is  regisiered  in  the  U  S  Patent  and  Trademark 
',"  :^  Bf'er  answers  IS  a  service  markol  Compaq  Computer  Corporation  WintJows  NT  is  a  registerefl  trademark 
i/i.cTjsott  Corporation  Ail  other  names  are  trademarks  c  registered  trademarks  o'  their  respective  companies 
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From  Reengineerini 

Companies  large  and  small  are  racing  to  revamp  operations  for  the  Internet  Age 


en  and  women  who  have  spiced  up 
their  sex  lives  with  Viagra  can  thank 
the  Web  for  its  quick  arrival  on  the 
market.  Here's  why:  Pfizer  Inc.  now 
dashes  off  electronic  versions  of  its 


drug  applications  to  Washington  for  Food  & 
Drug  Administration  approval.  In  the  old 
days,  it  had  to  truck  tons  of  paper  to  regu- 
lators and  thumb  through  copies  of  all 
those  pages  manually  whenever  the  feds 
had  a  question.  By  managing  documents  on 
the  Web,  Pfi/er  sliced  the  old  one-year  ap- 


proval timetable  nearly  in  half  and  sped 
Viagra  into  the  world  s  boudoirs. 

Post-Viagra,  Pfizer's  drugs  will  move 
through  the  pipeline  even  faster  The  com- 
pany's wired  researchers  now  use  the  Web 
to  mine  libraries  of  technical  data  and  col- 
laborate on  new  dmg  development.  "We've 


reengineered  our  business — digitally,"  says 
Vice-President  for  Research  James  Milson. 

Reengineering.  It  was  all  the  rage  in  the 
mid-'90s.  But  the  vast  and  speedy  Intemet  is 
ushering  in  an  even  bigger  wave  of  business 
transformation.  Call  it  E-engineering.  Com- 
panies realize  it's  not  enough  to  put  up 
simple  Web  sites  for  customers,  employees, 
and  partners.  To  take  full  advantage  of  the 
Net,  they've  got  to  reinvent  the  way  they  do 
business — changing  how  they  distribute 
goods,  collaborate  inside  the  company,  and 
deal  with  supphers. 

This  isn't  just  about  saving  time  and 
money.  The  Web  gets  cTeative  juices  flowing, 
too.  Employees  who  formerly  spent  their 
days  faxing  and  phoning  basic  information 
to  customers  and  suppliers  are  freed  by  the 
Net  s  magic  to  do  more  valuable  work. 
NEW  BELIEVERS.  Technology  companies  like 
Intel,  Dell,  and  Cisco  Systems  were  among 
the  first  to  seize  on  the  Net  to  overhaul 
their  operations.  At  Intel  Corp.,  for  example, 
Web-based  automation  has  liberated  200 
salesclerks  from  tediously  entering  orders, 
Now,  they  concentrate  instead  on  analyzing 
sales  trends  and  pampering  customers.  Cis- 
co Systems  Inc.,  for  its  part,  handles  75%  of 
sales  online.  And  45%  of  its  online  orders 
for  networking  gear  never  touch  employees' 
hands.  They  go  direcdy  from  customers  to 
the  company's  software  system  and  on  to 
manufacturing  partners.  That  helped  Cisco 
hike  productivity  by  20%  over  the  past  two 
years.  But  what  grabs  attention  is  sales:  The 
troika  is  doing  a  booming  $70  million  in 
online  business  each  day. 

With  numbers  like  that,  it's  no  wondei 
the  tech  jocks  are  being  joined  by  a  second 
wave  of  believers,  ranging  from  Rust  Belt 
manufacturing  giants  like  Ford  Motor  Co, 
to  foreign  companies  like  Mexican  cement 
seller  Cemex.  Even  Corporate  America's 
walking  wounded  are  joining  in.  Just  last 
month,  troubled  silicone  supplier  Dow 


Ford's  Mathaisel:  Using  the  Web  to  retool 
the  carmaker  for  the  age  of  E-commerce 


Business  Week  e.biz 


'  E-Engineering 


Corning  Corp.  appointed  an  E-commercc 
:zar.  "E\'ery  businessperson  I  aill  on  today  is 
filled  with  greed  or  tear  when  it  comes  to 
the  Internet,"  says  James  L.  Barksdale,  ceo  of 
Netscape  Communications  Corp.  "They're 
isking,  'How  do  I  do  it  to  them  before 
Jiey  do  it  to  me?'  " 

Doing  it  is  no  simple  matter.  Reengi- 
leering  projects  can  be  hugely  complicated, 
.vitli  technolog)^  business,  and  organiza- 
ional  upheavals  all  rocking  the  corporate 
biuidations  at  once.  There  are  harrowing 


risks.  Casualties  will  include  some  compa- 
nies that  were  too  bold — but  e\'en  more 
±at  \vere  too  timid. 

Ford  plans  to  be  neither.  It's  taking  on 
the  E-engineering  ch<illenge  holistic;ill\'.  One 
executive,  Bernard  Mathaisel,  is  both  chief 
information  officer  and  leader  of  its  reengi- 
neering  efforts.  His  plan  is  to  fundamental- 
h-  retool  the  way  Ford  operates  with  the 
help  of  the  Web,  cementing  Ufelong  rela- 
tionships with  customers  and  slashing  costs. 
"We're  bringing  new  practices  into  every 


aspect  of  the  company,"  says  Mathaisel. 

.\lread\',  E-busijiess  has  begun  to  spread 
through  the  organization  from  front  to 
back.  Rather  than  relying  on  dealers  to 
handle  all  customer  contacts.  Ford  has  put 
up  a  W'eb  site  that  lets  tire-kickers  pick  and 
price  cars — then  refers  them  to  dealers. 
Ford  then  routes  the  customer  feedback 
from  the  Web  site  to  its  marketers  and  de- 
sighers  to  help  them  plan  new  products. 

In  the  design  process,  the  Weh  brings 
4,500  Ford  engineers  fi"om  labs  in  the  U.  S., 


THE  INTERNET  S 


rhese  days,  most  PCs  for  business 
:ustomers  are  made  by  PC  companies 
)ased  on  sales  forecasts  and  shipped 
hrough  distributors.  The  PC  company, 
iistributors,  and  the  resellers  who  deal 


with  customers  all  keep  inventories  and 
often  have  to  reconfigure  computers  to  a 
customer's  specifications.  Ingram  Micro, 
a  distributor  and  assembler,  and 
Solectron,  a  contract  manufacturer,  have 


come  up  with  a  system  that  will  build 
computers  to  order  and  cut  costs 
substantially.  The  amount  of  time  a  PC 
sits  in  inventory  is  expected  to  be 
reduced  from  months  to  hours. 


A  company  places 
an  order  with  a 
reseller  on  the  Web. 


The  order  goes 

direct  to  Ingram, 


Customer 


t 


Factories  custom-build  PC, 
the  customer  updated  as  t 
progresses. The  factory  sent! i  ir^ 
to  the  customer  -•  or  to  the  resel 


The  system  provides  the  PC 
maker  with  information  about 
orders  and  customer  feedback. 


Ingram  Warehouse 

"i  by  Extrlcity  automatically 
the  Web  to  the  Ingram  or 
der.  If  some  parts  are  not 
laces  orders  to  suppliers. 


PC  Company 


Using  Solectron's  Web-based  system, 
the  PC  company  and  Solectron 
collaborate  on  product  design 
■  ■llliitilBBBBBBIIi 


Factory 


SOURCE;  SOLECTRON  CORP..  INGRAM  MICRO  INC..  AND  EXTRICITY  INC. 
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Would  your  company  be  interested  in  saving  380? 


A  few  examples  of  Microsoft- 
oased  business-to-business 
ommerce  solutions: 

lerisel  strengttiened  their 
usiness  relationships  by  giving 
ens  of  thousands  of  resellers 
eal-time  inventory  and  order- 
status  access. 

Office  Depot  incres 
millions  of  dollars  by  enabiing 
over  20,000  of  their  business 
customers  to  purchase  goods 
with  custom  catalogs  and  pricing. 

'he  UK's 
ntegrating 
;ite  suppliers 

.,ci  .1  iV--L.  L.tijec:  .akie  chain 

management  system. 


In  business  seldom  are  millions  saved  with  one  act.  More  often  it's  the  small  improvements 
that  add  up  to  a  big  impact  on  the  bottom  line.  And  that's  where  we  can  help.  A  commerce 
solution  built  on  a  scalable,  flexible  Microsoft-  platform  of  Windows  NT*  Server,  BackOffice,' 
and  Office  can  help  your  company  increase  efficiency  and  productivity,  save  money  and 
time,  and  even  bring  you  closer  to  your  customer.  Best  of  all,  you  can  start  right  now  using 
many  of  the  systems  you  already  have,  along  with  our  wide  range  of  partners,  to  address 
your  specific  needs.  To  find  a  Microsoft  Certified  Solution  Provider  who  can  help  you,  or  to 
get  the  free  Digital  Nervous  System:  Commerce  Solutions  CD, 
call  (888)  674-6686  or  visit  www.microsoft.com/dns/ 


Microsoft 

Where  do  you  want  to  go  today?' 


Business  Week  e.biz 


Germany,  and  England  together  in  cyber- 
space to  collaborate  on  projects.  The  idea  is 
to  break  down  the  barriers  between  re- 
gional operations  so  basic  auto  components 
are  designed  once  and  used  everywhere. 
When  design  plans  conflict,  the  software 
automatically  sends  out  E-mail  alerts.  Next, 
Ford's  going  to  roll  out  a  system  for  order- 
ing parts  from  suppliers.  When  all  of  these 
pieces  are  in  place,  the  company  hopes  to 
transform  the  way  it  produces  cars — build- 
ing them  to  order  rather  than  to  forecasts. 

Other  companies  need  to  get  wired  to 
defend  themselves.  In  the  PC  industry,  the 
threat  comes  from  Dell  Computer  Corp., 
which  has  deftly  translated  its  hugely  suc- 
cessful direct  sales  model  to  the  Internet. 
Other  PC  companies  have  to  match  Dell  s  ef- 
ficiencies— or  die.  Enter  Ingram  Micro  Inc., 
the  PC  industry's  largest  distributor,  which 
has  teamed  up  wdth  Solectron  Corp.,  a  giant 
contract  manufacturer  of  high-tech  gear. 
TEAM  EFFORT.  In  April,  they  plan  to  launch 
a  brand-new  way  to  build  custom-made 
PCs  inexpensively  for  companies  like 
Hewlett-Packard  Co.  and  Compaq  Com- 
puter Corp.  Instead  of  the  PC  companies 
handling  orders  and  manufacturing,  In- 
gram and  Solectron  will  do  it  for  them  us- 
ing a  Web-based  system  that  will  hasten 
communications  and  slash  assembly  times. 
The  PC  companies  are  still  in  the  driver's 
seat.  They  continue  to  build  the  value  of 
their  brands,  designing  and  marketing  their 
products  and  handling  quality  assurance. 
But  now  it's  a  team  effort.  "Customers  are 
doing  business  with  a  virtual  company," 
says  Ingram  President  leffrey  R.  Rodek. 

Figuring  out  what  you  do  best  is  a  cru- 
cial piece  ot  Web  reengineering.  Few  com- 
panies have  pursued  that  philosophy  as 
aggressively  as  Provident  American  Corp.  in 
Norristown,  Pa.  In  December,  it  took  a  rad- 
ical step.  It  sold  off  nearly  all  of  its  life-in- 
surance business  and  reinvented  itself  as 
HealthAxis.com,  an  online  service  that  sells 
insurance  products  from  other  companies. 
CEO  Michael  Ashker  decided  the  company 
was  best  at  selling  simple,  high-volume  in- 
surance policies  to  ct)nsumers  and  taking  a 
commission — rather  than  managing  risk 
and  independent  agents. 

There  are  some  real  shockers  in  this 
process.  Like:  Not  all  your  customers  are 
equal,  or  worthy.  Weyerhaeuser  Co.  Inc., 
the  forest-products  company  uses  the  Web 
to  help  it  mine  information  from  its  sup- 
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Wired:  Pfizer  researchers  mine  the  Web  for  data 

pliers,  price  products,  and  measure  demand. 
More  down-to-the-minute  knowledge  paid 
off:  The  plant  boosted  production  by  60% 
to  800,000  doors  last  year.  Weyerhaeuser 
can  also  offer  more  accurate  bids  to 
buOders.  In  some  cases,  it  can  charge  $40 
less  for  certain  doors — and  still  make  a 
profit.  That  spells  entre  into  some  new 
markets.  What's  more,  it  now  knows  which 
customers  bring  in  the  big  revenues  and 
which  don't.  It  can  shed  the  ones  that  eat 
up  too  much  time  and  order  little. 

That's  painful  for  some  customers.  But 
E-engineering,  badly  executed,  is  even 
tougher  on  organizations.  lust  ask  the  en- 
gineers at  NASA's  Ames  Research  Center  in 
Moffett  Field,  Calif.  They  spent  $100  million 
building  a  Web-based  collaborative  engi- 
neering system  to  help  accelerate  develop- 
ment of  the  space  station.  Turned  out  they 
didn't  have  the  technology  plumbing  in 


log — to  land  volume  discounts.  The 
bank  set  them  straight  with  tailored 
incentive  bonuses. 

Perhaps  the  greatest  danger  is 
that  business  units  will  act  inde- 
pendently, and  the  results  will  be 
piecemeal.  The  last  thing  you 
want  is  "tack-on"  technology.  To 
work,  this  effort  must  be  coordi- 
nated  at   a   high   level — and 
changes  should  be  fundamental, 
says  analyst  Bobby  Cameron  of 
Forrester  Research  Inc. 
CHANGE  FATIGUE.  Citigroup  gets  it. 
As  an  executive  vice-president  in 
charge  of  advanced  technologies, 
Edward  D.  Horowitz  defines  his  job  this 
way:  to  get  the  company's  top  200  execu- 
tives marching  to  the  same  drumbeat 
when  it  comes  to  the  Internet.  Horovsatz's 
first  salvo  was  to  send  them  all  copies  of 
Clayton  M.  Christensen's  best-selling  book 
Tlie  Innovator's  Diletmna:  When  New  Tech- 
nologies Cause  Great  Firms  to  Fail,  about 
managing  the  dislocating  effects  of  tech- 
nology. Then  he  gave  them  a  homework 
assignment:  start  banking  online.  At  the 
time,  only  a  handful  were  doing  it.  "The 
message  was  you've  got  to  use  the  product 
you're  selling,"  says  Horowitz. 

That's  a  lot  to  ask  of  busy  executives 
who  are  scrambling  to  complete  the  $80  bil- 
lion merger  of  Citicorp  and  Travelers 
Group.  But  these  days,  change  is  relendess. 
Many  corporate  executives  are  just  now  fin- 
isliing  up  major  retooling  of  their  financial 
and  manufacturing  processes.  Plus,  there's 


'For  many  older  executives,  converting 

to  E-business  is  like  changing  their  religion"! 


place  to  handle  the  job  and  lost  some  valu- 
able data.  Among  the  missing  information: 
the  plans  for  the  Saturn  V  rocket. 

Technology  isn't  always  the  hangup.  In 
some  cases,  it's  a  stodgy  corporate  culture. 
"For  many  older  executives,  converting  to  E- 
business  is  like  changing  their  religion,"  says 
lohn  Thorp,  vice-president  of  DMR  Coasulting 
Group  Inc.  And  sometimes  resistance  comes 
from  a  pencil  pusher  down  in  purchasing.  At 
Canadian  Imperial  Bank  of  Commerce  in 
Toronto,  purchasing  agents  missed  the  point 
of  a  new  Web-based  system  for  ordering 
supplies.  They  tried  squeezing  suppliers  for 
price  cuts  when  in  fact  the  point  was  for 
everyone  to  buy  from  an  electronic  cata- 


the  Y2K  problem.  After  a  while,  change  fa- 
tigue sets  in.  "Companies  are  exhausted,' 
says  Michael  Hammer,  author  of  the  1993' 
book  Reengmeaing  the  Corporation:  A  Man- 
ifesto for  Business  Revolution.  His  advice: 
"Suck  it  up.  You  have  to  face  it  again."  In 
the  era  of  E-engineering,  risking  burnout  is 
better  than  getting  fried. 

—  Contributing:  Andy  Retnhardt 


< 


An  interview  with  Harvard  Business 
School  professor  Clayton  Christensen 
and  a  chapter  from  his  book  The 
Innovator's  Dilemma  are  available  at 
ebiz.businessweek.com. 
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We  see  the  future 

of  communications 


Some  will  tell  you  the  future 

of  communications  is  all  about 

one  kind  of  network. 

We  see  a  bigger  picture  than  that. 

(WeVe  optimists.) 

The  future  is  about  the  Internet, 

data,  voice,  optical  and 

wireless  working  together. 

With  unlimited  potential. 

We  have  the  vision  and  know-how 

to  give  you  the  network  you  need. 

Along  with  the  software  and 

service  to  make  it  all  work. 

Give  us  a  call.  Wed  like  that. 

We  make  the  things  that  make 
communications  work. 


(and  it's  looking 
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Throw  Out  You 


HEATHER  GREEN 


n  February,  a  cool  Web  startup  called  AllApartments 
changed  its  name.  While  it  was  at  it,  the  company  re- 
hauled  its  business  model.  What  started  out  two  years 
ago  as  a  simple  online  listing  of  apartment  rentals 
available  in  the  U.  S.  suddenly  was  something  far  more 


provocative.  The  new  business,  called 
SpringStreet,  still  sells  ads  on  its  site,  where 
it  lists  some  7  million  apartments.  But  now 
the  startup  wants  to  make  money  in  com- 
pletely new,  weird,  and  unexpected  ways. 

These  days,  the  San  Francisco-based 
company  throws  in  quotes  and  deals  on 
fiirniture,  moving-truck  rentals,  and  loan 
possibilities — all  for  tree  and  often  at  a 


discount.  SpringStreet  makes  money  by 
collecting  transaction  and  commission  fees 
from  about  35  partners,  including  Visa 
and  Ryder  Moving  Services.  Every  time  a 
consumer  requests  a  car  insurance  quote  or 
applies  for  a  loan,  SpringStreet  gets  a  fee 
that  starts  at  $4.  "We  want  to  provide  peo- 
ple with  free  services  and  save  them  mon- 
ey," says  Sophia  Kabler,  SpringStreet's 


vice-president  for  marketing.  "The  good 
part  is,  we  make  money  oft"  of  all  that." 
And  how.  SpringStreet  expects  the  new 
fees  to  account  for  nearly  50%  of  rev- 
enues this  year. 

Like  SpringStreet,  online  businesses  old 
and  new  are  re-creating  themselves,  jolting 
their  rivals,  and  sending  their  investors  scur- 
rying for  their  calculators.  Let's  face  it,  a  lot 
of  the  ideas  will  be  duds.  But  amid  the 
dozens  of  wacky  proposals,  propositions, 
business  makeovers,  and  other  E-business 
madness,  ideas  are  tiiking  shape  that  will  de- 
fine commerce  for  decades  to  come. 
RADICAL.  Today  there  are  a  bewildering 
number  of  signposts,  each  pointing  to  a 
difterent  business  model  or  revenue  op- 
portunity: ads,  subscriptions,  transaction 
fees,  direct  sales  to  consumers  or  busi- 
nesses, and  commissions  for  matching  buy- 
ers to  sellers.  To  make  the  most  of  any  of  | 

"We  had  to  think  long  ar 
the  CEO  of  Intuit,  wht 


these,  you  must  pinpoint  your  core 
strength,  then  turn  on  the  creative  juices  to 
come  up  with  new  revenue  streams.  Take 
San  Francisco-based  Web-design  shop  Or- 
ganic Online  Inc.  Increasingly,  it  is  paid  in 
stock  and  transaction  fees  from  the  E- 
commerce  sites  it  helps  set  up,  including 
electronics  merchant  E/Town.  This  year, 
Organic  expects  25%  to  35%  of  its  revenue 
to  come  from  such  deals.  That  way.  Or- 
ganic sticks  to  its  knitting  while  cashing  in 
on  its  clients'  success. 

The  Net  provides  just  such  opportunities 
for  companies  to  rejigger  their  business 
models.  Last  fall,  cnet  Inc.  began  to  use 
its  four-year-old  tech  news  and  reviews  sites 
to  make  money  in  a  slew  of  ways  besides 
ad  revenue.  Its  Computers.com  service,  for 
one,  provides  information  on  120,000  prod- 
ucts from  86  merchants,  charging  those 
vendors  a  flat  fee  for  each  customer  it  sends 
them.  CNET  says  it  generates  90,000  leads  a 
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)ld  Business  Model 

Online  businesses  are  wliole  different  animals.  It  pays  to  be  adaptable 


iay,  with  8%  to  10%  of  those  tiirning  into 
purchases,  cnet  drummed  up  $80  million 
n  purchases  for  its  vendor  partners  last 
quarter.  Last  month  it  snapped  up  Auc- 
ionGate,  an  auction  site  for  computer  prod- 
tcts  that  lets  cnet  make  money  by  charging 
I  listing  fee. 

BizTone.com  is  testing  a  far  more  rad- 
cal  approach.  While  the  three-year-old 
vlalaysian  company  sells  its  enterprise  soft- 
vare  the  traditional  way,  through  licenses 
ind  installment  fees,  in  January  it  began 
)fiFering  an  alternative.  Now,  corporate  cus- 
omers  can  pay  from  K  to  10<t  per  elec- 
ronic  transaction  a  company  conducts 
ising  BizTone.com's  software.  "In  the  new 
vorld,  no  one  will  have  to  pay  to  license 
he  software  itself,  just  to  transact,"  says 
vliko  Matsumiu^a,  BizTone.com's  vice-pres- 
dent  for  strategy.  He  predicts  fees  from 
software  as  services"  will  one  day  account 


year  and  next,  while  the  online  mortgage 
center  on  its  Web  site  last  year  closed  $600 
million  in  loans  for  partners.  Those  include 
First  Union  Corp.  and  Chase  Manhattan 
Corp.,  which  pay  Intuit  fixed  fees. 

By  offering  new  services,  companies  not 
only  expand  sales  but  also  instOl  customer 
loyalty.  That's  what  Aon  Corp.,  a  Chicago 
insurance-services  company  that  raked  in 
$6.5  billion  in  sales  last  year,  is  doing.  In 
addition  to  its  traditional  business,  Aon 
offers  a  Web-based  service  that  pulls  to- 
gether a  database — of,  say,  the  latest  changes 
in  goverruTient  regulations — that's  matched 
with  information  on  each  of  its  client's 
operations.  The  clients  can  then  access  the 
database  to  better  analyze  and  manage  in- 
surance costs. 

Some  300  companies  use  the  service, 
which  starts  at  $10,000  a  year,  and  the 
number  of  clients  is  expected  to  double  by 


I  about  what  we  did  best  as  a  company,"  says 
ed  alternatives  to  its  usual  licensing  of  software 


or  most  of  the  company's  revenues. 

Figuring  out  a  company's  chief  strength 
nay  be  the  most  wrenching  part  of  dream- 
ng  up  such  novel  approaches.  Established 
)layers,  such  as  Intuit  Inc.,  have  gone 
hrough  high-level  soul  searching.  "We  had 
o  think  long  and  hard  about  what  we  did 
)est  as  a  company,"  says  Intuit  ceo  Bill 
Harris.  That  led  Intuit  in  the  past  two  years 
o  add  alternatives  to  straight-out  licenses  of 
hrink-wrapped  software — such  as  sub- 
cription,  usage,  ad,  and  transaction  fees. 
Uthough  Intuit  doesn't  break  down  rev- 
enues, it  says  the  Quicken.com  site  already 
las  signed  up  $60  million  in  ads  for  this 


Other  interesting  business  models  from 
matching  sellers  and  buyers  to  new 
ways  of  making  money  in  the  publishing 
industry:  www.impresse.com,  www. 
privaseek.com,  and  www.chrome.com 


yearend.  AonLLne  has  helped  bring  in  new 
clients  representing  up  to  $25  million  in 
business,  and  it  gives  the  parent  company  a 
better  understanding  of  its  existing  clients. 
"This  is  a  service  that  enhances  our  new 
business,"  says  Mia  Shemoff,  AonLine's  man- 
aging director.  "But  over  time  it  will  be  an 
important  part  of  our  revenue." 
AT  A  LOSS.  To  be  sure,  some  of  the  new 
schemes  are  far  from  proven.  Three-year-old 
Buy.com,  for  instance,  sells  products  from 
computers  to  books  at  impossibly  low  prices 
to  attract  an  audience.  The  company  raked 
in  $125  million  in  revenues  in  its  first  year 
of  operations  in  1998,  and  it  expects  to  do 
as  much  as  $100  million  in  sales  this  quar- 
ter. Still,  it  remains  unprofitable  and  is  bet- 
ting it  can  earn  most  of  its  net  on  ads. 

Crazy  or  insanely  smart?  Only  time  will 
tell.  But  one  thing  is  certain,  these  wild 
and  varying  approaches  will  rewrite  die  old 
business  rules.  Says  John  Hummer,  co- 


founding  partner  of  Hummer  Winblad  Ven- 
ture Partners  in  San  Francisco:  "Whether 
Buy.com  is  successful  is  beside  the  point. 
They  don't  have  to  be  successful  to  have  a 
huge  impact  on  all  of  business."  So  toss 
out  that  dusty  old  business  plan,  think 
weird,  and  try  the  unexpected. 

—  Contributing:  Linda  Hiinehtein 


SPIFFING  UP  THE 
BUSIMMS  MODUL 


BEATING  RIVALS  BY 


In  addition  to  licensing  its  enterprise 

software,  BizTone.com  is  offering  it  free 
to  corporate  customers.  The  hitch:  They 
pay  between  K  and  lOC  for  each  elec- 
tronic transaction  they  conduct  using 
BizTone.com's  software. 


T 


PLAYING  ON  CUSTOMER 
HIPS 


Brand  loyalty,  a  database  of 

customers  or  a  Web  site  can  be 

springboards  to  selling  other 
services,  referrals,  or  ads.  Intuit's 
Ouicken.com  site  has  already  signed 
up  $6o  million  in  ads  for  1999  and 

2000,  while  its  online  mortgage 
center  last  year  closed  $600  million 
in  loans  for  partners,  who 
pay  Intuit  a  fixed  fee. 


USING  SERVICES  TO  BUILD 
TY — AN 


Aon  offers  not  only  its  traditional 
insurance  but  also  a  Web-based 
service  that  helps  clients  better 
assess  their  insurance  costs. 
Used  by  300  companies,  the 
service  drew  new  clients 
representing  up  to  $25  million. 
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AS/400e=Web  Security 


Bulletproof  security  is  built  right  into  the  AS/400e  server: 


Virus  resistance.  User  IDs.  Add  firewalls  and  data  encryption  for  a  level 


of  e-business  security  that's  hard  to  match.  And  even  harder  to  cracl<. 


See  for  yourself.  The  password  is:  www.as400.ibm.com/secure3 


<'-l)u.->int'>s  tools 


I.  AS/400  and  ihe  e-business  logo  are  trademarks  ot  International  Business  Macliines  Corporation  m  ifie  U  S  and/or  other  countries  ©1999  IBM  Corp 


'The  Buyer 

Always  Wins' 

Customers  are  seeking-and  getting-lower  prices  on  the  Web 


ROBERT  D.  HOF 


oping  to  save  a  few  bucks,  United  Technologies  Corp. 
decided  to  try  something  new  last  year.  Once,  it  would 
have  spent  months  haggling  individually  with  dozens  of 
vendors  to  supply  printed  circuit  boards  for  various 
subsidiaries  worldwide,  histead,  urc  put  the  contract 

customers  has  collapsed,  sometimes  to  near 
zero.  All  of  a  sudden,  relationships  among 
producers,  wholesalers,  distributors,  and  re- 
tailers, once  virtually  sacrosanct,  are  up  for 


their 


out  on  FreeMarkets  OnLine  Inc.,  a  Web 
marketplace  for  industrial  goods.  Bids  from 
39  suppliers  poured  in — and  the  winners 
managed  to  slash  a  cool  $10  million  off 
the  initial  $24  million  estimate.  Says  Ed 
Williams,  vice-president  for  supply  man- 
agement at  UTC  subsidiary  Carrier  Corp.: 
"The  technology  drives  to  the  lowest  price 
in  a  hurry." 

E-business  deals  like  that  are  fast  dri- 
ving home  a  startling  shift  in  the  com- 
mercial balance  of  power:  To  a  greater 
extent  than  ever  before,  the  customer  is 
king.  In  the  physical  world,  buyers  face 
all  kinds  of  obstacles  to  getting  the  best 
deal — far-flung  suppliers,  limited  time  to 
do  research,  middlemen  who  keep  a  tight 
lid  on  information.  "It's  a  pain  to  drive 
three  different  places  to  save  a  dollar,"  says 
letfrcy  P.  Bezos,  chief  executive  of  online 
megastore  Amazon.com  Inc. 
NO  DISTANCE.  On  the  Web,  shopping's  a 
snap.  Buyers  can  quickly  compare  infor- 
mation about  products  and  vendors  al- 
most anywhere.  Suppliers  are  only  a  click 
apart  and  an  E-mail  message  away,  giving 
buyers  unprecedented  influence  to  demand 
lower  prices,  better  service — even  a  direct 
say  in  product  design.  Dell  Computer 
Corp.,  for  instance,  lets  buyers  configure 
their  own  personal  computers  and  track 
them  through  manufacturing  and  ship- 
ping— all  online.  Says  FreeMarkets  CEO 
Glen  Meakem:  "If  you're  surviving  on 
schmoozy  sales  relationships,  you're  not 
going  to  make  it  in  this  world." 

It's  a  world  where  the  virtual  distance 
between  the  producers  and  iheir  ultimate 


grabs — and    along   with  them, 
customers. 

That's  prompting  a  goodly  number  of 
producers  to  reach  customers  more  direct- 
ly by  making  an  end  run  around  the  tradi- 
tional channels.  Although  they  won't  talk 
about  it  publicly,  says  Gartner  Group  analyst 
Beth  Enslow,  auto  makers,  consumer-elec- 
tronics companies,  and  almost  all  other 
large  manufacturers  are  looking  for  ways  to 
shorten  their  selling  chains — even  if  by  do- 


Neal  Workman  helps  firms  buy  and  sell  seafood  on  the  Web — .ind  lowers  fish  prices  in  the  pre 
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DMSiness  weeK  e.Diz 


ing  so  they  risk  alienating  partners.  Says 
EnsKivv:  "If  they  don't,  somebody  else  in 
their  industry  will." 

Or  already  is:  Dell  is  growing  more  than 
twice  as  fast  as  other  PC  makers,  thanks 
largely  to  its  $14  million  a  day  in  Web 
sales.  Ajiy  company  whose 
main  edge  was  privileged 
pricing,  product,  and  other 
information — travel  agents, 
car  de;ilers,  stockbrokers,  in- 
dustrial-parts distributors- 
out  of  transactions. 

In  many  cases,  buyers  are  starting  to 
skip  past  the  old  industrial  distributor  and 
the  neighborhood  insurance  salesman.  Web 
efficiencies  are  freeing  up  money  to  fund  a 


CUSTOMERS  RULE 


Internet  commerce  is  likely  to  shift  the  balance 
of  commercial  power  to  the  buyer.  Here's  why: 


whole  new  class  of  Web-sawy  middle- 
men— from  consumer  sites  such  as  Ama- 
zon.com and  Autoweb.com  to  a  trucking 
spot  market  called  National  Transporta- 
tion Exchange  and  a  seafood  exchange 
called  GoFish.  They're  providing  a  more 


diaries."  He  estimates  that  consumer  info- 
mediaries  can  save  an  average  client  house- 
hold the  tidy  sum  of  $1,110  a  year  by 
searching  for  the  best  deals  on  its  behalf. 
Says  Hagel:  "The  reduction  of  transaction 
costs  will  give  more  power  to  tlie  buyer." 


Many  Web  intermediaries,  such  as  GoFish, 

claim  allegiance  to  buyers  rather  than  products 


-risks  being  cut 


On  the  Net,  competition  is  just  a  click  away. 

If  people  have  trouble  finding  a  book  at 
Amazon.com,  they  can  go  to  barnesandnoble.com 


People  can  easily  find  a  wealth  of  information 

on  the  Net  to  compare  prices.  CompareNet, 

for  instance,  offers  detailed  information 
on  more  than  100,000  consumer  products. 
Other  sites  offer  software  agents  to  find  stuff. 


m 


The  Net  allows  consumers  and  corporate  buyers 

from  all  over  the  world  to  band  together, 
pool  their  purchasing  power,  and  get  volume 
discounts.  By  pooling  purchases  over 
the  Web,  GE  divisions  get  price  reductions  from 
suppliers  of  up  to  20%  on  more  than 
$1  billion  worth  of  goods  purchased  online. 


The  Net  eliminates  the  biographic  protections 

of  local  businesses.  Cnr  dealers  selling 
online,  for  example,  have  drawn  buyers  from 
hundreds  of  miles  away. 


direct  conduit  between  pro- 
ducers and  the  ultimate 
buyers.    And    a  much 
cheaper  one.  Chemdex 
Inc.,  an  online  site  where 
scientists  can  buy  bio- 
chemical supplies, 
takes  a   10%  cut  of 
transactions  from  vendors — less 
j      than  a  quarter  of  most  distribu- 
tors' take — and  passes  the  savings 
on  to  buyers. 

INFOMEDIARY.  Naturally  not  all  dis- 
tributors and  merchants  are  ecstat- 
ic about  this  development.  Sellers  in 
some  industries  worry  that  listing 
theii'  products  in  an  online  market 
could  bring  unbearable  pressure, 
prompting  them  to  erect  filters  on 
their  sites  to  repel  automated  shop- 
ping comparison  software — or  else 
forcing  them  to  refuse  to  take  part 
in  online  markets.  GoFish,  for  in- 
stance, netted  new  buyers  for  some 
seafood  companies,  but  other  mer- 
chants have  been  more  reticent — 
perhaps  with  good  reason.  Neal 
Workman,  who  started  GoFish  last 
year  as  an  outgrowth  of  his  credit 
reports  company,  Seafax  Inc.  in 
Portland,  Me.,  concedes  that  GoFish 
may  well  bring  seafood  prices 
down.  "The  buyer  always  wins,"  he 
shrugs. 

Unlike  many  existing  middle- 
men, a  growing  number  of  these 
upstarts  claim  allegiance  to  the  buy- 
er, instead  of  to  the  producers 
whose  wares  they  offer.  That  is 
bound  to  amplify  the  power  that 
the  Net  already  gives  buyers,  says 
McKinsey  &  Co.  principal  lohn 
Hagel  III,  co-author  of  a  new  book 
called  Net  Worth  on  these  new 
middlemen,  whom  he  calls  infor- 
mation intermediaries,  or  "infome- 


These  dynamics  are  playing  out 
in  business  trade  as  weU.  IMX  Ex- 
change, for  example,  provides  an 
online  marketplace  for  mortgage 
brokers  to  find  loans.  Instead  of 
having  to  comb  through  dozens  of 
daily  faxes  of  lender  rate  sheets,  bro- 
kers place  requested  loans  on  the  ex- 
change, and  lenders  bid  on  them.  San  lose 
(Calif)  real  estate  broker  Cecelia  Babkirk 
says  IMX  saves  her  up  to  a  half-point  on 
loans  and  another  half-point  for  the  home 
buyers  she  serves — adding  $60,000  to  her 
annual  revenues. 

These  upstart  middlemen  may  be 
poised  to  play  a  commanding  role  in  their 
industries.  Infomediaries  aimed  at  trade 
between  businesses  alone  will  grow  from 
$290  million  in  revenues  last  year  to  about 
$20  billion  by  2002 — a  quarter  of  all  busi- 
ness trade,  predicts  Charles  H.  Finnie,  an 
analyst  with  investment  bank  Volpe  Brown 
Whelan  &  Co.  Says  Finnie:  "Infomediaries 
have  the  potential  to  fundamentally  re- 
order the  economy." 

Over  the  long  haul,  these  infomedi- 
aries will  be  able  to  pool  enormous  buying 
power  over  the  Net  to  extract  even  more 
from  vendors.  Early  results  from  individual 
buyers  point  to  potentially  huge  savings. 
General  Electric  Co.,  for  instance,  has  re- 
duced prices  by  20%  on  more  than  $1 
billion  in  purchases  of  operating  materials  le 
by  pooling  various  divisions'  orders  on- 
line— something  too  cumbersome  in  the  |c\ 
physical  v/orld — to  demand  volume 
discounts. 

Caveat  emptor  may  be  the  byword  of 
traditional  commerce,  but  E-business  has 
added  a  new  twist:  Caveat  venditor.  Let  the 
vendor  beware.  * 

mssm  — 

I  A  chapter  from  Net  Worth,  by  John 
i  Hagel  III  and  Marc  Singer,  Is  available  at 
\  ebiz.businessweek.com. 
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IT  ATTACHES  ITSEF 
DRAINS  ITS  HQSTJ^ 


VALUABLE  RESOUf 
AND  MOVES  ON. 

BEWARE  OF  PESTS 

nifSRiiiqr.Ti  ai;  riIBaif.! 


DISGUISED  A! 
SOFTWi 


(Asset  Depletus  Parasiticus) 


y  the  time  you  realize  youVe  been  bitten 
y  the  wrong  software  company,  it's  too 
te.  You're  stuck  with  huge  hardware 

(\ 

^penditures.  Never-ending  maintenance    '  '  ^ 
3sts.  Painful  upgrades.  And  a  support  team 
lat's  nowhere  in  sight.  Fortunately,  these 


enterprise-wide  access  to  vital  information, 
while  reducing  training  and  network  main- 
tenance costs.  Plus,  the  open  architecture 
of  our  systems  enables  you  to  migrate  to 


dorsal  view 


future  databases,  user  interfaces,  networks, 
or  hardware  platforms,  without  reinvesting  in 


lings  can  be  avoided.  Lawson  Software's  fully  software.  Lawson  Software  has  helped  customers 

itegrated  tinancials,  human  resources,  procure-  J0      s,"  ^    migrate  from  maintrame  to  client/server  to 

lent  and  supply  chain  process  suites  provide  ^  ^  "X^^P  ^^^^  web.  We're  not  about  to  disappear 
awerful  performance  without  the  need         ^  ■» 


ir  powerful  desktops.  They  utilize  state-of-    ^  k 
le-art  web  technology  and  innovations  like  Ys 
jr  Selt-Evident  Applications™  to  provide  quick. 


i'eiil}dl  I 'it'll 


when  technology  shifts  again.  So  before 
^   %    you  find  yourself  attacheci  to  the  wrong 

1.9 

^  '     software  company,  visit  Lawson  Software  at 


www.lawson.com/guide  or  call  1-800-477-1357. 


LEADING    EDGE    TECHNOLOGY    WITHOUT    THE  ATTITUDE 


1997  Lawson  Soft\v.i 
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MARCIA  STEPANEK 


You'll  Wanna 

Hold  Their 

Hands 


E-commerce  doesn't  spell  the  end  of  customer  service.  The  velvet-glove  treatment 
may  be  even  more  crucial  in  cyberspace  than  it  has  been  on  Main  Street 


he  big  myth  about  E-commerce  is  that 
it's  about  as  close  to  self-service  as  you  can 
get.  At  last-or  so  the  theory  goes-compa- 
nies no  longer  have  to  sweat  customer 
hand-holding,  staff  huge  call  centers,  and 


suffer  the  dings  and  slings  of  customer 
gripes.  But  oh,  how  wrong  that  is. 

Four  years  into  E-commerce,  and  the 
shrewdest  Web  operators  are  finding  that 
the  velvet-glove  treatment  may  be  more 
crucial  in  cyberspace  than  it  has  ever  been 
on  Main  Street. 

(jone  are  the  days  of  the  geographicdly 
captive  customer,  when  merchants  had  the 
advantage  of  being  the  only  store  within  dri- 
ving distance.  On  tlie  Web,  the  next  shop  is 
seconds  away.  What's  more,  it's  open  24 
hours.  If  cybershoppers  can't  get  products 
or  answers  instantly — which  happens  all  too 
often — they  are  off  in  a  heartbeat.  "Better 
service  is  no  longer  just  a  nice  thing  to  do.  It's 
mandatory,"  says  Amir  Aghtlaei,  Hewlett- 
Packard  Co.'s  call-center  manager. 

From  Chase  Manhattan  Bank  to 
Thomas  Cook  Travel  Group  Ltd.,  ,-.)mpanies 
are  waking  up  to  the  need  for  so-called  E- 
service.  It  takes  many  forms:  schmoozing 


shoppers  over  the  Web  through  E-mail  and 
Web  chats,  or  sophisticated  software  that 
tracks  buyers'  habits  and  supplies  instant 
help.  There's  even  software  that  will  re- 
spond automatically  to  the  avalanche  of  E- 
mail  Web  sites  are  getting.  The  beauty  of  it? 
Done  right,  E-service  can  dish  up  more 
than  just  digital  warm-and-fuzzies.  It  can 
improve  the  bottom  line. 
RED  CARPET.  Whether  a  company  rolls  out 
the  red  carpet  or  tries  to  scrimp  with 
linoleum  could  be  one  of  the  biggest  factors 
in  deciding  tomorrow's  E-business  winners 
and  losers.  Amazon.com  ceo  Jeff  Bezos  says 


MORE  INFORMATION  ON  THE  WEB 

•  For  latest  customer-service  data  and 
trends:  www.csr.co.za 

•Advice  and  discussion  groups: 
www.indy.net/robo 

•  International  Customer  Service 
ijAssociation  site:  www.icsa.com 


over  the  Internet,  word  of  mouth  has  a  far 
wider  reach.  In  the  offline  world,  he  says, 
30%  of  a  company's  resources  are  spent 
providing  a  good  customer  experience  and 
70%  goes  to  marketing.  But  online,  he  says, 
70%  should  be  devoted  to  creating  a  great 
customer  experience  and  30%  should  be 
spent  "shouting"  about  it. 

That's  the  idea  at  fumiture.com,  a  start- 
up in  Worcester,  Mass.,  whose  state-of-the- 
art  digital  aid  provides  a  glimmer  of  the 
future.  Visitors  to  its  Web  site  type  in  style 
preferences,  and  within  seconds  a  live  com- 
pany rep  is  at  their  ser\ace,  ready  to  talk  via 
Web  chat  or  Netphone  about  the  personal- 
ized showroom  that  has  just  been  created 
and  sent  to  their  computer.  From  there, 
buyers  can  haggle  over  colors,  fabrics,  prices, 
and  dimensions. 

The  semce  doesn't  stop  there.  After  the 
sale,  customers  are  "adopted"  by  the  reps, 
who  E-mail  or  phone  from  time  to  time  to 
vet  complaints  or  offer  a  new  fabric-coor- 
dinated accessory.  The  result:  While  shop- 
pers who  use  tlie  personalized  showroom 
take  20%  longer,  the  orders  are,  on  average, 
50%  larger.  CEO  Andrew  Brooks  says  flirni- 
ture.com  can  afford  to  spend  more  on  ser- 
vice because  doing  business  over  the  Web  is 
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iieaper.  "  The  fundamental  earth-shaking 
v^ent  that's  being  shaped  by  E-business  is  a 
idical  shift  in  bargaining  power  from  sell- 
rs  to  buyers,"  says  Brooks.  "What  does  that 
lean?  Service  is  everything." 

Sometimes  that  means  combining  all 
le  dift^erent  complaint  boxes  at  a  compa- 
y — call  centers,  faxes,  and  E-mails — into 
ne  Web  site.  "Many  companies  haven't  yet 
quipped  their  service  staff  to  handle  both 
-mail  and  phone  traffic,"  says  analyst  Jeff 
nyder  of  market  researcher  International 
'ata  Corp.  Or  they  have  separate  staffs 


WHEN  E-M 


handling  each,  without  much  integration 
or  communication  between  the  two. 

Companies  such  as  Thomas  Cook,  the 
travel  and  financial-services  firm,  are  avoid- 
ing that  trap,  using  software  to  coordinate 
all  queries.  Sprint  Corp.  is  taking  another 
tack:  With  each  request  for  help,  its  soft- 
ware automatically  dips  into  a  database  to 
find  similar  questions,  then  automatically 
provides  an  answer.  Sprint  is  using  each  ex- 
change to  build  its  problem-solving  and 
marketing  database.  This  helps  Sprint  han- 
dle a  glut  of  new  service  traffic  and  E- 


With  each  query,  Sprint  software  dips 
into  its  database  to  find  similar  questions 
and  automatically  provide  an  answer 


mail  without  adding  to  service  costs. 

E-service  savings  can  be  huge.  A 
Forrester  Research  Inc.  study  of  financial 
institutions  says  Web  service  costs  com- 
panies just  4<J:  per  customer  on  average 
for  a  simple  Web  page  query,  vs.  $1.44 
per  live  phone  call.  Shifting  service  to 
the  Net,  says  Forrester,  could  let  compa- 
nies handle  up  to  one-third  more  ser- 
vice queries  at  43%  of  the  cost. 

The  ultimate  money-saver,  though,  is 
<iutomating  semce  so  thoroughly  that  few 
reps  are  needed  at  all.  The  idea:  let  the 
Web  do  for  customer  service  what  auto- 
mated tellers  did  for  dispensing  cash.  One 
example:  Using  software  from  Motive  Com- 
munications Inc.  in  Austin,  Tex.,  compa- 
nies including  Netscape  and  Dell  can  take  a 
digital  "snapshot"  of  a  customer's  troubled 
computer  system,  pinpoint  the  problem, 
and  send  repairs  over  the  Web — all  without 
human  intervention. 

And  E-service  sells,  hp  is  using  home- 
grown tracking  software  to  create  a  database 
of  corporate  customers  who  call  or  E-maU 
for  service.  That  way,  hp  can  chart  their 
concerns  and,  when  they  E-maO  or  caU 
again,  identify  them  by  specialty  before  au- 
tomafically  routing  them  to  agents  with  the 
right  knowhow.  The  payoff  so  far:  an  esti- 
mated $180  million  in  incremental  sales. 
With  those  kinds  of  results,  E-service  can 
pay  for  itself,  m 


Ideally,  E.  Cameron  King  would  like  his 
service  reps  to  answer  all  E-mails  per- 
sonally. "For  selling  mortgages,  that's 
the  right  thing  to  do,"  says  King,  executive 
vice-president  at  Countrywide  Home 
Loans  Inc.  in  Calabasas,  Calif  But  when 
interest  rates  started  falling  last  Septem- 
ber, E-mail  overwhelmed  Countrywide, 
swelling  to  more  than  2,000  a  day,  triple 
the  normal  rate.  Says  King:  "They  all  ask 
the  same  thing — 'What's  your  30-year 
fixed  rate?'" 

Now  there's  software  to  help.  Such 
companies  as  Mustang  Software,  eGain 
Communications,  and  Kana  Communica- 
tions have  sprung  up  with  programs  that 


record,  acknowledge,  route,  queue,  and 
generate  reports  on  E-mail.  Others,  such 
as  Aptex  Software  Inc.,  supply  artificial- 
Intelligence  tools  to  understand  questions 
without  human  intervention,  and  even 
get  the  tone  of  E-mail — whether  angry, 
sarcastic,  or  humorous.  Those  can  then 
generate  a  response,  either  sent  auto- 
matically or  as  a  suggested  answer  for 
the  service  representative. 

Many  Web  businesses  don't  realize 
how  essential  automated  help  can  be 
until  they're  barraged  by  incoming  E-mail. 
And  the  problem  is  getting  worse.  A 
Jupiter  Communications  survey  earlier  this 
year  found  that  44%  of  retail  Web  sites 


either  didn't  respond  or  didn't  even  offer 
an  E-mail  address.  That  is  up  from  28% 
last  fall. 

Countrywide  chose  a  system  from 

Brightware  Inc.  In  Novate,  Calif  Now,  70% 
of  that  E-mail  receives  an  automatic 
response  that  asks  whether  it's  a  new 
loan  or  a  refinance,  and  whether  it's  a 
conventional  or  jumbo  loan.  "We  can  pre- 
qualify  consumers,"  says  King,  who  esti- 
mates that  reps  now  spend  only  5%  of 
their  precious  time  on  E-mail  instead  of 
35%.  AAost  Web  sites  need  to  figure  out 
some  way  to  respc  id,  or  run  the  risk  of 
losi'  customers. 

—  By  Larry  Armstrong 
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The  explosion  is  seveni 


minutes  away. 


Now  imagine.  A  chip  in  the  engine  alerts  an 
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business  Week  e.biz 


Go  Ahead, 

Farm  Out  Those  Jobs 


IRA  SACER 


Plenty  of  outfits  can  help  companies  crack  the  Web  fast 


peed  kills-if  you  don't  have  it.  Whether  it  s  product  devel- 
opment, marketing,  or  customer  service,  there's  no  need-or 
time-for  companies  to  try  to  do  everything  in-house. 
"E-commerce  is  putting  a  supercharger  on  the  pace  of 
business,"  says  JefF  McKeever,  chairman  of  MicroAge  hic,  an 

T 


electronics  distributor  that  is  using  the 
Net  to  move  faster. 

In  the  computer  industry,  you  used  to 
be  able  to  tell  th«.  technology  pioneers  by 
the  arrows  in  their  backs.  Those  who  took  a 
more  measured  pace,  pushing  widely  used 
products  such  as  IBM -compatible  personal 
computers,  were  the  ones  reaping  the  re- 
wards. But  the  Net  has  turned  that  notion 
on  its  head.  Now,  the  E-business  innovators 
such  as  Amazon.com,  Yahoo!,  and  eBay  are 
cashing  in  on  lofty  stock  valuations  and 
heavy  trafSc  flowing  to  their  Web  sites.  "We 
were  first  to  market,  and  it  was  a  huge  ad- 
vantage," says  Stuart  Wolff,  ceo  of  RealSelect 
Inc.,  which  attracts  6  million  people  a  day 
to  its  REALTOR.com  Web  site,  where  1.2 
million  homes  from  around  the  world  are 
posted  for  sale.  "People  who  don't  under- 
stand tlie  importance  of  speed  are  making  a 
huge  mistake." 

LIGHTER  LOAD.  Think  Internet  time.  Hire 
help — there's  plenty.  For  every  wannabe.com, 
there  are  scores  of  companies  eager  to  run 
entire  online  businesses  or  take  some  of 
the  load  off  by  handling  just  one  cyber  op- 
eration— say.  E-mail — for  a  fee.  Instead  of 
spending  six  months  to  buOd  a  portal  site 
for  your  employees  or  customers,  software 
from  San  Francisco-based  startup  Epi- 
centric,  for  example,  can  do  it  in  a  few 
days.  Or  tiny  Be  Free  Inc.  in  Marlbor- 
ough, Mass.,  helps  you  set  up  virtual  sales 
booths  on  more  than  100,000  sites.  Need 
to  turn  on  more  computer  power — fast, 
and  only  when  you  need  it?  Interpath 
Communications  Inc.  can  host  your  Web 
site  at  its  computer  center  where  it  can 
bandle  peak  loads. 


GETTING  TO  NET  SPEED 


The  Internet  is  all  about  speed.  You  don't 
have  to  do  it  all.  Now,  there  are  tons  of  companies 
turning  their  attention  to  helping  you  get  online. 


OUTSOURCE  THE 
WHOLE  DARN  THING 


Scores  of  companies  from  giant  IBM  to  upstart 

Scient  will  do  everything  from  design  to  mainte- 
nance. And  since  many  of  them  can  host  your  site 
at  their  computer  centers,  you  don't  need  to 
buy  one  lick  of  gear  or  hire  a  Web  guru 




Startup  Epicentric  will  develop  and  run  an 

enterprise  portal  for  your  company.  Don't 
want  your  engineers  tied  up  handling  E-mail? 
Outsource  that  task  to  Critical  Path. 


Forget  about  handling  your  own  distribution, 

FedEx  and  UPS,  as  well  as  startups  iShip 
and  Tandata,  are  experts  at  getting 
products  to  customers. 


Moving  fast  can  also  mean  spending 
less.  Take  RadNet  Corp.,  a  3V^-year-old 
company  that  makes  radiology  data  in 
hospitals  avaOable  to  nearly  600  physicians. 
About  18  months  ago,  the  company  de- 


cided to  make  its  services  available  over 
the  Net,  instead  of  just  through  private 
networks.  Management  wanted  it  done 
this  year.  But  an  internal  technology  group 
estimated  that  it  couldn't  complete  the  job 
before  2001  because  of  all  the  staff  it  need- 
ed to  develop  new  software  and  systems. 
That  wouldn't  do.  RadNet  hired  Interpath 
Communications  to  develop  and 
host  the  Web  site — for  one-third 
of  what  the  company  figures  it 
would  have  cost  in-house.  Says 
Al  Majkowski,  RadNet's  founder 
and  chief  technology  officer:  "We 
can't  be  burdened  by  having  to 
build  a  large  it  [Information 
Technology]  organization." 

It's  not  just  about  getting  into 
cyberspace  quickly.  Once  on  the 
Web,  companies  have  to  keep 
moving  fast.  Consider  distribution. 
"Anybody  can  build  a  Web  site 
and  take  orders,"  says  David 
Crampton,  president  of  PC  Flowers 
&  Gifts  Inc.,  a  Web  site  that  takes 
about  110,000  orders  a  year.  "The 
biggest  challenge  we  face  is  the 
shipping,  the  fulfillment  end  of 
our  business." 

Fortunately,  there's  help.  Com- 
panies are  ditching  company- 
owned  trucks  and  outsourcing  to 
United  Parcel  Service,  Federal  Ex- 
press Corp.,  and  the  like.  UPS  and 
FedEx  both  consult  with  E-busi- 
ness players  to  help  establish  ship- 
ping procedures.  And  they've 
opened  up  their  databases  so  these 
customers  can  track  their  pack- 
ages from  the  Web.  The  day  be- 
fore Christmas,  1  million  people 
checked  on  their  uPS  packages  over  the 
Net.  Now,  imagine  how  many  people  will 
be  checking  next  Christmas.  Will  you  be 
quick  enough? 

—  Contributing:  Peter  Elstrom 
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INTERNET    COM  M  E  R  C  E 


You  could 
shop  at  twenty  different  Internet  sites 
for  twenty  different  tilings. 

Tell  twenty  different  online  stores 
your  name 
your  address 
your  password 


your  credit  card  number. 


Or 

you  could  buy  your  business  products 
here. 

J^^^AMERICA 

Internet  commerce  as  it  was  meant  to  be. 

\ 

i 
I 


Where 


does  your  business  buy  its  office  supplies?  The  big  office 'superstore' downtown? 


The  one  that  boasts  of  its 'huge' selection  of  7,000  products?  «ililf^  Excuse  me.  Value  America  carries 
over  27.000  1  mm  !  office  products.  But  that  number  can  be  misleading,  because  it  doesn't  include  our 
technology  products — multiplied  thousands  of  items,  ranging  from  personal  digital  assistants  to 

liigh-capacity  network  seivers,  notebook  computers,    IsjU  and  business  desktops,  with  all  the  software, 

m 

peripherals  and  consumables  you  11  need  to  make  your  business  run  beautifully.  Brands?  The  best! 

Value  America  is  home  to  over  1,200  top  brands,  400  or  so  of  which  are  focused  on  Wgg^  business. 


Convenience?  Shopping  online  can  save  you  time — if  you  can  find  what  you  need.  You  can  here. 


Value  America  is  no  auction  house,  flea  market, 


team  delivers  a  level  of  service  that's  rare  anywhere  today,  but  unheard  ofamong  Internet 


or  one-brand  wonder.  Our  business-to-business 


retailers! 


Oh,  and  price?  Always  competitive,  often  the  lowest  around,  and  occasionally  downrigfit  ridiculous. 


www.ValueAmerica.com 


J7ie  A\a  rk^ 


IBM.  PANASONIC.  HEWLETT-PACKARD.  COMPAQ.  AMANA.  KODAK.  SHARP  MICROSOFT.  SEE  ANYBODY  YOU  RECOGNIZE  HERE?  WEBER.  SEIKO.  3M.  CASIO. 
GE  APPLIANCES.  ALTEC  LANSING.  CANON.  AVERY.  TOSHIBA.  TECHNICS.  ZENITH  KITCIIENAID  TIMEX  SANYO.  CASIO  PHONEMATE.  DURACELL.  OLYMPUS, 
BRAUN,  PHILIPS  MAGNAVOX.  BUSH  EPSON.  EISHFR  MULTIMEDIA  PUJiriLM,  3COM-US  ROBOTICS  TENEX  IBICO  I  LXMARK  NOKIA  NOREI  CO.  POLAROID. 
VIEW  SONIC.  TEXAS  INSTRUMENTS.  INTFRMETRCY  BROTHER.  ACER  RCA  ACTI  VISION.  AT-A-GI  A\CE.  FASCINATING  FINE  PRINT  NO'  ADOBE.  DYMO.  VISIO 
B(X  A  RFSFARCII.  COSCO.  ACVIF  l.iMTFn.  RAM  GOLF  ROI  ODI  X.  SANFORD  BRFNTHAVI  N  OR  SOI  OMON  S  DISNI  ^  IN  H  RACl  IV  F  PARKER  PENS.  MC  AFI  F 
Fll  FMAkliR,  CORFF.  MAI  IF:i.  MEDIA,  UUNF.I,  CROSS  PENS.  MFIACRI  A  HON-.  I),\Y-IIM1;R  IRIPP  I  II  I.  C  Li|  FU,.\N  HI  I  ONGl  II  TOP  FIJI  F.  C  YRt  RMI  1)1  A. 
SAICX),  NFC  ,  MARTIN  >AI  I   MR  ROIIk  SAMSLNG,  I'L'R.  MIRIAM  UI  l'.<.|  I  R  ^-l  AGAI I    III  I  MAKER,  SAUNDI  KS  READ  RK.I  II  PL  I  SAR  KAV\I  INGS  FOKLS 
III  I  OV\  IS,  HOOVI  K,  1.1  KI  l-^  V\F:sI  lil  Ni)  SINi,!  k  IGLOO  MIT  Si  iL  F.ISI  II  ITNt.  SIKCl  >  PI  WAI  I,  IHT,  BAIT  I  !iV'-K>RF  Gl  Oi:  \1  \  il  i  AGS   kl.l  I  VKI,^1  XkXO 
^F^^KY.  SIEiSCO  i,  KI,.M  l\  i,  RLiii;i  l(ViAIF>  SI'I  C!RA!.  OM,  HAKIMAN  I  F  GGAt.L,  GFOB.M,,  INT  L  1 1.  HAM  VIIRMII  I  PAP!  R  i  KM  MI  >  L  MAX.  C  UKI  IS  MAFTI!  S. 
SYMAN'iFC.  WESTS  K.V  OK  .ITAI  PLAN  FRONK  S.  XIRCOM.  |F1 11!  i   XOM  Mi:<.-\i!!-.KT/.  ki  VMSGION  Tl  A\t  M  >Vi        IVi  FIT  SIIAI  I.  U.O<>\'  \  IRilAITM 
CONGO;  I  UM.  HAS'iRO   \!V\!>!  i      K\M<<!  r  SI  iOF\  \(.    GM.N  \  I  .X     IM  ;  :  '\      '•     i        r  r ,  i  •<    Kl  !  iMA'  1;  'X  I  IM      i  r  \\  \  ,  ;  ;m  \  \,    v>(\  (,({  M"  IK  ;  I  ii  ;  !  ;■  - 
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No  Web  site 

Is  an  Island 


CATHERINE  YANC 


Marketing  and  bricks-and-mortar  outlets  can  create  synergy  with  cyberspace 


ven  though  he's  CEO  of  a  wedding-planning  Web  site  called 
the  Knot,  David  Liu  isn't  pledging  any  till-death-do-us- 
part  fidelity  to  the  Internet.  Rather,  he's  finding  out  that  a 
fling  on  terra  firma  can  bring  him  added  exposure — and 
more  cybershoppers.  On  Jan.  6,  Liu  and  co-founder  Carley 


Roney  published  Vie  Kiiofs  Complete  Guide 
to  Weddings  in  die  real  world,  die  first  of 
what  are  expected  to  be  three  paperback 
books  based  on  advice  and  discussions 
culled  from  the  site.  With  its  books  perched 
on  store  shelves,  the  Knot's  Web  traffic 
surged  to  900,000  visitors  in  lanuary,  up 
from  400,000  a  month  earlier.  Even  for  a 
Net  company,  "the  best  way  to  [build  a 
brand]  is  through  the  power  of  the  printed 
word  and  T\',"  says  Liu. 

He's  not  the  only  one  who  thinks  so.  As 
electronic  commerce  evolves,  it's  becoming 
clear  that  earthly  and  cyberspace  companies 
can  benefit  by  operating  on  both  sides  of 
the  digital  divide.  Slapping  together  a  Web 
site  to  sell  stuff  isn't  enough.  Companies 
need  to  leverage  both  virtual  and  real-world 
businesses  off  one  another  to  get  the  full 
wallop  of  the  Web. 

INTERACTIVE  KIOSKS.  Already,  some  com- 
panies are  blurring  the  boundaries  of  the 
two  worlds.  In  certain  Levi  Strauss  &  Co. 
stores,  you  can  plug  your  measurements 
into  a  Web  kiosk  and  have  custom-made 
jeans  delivered  to  your  home  in  about  two 
weeks.  On  Walt  Disney  Co.'s  cable-TV  Dis- 
ney Channel,  buglike  creatures  called  Zoogs 
encourage  kids  to  log  onto  Disney's  Web 
site  to  send  fan  mail  to  their  favorite  stars. 
And  even  if  you  never  fire  up  a  Web  brows- 
er, you'll  see  more  of  the  Knot:  It  plans  to 
produce  a  13-part  Public  Broadcasting  Sys- 
tem series  and  launch  a  wedding  magazine 
in  lune. 

There  are  certain  to  be  miscues.  When 
America  Online  Inc.  and  ABC  produced  a 
Christmas  special  based  on  aol's  online 


character  Ozzie  the  Elf  in  1997,  it  yielded 
disappointing  ratings.  All  the  same.  Net 
companies  know  they  need  to  reach  into 
the  real  world — even  if  it's  something  as 
simple  as  Amazon.com  advertising  on  TV  or 
on  Wells  Fargo  Co.'s  automated  teller  ma- 
chines. "To  get  inside 
the  brains  of  the  three- 
quarters  of  the  popula- 
tion that's  not  online, 
you'd  better  build  your 
brand  in  traditional 
channels,"  says  analyst 
Melissa  Bane  of  Yankee 
Group  Research  Inc. 

This  is  where  physi- 
cal stores — once  scoffed 
at  as  ball-and-chain 
relics  by  some  "pure" 
Net  companies — are 
proving  invaluable.  Gap 
Inc.  has  installed  inter- 
active kiosks,  called  Web 
Lounges,  in  some  of  its 
stores  so  that  customers 
can  get  gift  ideas  or 
match  up  outfits  with- 
out going  into  a  dress- 
ing room.  Discount  broker  Charles  Schwab 
&  Co.  is  installing  about  500  PCs  in  300 
branches  so  investors  can  try  its  online- 
trading  site.  "The  branches  are  a  comfort- 
able place  for  investors  to  get  started  on  the 
Web,"  says  Daniel  Leemon,  the  company's 
chief  strategy  officer. 

Outdoor  equipment  retailer  rei  is  one  of 
the  trailblazers  in  bringing  the  Web  to  the 
real  world.  I^st  June,  the  company  outfitted 


stores  with  kiosks  so  that  customers  coulc 
get  product  information  and  place  order; 
online.  Now,  rei  is  upgrading  all  its  cash 
registers  so  that  cashiers  can  order  mer- 
chandise fi-om  its  Web  site  when  they  don' 
have  it  in  stock  at  the  store.  Result:  rei's  on- 
line traffic  is  up  about  10%  since  June,  anc 
the  site  is  expected  to  be  more  profitabl 
than  any  of  its  55  shops  by  yearend. 

Web  companies  are  finding  innovadv 
ways  to  market  in  the  real  world,  too.  Baby 
Center.com,  a  Web  site  that  sells  products  t< 
new  parents,  has  cut  a  deal  so  that  32i 


After  Liu  and  wife  Roney  published  a  paperback  guide  to  wcl 
dings,  traffic  on  their  Web  site,  the  Knot,  more  than  doubled 


SniithKline  Beecham  salespeople  will  di 
tribute  educational  pamphlets  with  Bab 
Center's  Web  address  to  17,000  obstetriciai 
offices.  "Only  a  small  portion  of  expecta 
parents  use  Web  sites,"  says  Mark  Selco 
BabyCenter's  president. 

As  E-business  takes  off,  cyberspace  ai 
the  real  world  are  becoming  tightiy  inte 
twined.  For  most  companies,  it  pays 
plant  a  flag  in  both,  m 
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The  specter  of  the  millennium  bug  will  be  less  threatening  for 
those  who  do  business  with  Williams  Communications  Solutions. 


N(JRTEL 

NETWORKS' 


Bugs  can't  hide.  Problems  can't  creep  by.  Williams  Communications  Solutions  Year  2000  team 
specialists  know  how  to  KO  any  Y2K  scenario.  Our  world-class  Millennium  1  Lab  in  Houston,  Texas,  will  make  sure 
01/01/00  is  just  another  day  at  the  office  —  unless,  of  course,  you're  at  home.  Nationwide,  we're  instigating 
more  initiatives,  more  programs  and  more  expertise  than  anyone:  •  Our  advanced 
testing  services  support  multiple  platforms  for  your  voice  and  data.  •  Our  in-depth 
archive  of  vendor  test  documentation  is  at  your  fingertips  —  including  critical  info  on 
Nortel  Networks  Meridian  1  product  lines.  •  Our  highly  skilled,  mobile  tactical  teams 
are  trained  to  execute  Year  2000  compliance  testing. 
Y2K  interoperability  and  network  modeling  can  be  tested  without  the  risk  of  performing  them  in  your  live 
environment.  And  Y2K  site  assessment  services  and  compliance  statements  are  available  with  just  a  phone 
call.  Or,  hey,  if  you're  simply  looking  for  some  reassurance,  call  us  for  a  free  "Y2K-Bug  Tip  Sheet."  It's 
timely,  cost-effective  millennium  information  from  the  same  group  that  leads  in  data  networking,  call 
centers,  network  management,  plus  total  outsourcing.  Don't  be  bugged  by  the  future,  call  1-800-WILLIAMS 
or  visit  www.wilcomsol.com. 
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Integrated  Data,  Voice,  and  Video  for  Business. 
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SUPERMAN 

TAKES  A  MOMENT  TO  I 

PONDER  ^vf 

amm  NEXT  MOVE t 


Is  she  Superman?  Or  does  she  use  R5?  The  new  Lotus  Notes  and  Domino  make  it  easy 
■  for  team  members,  inside  and  outside  your  organization,  all  around  the  world,  to  share 
P^^Pj  up-to-the-minute  information.  So  you  can  get  products  to  market  faster, 
improve  customer  satisfaction  and  save  money.  Go  to  lotus.com/superhumansoftwai 
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NEIL  GROSS 


Building  Global 

Communities 


How  business  is  partnering  with  sites  that  draw  together  lil<e-minclecl  consumers 


xecutives  at  Warner  Brothers  Online  were  fed  up. 
For  years,  they  had  looked  on  as  fans  of  Bugs 
Bunny,  Batman,  the  Tazmanian  Devil,  and  other 
characters  banded  together  and  hoistec'  brand  im- 
ages and  sound  clips  onto  personal  home  pages  in 


cybercommunities  such  as  GeoCities  and 
Tripod.  What  really  grated  was  the  way  the 
site  operators  were  selling  ad  space  on  those 
pages.  "They  were  underwriting  the  cost  of 
copyright  infringement,"  flimes  \Vamer  On- 
line President  Jim  Moloshok. 

Warner  wasn't  about  to  sue  its  own  fans. 


Instead,  in  January,  Moloshok  formed  a 
joint  venture  with  FortuneCity,  a  fast-grow- 
ing online  community  based  in  London. 
Together,  they  created  a  site  called  ACMEcity 
as  a  beacon  for  fans  around  the  world.  The 
site  has  built  home  pages  for  150,000  reg- 
istered members  in  two  months — luring 


many  of  them  away  from  GeoCities  ar 
Tripod  with  giveaways. 

Companies  like  Warner  are  findu 
much  to  love  about  online  communitit 
Once  the  frontier  towns  of  the  Net,  the 
sites  have  blossomed  into  digital  metrop 
Uses.  Their  combined  membership  probal 
exceeds  25  million,  if  you  count  some 
million  subscribers  to  America  Online  Ii 
Few  of  the  sites  are  profitable  as  business 
But  companies  are  racing  to  partner  wi 
online  communities — or  build  tlieir  own 
in  hopes  of  solving  two  of  the  toughi 
challenges  on  the  Net:  Reaching  customi 
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ill  over  the  planet  and  understanding  who 
hey  are. 

Like  the  Internet  itself,  online  communities 
ire  often  global  fi^om  Day  One.  As  Net-based 
ommunications  obliterate  national  bound- 
ries,  these  sites  draw  together  like-minded  in- 
lividuals  who  would  never  converge  in  the 
eal  world.  A  unit  of  aol  called  ICQ,  for  ex- 
mple,  provides  instant  messaging  to  hip 
oung  members  scattered  from  Fresno  to 
•inland,  and  provides  space  for  their  home 
>ages.  lupiter  Communications  figures  45%  of 
lew  home  pages  at  community  sites  are  now 
;oing  up  outside  the  U.  S. 

lust  as  important  to  businesses,  com- 
nunities  thrive  on  experimentation.  First, 
hey  popularized  online  chat  and  "buddies" 
letworks.  Today,  these  neighborhoods  are 
icubators  for  trends  in  E-business.  "We've 


owners  will  give  them  enough  general  data 
for  them  to  target  ad  pitches. 

Even  without  registration  detaOs,  mar- 
keters on  community  sites  are  svmnming  in 
info.  They  can  visit  neighborhood  chat 
rooms  and  bulletin  boards  or  browse  pho- 
to galleries  and  music  rooms  on  personal 
home  pages.  With  smart  software  tools, 
vendors  can  parse  these  snippets  for  tips  on 
consumer  trends.  Sometimes,  site  owners  do 
it  for  them.  Exploiting  such  tools.  Tripod 
has  managed  to  sort  over  85%  of  its  Web 
pages  into  categories. 

When  it  comes  to  raising  money,  how- 
ever, most  sites  are  looking  beyond  banner 
ads.  Tripod's  ovmer,  Lycos,  is  now  merging 
with  USA  Network  to  create  a  sprawling 
conglomerate  that  includes  an  online  auc- 
tion site  called  First  Auction,  TicketMaster 


Electronic  neighborhoods  are  the  incubators  of 
trends-that's  why  companies  are  so  interested 


luilt  massive  Web  sites  with  millions  of 
elationships  to  consumers,"  says  Bo 
'eabody.  President  and  ceo  of  Tripod,  a 
rendy  community  owned  by  Internet  por- 
il  Lycos.  "Now,  we're  finding  ways  to  make 
lose  relationships  profitable." 

The  road  to  community  business  is  al- 
:ady  strewn  with  advertising.  In  both 
leoCities  and  Tripod,  banner  ads  blink 
nd  scroll  across  most  prominent  Web 
ages.  But  like  neighborhoods  in  the  real 
'orld,  online  communities  have  unique 
;nsibilities.  So  site  owners  and  marketers 
'e  struggling  to  invent  what  Peabody  calls 
:ommerce  plus  compassion." 
IFO  IN  EXCHANGE.  To  see  how  it  works, 
msider  the  reasons  cybernauts  flock  to 
)mmunities.  Mostly,  it's  the  desire  to  know 
)ur  neighbors  and  interact  with  them, 
[any  sites  encour^e  this  by  offering  free  or 
scounted  real  estate — meaning  storage 
lace  for  personal  home  pages  on  a  com- 
iter  server.  Many  sites  build  the  home 
ige  for  new  members — asking  for  nothing 
return  except  personal  information  on  a 
gistration  form  that  includes  name  and 
Idress,  marital  status,  and  hobbies. 

Site  ovmers  can  use  this  information  to 
le-tune  the  online  experience  by  making 
Ivertising,  contests,  and  rewards  programs 
ore  relevant.  At  sites  for  music  and  film 
iffs,  the  banner  ads  flog  online  music 
)res  and  dvds.  These  vendors  usually  can't 
lCcss  the  sites'  registration  lists.  But  site 


Online-CitySearch,  and  a  separate  commu- 
nity called  Angelfire.  As  these  properties 
become  integrated,  Tripod  and  Lycos  will  be 
able  to  aggregate  member  purchasing  pow- 
er to  win  discounts  on  consumer  products 
and  services.  First  Auction  will  help  home- 
steaders conduct  personal  auctions  from 
their  home  pages.  "These  online  proper- 
ties wall  link  up  to  form  massive  electronic 
buying  and  selling  chains,"  predicts  Tri- 
pod's Peabody. 

Companies  like  Warner  that  run  their 
own  sites  acquire  a  precious  commodity: 
knowledge.  In  return  for  low-cost  give- 
aways and  perks — character  images,  film 


previews,  and  online  chat  with  actors  from 
TV  shows  such  as  Friends  and  Babylon  5 — 
Warner  gets  personal  info  galore  from  the 
registration  forms. 

With  that  comes  responsibilities  for  site 
owners.  Fresh  in  everyone's  memory  is  the 
scandal  that  engulfed  GeoCities  last  summer, 
when  the  Federal  Trade  Commission  ac- 
cused the  site  ovraers  of  selling  members' 
personal  information  to  outside  marketers. 
GeoCities  denied  the  charge  but  agreed  to 
bolster  privacy  enforcement. 

Even  without  abuse  of  privacy,  however, 
advertising  can  rub  homesteaders  the  wrong 
way.  Stick  a  Coca-Cola  ad  in  a  chat  room, 
and  participants  will  quickly  start  flaming 
Coke,  notes  Jupiter  analyst  Patrick  Keane.  So 
when  Japan's  Fujitsu  Ltd.  introduced  ad- 
vertisements on  its  3-D  site  called  Worlds- 
Away,  it  tastefully  disguised  them  as  objects. 
Click  on  a  flower  pot,  and  it  takes  you  to  PC 
Flowers.  World  manager  Timothy  J.  Lavalli, 
a  PhD  anthropologist,  is  now  buOding  in- 
centives into  the  fiber  of  the  virtual  world. 
For  example,  members  who  spend  $50  or 
more  in  on-site  E-commerce  might  find 
their  $9.95  monthly  fee  waved,  he  says.  Ad- 
vertisers also  pay  more  when  they  see  that 
members  are  willing  to  spend  money. 

A  newer  community  called  CyberSites 
goes  even  frirther:  It  tactfully  surveys  mem- 
bers before  exposing  them  to  ads,  negotiates 
group  discounts  on  products  that  are  sold 
on-site,  and  allows  each  member  to  edit 
his  or  her  online  profile  to  accommodate 
shifting  tastes.  Step  by  step,  companies  and 
customers  are  learning  to  be  neighbors.  In  a 
community,  they  can  also  be  partners,  m 


HOW  CYBERSITES  REINVENTS  COMMERCE 


1 


Through  surveys, 
CyberSites  learns  that 
members  of  its 
AncientSites  community 
are  interested  in  buying 
old  Roman  coins. 


6 Upon  ordering,  members 
get  a  30%  discount  on 
ancient  coins  and  a  credit 
in  "site  currency" —  the 
community  equivalent 
of  frequent-flier  miles. 


Prowling  the  Web,  site 
owners  locate  a  reliable 
supplier  willing  to  provide 
volume  discounts. 


RESULT:  Three  percent  of 
all  viewers  of  the  ads  end 
up  buying  coins — a  huge 
number  compared  with 
typical  responses  to 
banner  ads  on  Web  sites. 


3 The  site  owners 
add  a  small  finder's 
fee,  and  post  prices 
on  the  AncientSites 
home  page. 


Site  owners  embed  the 


5 The  menu  explains 
how  and  why  the 
site  owners  obtained 
the  discount. 


4"  offer  in  a  pop-up  trivia 
quiz  about  Roman 
coins.  A  correct  answer 
takes  members  to  a 
purchasing  menu. 
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LINDA  HIMELSTEIN 


Follow  the  Money 

Where  is  E-commerce  poised  to  strike  next?  Keep  an  eye  on  the  venture  capitalists 


o  you're  not  a  stockbroker,  an  auto  dealer,  or  some  other 
poor  sap  trying  to  fight  off  a  dozen  E-commerce  startups.  No 
need  to  woiry,  right?  Wrong.  Like  objects  in  a  rearview  mirror, 
Internet  rivals  are  closer  than  they  appear.  And  there's  only  one 
sure  way  to  know  how  soon  they'll  be  riding  your  bumper. 

the  Web  radar  screen.  Internet  advertising 
and  marketing  outfits  attracted  $245  million 
in  1998  as  34  upstarts  were  launched.  Palo 
Alto  (Calif.) -based  AdKnowledge  Inc.,  which 
helps  companies  decide  how  and  where  to 
advertise  on  the  Web,  landed  $14  million  in 


Keep  your  eye  on  the  money.  Since 
1995,  venture  capitalists  have  poured  near- 
ly $3.8  billion  into  some  530  electronic- 
commerce  companies,  according  to 
VentureOne  Corp.,  a  San  Francisco  re- 
searcher. Checking  out  who's  getting  that 
dough  is  a  little-known  way  of  discovering 
what  businesses  might  be  next  on  the  In- 
ternet hit  list.  Although  many  of  these  ven- 
tures are  still  fledglings,  their  backers  say 
they're  poised  to  infiltrate  a  wide  swath  of 
industries,  from  postal  services  to  human-re- 
source management. 

It  has  happened  before.  In  the  past 
four  years,  venture  capitalists  have  fun- 
neled  $263  million  into  online  news  ser- 
vices and  Web  sites  related  to  cars  and 
travel.  Already,  a  quarter  of  new-car  buyers 
consult  the  Web  before  making  their  pur- 
chases, and  nearly  4%  of  all  airline  tickets 
arc  bought  over  the  Net.  Now,  venture 
capitalists  are  turning  their  attention — 
with  a  vengeance — to  other  markets. 
"Everybody  is  potentially  vulnerable,"  says 
lean  Yaremchuk,  vice-president  for  research 
and  technology  at  VentureOne.  "It's  just  a 
matter  of  timing." 

batteries  included.  If  you're  in  financial 
services,  the  time  is  now.  More  than  $300 
million  has  gone  into  34  companies  fo- 
cused on  everything  from  mortgages  to  in- 
surance in  1998,  up  from  $81  million  in  22 
companies  a  year  earlier.  One  newcomer 
even  hopes  to  shake  up  the  staid  credit- 
card  industry:  San  Francisco's  NextCard's 
Web  site  lets  its  customers  apply  for  Visa 
cards,  get  online  statements,  and  design 
their  own  cards  with  images  of  Elvis,  Mom, 
or  whomever. 

There  are  plenty  of  other  industries  on 


Forest,  111.,  for  example,  sells  more  than 
100,000  prints  over  the  Net.  The  average 
brick-and-mortar  shop  carries  1,000.  "When 
you  look  at  the  efficiencies  that  the  Web 
creates,  they're  too  powerful  to  ignore,"  says 
Robert  C.  Kagle,  a  partner  at  Benchmark 
Capital,  an  Art.com  investor. 

Even  established  companies  are  backing 
the  small  fry.  Intel  Corp.  has  invested  in  50 
E-commerce  startups  to  fuel  demand  for 
personal  computers  that  use  Intel  chips. 
And  venture-capital  firm  Kleiner  Perkins 
Cauiield  &  Byers  has  built  a  grid  of  virtually 


WHERE  THE  DOUGH  WENT  (1995-98) 


How  venture  capitalists  are  investing  in  E-commerce 
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February.  Health-care  upstarts,  including 
online  pharmacies  and  medical  informa- 
tion sites,  also  are  popular.  In  1998,  they 
took  in  $96  mOlion,  up  57%  from  the  pre- 
vious year.  Even  niche  categories,  such  as 
battery  retailing,  now  boast  multiple  ven- 
ture-backed startups.  Duracell,  are  you 
ready? 

What  makes  these  businesses  so  enticing 
is  that  they  promise  to  eliminate  inefficien- 
cies in  their  markets.  Businesses  with  mul- 
tiple distribution  channels,  a  slew  of 
middlemen,  or  massive  product  selections 
are  ripe  for  invasion.  Art.com  Inc.  in  Lake 


every  sector  of  the  U.  S.  economy — from 
wine  to  steel — to  pinpoint  areas  in  need 
of  Web  treatment.  "It's  an  exploding  uni- 
verse of  opportunities,"  says  Kleiner  Perkins 
partner  L.  lohn  Doerr.  Traditional  busi- 
nesses intent  on  outracing  Web  upstarts 
had  better  step  on  the  gas  pedal,  while 
keeping  their  eye  on  the  latest  venture 
investments.  * 


An  interview  with  venture  capitalist  L  John 
Doerr  of  Kleiner  Perkins  Caufield  &  Byers  is 
available  at  ebiz.businessweek.com. 
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Who's  .com-ming  the  world? 


Today,  it's  ".com"  this,  ".com"  that. 


You're  more  than  a  little  familiar  with 


".com "  But  how  about  the  company  behind  it? 


At  Sun,  we've  been  taking  com- 


panies into  the  Network 


Age  for  the  better 
part  of  16  years. 
Everything  we 
make,  everything 
we  do  (and  every- 


thing we've  always 


done)  is  about  network 


computing. 


And  that's  what  ".com-ming"  is  all  about. 


businesses  like  Music  Boulevard  to  portals  like 
Excite.  And  with  our  Java™  technologies,  we're 
extending  the  Net— all  the  way  to  consumer 
devices.  By  .com-ming  every- 
thing from  smart  cards 
to  cell  phones  to 
home  appliances, 


•Com 


we're  ushering  in 


a  whole  new  world 


of  interaction. 


With  our  technologies 


behind  them,  hundreds  of  companies,  some 


Our  computer  systems,  technologies  and 


services  enable  companies  to  get  to  the  Net, 


decades-old,  some  hours-old,  are  .com-ming 


themselves  overnight.  Reinventing  themselves 


and  .com  their  business  processes.  From  ISPs 


overnight. 


like  UUNET  and  Earthlink  to  entertainment 


We're  the  dot  in  .Conn.  What  can  we 


companies  like  Sony.  From  e-commerce 


.com  for  you? 


microsystems 
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A 


Web 


That  Looks  Lik 


The  Internet  isn't  just  a  geek's  playground  anymore.  These  days,  everybody's  log 


oral  Main,  a  51 -year-old  mother  of  two  and  office 
manager  of  a  low-income  property  company  in  Oak- 
land, Calif,  saves  precious  time  by  shopping  the  Inter- 
net for  greeting  cards  and  getaways.  Her  Net-newbie 
father,  Charles  F.  Bumcrot,  73,  goes  online  to  buy 


supplies  for  his  wood-carving  hobby.  Even 
niece  Katrina,  1 1 ,  finds  excitement  on  the 
Web,  picking  gifts  she  wants  from  the  Dis- 
ney.com  site.  "It's  addictive,"  Main  says  of 
the  Net. 

The  Web  isn't  mostly  a  hangout  for 
techno-nerds  anymore.  On  the  cusp  of  a 
new  century,  it  is  being  embraced  by  every 
age  and  ethnic  group.  Indeed,  Internet  de- 
mographics are  quickly  coming  to  match 
America's  diversity.  Combined  business  week 
and  Harris  polls  conducted  in  January  and 
February  reveal  that  46%  of  those  who  use 
the  Internet  are  women,  compared  with 
37%  three  years  ago.  And  the  number  of 


cybersurfers  over  50  has  doubled,  to  20%. 

Indeed,  research  shows  just  how  rapid- 
ly the  Web  is  losing  its  male-geek  status. 
Women  account  for  more  than  half  of 
new  Internet  users,  according  to  a  recent 
Pew  Research  Center  study.  By  yearend, 
predicts  Forrester  Research  Inc.,  32%  of 
black  households  in  the  U.  S.,  43%  of  His- 
panic, and  67%  of  Asian-American  house- 


Complete  results  of  the  latest  BUSINESS 
WEEK/Harrls  Internet  Poll  are  available  at 
ebiz.businessweek.com 


holds  will  be  online.  These  proportion 
compare  with  39%  of  white  household 
expected  to  be  online  by  yearend.  Cybei 
surfing  is  becoming  a  global  pastime,  toe 
The  number  of  Europeans  hopscotchin 
across  Web  sites  is  expected  to  jump  fror 
4%  of  the  population  to  13%  by  200 
says  Forrester,  while  the  number  of  Ch 
nese  Netizens  wall  more  than  quadruple,  t 
9.4  million,  by  2002,  according  to  re 
searcher  International  Data  Corp. 
A  SIMPLE  PLAN.  For  E-businesses  and  trad 
tional  merchants,  that  means  adapting  t 
the  Web's  mass-market  following.  What  wj 
cool  to  the  propeller-head  may  be  a  tumo 
to  the  cyber-granny.  And  there's  no  time  1 
waste.  According  to  the  recent  busine: 
WEEK/Harris  poll,  the  number  of  peop 
who  have  made  purchases  online  jumped 
31%  of  online  users,  from  19%  in  199' 
What's  more,  the  new  Net  shoppers  pack 
mighty  economic  punch.  Consider  thi 
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"It's  addictive":  Dora!  Main  (right),  niece 
Katrina  (center),  dad  Charles  Bumcrot,  and 
the  rest  of  her  family  are  devoted  surfers 

Some  80%  of  all  household  purchases  are 
made  or  influenced  by  women,  according  to 
WomanTrend,  a  Washington  consulting 
firm.  This  year,  about  28%  of  those  buying 
anline  are  expected  to  be  women,  up  from 
21%  last  year,  according  to  Forrester 
Research. 

As  the  type  of  users  snared  by  the  Web 
broadens,  Net  operators  are  beginning  to 
Jiink  outside  the  box.  Savvy  online  mer- 
:hants  realize  they  have  to  expand  their 
product  mix  to  reflect  the  interests  of  dif- 
erent  groups.  And  to  capture  new  users 
vith  less  technological  knowhow,  they're 
bcusing  on  making  sites  more  appealing 
ind  easier  to  use.  For  example,  many 
vomen  dislike  black  backgrounds,  says  Fran 
vlaier,  senior  vice-president  for  marketing  at 
Vomen.com  Networks,  a  site  devoted  to 
vomen's  issues. 


reach  40%  by  2003,  according  to  Forrester 
Research.  With  substantial  incomes — their 
median  household  incomes  hover  above 
$60,000,  dwarfing  younger  users,  Forrester 
says — older  Netizens  make  an  attractive  tar- 
get for  Web  businesses,  ranging  from  florists 
to  automotive  retailers.  Still,  seniors  are  less 
familiar  with  techie  lingo  and  gadgets,  and 
they  admit  that  they  approach  Internet  shop- 
ping with  some  trepidation.  "It's  because 
there's  an  erosion  of  a  feeling  of  security"  says 
Rosina  Lassalle,  66.  Lassalle,  a  Castro  Valley 
(Calif)  homemaker,  had  some  of  her  fears 
about  online  credit-card  theft  calmed  when 
she  bought  a  satellite  dish  last  fall  without 
any  problems. 

GETTING  PERSONAL.  Web-site  operators  in- 
terested in  luring  seniors  are  toning  down 
the  technology.  The  American  Association  of 
Retired  Persons'  site  doesn't  require  lengthy 
downloads  or  complicated  plug-ins,  and 
it's  light  on  graphics.  "Our  major  mantra  is 
keeping  it  simple,"  says  Mark  D.  Carpenter, 
AARp's  online-communications  developer. 


World 


wd  guess  what  that's  doing  to  moneymaking  potential 


Minding  female  tastes  pays  off.  Although 
learly  twice  as  many  men  buy  goods  on- 
ne,  stU'dies  show  women  are  boosting  on- 
ne  commerce  in  areas  such  as  travel,  gifts, 
lothing,  toys,  flowers,  and  cards.  Web 
/omen,  for  example,  have  helped  iVillage 
row  from  a  tiny  parenting  site  on  Ameri- 
a  Online  Inc.  in  1996  to  one  of  the  Inter- 
et's  bigger  success  stories, 
'he  New  York  startup  has 
sen  its  number  of  users 
oom  52%  from  2.1  million 
1  April,  1998,  to  3.2  million 
1  lanuary,  according  to  Web 
itings  service  Media  Metrix 
ic.  And  an  initial  public  of- 
:ring  is  in  the  works. 

And  move  over,  kids — se- 
iors  are  elbowing  their  way 
nline.  Those  aged  55  to  64 
lake  up  some  22%  of  online 
ouseholds  today — and  will 


The  site,  an  information  source  for  some 
33,000  members,  features  a  popular  sec- 
tion on  computers  and  technology.  In  fact, 
high-tech  education  has  driven  more  than 
500,000  users  a  month  to  SeniorNet,  a  site 
for  the  over-50  crowd. 

Simplicity  counts,  but  success  online 
really  means  just  what  it  meant  in  the  pre- 


A  WIDER  NET 


Net  demographics  are  moving  to  match  U.S.  diversity 
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Web  days:  matching  the  right  goods  to  the 
right  group.  It's  no  secret  why  Bluemoun- 
tain.com  shot  to  the  top  of  Media  Metrix' 
list  of  popular  Web  sites,  with  12.5  million 
visitors  in  December.  The  site's  mix  of  elec- 
tronic greeting  cards  attracts  women,  se- 
niors, and  minorities.  Some  57%  of 
Bluemountain's  users  are  female,  says  Exec- 
utive Director  Jared  Schutz.  And  while  he 
doesn't  keep  data  by  ethnic  group,  he  says 
cards  that  focus  on  ethnic  and  specialty 
subjects,  such  as  Buddhism  and  Kwanzaa, 
are  among  the  most  popular  on  the  site. 
Bluemountain  also  has  Spanish-  and 
French -language  sections  and  will  soon  add 
German  and  Italian.  "For  many  of  these 
people,  we  are  one  of  the  few  sites  that 
caters  to  them,"  Schutz  says. 

That's  because  narrowly  targeted  sites 
have  a  better  read  on  what  their  audience 
wants.  Women. com's  online  store  includes 
everything  from  deals  on  roses  to  baby 
carriages.  The  site  also  builds  a  database  of 
about  500,000  customers  and  zaps  them  E- 
mail  notices  when  there's  a  sale  on  an  item 
they  are  listed  as  liking.  The  approach  has 
helped  Women.com  generate  millions  in 
sales  from  the  store  since  it  was  launched 
last  luly.  Rather  than  the  price  of  prod- 
ucts, "Personalization  makes  women  feel 
more  comfortable  making  purchases,"  says 
Women.com's  Maier. 

Online  businesses  also  are  waking  up 
to  the  economic  clout  of  different  ethnic 
groups.  For  example,  black  Americans'  total 
buying  power  increased  7%  in  1997,  to 
$392  billion,  according  to  a  study  of  the  lat- 
est Census  Bureau  data  released  in  February 
by  Target  Market  News  Inc.  in  Chicago. 
Blacks  spent  $60  million — a  sixfold  in- 
crease— on  Internet  access  and  $3.3  billion 
on  electronic  gear.  "The  black  dollar  spends 
just  like  the  white  dollar,"  says  B.  Keith  Ful- 
ton, director  of  technology  pro- 
grams and  policy  at  the  National 
Urban  League.  Catering  to  African 
Americans  helped  NetNoir  gen- 
erate thousands  of  dollars  a 
month  from  its  Web  mall.  In  less 
than  a  year,  the  mall  has  grown 
from  20  vendors  to  about  100, 
which  sell  everything  from  books 
and  cards  to  clothing.  As  the  Web 
morphs  into  tomorrow's  market- 
place, its  shoppers  will  come  in 
every  culture,  gender,  and  age 
group,  m 
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Executives  at  companies  large  and  small  are  learning 
they'd  better  get  wise  to  the  Web-or  else 

Dennis  M.  Kubit,  chief  executive  of  Trans-General  Group, 
a  Pittsburgh  insurance  outfit,  used  to  be  like  most  exec- 
utives in  his  stodgy  industry.  He  rarely  surfed  the  Inter- 
net, and  his  company's  Web  site  was  little  more  than  a 
shingle  emblazoned  with  the  corporate  name  and 

a  list  of  services.  But  last  year,  customers 
and  brokers  began  asking  about  the  insurer  s 
Internet  strategy.  Banks,  for  instance,  want- 
ed to  sell  Trans-General's  products  over  the 
Web.  So,  sLx  months  ago,  Kubit  decided  he 
had  to  get  wired — and  fast.  Now  he  spends 
one  to  two  hours  a  day  online,  checking 
out  rivals'  Web  sites  and  surfing  for  incfu.stry 
news.  "We  telt  we  were  behind  and  we  need- 
ed to  catch  up,"  he  says. 

Kubit  isn't  the  only  one.  Even  as  elec- 
tronic commerce  is  poised  to  bring  sweep- 
ing changes  to  virtually  every  industry,  fewer 
than  one-third  of  CEOs  in  the  U.  S.  con- 
sider themselves  Web-literate,  according  to  a 
PricewaterhouseCoopers  survey  of  more 
than  800  CEOs  that  was  released  in  lanuary. 
Only  one  in  four  surf  the  Web  regularly, 
and  69%  describe  their  Internet  sophistica- 
tion as  fair  or  poor 

Here's  the  problem  with  such  Luddite 
behavior:  The  vast  majority  of  these  same 
chief  executives  say  that  electronic  business 
will  be  central  to  their  future.  Will  top  execs 
be  able  to  learn  how  to  navigate  the  cyber- 
world  without  getting  their  fingers  dirty  on 
a  computer  keyboard?  Don't  count  on  it. 


CEOS  who  don't  get  down  to  some  serious, 
hands-on  Net  prowling  may  soon  find 
themselves  with  little  else  to  do.  Says  Thorn- 
ton A.  May,  vice-president  for  research  and 
education  at  Cambridge  Technology  Part- 
ners Inc.:  "We're  living  in  a  brand  new 
economy  and  some  of  these  guys  are  still  in 
the  Middle  Ages  bleeding  patients." 
ONE-ON-ONE.  Mindful  of  the  threats  posed  by 
Web-centric  rivals,  companies  are  scram- 
bling to  bring  their  most  senior  executives 
into  the  Information  Age.  At  Visa  Interna- 
tional, at  least  30  high-ranking  officials  have 
been  treated  to  "Web  tours"  to  learn  every- 
thing from  checking  stock  quotations  to 
buying  golf  clubs.  Visa  ;Jso  has  offered  these 
tours  to  senior  executives  in  the  banking 
and  retail  sectors.  Visa  is  so  serious  about  the 
Web  that  it  has  made  online  commerce  one 

^[3u3^  '^O'^^  INFORMATION  ON  THE  WEB  | 

j  •Advice,  discussion  group  on  technology:  I 

www.brint.com  | 

!  ! 

I  'Tech  publisher  CMP's  resource  for  i 

!  E-commerce:  www.planetit.com  i 

•Adviser  on  business  impact  of  the 

Internet:  www.mainspring.com 


of  the  company's  top  five  strategic  initi.i 
tives  and  has  cut  a  series  of  deals  to  promoti 
Visa  on  the  Net  with  the  likes  of  Web  pi( ) 
neer  Yahoo!  Inc.  and  eToys.  "You  need  high 
level  support  to  get  an  entire  organization  t( 
embrace  E-commerce,"  explains  Joseph  A 
Vause,  vice-president  for  electronic-corn 
merce,  who  has  been  dubbed  Visa  Interna 
tional's  resident  "dot  com.  " 

At  Trans-General,  Kubit  might  be  con 
sidered  the  house  "dot  com"  these  days.  Sine 
the  fall,  he  has  hired  a  chief  information  oi 
ficer,  Charles  Klein,  and  gotten  himself  soni 
one-on-one  training  to  learn  how  the  We 
might  be  used  to  lower  costs,  provide  bettt 
customer  service,  and  conduct  research  o 
competitors.  Starting  this  March,  Kubit  bega 
requiring  top  lieutenants  to  spend  an  hour 
week  in  "nerd  training"  to  make  them  q 
bersmart.  "People  wonder  if  I'm  really  en 
bracing  tfie  Internet  or  just  sitting  there  nc 
walking  the  walk,"  observes  Kubit. 

Beyond  mastering  the  Web's  ABC's,  Kub 
is  overseeing  the  launch  of  an  extensive  co 
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orate  intranet,  while  weaving  technology 
ito  all  his  strategic  thinking.  For  instance,  the 
smpany's  market  researchers  routinely  use 
le  Net  to  check  out  other  insurers'  products 
nd  prices  before  Trans-Generals  sales  force 
itches  new  business.  The  company's  tech 
aff  regularly  meets  with  senior  executives 
id  quarterly  with  the  company's  board  of 
irectors.  Trans-General  has  even  established 
high-tech  advisory  board  to  ensure  that  the 
jmpany  stays  on  the  right  track — and 
aesn't  cede  any  territory  to  startups  that 
"e  creeping  into  the  insurance  industry. 
0,  THANKS.  To  be  sure,  many  chief  exec- 
tives  don't  believe  they  need  to  be  the 
le  combing  the  Web.  George  L.  Engelke 
.,  the  60-year-old  chairman,  president,  and 
10  of  Astoria  Financial  Corp.,  a  $20  billion 
vrift  in  Lake  Success,  N.  Y.,  has  no  com- 
iter  in  his  office  and  doesn't  plan  on  get- 
ig  one.  Engelke  says  his  job  has  nothing  to 
)  with  the  nuts  and  bolts  of  opening  ac- 
•unts  or  processing  mortgages.  Even  voice- 
ail,  he  says,  is  overrated,  since  it's  far  less 


Trans-General's  Klein  and 
Kubit:  "We  felt  we  were 
behind  and  we  needed  to 
catch  up,"  says  Kubit 

customer-friendly  than  a  real 
person.  For  tasks  that  re- 
quire technical  assistance, 
Engelke  says  his  computer- 
savvy  aides  or  a  calculator 
he  picked  up  for  free  15 
years  ago  are  more  than  ad- 
equate. "As  an  executive, 
your  biggest  role  is  being  a 
devil's  advocate,"  says  En- 
gelke, who  keeps  an  old 
Mercury  2300  adding  ma- 
chine in  his  office.  "Devil's 
advocacy  isn't  on  a  PC.  It 
doesn't  have  that  key." 

Although  honchos  such 
as  Engelke  are  still  in  the 
majority,  most  experts  and 
Net-smart  CEOs  say  they 
won't  be  for  long — not  if 
they  hope  to  survive  in  the 
coming  decade.  "How  can 
you  lead  your  company  into 
this  new  era  if  you're  not 
conversant  and  comfortable 
in  this  new  technology  and 
able  to  envision  its  opportu- 
nities?" asks  David  S.  Pot- 
truck,  co-CEO  of  Charles  Schwab  &  Co. 

Pottruck  knows  firsthand  how  important 
Net  experience  is  to  corporate  leadership.  In 
early  1998,  the  company  decided  to  move  its 
Internet  business  from  a  separate  operation 
into  the  core  of  Schwab's  financial-services 
strategy.  Initially,  the  move  was  painfiil — the 
company's  stock  and  revenues  started  to 
sink  as  it  cut  trading  fees.  But  the  gambit 
worked.  Today,  54%  of  Schwab's  trades  are 
done  online — a  key  reason  it's  one  of  the 
fastest-growing  companies  in  the  country.  If 
senior  management  had  not  personally  un- 
derstood the  Web  and  its  potential  impact 
on  the  brokerage  industry,  Pottruck  says, 
Schwab  could  have  been  left  in  the  dust. 

Levi  Strauss  &  Co.  doesn't  want  to  be 
left  behind.  It's  going  through  an  entire  re- 
organization. In  February,  the  giant  jeans 
maker  started  assigning  a  technology  man- 
ager to  business-unit  executives  to  help 
them  grapple  with  techie  issues  that  arise. 
"There's  a  fundamental  technology  level  of 
literacy  that  people  have  to  have  to  operate 
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today,"  says  Thomas  M.  Kasten,  vice  presi- 
dent of  information  technology  for  Levi 
Strauss  Americas. 

That's  what  Henry's  Marketplace,  a  14- 
store  grocery  chain  based  in  La  Mesa,  CaHf., 
is  finding  out.  Top  execs  there  admit  that 
they  are  still  struggling  with  basic  technol- 
ogy issues,  let  alone  sophisticated  uses  of  the 
Internet.  In  the  past,  some  of  the  top  brass 
didn't  even  check  E-mail  routinely — and 
missed  out  on  critical  notices  such  as  the 
agendas  for  board  meetings. 
HIGH  PRICE,  But  Stanley  A.  Boney,  the  chair- 
man and  CEO  at  Henry's,  has  had  enough  of 
that  He  learned  that  more  than  a  third  of  his 
customers  are  regularly  surfing  the  Web.  With 
a  littie  help,  Boney  says,  he  has  begun  to 
understand  how  to  use  the  Internet  to  lower 
inventories  of  specialty  items,  serve  up  infor- 
mation to  his  customers,  and  expand  Henry's 
beyond  Southern  California.  The  transition, 
however,  has  been  difficult.  "We  weren't 
brought  up  in  the  computer  generation,  so 
we  weren't  computer  literate,"  Boney  explains. 
"Even  though  the  Intemet  isn't  that  much  of 
a  threat  to  us  at  this  point,  we  know  it's 
coming  and  we've  got  to  prepare." 

There's  still  time  for  Boney  and  other 
CEOs  to  get  Net-wise — but  not  a  lot  of 
time.  Those  top  execs  who  continue  to  rel- 
egate Web  responsibility  to  their  information 
systems  staff,  or  to  hide  behind  their  calcu- 
lators and  secretaries,  wdU  pay  a  high  price. 
"You  either  get  on  to  technology  and  into 
E-conimerce,  or  you  probably  get  out  of 
business  or  have  a  shrinking  business,"  says 
San  Diego  consultant  Gerald  W.  Faust.  That 
may  be  bitter  medicine.  But  better  to  take  it 
before  it's  too  late. 

—  Contributing:  Gary  Silverman 


T 


YOU  KNOW  YOU  DON't 

"get  it"  when... 


...the  CIO  position  constantly 
needs  refilling. 

...executives  rely  on  staff  to 
handle  E-mail. 

...technology  issues  are  rarely 
discussed  by  the  board  of  directors. 

...senior  managers  are  not 
accountable  for  high-tech  projects 
and  budgets. 
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What  the  heck  is  a  Handheld  PC? 


For  people  on  the  go  it's 


convenient  computing. 


As  far  as  computing  goes,  whether  you're  a  thousand  miles  away  or  just  over 
in  Building  C,  it's  the  same  thing.  You  need  to  have  information  with  you. 
You  need  to  gather  information  and  bring  it  back  to  your  office.  And  a 
Handheld  PC  running  Microsoft-  Windows*  CE  is  the  perfect  machine  to  do  it. 

Why?  Because  it's  light,  turns  on  instantly,  and  stays  on  for  up  to  12  hours 
with  one  battery. 

And  because  it  offers  Pocket  versions  of  your  most-often-used  desktop 
applications— Word,  Microsoft  Excel,  PowerPoint,  Microsoft  Access,  Outlook®, 
and  Microsoft  Internet  Explorer.  They  don't  do  everything  your  desktop  PC 
can  do,  just  what  you  need  most  when  you're  mobile.  Send  e-mail.  Take  notes. 
Check  your  calendar.  Browse  the  Web. 

Did  you  update  your  calendar  over  lunch?  Just  connect  your  desktop  PC  with 
your  Handheld  PC  and  any  changes  are  automatically  updated  between 
the  two  machines. 

Handheld  PCs  come  in  a  range  of  sizes,  from  a  range  of  manufacturers, 
and  start  at  $799.  Purchase  one  today  and  receive  a  FREE*  Kingston'  8MB 
CompactFlash"  storage  card  and  bonus  software— an  over  $100  value. 
For  a  complete  list  of  manufacturers  and  retailers,  go  to: 


■*Promotional  items  offered  via  mail-in  rebale.  $4  95US/$7.95CDN  shipping  and  handling  fee  applies.  Offer  good  in  the  US  and  Canada  only.  Must  purchase  a  Handheld  PC  powered  by  Windows  CE  between  March  1  and 
June  30.  1999.  Pick  up  the  promotion  mail-in  rebate  from  your  local  reseller  or  print  il  off  of  our  Web  site  ai  www  microsoft  com/windowsce/hpc.     1999  Microsoft  Corporation  Ail  rights  reserved.  Microsoft.  Outlook. 
PowerPoint,  Windows  and  the  Windows  CE  logo  are  either  registered  trademarks  or  trademarks  of  Micfosoft  Corporation  in  the  United  States  and/or  other  countries  Other  product  and  company  names  mentioned  herein 
.nay  be  the  trademarks  of  their  respective  owners 


www.microsoft.com/windowsce/hpc 


Microsoft 


Where  do  y'O  ,  want  to  go  today?" 


It  all  started  with  a  question:  "How  can  people  work  smarter?' 
The  answer  was  the  Internet.  A  company  called  BBN  created  the 
forerunner  to  the  Internet,  sent  the  world's  first  e-mail,  and  set  the 
.  '@'  symbol  in  motion.  BBN  is  now  GTE  Internetworking.  And  we're 
still  asking  questions.  Questions  about  your  business,  your  people, 
your  dreams.  To  provide  answers,  we're  investing  hundreds  of 
millions  in  a  jglobal  Internet  backbone  100  times  faster  and 
-  substantially  more  secure  than  today's  Intemet.  And  we're  shaping 
^he  future  of  how  we  work.  play,  communicate  and  conduct 


e-business.  In  every  sense,  we're  people  moving  ideas.  The  Inte « 
contains  a  world  of  information,  knowledge  and  promise.  To  ge  i 
answers,  you  need  the  right  questions  and  this  is  where  they're  ^ 

www.4nternetworking.gte.com  or  800.472.4565 


INTERNE  T  W  O  R  K I  N  G 

POWERED  BY  BBN" 


Science  &  Technology 


•HARMACEUTICALS 


A  SWEET  WEAPON 
FOR  FIGHTING  DISEASE 

^Jeose's  synthetic  sugars  may  lead  to  a  new  method  of  attack 


In  1990,  Stephen  A.  Roth,  a  tenured 
biology  professor  at  the  University 
of  Pennsylvania,  didn't  dream  that 
le  might  one  day  become  ceo  of  a  cut- 
ing-edge  biopharmaceutical  company. 
But  his  reseai'ch  was  starting  to  attract 
nterest.  Roth  had  figured  out  how  to 
nake  certain  complex  sugar  molecules 
;heaply  and  in  large  enough  quantities 
,0  be  used  commercially — as  medicines 
)r  food  additives-'.  Abbott  Laboratories 
vas  interested,  and  in  1992,  it  invested 
n  his  startup,  Neose  Technologies  Inc. 
n  Horsham,  Pa. 

Neose's  process  could  lead  to  new 
reatments  for  cancer,  bacterial  and  vii-al 
nfections,  and  other  diseases.  Two  oth- 
r  giants — Johnson  &  Johnson  and  Bris- 
ol-Myers  Squibb  Co. — have  established 
lartnerships.  On  its  own,  Neose  is  al- 
eady  in  human  trials  with  new  drugs 
3r  ulcers  and  ear  infections — and  early 
esults  are  promising. 

Industry  experts  are  impressed.  "Theii- 
schnology  has  enabled  a  whole  range  of 
roducts  that  really  weren't  possible  be- 
)re,"  says  Stephen  J.  Catani,  a  vice- 


president  at  McNeil  Specialty  Products 
Co.,  a  unit  of  Johnson  &  Johnson. 

John  S.  Sonnier,  an  analyst  at  Vector 
Securities  International  Inc.,  says 
Neose's  greatest  strength  is  its  interest 
"in  so  many  different  areas,  from  vac- 
cines to  food  supplements  to  anti-infec- 
tives."  And  more  "anti-infectives" — so 
called  because  they  remove  germs 
rather  than  kill  them — are  on  the  way. 
"There  are  more  than  a  dozen  patho- 
genic bacteria  with  knovra  cell-surface 
targets,"  says  Roth.  "Each  one  is  a  po- 
tential target  for  Neose." 

Scientists  have  known  for  decades  that 
complex  sugai'  molecules  play  a  critical 
role  in  many  biological  processes — from 
infections  to  the  fertilization  of  egg  cells 
by  sperm.  Bactei'ia  and  vinases  have 
evolved  ways  to  infect  cells  by  binding  to 
the  sugars  that  occur  natui'ally  on  theii- 
surfaces.  Neose's  synthetic  sugars  can 
thwart  that  process.  When  the  sugars 
are  delivered  to  the  site  of  infection, 
they  act  as  decoys.  Germs  ai'e  fooled 
into  latching  on  to  them  instead  of  the 
cells  they  normally  infect.  The  germs 


AN  ELEGANT  AND  SIMPLE  TECHNOLOGY' 

Neose  believes  sugars  are  useful  for  much  more  than  fighting  infections, 
and  it  has  recruited  partners  to  develop  other  products.  They  include: 


and  decoys  are  then  cleared  from  the 
system — and  the  infection  is  blocked. 

It  sounds  simple,  but  making  drugs 
out  of  sugars  was  far  from  straightfor- 
ward. Because  simple  sugars  can  be 
linked  together  in  several  ways,  it  is 
almost  impossible  to  build  a  compound 
from  its  individual  components.  If  even 
one  element  in  the  chain  is  misconfig- 
ured,  a  different  sugai" — with  a  different 
biological  function — is  created.  Some- 
times, the  sugai's  can  be  extracted  from 
natm'al  sources,  such  as  breast  milk  or 
plants.  But  the  process  is  inefficient  and 
can  result  in  products  of  varying  quality. 
FAST  AND  CHEAP.  It's  also  too  expen- 
sive. For  years,  Abbott  Labs  consid- 
ered supplementing  infant  formula  vrith 
a  sugar  that  boosts  the  immune  sys- 
tem. But  just  a  teaspoonful  would  have 
cost  sevei-al  thousand  dollars.  Then  Roth 
devised  an  ingenious  way  to  make  the 
sugars  using  naturally  occurring  en- 
zymes. Now,  in  just  weeks,  Neose  can 
make  kilos  of  Abbott's  sugar  at  a  cost 
that  won't  chive  up  the  price  of  formula. 

Roth's  patented  process  uses  enzymes 
called  glycosyltransferases  to  string  sug- 
ars together  in  correct  orientations.  In- 
dividual subunits  are  added  in  a  series 
of  steps,  each  of  which  relies  on  a  dif- 
ferent transfei'ase.  "It  is  an  elegant  and 
simple  technology,"  says  Barry  D.  Shur, 
a  cai"bohydrate  biologist  at  Emoiy  Uni- 
versity School  of  Medicine. 

For  patients,  this  elegant  technology 
could  lead  to  new  treatments.  For  Roth, 
it  offers  the  sweet  smell  of  success. 

By  Ellen  Licking  in  New  York 


BULKING  AGENT 


INFANT  FORMULA  ADDITIVE 


CANCER 


USE 

Boosts  immunity  in  newborns 

Helps  stimulate  immune  system 

Adds  substance  to  foods 

MARKET 

$5  billion 

Not  available 

$300  million 

PARTNER 

Abbott  Laboratories,  for  use  in 

Bristol-Myers  Squibb,  for  use  against 

Johnson  &  Johnson,  for  use  with  noncaloric 

infant  formula 


melanoma 


sweetener 
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Zip! 

For  a  faster 

tax  refund 

cKck  send 


IRS  e-ji\e  is  today's  way  to 
file  your  income  tax — and 
get  your  refund  back  in 
half  the  usual  time.  Even 
faster  with  Direct  Deposit! 

If  you  prepare  your  tax 
return  on  vour  PC  or  Mac, 
take  the  next  step  and  ji\e 
it  electronically  too. 

Click!  IRS  e-ji\e  is 
fast,  simple,  accurate  and 
secure.  And  you  can  e-file 
24  hours  a  day,  7  days 
a  week. 

Do  you  owe  more  tax? 
You  can  still  e-file  vour 
return  now,  get  fast  proof 
of  acceptance  from  the 
IRS,  but  then  wait  until 
April  15th  to  make  the 
pa^ment.  One  option 
allows  you  to  authorize 
a  withdrawal  from  vour 
bank  account  on  the 
date  you  choose,  up  to 
April  15th.  Another  option 
allows  you  to  pav  with 
vour  credit  card. 

Anv  questions?  Check 
the  IRS  Web  site  at 
www.irs.  us  treas.gov 
or  your  tax  preparation 
software. 

IRS  e-pe.  It's  the  fastest 
way  to  get  a  tax  refund. 


Click.  Zip. 
Fast  Round  Trip. 


nal  Revenue  Service  IVorkinci  to  put 
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Developments  to  Watch 


EDITED  BY  OTIS  PORT 


PROSTATE  GANGER: 
FOILING  A  GOOD 
SENE'S  EVIL  TWIN 

'HE    VAST    MAJORITY  OF 

)rostate  cancers  appear  to  be 
inked  to  a  common  genetic 
)rocess — a  discovery  that 
lolds  promise  of  cming  can- 
er  by  reversing  the  pi'ocess. 
^he  previously  unsuspected 
elationship  between  tumors 
,nd  one  specific  genetic 
irocess  turned  up  in  reseai'ch 
t  Johns  Hopkins  Univei'sity. 

Called  gene  switching,  the 
Tocess  occurs  when  some 
lembers  of  a  particular 
roup  of  genes  switch  on 
/hile  other  members  shut 
own.  Gene  switcliing  is  com- 
lonplace  during  the  devel- 
pment  of  embiyos,  but  the 
lopkins  scientists  believe 
lat  their  study,  reported  in 
le  March  issue  of  Nature 
ledicine,  marks  the  first 
me  that  gene  switching  has 
een  definitively  linked  to 
incer. 

When  the  Hopkins  team 
jmpared  gene  activity  in 
ormal  and  malignant 
fostate  cells,  they  found  that 

gene  called  pp32  was 
OTtched  on  in  normal  cells 
at  usually  switched  off  in 
mcer  cells.  Previous  studies 
id  revealed  that  pp32  helps 
revent  cells  from  turning 
alignant.  Now  it's  cleai-  that 
ose  relatives  of  this  gene 
;t  like  evil  twins  and  en- 
)ui"age  tumor  gi'owth,  says 
r.  Shrihari  S.  Kadkol,  a 
ithologist.  Moreover,  adds 
r.  Gary  R.  Pasternack,  the 
olecular  pathologist  who 
ads  the  woi-k,  the  same  sort 
'  gene-switcliing  pattern  has 
so  been  spotted  in  breast 
incer  patients. 

If  the  findings  are  con- 
•med,  they  might  lead  to 
"Ugs  that  would  treat 
■estate  cancer  by  reversing 
e  gene-switching  process, 
isternack  expects  that  un- 
vering  the  trigger  for  the 
idtching  eventually  can  lead 
a  method  of  restoring 
i32's  tumor-blocking  role.  □ 


MAKE  WAY  FOR  ROBO-GOD 


JURASSIC  PARK  FEATURED  LONG-EXTINCT  DINOSAURS 

that  came  to  life.  Soon,  an  aquarium  near  you  might 
feature  the  sequel:  ancient  fish.  Researchers  at  Japan's 
Mitsubishi  Heavy  Industries  Ltd.  have  spent  four  yeai'S 
and  $1  million  developing  robots  vrith  scales.  These  ro- 
bots swim  just  like  the  real  thing,  complete  with  undu- 
lating fins.  They  swim  to  an  undei-water  ballet  orches- 
trated by  computer  and  broadcast  by  radio  transmitters. 
Two  models  are  now  showing  their  moves — a  5.5-pound 
sea  bream  and  an  88-pound  coelacanth — and  sea  crea- 
tui'es  from  the  Cambrian  period  ai'e  in  the  works. 

Mitsubishi  has  stiuck  a  deal  with  one  amusement 
park.  But  applications  may  reach  far  beyond  entertain- 
ment. Pound  for  pound,  fish  use  one-third  less  energy 
than  propeller-driven  objects.  So,  artificial  fins  may  im- 
prove ship  design,  says  researcher  Yuuzi  Terada.  And 
the  technology  may  also  yield  robots  that  can  locate 
sunken  ships  and  study  marine  ecology.  Nellie  Andreeva 


ITSAROGKET! 
irSAGHOPPER? 
irS  BOTH  

IT    LOOKS    LIKE    A  HUGE 

traffic  cone  that  has  sprouted 
a  palm  tree.  But  the  63-foot- 
tall  Roton  is  a  hybrid  rocket- 
helicopter  that  Rotary  Rock- 
et Co.  hopes  will  slash  the 
cost  of  putting  satellites  into 
orbit — by  as  much  as  90%.  A 
helicopter  for  space  may  not 
be  as  improbable  as  it 
soimds.  NASA's  chief  engineer, 
Daniel  Mulville,  was  on  hand 
when  the  Roton  was  unveOed 
on  Mar.  1  in  Mojave,  Calif., 
and  he  voiced  his  support. 

This  fu'st  Roton  prototype 
will  begin  atmospheric  test 
flights  within  weeks,  using 
just  its  helicopter  engine.  If 
these  trials  go  well,  a  rocket 
system  will  be  added  and 
tested — with  the  goal  of  a 


commercial  launch  no  later 
than  2001.  First,  though,  the 
Redwood  City  (Calif.)  compa- 
ny needs  to  raise  more  than 
$100  million.  So  far.  Rotary 
Rocket  has  tapped  investors 
for  $30  million,  including  $1 
million  from  author  Tom 
Clancy,  who  wants  to  be 
among  the  early  tourists  to 
venture  into  space. 

Providing  space  jaunts  for 
the  price  of  a  Concorde  flight 
has  long  been  a  ch-eam  of  Gaiy 
C.  Hudson,  Rotaiy  Rocket's 
foimder  To  make  it  happen,  he 
has  created  a  lightweight  velii- 
cle  that  will  use  wliii'lLng  rock- 
ets to  climb  into  orbit,  tlien  de- 
scend for  a  soft  touchdown  by 
imfolding  helicopter  blades. 

Roton's  72  rockets  whirl 
like  a  fli'eworks  wheel  to  cre- 
ate centrifugal  force.  That 
pushes  fuel  into  the  rockets 
and  eliminates  the  need  for 
the  heavy  and  expensive  tur- 
bo-pumps otherwise  requii'ed. 
Chucking  the  pumps  boosts 
Roton's  payload  capacity  to 
roughly  7,(X)0  pounds.  If  Hud- 
son pulls  it  off,  space  experts 
predict  liis  upstart  com- 
pany will  grab  a 
good  share  of  the 
2,100  satellites 
scheduled  for 
launch  from 
now  to 
2008.  L 


INNOVATIONS 


B  Smart  tags,  which  contain 
silicon  chips  and  respond  to 
radio  signals,  can  track  prod- 
ucts moving  through  facto- 
ries and  out  into  the  distrib- 
ution chain.  But  they'i'e  fairly 
expensive.  Motorola  Inc., 
however,  has  just  axed  a  big 
piece  of  tagging  costs:  the  an- 
tenna that  receives  the  inter- 
rogation signal  and  transmits 
a  specific  identification  code. 
Motorola  has  developed  spe- 
cial inks  that  can  easily  print 
antennas  on  packages  or  la- 
bels, replacing  the  costly  met- 
al coils  now  required.  The 
company  says  the  new  tags 
could  be  cheap  enough  for 
airlines  to  stick  on  baggage 
and  avoid  separating  travel- 
ers from  their  luggage. 
m  What's  really  dangerous 
about  fires  isn't  the  flames, 
but  the  fumes.  Smoke  ham- 
pers both  escape  and  the  ef- 
forts of  fu'efighters  to  reach 
trapped  victims,  most  of 
whom  suffocate.  To  help  bat- 
tle blazes  and  rescue  people 
before  they  choke  to  death, 
Flir  Systems  Inc.  has  devel- 
oped a  faceplate  shield  that 
lets  fu-efighters  see  through 
smoke.  Mounted  on  a  helmet, 
it  uses  an  infrai'ed  imaging 
system  to  detect  hot  spots 
hidden  by  smoke.  The  .$20,000 
system  is  sensitive  enough  to 
distinguish  a  warm  body  ly- 
ing neai'  a  couch  fi-om  the  fu*e 
burning  behind  the  couch.  □ 


People 


PET  PROJECTS 


ALAN  GERRY'S 
WOODSTOCK  NOTION 


The  cable  billionaire  wants 
to  bring  music  back  to 
Yasgur's  farm.  But  forget 
the  sex  and  drugs 

The  last  thing  Alan  Gerry  needs  is 
a  risky  new  business  venture. 
Gerry  amassed  one  of  America's 
largest  fortunes  by  pioneering  ca- 
ble TV  back  in  the  '50s.  Working  en- 
tirely from  his  hometown  of  tiny  Lib- 
erty, N.  Y.,  he  built  Cablevision 
Industries  Corp.  into  a  colossus  and 
sold  it  to  Time  Warner  Inc.  for  $2.7 
billion  in  1996.  But  now,  at  age  70,  this 
buttoned-down  billionaii'e  has  embai'ked 
on  an  improbable  second  career  as  the 
owner  of  hallowed  hippie  ground:  the 
grassy  hill  where  the  Woodstock  rock 
festival  was  held  in  1969.  Gerry  be- 
lieves he  can  transform  the  2,000  acres 
of  woods  and  farmland  into  a  music- 
themed  tourist  attraction. 

Gerry  owns  the  property  through  a 
charitable  foundation  and  says  he  is  not 
looking  to  profit  personally  from  his  am- 
bitious scheme.  Nor  is  he  motivated  by 
nostalgia  for  Woodstock.  Indeed,  he 
doesn't  much  care  for  rock  'n'  roll.  Ger- 
ry's avowed  ambition  is  to  revive  the 
moribund  economy  of  his  native  Sullivan 
County,  once  the  vibrant  hub  of  the 
Borscht  Belt,  the  circuit  of  big,  family 
resorts  that  catered  to  a  Jewish  clientele 
from  New  York  City.  "Woodstock  is  the 
only  thing  we  have  going  for  us  in  this 
part  of  the  state  in  terms  of  national 
recognition,"  Gerry  says.  "The  idea  is  to 
extract  what  was  good  about  Wood- 
stock, repackage  it,  and  present  it  to 
Middle  America." 

ON  HIS  OWN.  GeiTy,  who  has  no  experi- 
ence in  the  music  business,  is  a  most 
unlikely  impresario.  In  the  fii"st  blush 
of  his  enthusiasm  for  the  Woodstock 
site,  which  is  located  just  down  the  I'oad 
from  Liberty  in  Bethel,  N.  Y.,  he  talked 
of  teaming  up  with  a  major  entertain- 
ment company.  His  idea  was  to  create  a 
Woodstock  "theme  park  on  the  scale  of 
Colonial  Williamsbui'g,"  complete  with 


HOMETOWN  HERO: 
HIS  NEIGHBORS 
NEED  TOURISTS 


concert  halls,  hotels,  a  museum,  maybe 
even  a  golf  course. 

But  two  years  after  buying  the  prop- 
erty, the  partner  he's  seeking  has  yet  to 
materialize.  Geny  says  that  he  will  pro- 
ceed concert-by-concert  and,  at  least 
foi'  now,  on  his  own — ^just  as  he  built 
Cablevision.  He  held  his  fii'st  concert 
weekend  last  summer  and  says  there 
will  be  a  half  dozen  more  this  season, 
not  all  of  which  will  be  devoted  to  rock. 
Blues  and  jazz  events  are  both  distinct 
possibilities.  Next  year,  he  will  con- 
stiTict  the  fii"st  pennanent  stnacture  on 
the  site:  an  amphitheater  with  5,000 
covered  seats. 


The  notion  of  one  man,  even  a  vf 
rich  one,  aspiring  to  singlehandedly  i 
verse  the  fortunes  of  an  entire  coui; 
would  seem  ludicrous  in  most  placi. 
But  Geny,  with  a  net  worth  estimate 
at  $1.5  billion  and  close  ties  to  powerll 
players  on  Wall  Street  and  in  the  (- 
tertainment  industiy,  is  not  just  a  1; 
fish  in  a  small  pond:  He  is  a  whale  ira 
bathtub.  "He  looms  large  in  potentJ 
economic  impact  on  the  entii'e  mid-Hi  - 
son  Valley  region,"  says  Ann  Davis,  - 
rector  of  the  Marist  College  Bureau  f 
Economic  Research. 

Establisliing  Bethel  as  a  major  muc 
center  will  require  more  than  de 
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pockets,  however;  it  calls  for  market- 
ing savvy  very  different  from  anything 
3erry  demonstrated  in  building  Cable- 
/ision.  His  plans  are  predicated  on  ex- 
Dloiting  what  he  calls  the  "magical 
Irawing  power"  of  the  site,  which  still 
ittracts  thousands  of  people  eveiy  yeai*. 
^et  the  essence  of  the  Woodstock  mys- 
:  ,ique  is  anti-commercial.  It  became,  af- 
,er  all,  a  free  concert  for  anyone  who 
:ould  get  to  Max  Yasgur's  pasture. 
What  is  more,  Geiry  is  detennined  to 

ALAN  GERRY 

BORN  Dec.  25,  1928 

EDUCATION  11th  grade 
DeWitt  Clinton  High 
School,  the  Bronx 

CAREER  HIGH  Selling 
cable-TV  company  to  Time 
Warner  for  $2.7  billion 

CURRENT  AMBITION  To 

revive  New  York's  Catskills 
region  by  turning  Wood- 
stock festival  site  into 
musical  tourist  attraction 

FAVORITE  MUSIC 

Country 

WHY  HE  STAYED  IN 
LIBERTY,  N.Y.    I  just 
didn't  ever  feel  the  need 
to  be  in  Manhattan,  the 
Hamptons,  or  some  glitzy 
address" 

OFFICE  VIEW  Panoramic 
hilltop  view  of  the 
Catskill  Mountains 

HOBBIES  Collecting 
Western  painting  and 
sculpture,  gardening, 
fishing 

FAMILY  Wife,  three 
kids 

istance  his  venture  from  the  his- 
)rical  reality  of  what  took  place 
t  Woodstock — the  sex,  the  dings, 
nd  especially  the  gate-crashing, 
iter  protracted  negotiations  vdth 
18  original  Woodstock  promoters, 
'ho  still  control  rights  to  the  Wood- 
cock name,  Gerry  decided  not  to  li- 
;nse  it — and  not  just  because  it  would 
ave  cost  liim  deai'ly.  "We  can't  recreate 
/bodstock,  nor  do  we  want  to,"  he  says. 
We  want  to  turn  its  notoriety  into  a 
!ace  where  we  can  shape  controlled, 
ialed-down  musical  events  of  all  sorts." 
Last  August,  Gerry  brought  high 
ecibels  back  to  Bethel  for  the  first  time 


in  29  years,  staging  a  weekend  concert 
called  "A  Day  In  the  Garden"  but 
dubbed  "Gerrystock"  by  the  locals. 
Some  73,000  people  paid  $23  a  ticket 
on  average  to  see  Woodstock-era  per- 
formers such  as  Joni  Mitchell,  Pete 
Townshend,  and  Ten  Years  After,  and 
such  newer  bands  as  the  Goo  Goo  Dolls, 
Third  Eye  Blind,  and  Marcy  Play- 
ground. Tellingly,  the  new  bands  proved 
to  be  the  bigger  draw. 

Was  his  debut  concert  a  success?  Tliat 
depends  on  how  you  measui-e  it.  Geny's 
wallet  is  now  lighter  by  $10  million,  in- 
cluding the  $6  million  he  paid  for  the 
site  and  the  $4  million  he  lost  producing 
the  concert.  He  was  stuck  with  17,000 
unsold  tickets  but  would  have  lost  money 
even  with  a  sellout.  For  staiters,  he  paid 
thi-ough  the  nose  to  book  certain  per- 
formers on  short  notice.  "Some  of  his 
acts  hadn't  seen  a  payday  like  that  in  a 
long  time,"  snickere  John  Roberts,  one  of 
the  producers  of  the  original  Woodstock. 

Gerry  also  sjjent 


SAME  FIELD,  DIFFERENT  FOLKS 

A  Woodstock  theme  area,  in 
offering  various  musical 
events,  might  help  revive  the 
depressed  Catskills  region 


lavishly,  leasing  the  finest  sound  equip- 
ment, outfitting  concession  stands  with 
state-of-the-art  tents  imported  from  the 
Netherlands,  and  installing  five  miles  of 
new  roads  lined  with  split-rail  fencing. 
NO  LOVE.  Geny  considers  his  $10  milhon 
well  spent,  and  by  all  accounts  he  did 
meet  his  main  objective:  to  prove  to  his 
neighbors  that  the  Bethel  site  is  man- 
ageable. Back  in  1969,  Woodstock  drew 
an  underprovisioned  throng  of  more 
than  400,000 — seven  times  the  popula- 
tion of  Sullivan  County.  For  many  resi- 
dents, Woodstock  was  not  three  days 
of  peace  and  love  but  a  binsh  with  so- 
cial apocalyi^se.  Over  the  years,  numer- 
ous attempts  by  outsiders  to  revive 
Woodstock  as  a  concert  site  have 
foundered  on  the  fears  of  the  local  pop- 
ulace. "Alan  Gerry  has  reversed  the 
mood  of  an  entire  county,"  says 
Jonathan  Drapkin,  the  Sullivan  County 
manager.  "He  got  the  Woodstock  mon- 
key off  our  backs." 

Perhaps  only  Gerry,  with  his  vast 
wealth  and  strong  lo- 
cal ties,  could  have 
pulled  it  off.  Except 
for  a  few  years  spent 
with  his  family  in  the 
Bronx  during  World 
War  II  and  a  brief 
stint    in    the    U.  S. 
Marines,  Gerry  has 
never   resided  any- 
where but  Liberty. 
Both  of  his  married 
daughters  live  close  by, 
and  his  only  son  will 
soon  return  from  Syi'a- 
cuse  Law  School  to 
help  mn  the  family  in- 
vestment portfolio. 

Over  the  yeai's.  Liberty's  fa- 
vorite son  has  accumulated  the 
trappings  of  wealth,  including 
a  160-acre  wooded  estate  and 
a  large  collection  of  Western 
art.  There  is  a  Rolls  Royce  in 
the  garage  and  a  private  jet 
parked  at  the  local  airport. 
The  plane  comes  in  handy 
when  Gerry  and  his  wife, 
Sandra,  travel  to  Florida, 
where  they  own  a  house  in 
Naples. 

But  Geny  does  not  often  make  the 
trip  to  Naples  and  rarely  stays  more 
than  a  week  or  two  when  he  does.  He 
saves  his  Rolls  for  out-of-town  trips, 
tooling  around  Liberty  in  his  Ford 
Bronco  instead.  He  recently  adopted  a 
stray  dog,  which  he  walks  eveiy  morn- 
ing, and  grows  his  own  vegetables,  pro- 
ducing what  one  former  employee  calls 
"awesome  corn."  Tom  Martin  has  been 
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Switching  Jobs  Can  Have  An 
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People 


friends  with  Geny  since  buying  a 
set  at  his  shop  in  the  1950s.  "I  can' 
see  any  change  in  Alan  in  all  the  tim( 
I've  known  him,"  he  says. 

Gerry  opened  that  tv  shop  in  a  con 
verted  grain  elevator  in  1951.  Fiv( 
yeai's  later  he  branched  out  into  th( 
fledgling  cable-TV  business,  which  ex 
isted  then  mainly  as  a  way  to  improve 
reception  in  remote  areas.  After  wiiinj 
much  of  Sullivan  County,  Gerr 
painstakingly  built  a  national  systenr 
Unlike  most  of  Ms  peers  in  the  industry 
he  never  took  a  major  equity  partne 
nor  floated  stock  on  Wall  Street.  In 
stead,  he  boiTowed  heavily  and  artful! 
as  he  built  Cablevision  into  the  countiy 
eighth-largest  cable  operator,  with  2,50 
employees  and  1.3  milhon  subscriber 
in  18  states  by  the  time  he  sold  it  thre 
years  ago. 

COURTING  MICKEY?  At  the  time  of  th 
sale  to  Time  Wanier,  Gerry  owned  96^ 
of  Cablevision  and  came  away  with 
capital  gain  of  neai'ly  $1  billion.  He  too 
his  payment  wholly  in  Time  Warne 
stock,  which  has  soared  in  value  sine 
the  deal  closed.  Geny  is  one  of  the  m( 
dia  giant's  largest  shareholders,  coi 
trolling  2.4%  of  its  voting  shares.  A 
though  he  isn't  on  the  Time  Warnt 
board,  he  maintains  a  close  relationshi 
with  CEO  Gerald  Levin. 

Time  Warner  is  one  of  several  potei 
tial  paitners,  including  Walt  Disney  C( 
that  have  sent  executives  to  tour  tl 
Woodstock  site  and  conTer  with  Geny 
his  luxurious  office  hideaway  near  Lil 
erty.  In  general,  the  visitors  have  bee 
intrigued  but  noncommital.  Says  one  r 
cent  guest:  "He's  off  to  a  good  stai 
but  it's  going  to  take  a  series  of  we 
conceived  events  to  see  whether  tl 
market  is  really  there." 

In  the  cable  industiy,  Gerry  is  co 
sidered  an  indomitable  force.  'The  ma 
thing  about  Alan  is,  he  is  incredibly  d 
termined,"  says  Rocco  Commisso,  tl 
former  chief  financial  officer  of  Cables 
sion  and  now  ceo  of  Mediacom,  a  cat 
operator  in  Middletown,  N.  Y.  Geny  . 
applying  that  same  sense  of  puipose  i 
the  Bethel  project.  "What  I  want  to  " 
is  bring  back  the  economic  vitality  \; 
had  here  when  I  was  gi'owing  up  in  t : 
1940s  and  1950s,"  he  says.  "This  a 
work.  This  will  work." 

It's  quixotic,  the  notion  of  one  mi 
changing  the  coiu'se  of  deeply  ingi*ainl 
economic  patterns,  or  of  an  ex-Mari.'' 
breathing  new  life  into  the  Woodstoc 
legend.  But  then  again,  so  is  the  idea  f 
a  high-school  dropout  turning  a 
repair  shop  into  a  multibillion-dolli 
empire. 

By  Anthony  Bimico  in  Liberty,  N.' 


It's  easy  to  enjoy  the  same  AOL  benefits 
you  get  at  home,  at  work. 


It's  as  easy  as  1-2-3... 


 Step  1:  

mnect  to  the  Internet  using  your  local  Internet 
■rvice  Provider  or  by  using  the  Local  Ai-ea  Network 
AN) Internet  Connection  at  work. 


1 


Step  2: 


irt  up  your  AOL  software*  Before  signing-on  to  AOL, 

u  will  first  need  to  reconfigure  your  AOL  connection 

up  to  connect  via  TCP/IP  Here's  how: 

On  the  Sign-on  screen,  click  "Setup." 

Choose  Create  a  location  for  use  with  new  access 

phone  numbers  or  an  ISP  option  and  click  Next. 

In  the  "Add  Location"  window,  t\'pe  a  name  for  the 

location  (for  example,  TCP/IP  location). 

Choose  Add  a  custom  connection  (for  example 

TCP/IP)  and  click  "Next."  A  TCP/IP  location  will 

be  created  automatically 


Step  3: 


Sign-on  to  America  Online.  If  you  are  already  an  AOL 
member,  use  your  existing  screen  name  and  p;issword 
and  sign  on  as  normal.  If  you  are  not  an  AOL  member, 
you  can  download  the  current  software  through  our 
Web  site  at  www.aol.com  or  call  1-800-4-ONLINE  to 
get  software  delivered  to  you. 

AOL  also  offers  a  special  pricing  plan  for 
customers  who  use  AOL  exclusivelv  via  TCP/IP 
The  Bring  Your  Own  Access  Plan  is  just  S9.95 
per  month  for  unlimited  use  of  America  Online.** 

Next  time  you're  looking  for  the  best  of  the 
Internet  and  more  at  work,  check  out  AOL. 


■  II  you  are  not  an  AOL  member,  you  can  downloarJ  the  current  solf/vare  Ifirougti  our 
Web  site  at  www  aol  com  or  call  1-300-4-ONUNE  to  get  software  rJelivered  to  you 

"Additional  charges  apply  it  you  do  not  conned  through  TCP/IP 
Go  Ic  AOL  KeywonJ:  Billing  to  switch  lo  this  plan 

©  1998  America  Online,  Inc 


To  receive  FREE 
AOL  software,  call 
1-800-4-ONLINE. 
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So  easy  to  use, 
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Sports  Business 


PRO  GOLF 


ARE  GOLFERS  GETTING 

THE  SHORT  END  OF  THE  CLUB? 

Grumbling  on  the  greens  over  how  the  PGA  divides  the  money 

It  won't  be  played  on  lush  fail-ways, 
and  Ken  Venturi  isn't  going  to  be 
there  describing  the  action  in  hushed 
tones.  But  few  events  on  the  PGA  Tour 
tliis  year  will  be  as  hot  as  the  one  com- 
ing up  in  late  March  at  Ponte  Vedra 
Beach,  Fla.  Not  the  Players  Champi- 
onship. Tiy  the  annual  meeting  of  Toui' 
golfers  and  officials  that  will  precede 
that  rich  toiuTiament.  This  yeai;  the  talk 
is  siu'e  to  be  about  the  controversial  is- 
sues being  raised  by  the  Tour  Players 
Assn.,  a  small  band  trying  to  wrest 
some  control  of  the  PGA  Tom-  fi'om  Com- 
missioner Tim  Finchem. 

Formed  last  summer  by  Danny  Ed- 
wards, a  five-time  tournament  winner, 
the  TPA  has  an  agenda  you'd  think 
would  resonate:  Fatten  the  percentage 
of  touiTiament  revenues  that  go  to  play- 
ers. Pay  weekly  stipends  for  living  and 
travel  expenses.  Refomi  the  governance 
system  to  give  golfers  more  input.  But 
talk  about  a  tough  dogleg.  First,  the 
TPA  must  mobilize  pro  golfers — a  gi-oup 
of  highly  individualistic  small  business- 
men who  love  what  they  do. 
TEPID  RESPONSE.  As  of  now,  TPA  mem- 
bersliip  rolls  stand  at  about  50  despite 
aggi'essive  organizing.  Fewer  than  half  of 
TPA  members  have  even  paid  a  $1,000 
initiation  fee.  Most  troubling  for  the  TPA, 
no  supei-stai^s.  No  David  Duval.  No  Tiger 
Woods.  No  Davis  Love  III.  Says  Love: 
"I  just  see  a  lot  of  negativism  and  a  lot 
of  distrust  coming  from  a  small  gToup 
of  guys."  Even  Payne  Stewait,  the  1991 
U.S.  Open  champ  who  supports  a  num- 
ber of  TPA  positions,  has  so  far  declined 
to  join.  "I'm  a  fence-sitter,"  he  explains. 
None  of  that  discourages  the  47-year- 
old  Edwai'ds.  "I'm  not  as  concerned  with 
being  the  most  i^pulai-  guy  out  here  as  I 
am  [with]  looking  myself  in  the  muTor 
each  morning  knowing  I  stood  up  for 
what  I  believed  was  right,"  he  says. 

Maybe  Edwards  hasn't  jiotten  very 
far  because  this  sort  of  thing  isn't  sup- 
posed to  happen  on  the  pga  Tom;  where 
the  golfers  are  management.  Finchem 
runs  the  nonprofit,  tax-exempt  Tour 
with  the  consent  of  a  policy  board  com- 
prised of  coi-]3orate  captains  (including 
General  Electric  ceo  Jack  Welch),  the 


0  2  4  6  8  I'o  12  14  16 
►  MILLIONS  OF  DOLLARS 

DATA  TOUR  PUYERS  ASSN. 


onviEARA:  Th  e  Player  of  the  Year  made        mil  in  '9^ 


president  of  the  pga  of  America,  and 
four  tour  players.  They  preside  over  a 
$400  million  budget  in  relative  obscuiity. 
Among  golfers,  says  Hughes  Norton, 
senior  vice-president  of  IMG,  the  sports 
management  giant,  "there's  a  wondeiful 
sense  of  not  rocking  the  boat,  of  'We 
have  a  nice  little  club  here.' " 

Edwai'ds  claims  that  the  P(;a  Toui"  has 
made  life  hard  for  the  tpa.  "I'm  a  bull's- 
eye  out  here.  I'm  picking  airows  out  of 
my  back  every  day,"  he  says.  Pi'obably. 
But  some  of  the  wounds  ai'e  self-inflicted. 
A  proposal  to  guarantee  players  thou- 
sands of  doUai's  a  week  to  cover  expens- 
es rankles  older  stai's.  "Expecting  to  be 
paid  however  you  play  has  never  been  a 


pait  of  golfs  history,"  says  two-time  Mas- 
ters champ  Ben  Crenshaw. 

But  the  TPA  has  touched  a  nei-ve  by 
calhng  attention  to  the  growing  gulf  be- 
tween the  salaries  of  other  pro  athletes 
and  the  prize  money  golfers  play  for 
Reigning  Masters  champ  Mai-k  O'Meai-a 
for  example,  was  the  Player  of  the  Yeai 
in  '98,  with  two  victories  and  cai'eer-higl 
eaiTiings  of  about  $1.8  million.  This  year 
17  New  York  Yankees  will  eam  more. 
Tom*  officials  discount  such  compar 
isons,    noting  tha 
golfers  aren't  employ 
ees  but  independen 
contractors    free  t( 
work  as  often  as  the^ 
like.  They  also  supple 
ment  their  income; 
with  rich  endorsemen 
deals.  For  top  players 
that  can  bring  in  3  t 
10  times  tournamen 
winnings.  Finchem 
who  declined  to  be  in 
terviewed  for  this  ar 
tide  but  apparent! 
has  gone  on  the  offen 
sive,  on  Feb.  26  tol 
CNBC:  "We  enjoy  th 
best  reth'ement  plan  i 
major     sports,  b 
far  . . .  We're  the  onl 
sport  that  I  know  c 
that  has  a  successfr 
senior  torn*  for  playeii 
to  gi'aduate  to . . .  an 
be  able  to  play  for  sit 
nificant  amounts 
prize  money." 
FAT  PURSES.  Still,  sa\ 
Edwards,  that  doesii 
explain  why  the  pla; 
ers  get  such  a  thi 
slice    of   Tour  re^ 
enues — 12%,  he  coi 
tends.   Tcur  officia 
challenge  liis  estimat 
putting  the  figiu'e  fi 
the  players'  share  of  revenues  as  high 
68%.  But  if  the  tpa's  figm*es  are  e\  < 
close  to  connect,  the  percentage  goll'c 
get  is  far  below  the  55%  National  Ba 
ketbaU  Assn.  ovmere  will  be  paying  pla 
ers  by  the  end  of  theii*  new  pact.  It 
also  less  than  the  percentages  playej. 
receive  in  football,  baseball,  and  hocki 
Still,  the  TPA  has  picked  an  odd  tii. 
to  ci-y  poverty.  This  year,  purses  m 
hit  a  record  $123.3  million,  a  37%  t 
crease  over  1998.  In  fact,  prize  mon^' 
has  jumped  almost  200%  this  deca( 
That  may  keep  the  peace  for  now.  B 
the  TPA  won't  stop  asking  uncomfojj 
able  questions. 

By  Mark  Hyman  in  Orlanl 
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Economics 


POLICY 


EIGHENOMIGS 
101 


Does  Barry  Eichengreen  have  a  cure  for  the  financial  crisis? 

Predictably,  the  global  finan- 
cial crisis  that  began  a  year 
and  a  half  ago  with  the  col- 
lapse of  the  Thai  baht  has  en- 
gendered repeated  and  noisy  calls 
for  solutions.  Among  the  numer- 
ous, often  contradictory  sugges- 
tions: The  International  Mone- 
taiy  Fund  should  be  disbanded,  a 
global  central  bank  should  be  the 
lender  of  last  resort,  an  interna- 
tional bankruptcy  court  should 
convene,  fixed  exchange  rates 
should  be  adopted,  emerging  na- 
tions should  impose  controls  on 
foreign  capital.  Consensus  has 
proved  impossible.  The  best  that 
officials  fi-om  the  Group  of  Seven 
nations  could  agree  on  in  late 
Febmaiy  was  to  fonn  a  "financial 
stability  fomm"  wliich  would  reg- 
ularly disseminate  financial  data 
from  emerging  nations. 

Exchanging  more  information  is  all 
well  and  good,  but  it  won't  solve  the 
nagging  problems  of  the  global  finan- 
cial system.  For  that,  says  economist 
Bairy  Eichengreen  of  the  University  of 
California  at  Berkeley,  bankers,  regula- 
tors, investors,  and  legislators  around 
the  world  have  to  agree  on  a  number  of 
solutions  that  are  practical  but  not  nec- 
essarily easy  to  achieve. 

In  his  new  book,  Eichengi'een  advo- 
cates everything  from  the  adoption  of 
tough  new  accounting  and  regulatory 
standards  to  imposing  a  tax  on  short- 


EICHENGREEN:  No  airy  theorist,  says  a  colleague 


term  capital  inflows.  Popping  up  every- 
where from  Congi-ess  to  the  Council  on 
Foreign  Relations  in  New  York  to  the 
World  Economic  Forum  in  Davos, 
Switzerland,  Eichengi-een  is  the  econo- 
mist of  the  day  for  analyzing  the  global 
financial  crisis  and  prescribing  a  cur-e. 
"Of  all  the  academics  looking  at  inter-- 
national  issues  today,"  says  economist 
Peter  B.  Kenen  of  Princeton  Urriver'sity, 
"he's  on  the  right  track,  saying,  'I  don't 
have  a  scheme,  a  gimmick,  or  a  new  in- 
stitution to  solve  all  these  problems. 
We're  going  to  have  to  nibble  away  at 


this.'  He's  pragmatic."  Adds  his  Berke 
ley  colleague,  economist  Andrew  K 
Rose:  "He's  not  an  airy-fairy  theorist.'' 
Maybe  that's  because  of  his  training 
Eichengreen,  47,  was  born  and  raised  ir 
Berkeley,  and  did  his  under-graduat( 
wor-k  in  the  eariy  1970s  in  both  eco 
nomics  and  political  science  at  the  Uni 
vervsity  of  California  at  Santa  Cr-uz 
where  there  were  "no  gr-ades,  no  re 
quirements,  no  structure."  That,  say; 
Eichengr-een,  gave  him  the  Ucense  I 
be  an  "intellectual  trespasser 
across  disciplines.  A  year  spen 
studying  Eur*opean  history  i 
Scotland  spar'ked  a  scholarly  in 
ter-est  in  Europe,  while  a  yea 
working  at  the  Brookings  Inst: 
tution  in  the  mid-1970s  whette 
his  appetite  for  economics.  H 
went  to  Yale  University,  acquir 
ing  a  masters  in  history  and 
PhD  in  economics  in  1979. 
DONT  CHUCK  IT.  Eichengreen 
eariy  work  focused  on  Eiu'ope 
economy,  but  more  r-ecently  h 
has  written  on  international  f 
nance.  When  the  Asian  crisis  w£ 
in  ftill  swing,  in  1997-98,  Eicher 
gr-een  was  a  senior  policy  advis€ 
at  the  Inter"national  Monetar 
Fluid,  wor'king  on  special  project 
He  commuted  weekly  betwee 
Washington  and  Berkeley  to 
with  his  wi£e,  a  physician. 
In  Toward  a  New  International  i 
nancial  Architecture:  A  Practical  Pos 
Asia,  Agenda,  published  in  late  Febrn 
ary  by  the  Institute  for  Internation 
Economics  in  Washington,  Eichengr-ef 
argues  for  impi-oving  the  system  rath( 
than  chucking  it  altogether.  Since  capit 
mobility  across  borxlers  is  now  a  fa^ 
of  life,  he  says,  "the  pr-oblem  for  poU( 
is  to  ensure  that  the  benefits  of  capit 
mobility  exceed  its  costs,  rather  thj 
pi-etending  that  it  can  be  made  to 
away." 

Eichengr-een  opposes  capital  contro 


How  to  Fix  the  World  Financial  System 


According  to  Barry  Eichengreen 


►  Emerging  countries  should  tax  short-term 
capital  inflows,  as  Chile  has  done,  to  discourage 
hot-money  flows. 

►  Private  sector  lenders  should  be  "bailed  in"  by 
being  forced  to  restructure  debt,  rather  than  "bailed 
out"  during  financial  rrises  by  massive  government- 
led  rescues. 


►  Pegged  exchange  rate:,  should  be  discouraged  in  favor 
of  flexible  rates,  which  woi  ■*  allow  local  businesses  in 
emerging  nations  to  hedge. 


►  Better  information  gathering  and  dissemination  is 
desirable,  but  strengthening  accounting  and  regulatory 
standards  is  more  important. 

►  The  International  Monetary  Fund  will  have  to  be  less 
of  a  fireman  and  more  of  a  policeman,  by  ensuring 
compliance  with  new  accounting  and  regulatory  stan- 
dards, and  by  coordmating  restructuring  negotiations. 

►  Schemes  for  setting  up  a  global  bankruptcy  court,  a 
world  central  bank,  or  a  single  world  currency  are  "cas- 
tles in  the  air"  and  "fodder  for  futurists." 
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like  24-hour  Roadside  Assistance,  new-car  financing  rates*  and  a  free  loaner  car  with  qualified  repairs. 


The  ultimate  marriage  of  convenience?  Definitely.  Take  the  plunge  and 


test-drive  a  Certified  Pre-Owned  Lexus  today.  Only  at  your  Lexus  dealer.      only  at  your  lexus  r 


EALER 


lexuscpo.com 


©1998  Lexus,  a  Division  of  Toyota  Motor  Sales,  U.S.A.,  Inc.  Le.xus  reminds  you  to  wear  seatbelts,  secure  children  in  rear  seat,  obey  all  speed  /auvs  and  drive  responsibly. 
'See  your  participating  Lexus  dealer  for  details  on  the  Lexus  Certified  Pre-Owned  Customer  Care  Package  including  the  limited  warranty  and  Roadside  Assistance. 

^Financing  available  to  qualified  customers  through  Lexus  Financial  Services. 
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such  as  those  adopted  by  Malaysia  last 
summer,  but  he  believes  that  a  tax  on 
short-tenn  capital  inflows,  such  as  Chile 
has  used,  is  a  worthwhile  tool.  It  should 
be  viewed  as  a  transitional  instnament 
for  emerging  nations,  providing  cover 
during  the  long  process  of  building  the 
institutions  and  regulations  that  will  al- 
low financial  systems  to  function.  Even- 
tually, the  tax  could  be  lifted. 

Similai"ly,  Eichengreen  is  a  believer  in 
floating  exchange  rates,  and  finds  the 
alternatives  unpalatable  or  unrealistic. 
In  Asia,  countries  that  had  pegged  their 
currencies  to  the  dollar  found  them- 
selves losing  currency  reserves  rapidly 
in  1998  as  they  tried  to  back  exchange 
rates  that  were  insupportable.  And  al- 
though the  new  unified  cuiTency  may 
make  sense  for  Europe,  it  doesn't  offer 
a  model  for  other  regions,  he  says.  "It 
took  Europe  50  years  under  a  unique 
set  of  political  circumstances"  to  reach 
monetaiy  imion  and  a  common  cuirency, 
says  Eichengi'een,  and  it  will  take  at 
least  20  to  make  that  happen  elsewhere. 
HISTORY  LESSON.  Economic  historians 
are  getting  more  respect  from  the  eco- 
nomics profession  these  days  for  two 
reasons.  First  is  the  popularity  of  the 
new  gi-owth  theoiy  which,  on  the  basis 
of  historical  data,  credits  technological 
innovation  with  increasing  economic  re- 
turns. Second  is  the  challenge  of  liber- 
alizing the  economies  of  the  former 
Eastern  bloc,  which  has  highlighted  the 
historical  perspective  on  institutions  and 
property  rights.  Paul  M.  Romer,  econo- 
mist at  the  Graduate  School  of  Busi- 
ness at  Stanford  University  and  one  of 
the  top  new-growth  theorists,  says 
Eichengi'een's  work  offers  an  "unusual 
and  productive  mix"  by  combining  his- 
tory, policy,  and  institutional  concerns. 

With  respect  to  institutions,  Eichen- 
green doesn't  envision  a  drastically 
changed  role  for  the  much-maligned  IMF. 
But  he  does  think  it  should  be  more 
activist,  corralling  private  lenders  into 
restiTictiuing  loans.  And  it  should  make 
its  own  financing  conditional  on  certain 
technical  changes.  Emerging-market 
borrowers,  for  instance,  should  meet 
higher  accounting  and  regiflatory  stan- 
dards. And  new  legal  provisions  for 
emerging-nation  debt  should  make  it 
easier  for  restracturings  to  occim 

Some  of  these  ideas  sound  terribly 
nitty-gritty,  almost  boring.  But  bold 
schemes  "have  not  a  snowball's  chance 
in  hell  of  being  implemented,"  says 
Eichengreen.  The  historian  and  the  pol- 
icy maven  in  him  tell  Eichengi'een  that 
the  world's  financial  architectui'e  is  best 
rebuilt  with  care,  step  by  step.  That 
way,  when  financial  crises  recur,  lenders, 
borrowers,  and  gove)-nments  will  be  on 
a  firmer  footing,  betti'r  able  to  cope. 

By  Karen  Penuar  in  New  York 
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AMGEN  NURSES  ITSELF 
BACK  TO  HEALTH 

Its  top  drugs  are  on  track,  and  investors  are  happy 


A year  ago,  biotechnology  giant  Am- 
gen  Inc.  was  in  the  doldrums.  Its 
premier  dnag,  the  blood  cell  stimu- 
lant Epogen,  was  under  pressure  from 
Medicare,  which  picks  up  the  tab  for 
most  patients  and  was  trying  to  cut 
back  on  the  drug's  usage.  Amgen's 
pipeline  of  candidates  for  new  drugs, 
never  a  ton-ent,  had  slowed  to  a  trickle. 
And  the  company's  stock  price  was  near 
its  low  for  the  year.  Once  the  golden 
child  of  the  biotech  revolution,  Amgen 
was  being  talked  about 
more  as  an  orphan,  a 
bargain  takeover  for  a 
big  pharmaceutical 
company  on  the  prowl. 

Today,  however,  the 
Thousand  Oaks  (Calif.) 
company  looks  a  whole 
lot  healthier.  While  the 
tlireat  of  futui'e  reim- 
bursement challenges 
from  tightfisted  gov- 
ernments remains,  it 
got  some  stingy 
Medicare  guidelines  re- 


AMGEN'S  TAKEOFF 
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versed.  That  has  returned  Epogen 
double-digit  growth:  In  January,  Am| 
announced  that  1998  net  income  n 
34%,  to  $863  milHon.  on  revenues 
13%,  to  $2.7  billion.  And  late  last  y( 
the  company  got  a  surprise  boost  whej 
panel  of  arbitrators  opened  up  marP 
worth  billions  of  dollars  to  a  next-ger 
ation  Epogen.  The  new  product  ci 
hit  the  mai'ket  as  eaiiy  as  late  2000. 

Amgen's  turnaround  resulted  fr 
equal  doses  of  good  m.anagement 
good  fortune.  Tha: 
to  a  little  of  both, 
isting  products  and 
tensions  should  ens 
five  years  of  stn 
earnings  growth. 
Amgen  continues 
face  some  serious  c' 
lenges.  About  92% 
last  year's  sales  a 
from  Epogen  and  N 
pogen,  its  two  big  1 
Unless  the  comp; 
can  use  this  fleet 
opportunity  to  dev( 
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DELOITTE 
CONSULTING: 

We  know  what  works. 


Confidence  is  one  thing. 
Arrogance  is  something  else  altogether. 

At  Deloitte  Consulting,  we  never  presume  to  have  all  the  answers. 
Because  we've  learned  over  the  years  that  certain  insights 
can  only  come  from  inside  our  client's  organization. 

Which  is  why  we  work  collaboratively  with  you. 
And  treat  everyone,  from  your  corner  offices  to  the  cubicles, 
with  respect.  It's  all  part  of  a  working  style  that  has  proven  to  secure 
employee  buy-in  to  changes  at  hand.  Which  ensures  the  complete 
transfer  of  the  additional  knowledge  and  skills  your  people 
will  use  to  deliver  the  promised  returns  of  any 
new  strategies  and  technologies. 

For  results  you  can  count  on  today. 

And  build  on  tomorrow. 


A  very  different  approach.  For  very  different  results. 
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some  new  blockbuster  drugs,  it 
could  find  itself  right  back  where  it 
was  a  year  ago. 

For  now,  h(jwever,  no  one  is  hap- 
pier than  Amgen's  investors.  Since 
the  favorable  arbitration  decision 
in  December,  they  have  bid  up  the 
stock  from  44  to  67  on  a  split-ad- 
justed basis.  J.  Peter  Skirkanich  of 
Fox  Asset  Management  bought 
more  than  2  million  shar-es  of  the  com- 
pany in  1997,  when  Amgen's  shai'es  were 
ti-ading  below  25,  adjusted  for  the  split. 
"We  figm-ed  there  was  a  lot  more  room 
for  an  upside  sui-prise  than  a  downside 
one,"  he  says.  "Well,  we  got  oui-  pleasant 
surprise."  Chief  Executive  Gordon  M. 
Binder  has  to  be  pleased,  too.  He  pock- 
eted a  paper  profit  of  $i7A  million  last 
year  by  exercising  Amgen  options. 
"ALL  MAYBE."  The  bio- 
tech  industry,  including 
Amgen,  has  shown  a  sur- 
prising weakness  when  it 
comes    to  developing 
products.  "I  would  have 
predicted  that  we  would 
see  a  dozen  blockbuster 
diTJgs  from  the  industry 
by  now,  but  that  hasn't 
happened,"  says  George 
B.  Rathmann,  the  chief 
executive  who  guided 
Amgen  from  its  1980  be- 
ginnings to  1990,  when 
he  left  to  found  icos 
Corp.,  another  biotech 
startup.  Since  launching 
Neupogen  in  1991,  An:i- 
gen  has  gotten  only  one 
product  approved  by  the 
Food  &  Drug  Adminis- 
tration: a  me-too  treat- 
ment for  chi'onic  hepatitis 
that  took  12  years  from 
clinic  to  market. 

Biotechnology  got  off  to  a  fast  start 
in  the  1980s  by  producing  synthetic 
foiTOS  of  proteins  with  known  medical 
uses,  such  as  insulin.  But  the  easy  op- 
portunities have  been  exploited,  and 
now  the  industry  must  undertake  the 
much  tougher  job  of  finding  uses  for 
the  di'ugs  companies  create.  It's  a  lot 
more  like  conventional  phaiTnaceutical 
reseaix-h,  with  a  commensurate  lower 
batting  average.  "We're  going  to  win 
some;  we're  going  to  lose  some,"  says 
CEO  Binder.  "It's  all  maybe."  And 
biotech  companies  have  a  lot  less  cash 
to  spend  than  'nig  drugmakers.  Amgen 
will  spend  a  hefty  'iH%  of  revenues  on 
reseai'ch  and  develu)  >  nent  this  year,  but 
its  total  outlay — $7.  0  million — pales 
when  compared  vdth  tiie  expected  $2.5 
billion  budget  at  Pfizer  Inc. 


After  Amgen  got 
some  stingy  Medicare 
guidelines  reversed, 
Epogen  sales  shot  up 


Limited  by  uncertainty  and  what  it 
can  spend  in  the  laboratory,  Amgen  has 
worked  diligently  to  protect  the  pair 
of  billion-dollar  blockbusters  it  alr-eady 
has.  Epogen,  which  was  launched  in 
1989,  induces  the  bone  man-ow  to  pro- 
duce more  red  blood  cells  and  is  used  to 
fight  anemia.  Today,  almost  220,000  kid- 
ney dialysis  patients  in  the  U.  S.  re- 
ceive Epogen  tbree  times  a  week,  elim- 

DRUGS  OF  THE  FUTURE 

Amgen's  Near-Term  Is  Secure... 


DRUe 

USE 

EXPECTED  POTENTIAL 
APPROVAL  MARKET 

STEMGEN 

Stem  cell  transplants  for 
breast  cancer  patients 

1999      $100  million 

NESP 

Long-acting  version  of 
Epogen  to  fight  anemia 

2001      $1  billion  + 

SD/01 

Sustained-duration 
Neupogen  to  fight  infection 
in  cancer  patients 

2002      $1  billion  + 

...But  Its  Biggest  Bets  Are  Still  Years  Away 

LEPTIN 

Obesity  and  diabetes 

Phase  II  FDA  trials 

IL-IRA  STNF 

Rheumatoid  arthritis 

Phase  l/ll  trials 

NEURO- 

IMMUNOPHILINS 

10  indications,  including 
Parkinson's,  Alzheimer's,  MS 

Preclinical 

DATA:  BUSINESS  WEEK,  PAINEWEBBER 

inating  the  old  need  for  weekly  blood 
transfusions.  Neupogen  stimulates  pro- 
duction of  infection-fighting  white  blood 
cells  and  is  used  by  chemotherapy  and 
AIDS  patients. 

Amgen  has  kept  the  pair  of  big  drugs 
on  the  gi'owth  track  with  smart  lobby- 
ing and  aggi'essive  mai'keting.  Last  yeai; 
sales  of  Epogen  gi'ew  by  19% — more 
than  double  the  7%  increase  in  new  dial- 
ysis patients — largely  because  the  com- 
pany managed  to  reverse  a  threat  by 
the  federal  government  to  deny  reim- 
bursement for  certain  patients.  Using 
more  accurate  measui'es  of  hemoglobin 
levels  and  a  new  National  Kidney  Foun- 
dation study,  the  drugmaker  actually 
persuaded  the  government  to  increase 
reimbursements. 

New  micromarketing  initiatives  have 


bolstered  the  drugs,  too.  F( 
Epogen,  Amgen  trained  a  staffi 
on  the  spot  at  more  than  1,0( 
dialysis  centers  to  make  sure  do 
ing  levels  are  as  high  as  recor 
mended.  For  Neupogen,  Arnge 
is  using  physicians'  own  patiei 
records  to  get  them  to  use  tt 
drug  preventively,  rather  th; 
wait  until  a  chemotherapy  patiei 
develops  an  infection. 

Amgen  is  paving  the  way  for  conti 
ued  dominance  by  developing  sustaine 
duration  versions  of  its  warhorses.  Ne 
pogen  win  be  followed  by  a  version  th 
would  allow  once-weekly  rather  th;i 
daily  injections.  A  long-acting  versi: 
of  Epogen  was  initially  threatened  byi 
1985  agi'eement  with  Johnson  &  Joh- 
son  in  which  then-cash-starved  Amg; 

signed  away  most  rigl 
to  Epogen.  But  on  D 
11,  an  arbitration  pai 
rated  that  the  new  v( 
sion  of  Epogen  was  r 
covered  by  the  deal,  g 
ing  it  a  shot  at  becomi 
Amgen's  third  biUion-d 
lar  drag. 

BIG  TARGETS.  Of  cour 
i-ivals  ai"e  not  sitting  st 
.J&.J  is  working  on  its  o 
long-lasting  version 
Epogen.  And  Transka 
otic  Therapies  Inc.  (TK 
a  Cambridge  (Mas 
startup,  may  have  fov 
a  way  around  Amge 
Epogen  patents  witl 
competing  drug  thj 
nearing  fda  conside 
tion.  Amgen  has  sued 
patent  infringement,  a 
says  CEO  Binder,  "l 
odds  are  in  our  fav( 
TKT  denies  that  it 
fringes  on  Amgen's  patents. 

Amgen  is  also  working  to  improve 
batting  average  on  new  drugs.  The  c( 
pany  has  focused  more  on  remedies  tl 
unlike  its  cmrent  drags,  treat  disea; 
not  the  side  effects  of  therapy.  In  do 
so,  it's  tai'geting  some  big  markets,  s 
as  arthi-itis  and  obesity,  where  eve: 
modest  hit  could  ling  up  big  profits,  i 
with  a  high  stock-market  valuation  an 
$1  billion  cash  hoard,  it  no  longer 
to  gi'ow  everything  at  home.  Amgei 
looking  to  pui'chase  late-stage  prodi 
and  even  straggling  companies.  By  st 
ing  to  its  knitting,  the  takeover  tai 
has  become  the  predator — and  seems 
have  bought  some  more  time  to  fill 
pipeline. 

By  Larry  Armstrong  in  Thousi 
Oaks,  Calif. 
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INVESTIGATIONS 


THE  SWEEPSTAKES  BIZ 
ISNT  FEELING  LUCKY 

Congress  starts  cracking  down  on  magazine  contests 


"  I 


It  was  a  riveting  display,  even  for  an 
impeachment-numbed  Congress.  Eu- 
stace Hall.  65.  a  retii'ed  medical  tech- 
nician fi'om  Florida,  broke  down  in  sobs 
on  Mai'.  9  as  he  told  a  Senate  investiga- 
tions subcommittee  about  the  $20,000 
debt  he  racked  up  tning  to  win  maga- 
zine sweepstakes.  Behind  him,  a  roomful 
of  high-dollar  lobbyists  for  the  sweep- 
stakes industry  sat  stone-faced,  scrib- 
bling notes  for  the  counteroffensive. 

For  decades,  promoters  have  dangled 
the  Im'e  of  million-doUai"  piTzes  to  entice 
people  to  buy  magazine  subscinptions. 
The  tactic  is  wildly  successful.  Time 
Inc.  says  it  won  1.4  milHon  new  sub- 
scribers in  1998  thi-ough  sweepstakes 
promotions.  (BU.SIXES.S  week  gets  a  veiy 
small  number  of  subscriptions  from 
sweepstakes  promotions.)  But  outrage  is 
building  as  appeals  become  ever  more 
shck  and  personally  targeted,  leading 
people  to  believe  they  actually  have 
won  something.  Now  the  industiy  must 
convince  lawmakers  that  the  sweeps 
don't  need  more  federal  oversight. 
That's  not  going  to  be  an  easy  sell. 

Small  wonder  that  the  companies  that 
nan  these  sweepstakes — such  as  Time, 
Pubhshers  Clearing  House,  American 


Family  Enterprises 
(partly  owned  by  a  Time 
Inc.  subsidiary),  and 
Reader's  Digest  Assn. — 
have  signed  up  some  of 
Washington's  premier  in- 
fluence peddlers.  Time, 
for  example,  is  repre- 
sented by  former  Rea- 
gan \\Tiite  House  Chief 
of  Staff  Kenneth  M.  Du- 
berstein's  lobbying  fii'm 
and  powerhouse  O'Mel- 
veny  &  Myers. 

At  stake  are  1.5  bil- 
Hon  pieces  of  mail  sent 
out  each  year,  generat- 
ing about  one-thu-d  of  all 
new  magazine  subscrip- 
tions in  the  countiy.  The 
sweepstakes  industry  is 
already  under  fii'e  from 
state  attorneys  general. 
36  of  whom  last  year  got  the  industiy's 
biggest  players  to  stop  the  most  mis- 
leading mailings.  The  AGs  are  watching 
legislation  on  Capitol  Hill  closely  to 
make  sui'e  industry'  doesn't  shp  in  lan- 
guage preempting  states  from  taking 
more  action. 


HAPPY  WINNERS 

Sweepstakes  promotions  generate 
)ne-third  of  all  new  magazine 
subscriptions  in  the  U.S. 

The  industiy's  goal:  to  keep  feder 
regulation  at  a  minimum.  It  helpt 
shape  a  bill  requiring  new  disclosm-( 
that   has  wide  bipartisan  suppor 
Sweepstakes  operators  would  have  i 
provide  the  odds  of  winning,  disclos 
that  no  purchase  is  required  to  win,  ai 
point  out  that  buying  sometlaing  doesr 
increase  your  chances  of  winning.  Tl 
bill  authoiizes  the  U.  S.  Postal  Servi 
to  draft  the  regs.  with  fines  of  up 
•S2  million  for  noncompliance. 
"LIFE  OR  DEATH."  Most  legit  promote 
ah-eady  do  much  of  what  the  legislatic 
sponsored  by  Senator  Susan  M.  Colli 
(R-Me.).  demands.  They  figui-e  the 
dustiy  can  improve  its  image  simply 
accepting  the  restrictions.  Magazine  sv 
sciiptions  from  sweepstakes  promotio 
have  declined  by  almost  30%  over 
past  couple  of  yeai's  as  the  pubhc 
gi-own  mistiustful  of  the  come-ons.  "\ 
all  agi'ee  there  should  be  some  legislati 
standai'ds."  says  Gerald  E.  Cerasale, 
lobbyist  for  the  Direct  Mai'keting  Ass 
a  gi'oup  of  bulk  mailers. 

Standai-ds,  yes.  But  the  American  J: 
sociation  of  Retii-ed  Persons,  for  exa 
pie,  wants  the  disclaimer  language 
be  as  big  as  the  headlines  that  sht 
"You  are  a  Winner!" 
also  wants  "No  Pui'chs 
Xecessaiy"  displayed 
the  envelope.  The  .\A 
will  get  support  fn 
Democrats  such  as  Se: 
tors  Carl  Le\in  (Mi( 
and  John  Edwai 
(N.  C).  But  such  chanj 
"mean  life  or  death" 
the  industry,  w'orr 
Michael  Pashby,  vi 
president  of  the  Ma 
zine  Pubhshei-s  of  Air 
ica.  "It's  like  puttinj 
sign  in  a  shop  wind 
saying  'Don't  come 
here,  w^e  don't  have 


HEARTBREAKiNG  LOSSES 

Retiree  Eustace  Hall 
testifies  that  he  racked  up  tWng  for  you. 
$20,000  in  debt  tr\ing  to 


The  big  guns  of 
,    ,  Street  mav  have  hel 

Win  magazme  contests        ^^ape  the  Collins  m 

sure.   But   with  m 
hearings  scheduled  for  spiing,  lawmal 
gi'owing  more  indignant  by  the  mini 
and  an  election  looming  next  year, 
industiy  could  soon  be  getting  a  bnn 
envelope  in  the  mail  proclaiming:  "3i 
May  AJi-eady  Be  A  Loser  I" 

By  Lorraine  Woellert  in  Washiniyi 
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well  connected. 


[  Hello  I  As  one  of  the  world's  leading  data  and  voice 
conimunication  companies,  MCI  WorldCom  understands  the  value 
of  a  satisfied  customer.  (~Ciao~]  And  to  help  make  sure  its  22 
million  customers  remain  satisfied,  MCI  WorldCom  relies  on 
Rockwell  call  center  technology  to  ensure  easy  access  to  its 
service  representatives  and  immediate  attention  to  inquiries 
and  requests.  (  I  Rockwell  provides  a  wide  range  of  equally 

innovative  solutions  to  companies  across  every  business 
sector.  fiHoiaf]  Whether  it's  the  automation  systems  that  accelerate 


production  at  an  automaker's  plant,  [oia dhuit]  Or  the  avionics 
that  help  an  airline  speed  you  to  a  destination  half  a 
world   away,   feon^iir)   Powerful   answers    for   companies  connected 


to  the  future.  [  Hallo  )  Because  whatever  your  business, 
the  bottom  line  is  this.   (  G'day  ]    you  succeed.     We  succeed.'^'"' 


\ 

Rockwell] 


Electronic  Controls  and  Commtmications 
www . rockwell . com 
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LEVERAGED  BUYOUTS 


HOW  FORMICA  GOT 
BURNED  OUT  BY  BUYOUTS 

Wall  Street  doesn't  talk  about  the  dark  side  of  debt-financed  takeovers.  Here's  why 


If  Formica  Corp.  were  a  human  be- 
ing, it  would  be  flat  on  the  couch  in 
intensive  therapy.  FoiTnica,  a  world 
leader  in  laminated  countertops,  is 
what  you  might  call  a  coiporate  orphan 
looking  desperately  for  a  home.  Over 
the  past  14  years,  Formica  has  been 
the  neglected,  even  abused,  stepchild  of 
two  conglomerate  parents.  It  has  en- 
dui'ed  three  leveraged  buyouts.  It  has 


sition  and  buyout  market.  While  deal- 
makers  can  make  a  mint,  the  constant 
shuffling  of  coi-porate  oiphans  from  buy- 
er to  buyer  can  sometimes  inflict  se- 
vere pain. 

For  instance.  Wall  Street  loves  to 
tout  LBO  successes.  The  typical  story: 
Investor  buy  out  the  existing  company, 
tyi^ically  with  substantial  debt,  perhaps 
70%.  Because  of  the  leverage,  the  new 
owners,  who  own  the  bulk  of  the  equity, 
have  a  strong  incentive  to  aggressively 
streamline  operations  and  get  rid  of  all 
the  deadwood.  Wlien  the  company 
is  eventually  sold,  be- 
cause so  little  equity 
was  put  in  the  deal, 
the  retiu'ns  are  magni- 
fied. Current  annual 
rates  of  return  to  the 
buyout  artists  are 
around  25% — below  the 


chemical 


the  world's  leader  in 
decorative  laminates. 


weathered  a  seemingly  end- 
less array  of  owners  and 
board  members,  not  to 
mention  a  plethora  of  cor- 
porate strategies  and  re- 
stinctuiings.  Its  latest  LBO 
was  just  last  yeai'.  On  Feb. 
17,  Formica  tapped  the 
public  markets  for  a  sec- 
ond time,  selling  $215  mil- 
lion of  junk  debt. 
LUSH  RETURNS.  Fomiica, 
one  of  the  last  survivors 
of  the  1980s  deal  craze,  is  not  alone. 
Other  companies  with  a  seemingly  end- 
less an'ay  of  parents  include  Avis  Rent 
A  Car,  Coldwell  Banker,  Consolidated 
Cigar,  MGM  Studios,  and  Simmons  Co. 
(table,  page  84).  They  and  their 
brethren  illustrate  an  important  but 
overlooked  niche  of  the  booming  acqui- 


f'ormica  CEO 
Gordon  D.  Ster- 
"ngand  man- 
agement, aJone 
^'t^iShearson 
^^ehman  and 

for  loo  t' r^^"^P^^'^«te 
«>r*^00miJJjonw,-th$j53 
miJJion  in  debt.  Sales  in  i  q«. 

™on  m  profits. 


would  have  made  $10  for  every  doll 
that  you  invested. 

But  Wall  Street  doesn't  usually  ti 
about  the  dark  side  of  the  process.  "I 
not  healthy  for  the  same  companies 
be  bought  and  sold,"  says  Howard 
Stevenson,  a  professor  at  the  Hai-va 
business  school  and  author  of  Do  Lun 
or  Be  Lunch:  The  Power  of  Predictab 
ity  in  Creating  your  Future.  "Repeat 
LBOs  are  a  disaster. ..  you  pay  do'^ 
debt,  get  new  debt,  new  bosses,  a 
[create]  havoc  within  the  organizatio] 
In  the  case 
Warren  (N.J 
based  Formii 
with  $551  mill] 
in  revenues, 
three  of  its  Ll 
were  done  w 
the  same 
at  the  helnr 
Vincent  R  L: 
gone.  But  ev 
with  the  gu 
ance  of  a 
ven  and  hij 
ly  praised  c: 
the  const; 
shuffling 
owners 


:r^and  help  pay  down 

public,  seims 
shares  raising  it-o^ 


1:^0  #2:  After  suitors  take 
^•g  stakes,  company  1  taken 

novate  again  by  manage- 


35%'  returns  of 
the  late  1980s, 
but  still  very 
lush. 
In  FoiTOica's 
case,  the  private 
investors  came  out  very  well.  If  you 
had  participated  in  LBo  No.  1  in  1985 
and  sold  out  in  lbo  No.  2  in  1989,  when 
Formica's  cash  flow  was  growing  at 
about  14%  a  year,  you  would  have  made 
foiu'  to  five  times  youi*  investment.  And 
if  you  had  held  on  for  10  years,  you 


"tJon  and  an  economic 
«'"^P,  Formica  is  pu/chas  J 

fe^"a?£r? 

subsidiai/o/i^J^f^-^'^^ 
^^"tisfi  industrial ' 
conglomerate. 
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iken  its  toll.  Over  the  years, 
'ormica  has  struggled  continu- 
lly  with  oppressive  debt, 
'hich  deterred  the  company's 

I  rowth.  An  acquisition  by  a  di- 
ision  of  British  conglomerate 
rR  PLC  in  1995  didn't  help  ei- 
ler.  BTR  made  several  costly 
Tategic  mistakes,  battering 
ormica's  net  income  and  mar- 
it  share  further. 
BT  LBO  MARKET.  All  of  this 

HIS  had  a  severe  impact  on 
ormica.  In  the  past  15  years, 
16  market  share  of  decorative 
minates  of  rival  Wilsonart  In- 
rnational  Inc.,  a  division  of 
remai'k  International  Inc.,  has 
sen  ft-om  25%  to  50%,  while 
ormica's  share  has  slumped 
om  50%  to  25%,  mainly  due 
Formica's  revolving-door 
vnership.  Says  Nicholas  P. 
eymann,  an  analyst  vrith  Pni- 
!ntial  Securities  Inc.  in  New 
)rk,  "You  have  basically  had  a 
mplete  swap  of  leadership  in 
e  laminate  market  in  the  past 
years."  And  while  Fomiica 
,s  lost  money  in  the  last  nine 
it  of  10  years,  Wilsonart's 
rnings  have  more  than  tripled,  says 
symann. 

"I  think  the  company  would  probably 
bigger  today  than  it  is"  without  all 
e  changes,  says  Ilan  Kaufthal,  vice- 
aii'man  of  Sckroder  &  Co.,  an  invest- 
int-banking  firm  in  New  York, 
lufthal  sat  on  Formica's  board  of  di- 
etors  for  10  years  beginning  in  1985. 
1  my  opinion,"  he  adds,  "[the  compa- 
]  would  have  been  more  profitable 
d  perhaps  would  have  gotten  further 
terms  of  its  market  share." 
The  slew  of  beaten-up  oi-phans  in  the 
irketplace  hasn't  stopped  the  lbo 
siness  from  getting  hotter  and  hotter, 
lyout  funds  raised  .$54.5  bUlion  in  1998, 


nder  BTR, 
ormica  goes 
taough  several 
nanagement 
ihakeups.  CEO 


"  We  really  didn't  know 
much  about  LBOs.  We 
were  corporate  guys  " 
ViNCELANGONE 

CEO,  Formica 


up  58%  from  1997  and  10  times  higher 
than  in  1992,  according  to  Buyouts  mag- 
azine. To  be  sure,  over  the  past  few 
years,  lbo  fii-ms  have  reduced  the  av- 
erage leverage  of  a 
deal  from  90%.  to 
70%'  and  are  funding 
additional  capital  for 
acquisitions  and  in- 
ternal growth.  Still, 
with  the  pace  of  lbo 
ti'ansactions  accelerat- 
ing, the  number  of  re- 
cycled   orphans  can 
only  gi'ow. 

Piior  to  its  tiu'bulent 
saga  of  serial  own- 


ersliip,  Fomiica  led  a  placid  life.  Fomned 
in  1913,  the  company  was  originally  de- 
signed to  replace  the  mineral  mica  with 
a  laminated  miaterial 
for   industrial  and 
electrical      uses — 
hence  the  name  "for 
mica."  By  the  1930s, 
its  decorated  lami- 


sells 

taste  are  to  cut  co^, 
imorove  manufacturing, 
C.n*ne«  Products,  anO 


Vmce  Langone, 

mplain  that  product  has 


co: 

become 
■  service  erodes 


unavailable  and 


TO's  stock  takes  a  60% 

turecamtl,  "''''a^en- 
a^dD\TcEoT;''^■^^^°^P' 
^'^^^yDu'h^a^r'^ 

«o"^Pany  once  again 
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nated  product  be- 
came   a  national 
rage  in  American 
kitchens.  When 
Formica  went  in- 
ternational in  the 
late    1940s,  its 
name  became  one 
of  the  best-recog- 
nized    in  the 
world. 

\NtW  \  "ARROGANT."  But 

by  1985,  FoiTnica 
had  lost  its  sheen. 
It  had  been  owned  by  American 
Cyanamid  Co.,  a  phaiTnaceutical  and  fli- 
versified  chemical  company,  for  almost 
30  years.  As  a  small  division — .$3:34  mil- 
lion in  sales — of  a  conglomerate  with  $;3.5 
billion  in  revenues,  Formica  was  ne- 
glected. "FoiTnica  for  years  had  pretty 
significant  erosion  of  its  mai'ket  jiosition," 
says  Kaufthal.  "Competitors  v/ere  ag- 
gressively steahng  market  shai'e,"  says 
AJvin  Levy,  a  retired  distributor  for  a 
FoiTnica  rival.  "Fomiica's  managers  were 
veiy,  veiy  aiTogant." 

Anxious  to  shed  non-core  divisions, 
American  Cyanamid  put  several  up  for 


1 
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One  ex-director  wonders  if  Formica  would  exist  today 
had  it  continued  to  languish  under  Cyanamid's  control 


sale,  including  Formica.  The  company 
was  an  ideal  lbo  candidate:  Despite  in- 
roads by  competitors,  it  still  had  a 
strong  brand  name  and,  most  impor- 
tantly, steady  cash  flows.  Langone,  then 
a  42-year-old  Cyanamid  vice-president, 
was  assigned  to  offer  Formica  to  buy- 
ers, one  of  whom  suggested 
an  LBO.  "We  really  didn't 
know  much  about  lbos,"  re- 
members Langone  about  the 
deal.  "We  were  corporate 
guys-" 

But  Langone  and  his  boss, 
Gordon  D.  Sterling,  liked 
what  they  learned  and  de- 
cided to  bid  for  the  company. 
They  recruited  as  partners 
Shearson  Lehman  Brothers 
Capital.  The  Sprout  Group, 
the  investment  ami  of  Don- 
aldson, Lufkin  &  Jenrette, 
also  participated.  The  price: 
$200  million,  financed  with 
$153  million  of  junk  debt. 

Not  suii>risingly,  life  after 
the  LBO  at  Formica  changed 
drastically.  As  part  of  a  con- 
glomerate, says  Langone, 
"You  weren't  looldng  hard  at 
overhead."  But  aftei-  taking 
the  company  private,  Lan- 
gone and  Sterling  were  con 


Realty,  a  subsidiary  of  Great  Ameri- 
can Management,  and  Investment  Inc., 
a  Chicago-based  investment  firm.  With 
Formica  clearly  in  play,  Langone 
arranged  a  second  lbo.  "My  motiva- 
tion in  life  is  not  necessarily  to  buy 
and  sell  companies  but  to  build  them. 

LIFE  ON  THE  BLOCK 

While  the  dealmeisters  clean  up,  targets  often  are 
repeatedly  bought  and  sold. 

CONSOLIDATED  CIGAR  Bought  twice  by  Ronald  0. 
Pereiman,  plus  a  management  LBO.  Recently  sold  to 
French  tobacco  company  Sieta. 

COLDWELL  BANKER  In  1981,  Sears  acquires  Coldwell. 
In  1993,  it  is  sold  to  the  Fremont  Group,  an  investment 
arm  of  Bechtel.  HFS  buys  the  company  in  1996  and  spins 
off  company-owned  brokerage  offices  into  company  called 
National  Realty  Trust.  HFS,  Apollo  Management  Group, 
and  Bear  Stearns  acquire  assets  of  NRT. 

MGM  STUDIOS  Kirk  Kerkorian  buys  company  a  total 
of  three  times.  In  1991,  Credit  Lyonnais  takes  over  the 
ailing  studio  after  owner  Giancarlo  Parretti  runs  MGM 
into  the  ground.  Kerkorian,  who  bought  the  company 
again  in  1996,  now  owns  90%  after  taking  it  public 
in  1997. 

SIMMONS  CO.  Bought  and  sold  by  four  different  LBOs 
owners  since  1988,  includmg  Merrill  Lynch  Capital  Part- 


ners, Wesray,  Investcorp,  and  Fenway  Partners. 


by  Cyanamid  all  over  again,  only  wors 
The  company  was  beset  with  manag 
ment  shakeups.  Langone  and  Chief  F 
nancial  Officer  David  T.  Schneider  wei 
forced  out.  Distributors  complained 
poor  customer  service.  Formica  conti 
ued  to  lose  money  and  its  market  shai 
kept  slumping,  btr  refuse 
to  comment. 

Luckily,  btr's  ownersh 
was  not  to  last.  Two  yea: 
later,  the  conglomerate 
vested  Formica  along  wi' 
other  non-core  divisions.  W; 
Street  no  longer  appreciate 
btr's  collection  of  dispara 
businesses. 

Meanwhile,  dl.j  had  p 
Langone  and  Schneider 
retainer.  They  were  lookii 
for  another  LBO,  specifica 
a  building-products  compa 
with  a  strong  brand  nan 
"We  examined  80  to  40  coi 
panies,  but  we  didn't  fii 
anything  we  really  lovec 
says  Peter  Grauer,  managi 
director  of  dl.j  Mercha 
Banking. 

That  is,  until  Formi 
came  on  the  block  again,  i 
and  cvc  Eui'opean  Equi 
Paitners  bought  FoiTnica 


sumed  with  reducing  debt.    May  for  $405  million,  $2 


"I  did  worry  that  Formica 
may  have  been  too  heavily 
leveraged,"  says  Kaufthal. 
BAD  TIMING.  Between  1985 
and  1989,  Fomiica  managed 
to  implement  new  strategies,  such  as 
expansions  into  Europe  and  Asia,  says 
Langone.  And  in  the  late  1980s,  the 
company  added  Surell — a  product  that 
competed  with  DuPont  Co.'s  Corian,  a 
synthetic  marble.  Yet  Langone  admits 
that  Corian  still  dominates  the  syjithet- 
ic  marble  market.  "My  recollection  was 
that  very  little  was  accomplished  to  di- 
versify or  leverage  the  Formica  brand 
during  that  period,"  says  T.J.  Dermot 
Dunphy,  cF.o  of  Sealed  Air  Coi-p.  in  Sad- 
dle Brook,  N.J.,  who  sat  on  the  Fonni- 
ca  board  fi'om  1985  to  1989. 

To  help  ease  the  debt  biuxlen,  Formi- 
ca in  1987  floated  an  ipo  for  35%  of  the 
company,  raising  .$64  million.  With  a 
chunk  of  debt  retirefl,  Langone  planned 
to  significantly  expand  the  business  over 
the  next  five  years. 

But  the  public  company  soon  at- 
tracted suitors,  such  as  Great  American 


AVIS  In  1962,  investment  bank  Lazard  Freres  buys  Avis 
It  is  later  purchased  by  ITT,  Norton  Simon,  Esmark,  Beat- 
rice, Wesray,  Avis  employees,  and  finally  to  HFS.  In  1997, 
HFS  takes  the  company  public. 


But  I  still  felt  there  were  things  I 
could  do  with  the  business,"  he  says. 

When  Shearson  and  dl.j  declined  to 
participate,  Langone  turned  to  Dillon 
Read  &  Co.  along  with  Masco  Corp.,  a 
manufactui'er  and  distributor  of  faucets, 
fixtures,  and  kitchen  cabinets.  The  $400 
million  deal  was  financed  with  more 
than  $300  million  in  debt.  The  timing, 
September,  1989,  couldn't  have  been 
worse.  "I  didn't  know  soon  after  we 
closed  the  deal  we  would  go  straight 
into  a  recession  in  the  U.  S.  for  several 
years,"  says  Langone. 

The  prolonged  dreaiy  economic  con- 
ditions plus  fierce  piice  competition  took 
their  toll.  Sales  and  earnings  wei'e  lack- 
luster. Yet  FoiTnica  in  1995  was  acquii'ed 
by  a  division  of  btr  plc,  an  ailing 
British-based  industrial  conglomerate, 
for  $620  million. 

F^or  FoiTnica,  it  was  like  being  owned 


million  less  than  what  B 
paid  for  it  in  1995.  Lango 
and  Schneider  returned 
reclaim  their  former  pos 
Ali-eady  distributors  have 
ticed  the  change.  "The  service  is  mi 
better  under  Vince  Langone,"  ss 
Adele  Beck,  owner  of  KB  Laminate  Si 
ply  Inc.,  a  Formica  distributor  in  Pn 
idence,  R.  I.  Now,  the  new  owners  ■< 
working  to  regain  lost  market  share 
As  for  the  cost  that  14  years  of 
volving  ownership  has  taken  on  t 
company?    While    former  direc 
Kaufthal  says  he  thinks  FoiTnica  wo 
have  been  a  lot  better  vrithout  the  o 
slant  changes,  he  also  wonders  if 
would  even  exist  today  had  it  contini 
to  languish  under  Cyanamid's  contro 
But  of  course,  to  Langone  this  is 
academic.  Right  now,  he's  just  hopp 
the  third  lbo  will  work  like  a  char 
For  more  than  50  years,  Fonnica 
been  enhancing  homes  worldwide.  Nj 
maybe  it's  finally  found  a  permanj 
home.  Knock  on  wood. 

By  Debra  Sparks  in  New  Y\ 
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70  OF  THE  TOP  100  BANKS  WORLDWIDE  INVEST  IN  OUR 
ECHNOLOGY.  WHERE  ARE  YOU  PUTTING  YOUR  MONEY? 


Sybase  has  the  information 
technology  you  need  to  bring 
together  different  information 
systems  and  computing  platforms 
into  one  powerful  solution. 
So  everyone  in  the  organization 
has  the  information  they  need, 
when  and  where  they  need  it. 

Our  technology  is  used  at: 

•  70%  of  the  world's  top  banks 

•  Stock  markets  from  Tokyo 
to  New  York 

•  19  of  the  top  25  US  Life/ 
Health  Insurers 

We're  helping  them  develop 
applications  for  things  such  as: 

•  Sales  Force  Automation 

•  Global  Risk  Management 

•  Electronic  Commerce/Internet 

For  more  information  about  how 
we  could  put  together  a  solution  for 
your  business,  visit  www.sybase.com 
or  call  1-800-8-SYBASE  (Ref.  CPBU2). 


i  Sybase 

/  .V  /  (.)  K  M  A  I  ION    A  S  Y  W  H  F  li  F  . 


1998  Sybase,  Inc.  AH  rights  reserved.  All  trademarks  are  the  property  of  the 
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A  HIGH-RISK  LENDER 
LAID  LOW 

FirstPlus'  troubles  rattle  the  industry  it  pioneered 


Only  last  year,  FirstPlus  Financial 
Group  Inc.  was  on  the  cutting 
eflge  of  consumer  finance.  FoiTner 
Vice-President  Dan  Quayle  was  a 
director.  Miami  Dolphins  star  Dan  Maii- 
no  was  the  TV  pitchman.  And  Fu'stPlus 
was  car\dng  out  a  dominant  j^osition  in 
the  daring  business  of  "high-loan-to-val- 
ue" (HLTV)  home-ecjuity  loans,  which  en- 
able consumers  to  boiTOw  u\)  to  125%  of 
the  value  of  theii-  homes.  In  aO,  Fii-stPlus 
accounted  for  a  thii'd  or  more  of  a  mar- 
ket estimated  to  be  at  least  $10  billion. 

Now,  FirstPlus  is  reeling.  Since  last 
fall,  global  financial  tmTnoil  has  dried  up 
funds  for  lenders  like  Fh-stPlus  that  de- 
pend on  bundling  loans  into  secuiities  to 
raise  money.  Quayle  left  at  the  end  of  the 
third  Cjuarter  to  consider  running  for 
President,  and  five  of  six  remaining  in- 
dependent dii'ectors  departed  in  Decem- 
ber. And  FirstPlus  has  come  under  attack 
from  shai'eholders  and  fonner  executives 
who  charge  that  management  lent  reck- 
lessly and  spent  lavishly — on  eveiything 


60 


fi'om  race  cars  to  golf  toiUTiaments.  The 
company's  shai"e  price  plunged  from  $62 
in  October,  1997,  to  56  cents  now.  And 
two  units  were  pushed  into  bankmptcy 
on  Mar.  6. 

FirstPlus  Cliief  Executive  Daniel  T. 
Phillips  declined  repeated  recjuests  for 
comment  on  this  story. 
Spokesman  John  R. 
Hauge,  after  brief  com- 
ments, said  the  compa- 
ny was  too  busy  to  an- 
swer fuither  queries. 

Wliile  Fii-stPlus'  fall 
has  cast  a  taint  over 
the  industry,  many 
obsei-vers  feel  the  busi- 
ness will  recover. 
Standai'd  &  Poor's  Rat- 
ings Services  esti- 
mates lenders  will 
make  more  than  $8  bO- 
lion  in  hltv  loans  this 
year,  as  banks  and  di- 
vereified  finance  compa- 


nies that  are  less  dependent  on  sellini 
loans  as  secmities  pick  up  some  of  th^ 
slack.  "We  have  an  ongoing  interest  v 
the  product,"  says  Walter  L.  Fricke,  mar^ 
aging  director  of  gmac-rfc,  a  unit  c| 
(jeneral  Motors  Corp.,  which  is  steppini 
up  its  HLTV  activity.  "The  real  key  i 
staying  power  and  deep  pockets." 

The  business  still  has  a  logic.  By  tak 
ing  out  HLTV  mortgages,  consumers  ar 
able  to  refinance  credit-card  debts  of  18^ 
at  rates  of  13%  t 
BIG  SPENDER:  CEO   14%— and  receiv 
Phillips  faces  tax  deductions  o 

shareholders' ire  some  of  their  paj 
ments.  There  is  als 
secmity  for  lendere,  says  Chai'les  W.  Ca 
omiris,  professor  of  finance  at  the  C( 
lumbia  University  School  of  Businesi 
who  argues  that  home-equity  bon-ower 
ai'e  less  likely  to  declai-e  bankioiptcy  tha 
credit-card  boiTowers.  "Tlie  long-iiin  fin 
damentals  of  this  product  make  sense 
Calomu-is  says.  "Michael  Milken  didn 
kill  junk  bonds.  FirstPlus  won't  kill  hig 

HLTV." 

SUPER  BOWL  JUNKET.  But  the  Fu-stPli 
experience  is  a  cautionary  tale.  To  kef 
up  eaiTiings,  Fu'stPlus  made  increasingi 
lisky  loans,  say  shareholder  lawsuits  an 
some  former  executives.  Gene 
O'Biyan,  foiTner  president  of  Fii'stPlus 
wholesale  lending  division,  who  left  i 
March,  1997,  says  in  some  cases,  mo)' 
gage  brokers  who  sold  to  FirstPlus  sin 
ply  made  a  series  of  ever  larger  loans  t 
the  same  customer  And  by  paj-ing  o 
the  old  debt,  boirowers  who  were  goii 
deeper  into  hock  managed  to  impro\ 
theii'  credit  ratings.  Fii-stPlus  baired  sue 
refinancing,  but  "nobody  checked,"  1 
said.  "Tlie  product  became  a  flawed  pro;^ 
uct,"  says  O'Biyan.  "There  was  no  wj 
for  a  borrower  to  get  out  of  the; 

loans  I  think  the  defaults  are  st: 

coming.  The  worst  is  yet  to  come."  Bi 
another   former   executive,  Jim 
Poythi'ess,  who  left  in  May,  1996,  insis 
that  FijrstPlus  had  sy 
terns  to  prevent  su( 
chuiTiing. 

FirstPlus'  ow 
spending  muTored  tl 
reckless  ways  of  son 
of  its  borrower 
O'Biyan  and  others 
lege.  A  shai'eholder  si 
filed  in  Novemb^ 
claims  that  ceo  PhiUii 
used  company  mon( 
to  fund  a  lifestyle  th 
included  two  corpora 
jets  staffed  by  flight 
tendants  and  an  e 
pense  account  totalii 
.$2  million  a  month 
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NEW 


An  easier  way  to  organize 
all  your  investments. 

Introducing  the  T.  Rowe  Price  Asset  Manager  Account. 


•  More  than  1,000  no-load  funds 

including  T.  Rowe  Price,  Fidelity, 
Vanguard,  and  Janus 

•  New  money  market  PLUS  services: 

Unlimited  no-minimum  checkwriting 
VISA®  Gold  ATM  &  Check  Card 

•  One  monthly  investment  statement 

•  Ability  to  trade  stocks  and  bonds 


With  the  Asset 

Manager  Account,  jflHHHHHHHHHHl 

you  can  simplify  your  portfolio  nnanagement. 
With  a  single  phone  call  to  T.  Rowe  Price — 
whose  overall  service  was  ranked  among 
the  top  three  mutual  fund  companies  by 
SmartMoney  magazine* — you  can  invest  in 
stocks,  bonds,  75  T.  Rowe  Price  funds,  and 
more  than  1,000  other  no-load  funds  from 
Fidelity,  Vanguard,  Janus,  and  others. 

See  all  your  holdings  on  one  statement. 

Think  about  all  the  paperwork  you  receive  from 
various  mutual  fund  companies.  Our  monthly 
statement  summarizes  and  consolidates  all 
your  household  accounts — individually  and 
jointly  registered  accounts,  taxable  accounts. 


and  IRAs  — into  just 
one  envelope. 


Spend  more  time  managing  your  investments 
and  less  time  managing  the  process. 

The  Asset  Manager  Account  streamlines  your 
money  management  and  investment  process 
by  organizing  your  holdings  in  one  place  for 
easy  access. 

So  now  you  can  spend  less  time  keeping  track 
of  your  accounts  and  more  time  researching 
your  options  and  making  sound  investment 
decisions... which  is  what  investing  with  confi- 
dence is  ail  about. 

$10,000  minimum  investment  ($1,000  for  IRAs). 


T.ROWE  PRICE 

lij  ;SET  MANAGER 
ACCOUNT 


For  a  free  Asset  Manager 
Account  Information  Kit 
including  a  prospectus, 
call  toll  free  24  hours: 

1-888-833-4316 

WWW.  troweprice.  com/ama 


Invest  With  Confidence 

TRoweErice 


SmartMoney  magazine  ranking  of  18  leading  mutual  fund  companies  by  account  statements,  on-line  services,  and  representatives. 

the  prospectus  carefully  before  investing.  T.  Rowe  Price  Investment  Services,  Inc.,  Distributor  VISA  is  a  registered  trademark  of  VISA  US. A.  Inc.  amao47340 
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Fu|itsu  and  the  Fu|itsu  logo  are  registered  trademarks  and  UeBook  ,s  a  trademari<  o(  Fujitsu  Umited  Intel,  the  Intel  Inside  Logo  and  Pentium  are  registered  trademarks 
of  Intel  Corporation  Microsoft  and  Windows  are  registered  trademarks  of  Microsoft  Coipor^mon  All  other  trademariu  menooned  herein  are  the  property  of  dieir 
respective  owners.  ©I  999  Fujitsu  PC  Corporation  All  rights  reserved    '  Starting  estimated  street  price  on  L440  '  Optional 
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when  it  comes  to  technology,  bring  only  what  you  need. 

The  innovative  Fujitsu  LifeBook  L  Series.  It  has  almost  as  many  configurations  as  you  do. 
One  minute  it's  a  complete  office  away  from  the  office,  the  next  It's  a  4.5  pound  flying 
machine.  So  slim  and  sleek.  It  even  fits  into  your  budget,  with  models  starting  at  *2299'. 
Finally,  technology  designed  to  let  you  focus  on  more  important  things,  like  your  business. 


Fujfrsu 

FUJITSU  PC  CORPORATION 


FUJITSU  PC  CORPORATION  O^^^^ 

1-888-4-OH-THE-60     WWV/.ftfjiisw.pe  .Co<nfs 


Finance 


August,  1998.  O'Biyan  says  the  company 
sponsored  three  to  six  celebrity  golf  toiu*- 
naments  a  year  and  paid  at  least  $5  mil- 
lion annually  for  two  Indy  race  car-s.  And 
he  recalls  attending  a  "$400,000  Super 
Bowl  junket  in  New  Orleans  in  1997  for 
about  15  j)eople,  mostly  Fu-stPlus  execu- 
tives. Company  sjxikesman  Hauge  says  of 
the  car  races  and  golf  toiuTiaments,  "We 
believed  they  were  retiuiiing  value  to 
us  from  a  mai'keting  perspective." 

But  it  wasn't  high  living  that  crippled 
Fii"stPlus.  Instead  the  company,  like  oth- 
er lenders  that  depend  on  securitizing 
loans,  ran  into  a  lic(uitlity  crisis.  Investors 
fled  riskier  investments  after  Russia  de- 
faulted on  its  debt.  The  handful  of  hedge 
fimds  that  bought  the  riskiest  pieces  of 
Fu'stPlus"  secuiitizations  were  unable  or 
unwilling  to  finance  more  deals. 
"PHANTOM  INCOME."  Questions  about  ac- 
counting added  to  the  woes  of  secmitiz- 
ers  like  Fii"stPlus.  As  required  by  ac- 
counting inles,  FirstPlus  recorded  up 
front  the  income  it  expected  to  get  from 
its  securitizations  over  the  life  of  the 
loans.  But  in  the  meantime,  its  cash  flow 
was  negative.  And  when  the  prepayment, 
default,  and  discoimt  rates  it  used  to  cal- 
culate its  securitization  gains  proved 
flawed,  the  company  had  to  take  a  $43 
million  pretax  writedown  in  the  third 
cjuaiter  of  1998.  "They  were  overly  ag- 
gressive in  their  assumptions,  which  led 
the  investment  community  to  believe 
they  were  making  a  lot  of  money,  but  it 
was  phantom  income,"  says  Thomas  J. 
WaiTack,  a  dii'ector  at  Standaitl  &  Poor's, 
like  BUSINESS  week,  a  unit  of  The  Mc- 
Graw-Hill Cos.  Shareholder  suits  accuse 
the  company  of  inflating  results  to  boost 
its  stock  price.  Hauge  denies  the  chai'ges 
and  said  the  company  will  "vigorously 
defend"  itself 

Making  forecasts  for  a  product  less 
than  five  years  old  is  tricky.  "People 
were  learning  what  the  proper  assump- 
tions were,"  says  Heni-y  W.  Hayssen,  a 
gToup  vice-president  at  Duff  &  Phelps 
Credit  Rating  Co.  Hayssen  adds  that 
industry  practices  are  improving,  mak- 
ing "loans  better  for  investors."  And 
even  with  its  problems,  FirstPlus  was 
able  to  sell  $900  mOlion  of  loans  recent- 
ly to  U.  S.  BancoiiJ. 

But  it  looks  like  FirstPlus  won't 
bounce  back  with  the  market.  The  com- 
pany has  stoj^ped  making  HLTV  loans  and 
laid  off  more  than  3,300  of  (J,2(M)  staff.  "I 
don't  believe  the  125  [percent  loan]  mai-- 
ket  would  exist  if  it  hadn't  been  for 
FirstPlus,"  siiys  Fricke  of  CMAC-RFC. 
"They  were  gutsy  jiioneere."  And  they've 
got  the  arrows  in  their  back  to  prove  it. 

By  Wejidy  Zellner  In  Dallas,  with 
Gary  Silverman  in  New  York 


COMMENTARY 


By  Gary  Silverman 

IT'S  A  WONDERFUL 
LOOPHOLE 


Forethought  Federal  Savings  Bank 
of  BatesviUe,  Ind.,  isn't  a  tradi- 
tional savings  and  loan.  As  anyone 
who  has  seen  the  Frank  Capi'a  film 
Ifs  a  Wonderful  Life  knows,  tluifts 
used  to  funnel  savings  into  hous- 
ing. But  Forethought  doesn't 
want  to  build  communities;  it 
wants  to  bury  them. 

The  bank  is  owned  by  Hillen- 
brand Industries  Inc.,  the  na- 
tion's leading  coffin  maker.  And 
its  sole  pui-pose  is  helping  peo- 
ple save  for  their  funerals. 
Forethought's  federal  thrift 
charter  is  simply  a  convenience, 
enabling  it  to  operate  nation- 
wide without  getting  state  ap- 
provals. "It  was  far  easier  than 
setting  up  50  banks  in  50 
states,"  says  Mark  R.  Lanning, 
Hillenbrand's  treasurer. 

Capra  must  be  rolling  over  in 
his  grave.  The  federal  thrift 
charter  has  become  the  loophole 
of  choice  for  all  kinds  of  companies 
with  a  financial  aiTn  or  ambition.  Be- 
cause the  federal  chailer  preempts 
state  laws,  it  provides  cover  for  com- 
panies looking  to  offer  consumer 
banking  services  anywhere  in  the 
country. 

Last  year,  of  the  43  charters  ap- 
proved by  the  Office  of  Thrift  Super- 
vision, more  than  a  tliird  went  to  such 
nonbanks  as  Hillenbrand  and  State 
Farm  Mutual  Automobile  Insurance 
Co.  And  the  Office  of  Thi-ift  Supervi- 
sion is  weighing  dozens  more  applica- 
tions from  outfits  as  varied  as  Ford 
Motor  Co.  and  the  Farm  Bureau,  a 
trade  group. 

AFTERTHOUGHT.  There  is  a  better  way 
to  promote  nationwide  banking  ser- 
vices, of  course.  Congi-ess  could  pass  a 
financial-services  modernization  bill 
that  sets  out  what  companies  can  of- 
fer which  products.  And  it  must  be 
said  that  the  folks  in  Washington  have 
been  working  on  it — for  decades,  now 
(page  51).  In  the  meantime,  the  errs  is 
filling  the  void,  thanks  to  a  1996  leg- 
islative overhaul  that  gave  thrifts 
more  leeway  in  offering  consumer 
loans. 

And  to  be  fair,  the  OTS  has  been 


vigilant  in  vetting  applications,  prod- 
ding savings  and  loan  aspirants  to 
produce  detailed  business  and  fair- 
lending  plans.  No  less  a  heavyweight 
than  Goldman,  Sachs  &  Co.  withdrev 


OFFICE  OF  THRIFT  DIRECTOR  SEIDMAN 


its  application  because  of  all  the 
work.  "Easy,  we  ain't,"  says  Office  u 
Thi-ift  Supervision  Director  Ellen  S. 
Seidman. 

Still,  the  OTS  could  be  getting  in 
over  its  head.  Although  the  agency 
has  hired  its  first  new  examiners  in 
seven  years,  its  staff  has  been  cut  to 
1,200,  ft-om  3,600  in  1990  at  the  heigl 
of  the  s&L  crisis.  "I  can't  imagine  the 
have  enough  manpower,"  says  Cathe 
ine  A.  GhigUeri,  Texas  banking  com- 
missioner. "You  have  traditional  banJ 
products  being  sold  thi'ough  nontradi 
tional  means  by  people  who  haven't 
been  in  the  business  before.  Is  that 
recipe  for  disaster"?  I  think  it  is." 

The  danger  is  that  as  the  financial 
sei-vices  business  becomes  more  com 
plex,  the  regulation  of  it  is  gi^owing 
more  haphazard.  These  newfangled 
nonbank  thiifts  are  a  diverse  lot.  Hi! 
lenbrand,  for  example,  is  only  offerin 
trust  funds;  State  Fai'm  wants  to  tal 
deposits  and  make  loans.  There's 
promise  in  all  tliis  complication — anc 
peril,  too.  That's  all  the  more  reason 
for  Congress  to  get  our  financial 
house  in  order. 

Gary  Silverman  covers  bankii 
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5:33  p.m.  Orlando 
loncierge  Roberto  Vivas 


By  the  end  of  their  vacation^, 
these  /(ids  will  thinly  "conciergi 
is  French  for  "uncle" 


inf 

Radisson 

HOTELS  WORLDWIDE' 

The  difference  is  genuine." 

5  difference.  You  notice  it  the  minute  you  arrive.  In  people  like  Roberto  Vivos.  And  the  rest  of  our  staff.  People  who  are  helpful 
hjij  d  courteous  not  because  it's  their  job.  But  because  its  their  nature.  We  invite  you  to  experience  the  difference  at  any  Radisson. 

For  reservations  call  1-800-333-3333,  visit  us  at  wwv^. radisson. com  or  contact  your  travel  professional. 
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I       While    you're    watching  me, 
who's    watching    your  networ 


I'M     a  M  1_Y     THREE    KEYSTROKES    AWAY    FRDM     BRING1NJC3    YaUR     MEXWDRK    TO    A    ERINDIME  HL 


Network  /   ssociates   for  their   network   security   and    management.    If   so.  breah 


SHORTNESS        F    BREATH.  TO    FIND    OUT    MORE    ABOUT    NETWORK    PROTECTION,    VISIT  WWW.NAI.lD 


PGP  Toial  Network  Seamiy 


McAfee  Told  Virus  Defense 


Sniffer  Total  Network  Visibility 


McAfee  Total  Service  Desk 


fortune;   500"  who   have  chosen 


Y.     Ir     NOT,     IT'S     PROBABLY     NOT     MY     LOOKS     C3IVINC3  YOU 


CALL      1  -  B  O  a  -  3  3  2  -  g  g  S  &  .     DEPT.     1933.      OK,    NOW  EXHALE. 
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Who's  watching  your  network 


Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

THE  NET  GIVES 
SCHWAB  ITS  BOUNCE 

Money  manager  David  Post  of  Harris 
Bretall  Sullivan  &  Smith  in  San 
Francisco,  which  manages  more  than  $4 
billion,  goes  for  fast-growth  big-cap 
stocks — ^and  Internet  plays.  In  July,  Post 
bought  oodles  of  America  Online  at  a 
split-adjusted  28  a  share,  aol  has  since 
rocketed  to  92.  But  these  days,  Post  is 
buying  Chai'les  Schwab  (SCH),  a  giant  in 
financial  seivice-s — ^including  low-cost  on- 

THE  STOCK  PRICE  IS  DIZZYIN6, 
BUT  TRADING  HAS  ZOOMED,  TOO 


POST:  Schwab 
is  No.  1  online 
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line  trading — catering  to  individuals  and 
institutions. 

Never  mind  that  Schwab  trades  at  a 
dizzying  91  times  its  earnings  for  the 
past  12  months.  Post  is  the  first  to  ad- 
mit that,  based  on  traditional  price-earn- 
ings valuations,  Schwab  is  by  no  means 
cheap.  But  the  stock,  he  ai'gues,  is  un- 
dei-valued  in  light  of  Schwab's  growth. 
It's  difficult  for  Schwab  to  underper- 
fonn,  he  says,  because  "materially"  ris- 
ing earnings  are  constantly  forcing  ana- 
lysts to  up  their-  estimates. 

Compai-ed  with  its  livaJs,  Schwab  has 
done  the  best  job  of  capitalizing  on  the 
Internet,  he  says.  Schwab's  growth — in 
revenues,  profits,  and  customer-  assets — 
is  due  mainly  to  its  Net  business.  The 
Internet,  Post  says,  has  sparked  asset 
growth,  thanks  to  the  low-cost  online 
trading  that  Schwab  offers.  Some  85% 
of  the  trades  at  Schwab  this  yeai-  were 
online,  vs.  35%  for  retail  trades  at  the 
Big  Boai'd  and  nasdaq,  he  notes.  Says 
founder  and  Chaii-man  Chuck  Schwab: 
"The  Internet  is  stUl  young  and  evolv- 
ing, and  we  plan  to  evolve  with  it." 

Post  is  also  impressed  by  Schwab's 
"phenomenal  rise  as  an  asset  accumula- 


tor." Since  the  fourth  quarter,  he  notes, 
Schwab  has  outpaced  MeiTill  Lynch  in 
attracting  assets  fi-om  individuals,  mon- 
ey managers,  and  mutual  funds.  In  the 
December  quarter,  he  figures  Schwab 
added  $23.2  billion  to  its  stash  of  as- 
sets, while  Menill  took  in  $17  bUlion.  In 
the  quarter  ending  in  Mai'ch,  Post  ex- 
pects Schwab  to  attract  $25  bUlion,  vs. 
$20  billion  for  Merrill.  Schwab  holds 
some  $521  billion  in  customer  assets, 
compared  with  Merrill's  $1.5  tiTllion. 

Schwab's  next  arenas  for  growth, 
says  Post,  will  be  Japan  and  Europe. 
He  thinks  the  stock,  now  at  78,  could  hit 
100  this  year,  based  on  its  long-term 
earnings  growth  of  30%  a  year.  He 
thinks  Schwab  will  beat  estimates,  in- 
cluding his  higher-than-consensus  $1.25  a 
share  for  1999  and  $1.60  for  2000. 

THIS  ARMSMAKER 
IS  A  SiniNG  DUCK' 

Shares  of  defense  contractor  United 
Industrial  (uic)  have  been  lethai'gic 
at  best,  despite  the  bull  market — ^in  part 
because  of  lack  of  support  on  Wall 
Street  for  small-cap  stocks.  But  that 
may  change  before  long.  A  designer  and 
maker  of  automatic  test  equipment  for 
electronic  defense  systems,  United 
"could  be  a  takeover  tai-get  in  the  rapid- 
ly consolidating  defense  industry,"  says 
Mike  Kicera,  president  of  mrk  Capital 
Management  in  Rochester,  N.  Y. 

He  thinks  that  Northrop  Grumman,  a 
maker  of  fighter  planes  and  radar  equip- 
ment, is  eyeballing  the  company.  "Unit- 
ed  is   a  sitting 

duck,'  says  Kicera.      NOT  WADDLING 
Northrop  was  it-  ANYWHERE 

self  slated  to  be 
acquired  last  year 
by  Lockheed  Mar- 
tin. But  the  deal 
was  blocked  by 
the  Justice  Dept. 
In  the  past,  Kicer- 
a  has  accurately 
identified  targets 
in  consolidating  in- 
dustries— such  as 
Genovese  Drug 
Stores  and  Fay's, 
another  drug 
chain,  before  J.  C. 
Penney  acquii'ed  them. 

Kicei^  believes  Northrop  will  resume 
its  acquisition  of  small  defense  players. 
United  stock  trades  at  only  nine  times 
earnings  and  is  close  to  its  book  value  of 
$8.45  a  share,  with  a  cash  hoard  of  $3  a 
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share.  Value  Line  says  United  will  earn 
80?  a  share  this  year,  compared  with 
82(2  in  1998. 

Kicera  figures  the  stock's  takeover 
value  is  25  a  share.  Northrop  spokesman 
Jim  Taft  says  that  the  company  doesn't 
comment  on  its  M&A  plans.  United  didn't 
comment. 

FROM  ISRAEL 
WITH  KNOWHOW  j 

Formula  Systems  (forty),  the  lai'gesi 
publicly  tr-aded  software-development 
company  in  Israel,  aims  to  become 
big  info-tech  player  in  the  U.  S.,  wheH 
AT&T,  Ford,  and  Bell  Atlantic  are  alj 
ready  among  its  customere.  Formula  ac 
quir-es  major  stakes  in  small  but  tech 
nologically  promising  startups  at  lov 
valuations. 

Analyst  Victor  Halpert  of  BancBostoi 
Robertson  Stephens  thinks  the  stock 
now  at  25,  is  woith  45,  based  on  pro 
jected  earnings  gr-owth  of  25%  this  yea 
and  next.  What's  distinct  about  Formu 
la,  says  Halpert,  is  that  it  assists  it 
units  through  different  stages  of  growtl 
including  helping  them  raise  capital  am 
taking  them  public.  Among  companie 
that  Formula  has 


A  NEW  INFO-TECH 
PLAYER 


helped  go  public 
are  ForSoft,  a 
provider  of  info- 
tech  services,  and 
Crystal  Systems 
Solutions,  which 
specializes  in  au- 
tomatic computer 
conversions  for 
the  year  2000. 
"Formula  makes 
acquisitions  at 
reasonable  values 
and  then  creates 
huge  profits  fi:-om 
them." 

In  February, 
Formula  sold  its  42%  stake  in  Wizt( 
Solutions  for  $35  mUhon.  Formula  a 
quired  its  stake  in  Wiztec  in  1995  fi 
just  $:300,000.  Halpert  predicts  that  Fo 
mula  will  acquire  two  U.  S.  info-te( 
companies  this  year.  He  sees  Formulj 
revenues  at  $430  million  and  earnings 
$2.42  a  share  in  2000,  up  fi-om  199J 
estimated  $338  million  and  $1. 
respectively. 
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COMMENTARY 


By  Amy  Barrett 


WHY  DRUGMAKERS  PRESCRIBED  AN  AD  BLITZ 


It's  the  drug  industry's 
version  of  Star  Wars: 
Episode  I — The  Phan- 
tom, Menace.  The  most 
widely  heralded  new  drug 
of  1999  is  Celebrex,  an 
arthritis  treatment  from 
Monsanto  Co.  Press 
reports  are  playing  up  the 
torrid  demand— 881,000 
prescriptions  in  seven 
weeks.  Indeed,  these  days 
hot  dinig  launches  get  as 
much  buzz  as  opening 
weekend  box-office 
receipts.  Says  hsbc  Securi 
ties  analyst  Jack  Lamber- 
ton:  "It's  no  different 
than  a  movie." 

That  push  for  a  sizzling 
debut  is  having  a  pro- 
found effect  on  the  indus- 
try. In  just  a  few  years, 
drugmakers  have  gone  fi'om  creating 
sober  pitches  for  doctors  to  pumping 
out  consumer  marketing  blitzes  that 
fuel  the  must-have  mentality  once  re- 
served foi'  the  likes  of  Furby.  "They 
ai'e  starting  to  act  like  retailers,"  says 
Frank  Delano,  head  of  brand  consult- 
ing firm  Delano  &  Young  Inc. 

It's  easy  to  see  why  the  inish  to 
turn  prescription  drugs  into  mega- 
brands  is  happening.  The  Food  & 
Drug  Administration  played  a  key 
role,  relaxing  i"ules  on  tv  ads  for 
drugs  in  1997.  Consumers  are  increas- 
ingly hungiy  for  health-cai"e  news. 

But  perhaps  more  important,  the 
economics  of  the  industry  have  been 
completely  shaken  up  by  the  ability  of 
di-ugmakers  to  slash  drag  develop- 
ment times.  As  recently  as  the  '80s,  a 
drugmakei'  vdth  a  potent  new  product 
could  hope  for  eight  to  ten  years  of 
exclusivity  before  a  rival  drug  was 
ready  for  launch.  But  improven)ents 
in  technology  and  a  more  accommo- 
dating FDA  allow  rival  drags  to  hit  the 
market  much  faster  today.  Merck  & 
Co.  experienced  the  cranch  vrith  CrLx- 
ivan,  an  Hiv  drag  launched  in  Mai-ch, 
1996.  It  quickly  became  the  most-used 
drug  in  its  class.  But  Agoiu'on  Phar- 
maceuticals Inc.  brought  out  Vu-acept 
in  Mai-ch,  1997 — and  in  just  over  a 
year  it  was  No.  1  in  the  U.S.  Celebi-ex 
will  have  even  less  time.  Competing 


ADMAN:  Boh  Dole 
is  on  e  of  several 
big-7iame  salesfolk 


drags  ai'e  hkely  to  be  on  the 
mai'ket  in  just  three  months. 

The  result:  New  dioigs 
now  need  to  hit  peak  sales 
rapidly  or  risk  a  competitive  bite. 
Facing  a  fai"  shorter  window  in  which 
profits  ai"e  high,  chugmakers  have 
every  incentive  to  push  for  an  instant 
hit.  Says  Richard  .J.  Findlay,  a  phai'- 
maceutical  consultant  with  A.  T.  Kear- 
ney Inc.:  "You  have  to  have  that 
product  line  going  up  like  a  rocket." 

That's  why  consumers  are  getting 
plenty  of  cai'efully  crafted  marketing 
messages  even  before  a  drag  arrives 
on  the  market.  A  year  ago,  as  a  first 
salvo  in  the  Celebrex  mai'keting  ef- 
fort, Monsanto  helped  finance  a  pubhc 
relations  campaign  to  raise  awareness 
of  the  sometimes  dangerous  gastroin- 
testinal side  effects  of  nonsteroidal 
anti-inflammatoiy  drags  (nsaids).  Of- 

MARKETING  BOOM 

PRESCRIPTION  DRUG  ADS 
SOARED  FROM  ZERO  IN  1995 
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ten  used  to  treat  arthritis, 
these  are  the  diTigs  Mon- 
santo wants  to  displace  with 
Celebrex,  which  is  pait  of  a 
new  class  of  drags  that  is 
expected  to  be  easier  on  the 
stomach.  The  campaign 
seems  to  have  worked. 
"Eveiy  patient  came 
tlu-ough  my  office  with  a 
copy  [of  a  story  on  Cele- 
brex] asking  for  this  new 
drag,"  says  Dr.  Peter  E. 
CaOegaii,  a  rheumatologist 
at  the  University  of  Penn- 
sylvania Medical  Center. 

The  TV  and  piint  ad  bhtz 
follows.  In  just  three  years, 
direct-to-consumer  ad 
spending  has  more  than  tripled,  to 
more  than  $1  billion.  And  dragmakers 
used  to  wait  six  months  after  launch 
for  consiuner  ads,  giving  physicians 
time  to  become  comfortable  with  the 
drug.  Now,  that  window  is  naiTovring. 
Many  companies  also  now  use  high- 
profiJe  spokespeople — ^fi-om  Joan  Lun- 
den  for  Claiitin  to  Bob  Dole  for  Pfizer 
Inc.'s  ads  on  erectile  dysfunction. 

But  the  all-pei-vasive  marketing  can 
have  a  dovmside.  New  drags  have 
usually  been  tested  in  just  a  few  thou- 
sand patients,  a  reahty  consumers 
may  ovei'look  in  a  much-hyped  launch. 
That  means  many  people  may  be  tak- 
ing the  drag  before  vmknovm  side  ef- 
fects crop  up.  Viagra,  the  most  sensa- 
tional drag  debut  in  recent  memoiy, 
was  tarnished  when  reports  told  of 
deaths  among  patients  who  had  taken 
it.  Rezuhn,  a  diabetes  ch-ug  that  had  a 
solid  debut  in  1997,  is  under  fda  re- 
view over  safety  concerns. 

Still,  consumers  can  also  benefit.  As 
powerful  new  drags,  such  as  those  to 
treat  hiv,  move  at  a  speedier  clip 
through  the  approval  process,  aggres- 
sive marketing  gets  that  news  to  con- 
sumei-s  quickly.  And  doctors  say  ads 
can  inspire  patients  to  come  in  and 
talk  to  them  about  symptoms.  But 
consumers  wiU  increasingly  need  to 
leai-n  to  sift  the  health  news  from  the 
hype.  As  vrith  all  consumer  products, 
not  everything  is  as  it  seems  on  TV. 

Philadelphia  Bureau  Chief  Barrett 
covers  tlie  pharmaceutical  industry. 
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PEOPLE 


MISSION 

Remaking  Xerox  was  child's  play 
compared  with  David  Kearns's 
next  challenge:  America's  schools 


Dunn  Avenue  Elementary  is  an 
old  school  building  in  a  beat-up 
neighborhood  of  Memplus  where 
three  out  of  four  children  are 
poor.  Inside,  though,  Barbara 
Williams'  foiuth-gi'ade  classroom  comes 
alive.  As  Wilhams  reads  ft'om  Rhinoc- 
eros in  the  Snow,  a  forest  of  hands 
shoots  up  fi-om  the  kids  circled  at  her 
feet.  In  choius,  they  shout  out  answers 
to  her  questions. 

"How  would  you  feel  if  you  were  a 
rhino  wearing  galoshes?"  Giggles,  more 
hands.  These  youngsters  ai-e  focused  and 
interested,  and  they  have  been  taught  to 
pay  no  mind  to  the  visitors  who  often 
slip  into  their  room.  Even  so,  they  steal 
glances  at  the  striking  older  gentleman 
leaning  against  a  nearby  desk. 

He  wears  the  uniform  of  big  busi- 
ness— pinstriped  suit,  white  shirt,  black 
wing  tips — and  comports  himself  with 
the  surety  of  a  person  accustomed  to 
jjower.  He  is  handsome,  with  a  luminous 
smile  and  a  shock  of  silver  hau-  brusliing 
liver  rugged  features. 

Yet  there  also  is  evidence  of  fi-ailty.  A 
l:ilack  patch  covers  liis  left  eye,  and  hear- 
ing aids  adorn  both  ears.  His  nose  is 
twisted  to  startling  effect,  Ms  left  cheek 
dented  below  the  patch.  As  he  rises  to 
leave,  he  betrays  a  slight  stoop  and 
reaches  for  an  aide's  arm. 

In  tinath,  David  T.  Kearns  is  not  the 
same  man  who,  a  decade  ago,  led  Xerox 
Coip.  to  one  of  the  gi'eat  tui-narounds  in 
recent  business  history.  Ti'eatment  for 
cancer  of  the  sinus  has  pimched  a  hole  in 
the  side  of  his  face,  leaving  him  nearly 
blind  and  hard  of  hearing.  His  short- 
term  memory  is  poor,  and  he  sometimes 
fails  to  finish  sentences.  He  tu'es  easily. 
It  has  been  a  long  morning,  and 


Kearns  is  indeed  bushed.  Still,  he  troops 
through  Dunn  Elementary,  listening  in 
on  lessons,  chatting  with  teachere.  Simply 
put,  he  loves  schools — especially  good 
ones.  There  is  an  energy  in  a  good  school, 
an  electricity,  that  infects  liim.  "I  walk 
around  places  like  this,  and  I  feel  really 
good,"  he  says.  "I  feel  like  a  kid." 

It  is  more  than  a  visceral  charge. 
Kearns  wants  to  help  save  public  educa- 
tion. Tliis  is  a  mission  he  has  pui'sued  for 
nearly  two  decades,  after  his  travels  to 
Japan  led  him  to  suspect  that  education 
was  what  gave  that  nation  its  competi- 
tive advantage.  As  a  matter  of  equity,  he 
thinks,  eveiy  American  is  entitled  to  de- 
cent schooling.  Just  as  important,  he 
says,  "high-quality  education  of  all  our 
citizens  is  what  will  continue  to  make 
this  country  economically  strong." 
POLARIZED.  In  an  office  back  in  Stam- 
ford, Conn.,  Kearns  wages  his  quiet  cioi- 
sade.  Quality,  standai'ds,  choice,  competi- 
tion— this  is  his  mantra.  He  proselytizes, 
networks,  and  raises  money,  all  to  Isroad- 
en  the  reach  of  New  American  Schools, 
which  he  foimded  wliile  seiving  as  deputy 
secretary  of  education  under  President 
George  Bush  in  1992.  With  consultant 
James  Hai-vey,  he  is  finishing  a  book  that 
offers  solutions  to  education's  ills. 

It  is,  to  be  sui'e,  an  ambitious  quest, 
perhaps  quixotic.  Public  schools  are  im- 
proving, slowly,  but  they  ai-e  not  keeping 
up  with  demands  posed  by  the  21st  cen- 
tury. Student  performance,  especially 
among  older  kids,  compares  poorly  with 
that  of  peers  in  such  places  as  Singa- 
pore, South  Korea,  Hungary,  and  the 
Czech  Republic.  High  school  graduation 
rates  no  longer  are  among  the  world's 
highest.  Urban  schools  remain  abysmal. 

TWs  backsliding  is  a  function,  certain- 
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ly,  of  the  formidable  task  of  providing 
univei'sal  access  to  education  for  an  in- 
creasingly diverse  population.  But  it 
also  reflects  institutional  gridlock. 
Schools  are  mled  by  a  web  of  competing 
interests,  variously  local  and  national, 
each  deilicated  to  protecting  itself  and  to 
preserving  the  status  quo.  Those  who 
would  refonn  the  system  are  also  po- 
larized by  philosophy  and  ))olitics. 

Keanis  tluives  in  tliis  complex  breach 
by  dint  of  fierce  perseverance  and  a 
profoundly  democratic  style.  At  Xerox, 
say  those  who  worked  for  him,  he  over- 
came cultural  inertia  by  pounding  i-e- 
lentlessly  at  the  need  for 
change  and  by  using  allies  to 
co-opt  his  opjjonents.  In  the  ed- 
ucation woi-ld,  he  has  kept  up 
the  act,  embracing  as  potential 
agents  of  change  eveiyone  he 
meets.  Even  his  intellectual  de- 
tractors respect  him.  In  fact, 
they  like  him. 

At  Dunn  Elementary,  Prin- 
cii)al  Willie  Mae  Willett  ap- 
proaches Kearns  gingerly.  It 
has  been  years  since  the  two 
met,  when  Keams  was  chair- 
man of  the  National  Urban 
League  and  Willett  was  a 
Memphis  delegate.  "You  i)roba- 
bly  don't  remember  me,"  Wil- 
lett begins.  Kearns  doesn't  but 
won't  let  on,  instead  wi'apping 
Willett  in  a  generous  beai-  hug. 
Soon,  they  are  strolling  down 
the  conidor,  arm  in  arm,  talk- 
ing school  reform. 
SECOND  FIDDLE.  It's  what 
Keams  does  best — winning  over 
peoi)le,  seeking  out  intelligence, 
l)reaching  his  gospel.  Wliy  does 
he  keep  going?  He  has,  after 
all,  attained  considerable  suc- 
cess in  both  business  and  gov- 
ernment. He  is  (58,  and  the  can- 
cer has  weakened  him.  He  could 
out  now,  his  legacy  ensured. 

For  one  thing,  he  doesn't  easily  sit 
still.  "Uavid  is  restless,"  says  Shirley 
Kearns,  his  wife  of  44  years.  "He  isn't 
one  to  twiddle  his  thumbs."  As  much 
as  that,  Kearns  is  driven  by  a  sense  of 
citizenship  and  obligation.  Life  has 
granted  him  wealth,  fame,  and  much 
personal  satisfaction,  and  he  feels  com- 
pelled to  return  the  favor.  "He's  said,  in 
effect,  'I'm  not  going  to  fade  away,  I've 
got  some  resources,  I  can  still  make  a 
difference,'"  says  J.  Richard  Muni'o,  a 
friend  and  Conner  head  of  Time  Inc. 

Most  of  all,  Keams  is  moved  by  the 
sheer  challenge,  by  the  call  of  a  job 
maddeningly  incomplete — and  by  the 
determination  that  it  can  be  pulled  off. 


Schools  will  get  better.  "We're  not  doing 
what  we  should,"  he  says,  "so  I'm  veil- 
ing to  keep  at  it." 

It  was  Januaiy,  199L  when  Keams 
took  a  call  from  Lamar  Alexander, 
who  asked  to  meet  in  Washington. 
Alexander,  newly  nominated  to  be- 
come Secretary  of  Education,  was  look- 
ing for  a  team  to  reinvigorate  a  depart- 
ment long  considered  a  backwater. 
Kearns's  1988  book,  Winning  the  Brain 
Race:  A  Bold  Plan  To  Make  Our 
Schools  Competitive,  written  with  Den- 
nis P.  Doyle,  had  attracted  attention  on 


ness,  though,  he  shone,  joining  IBM 
sales  force  and  advancing  quickly.  1 
1971,  he  jumped  to  Xerox,  vrith  amb 
tions  to  someday  lun  the  company. 

By  the  time  he  took  over  as  ceo  : 
1982,  however,  his  company's  share  < 
U.  S.  copier  installations  had  plummete 
Japanese  manufactiu'ei's,  such  as  Rico 
Minolta,  and  Canon,  had  driven  Xerci 
to  the  brink  of  competitive  iirelevan 
with  smaller,  cheaper  machines  th 
worked  better. 

Neither  a  great  intellect  nor  a  tec 
nician,  Kearns  nonetheless  recogniz( 
urgent  problems  and  their  solutio: 


SMARTER  Student  performance  has  improved  overall  since  1990 


Kearns's  organization  has  seeded  its  designs  in 
1,000  of  the  nation's  85,000  public  schools 


bow 


Capitol  Hill.  Retired  as  CEo  but  still 
chairman  of  Xerox,  he  had  unmatched 
ci'edibility  in  the  business  community. 
Over  dinner',  Alexander  asked  Kear-ns 
to  be  his  deputy. 

In  Keanis's  cirx'le,  wor-d  of  the  job 
offer  was  met  with  incr-edulity.  He 
would  go  from  the  highest  reaches  of 
C'orpor-ate  America  to  second  fiddle  in 
an  also-ran  feder-al  biu'eaucracy.  "What 
did  that  say  to  people?"  asks  ibm  ceo 
Louis  V.  Ger-stner  Jr.  "It  said,  I  care 
so  much  about  this  problem,  I'm  willing 
to  go  in  as  No.  2.  He  gave  up  a  lot." 

By  then,  Kear-ns  had  cemented  his 
r'eputation.  Bor-n  in  Rochester",  N.  Y.,  to 
comfortably  well-off  par-ents,  he  got  only 
passable  gr-ades  tlu'ough  high  school  and 
at  the  Llniver-sity  of  Rochester-.  In  busi- 


where  others  didn't.  He  was  among 
fii'st  cor-por*ate  leader's  to  latch  onto  t( 
quality  and  employee  involvemt 
preaching  their-  vutues  in  speech  al 
speech  to  skeptical  manager's.  Ever 
ally,  product  quality  r-evived,  as  did 
tomer  satisfaction.  Mar-ket  share 
profits,  while  never  equaling  those 
the  1970s'  heyday,  r-ecovered.  "It  re; 
was  an  unbelievable  success  story,"  s 
B.  Alex  Hender-son,  a  longtime  Xe 
watcher  at  Pnidential  Securities  In( 
Xer-ox  had  beaten  back  its  rivals 
i-emaking  itself — for-eshadovring  the  n 
sive  r'estrnctur-ing  that  soon  would 
Corpor-ate  America.  Alexander  conte 
ed  that  education  was  lipe  for  the  s;M 
sort  of  over-haul.  "What  schools  neejc 
was  what  businesses  had  had  ton 
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thi'ough,"  he  says  now.  "We  had  to  turn 
schools  upside  down."  Kearns  had 
thought  the  same  himself:  In  the  re- 
structui-ings  of  such  giants  as  Motorola, 
Ford,  and  Xerox,  he  believed,  lay  criti- 
cal lessons  for  education.  In  May,  1991, 
he  joined  the  Bush  Administration. 

Kearns  and  Alexander,  joined  later 
by  New  York  University  Professor  Di- 
ane S.  Ravitch,  proved  a  formidable 
combination.  Together,  they  authored 
America  2000,  a  blue- 
print for  lifting  the 
nation's  high  school 
graduation  rate  and 
attaining  global  supe- 
riority in  math  and 
science.  The  plan: 
build  1,000  new 
schools,  improve  cur- 
riculum in  existing 
ones,  and  promote 
lifelong  education. 

Reams  set  to  orga- 
nize New  American 
Schools,  a  nongovern- 
mental agency  fimded 
by  corporations  that 
would  work  outside 
the  education  Estab- 
lisliment  to  select  and  promote  models  of 
refonii.  He  got  Gerstner,  then  mnning 
PJR  Nabisco  Inc.,  to  cough  up  $1  million 
and  some  office  space.  Within  weeks, 
Keams  had  assembled  an  all-star  board 
that  eventually  raised  $140  million. 

The  Democrat-controlled  Congress 
killed  America  2000,  mostly  because  it 
required  a  $535  million  appropriation. 
Yet  New  American  Schools  survived, 
and  Kearns's  credibility  in  Washington. 
His  name  was  floated  as  a  candidate  to 
head  nasa  or  the  U.  S.  Postal  Sei^vice  or 
to  take  a  Cabinet  post  in  a  second  Bush 
term.  And  when  the  Los  Angeles  riots 
broke  out  in  May,  1992,  the  President 
asked  Kearns  to  represent  the  White 
House  on  the  scene. 
NOSEBLEED.  On  the  flight  to  California, 
Kearns's  nose  bled  fiercely.  It  had  bled 
intermittently  in  the  preceding  weeks, 
but  not  like  this.  Between  his  duties 
amid  the  riots,  he  visited  a  doctor.  X- 
rays  revealed  a  tumor 

Cancer  of  the  sinus  is  rare  and  diffi- 
cult to  diagnose,  so  it  often  spreads 
vridely  before  being  recognized.  Kearns's 
cancer  was  gi-ave,  and  he  soon  under- 
went surgery  at  New  York's  Memorial 
Sloan-Kettering  Cancer  Center  It  was  a 
hon-ific,  16-hour  procedm-e:  Doctors  tore 
away  part  of  his  face  and  lifted  up  his 
brain  to  scrape  away  the  tumor.  Two 
weeks  later,  the  cancer  was  back,  and 
the  procediu-e  was  repeated.  Then  came 
two  weeks  of  heavy  radiation. 


The  combined  therapies  finally  licked 
the  cancer,  and  in  six  years,  it  has  not 
recmred.  But  the  price  was  high.  Before 
the  illness,  Keams  had  kept  fit,  nmning 
seven  or  eight  miles  a  day.  Overnight, 
friends  say,  he  aged  ch-amatically.  And  in 
the  next  few  yem-s,  the  efi'ects  of  the  ra- 
diation gi-adually  eroded  his  eyesight, 
hearing,  and  memoiy. 

Publicly,  at  least,  Kearns  and  wife 
Shirley  have  accepted  all  this  with- 
out complaint.  Al- 
though candid 
about  liis  disfigiu-e- 
ment  and  sensoiy 


bor  in  New  Canaan,  Conn.  "But  wh; 
he's  doing  now  is  the  toughest.  Wlif 
they  start  cutting  your  face  off,  ai 
you're  going  blind  and  deaf,  and  you'^ 
been  one  of  the  top  people  in  busines 
well,  it  takes  an  extraordinaiy  couple 
handle  that  with  the  grace  they'^ 
shown."  I 
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DAVID  TODD 
KEARNS 

BORN  Aug.  11,  1930, 
Rochester,  N.Y.  His 
father,  a  mechanical 
engineer,  was  treasurer 
of  a  company  that  sup- 
plied IBM. 

EDUCATION  As  a 

youth,  he  lacked  focus. 
He  wasn't  a  distin- 
guished student  but  won  a  degree  in  busi- 
ness admmistration  in  1952  from  the  Uni- 
versity of  Rochester. 

MARRIAGE  Wed  Shirley  Cox  in  1954,  five 

years  after  meeting.  After  the  wedding, 
she  started  teaching  nursery  school,  but 
she  soon  quit  to  have  the  first  of  their  six 
children. 

FIRST  JOB  He  joined  IBM  as  a  sales  rep 
in  Rochester  in  1954.  He  stayed  17  years, 
rising  to  head  the  company's  data-process- 
ing unit. 

SECOND  JOB  In  1971,  joined  Xerox,  then 
the  quintessential  go-go  company,  as  vice- 
president.  In  1982,  he  succeeded  Peter 
McCullough  as  CEO.  He  quit  eight  years 
later,  at  Xerox'  retirement  age  of  60. 

GOVERNMENT  Lamar  Alexander  tapped 
him  in  1991  to  be  his  deputy  at  the  Edu- 
cation Dept. 

losses,  he  prefers  not  be  identified  by 
them.  He  walks  without  a  cane  or  tapper, 
instead  casually  taking  the  arm  of 
whomever  he's  near.  And  each  yeai;  he 
hu'es  a  yoimg  intem  to  be  his  eyes,  ear's, 
and  chauffeur 

The  system  works  well,  allowing 
Kearns  to  pursue  his  passion.  Yet  his 
ftiends  wonder,  sometimes,  what's  going 
on  inside  a  proud  man  so  humbled.  At 
Xerox,  "David  was  as  tough  a  guy  as 
you  would  want  to  meet,"  says  Mike 
Hobbs,  a  builder  and  longtime  neigh- 


arly  on  Election  Night  last  N' 
vember,  at  home  with  Shirle 
Kearns  is  upbeat.  Education 
emerging  as  a  hot  topic  at  tl 
poUs.  From  San  Diego  to  Haitford,  \  i 
ers  approve  record  sums  of  bond 
sues  for  school  constmction  ai 
renovation.  Exit  surveys  cm 
monly  identify  schools  as  t 
most  important  issue  in  tigi 
races. 

Certainly,  schools  ai'e  not  wl  t 
we  want  them  to  be.  Studet 
performance  on  the  National  /- 
sessment  of  Educational  Pi'ogTt: 
has  improved  since  1990,  but  til 
leaves  three-quarters  of  foui- 
and  eighth  graders — and  li 
more  in  m-ban  districts — deem 
less  than  "proficient"  in  math  ;i 
science.  Test  scores  of  hiti 
schoolers  ai"e  declining,  and  ch'd- 
out  rates  are  rising. 

Such    results    have  fueld 
decades  of  reform  efforts — nc€ 
of  them  completely  satisfyiir 
Ti'ue,  some  reforms  have  p 
duced  unambiguously  positive 
suits.  But  most  require  diff  < 
decisions  and  long  slogs,  fix 
schools  one  by  one  in  the  fact 
high  political  hurdles. 

Consider  the  example  of  Mt  i- 
pliis,  wliich  has  embraced  "who- 
school"  reform,  a  comprehensi- 
gi'assroots  strategy.  Since  \' 
it  has  required  all  its  school 
accept  one  of  eight  new  curi 
lum  designs,  most  supplied 
Kearns's  New  American  Scln 
Supeiintendent  Geny  House 
won  wide  acclaim,  in  part 
cause  the  redesigned  schools  p- 
pear  to  be  improving. 
But  it  has  been  a  tortuous  evolut 
House  spent  three  years  developiii 
strategy  and  winning  local  commitn n 
before  asking  schools  to  change  a  sii ' 
word  of  cuiTiculum.  At  each  partici; 
ing  school,  teachers,  administrators,  i 
parents  wrote  a  detailed  vision  pi 
then  chose  a  design  to  suit  the  vi.- 
Even  then,  the  extra  work,  retrain 
and  new  methods  provoked  opposit»n 
Many  principals  fled  the  system.  Tel) 
ers  have  been  more  accepting,  but  tlfef 
at  the  high  school  level  have  tende  t 
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Social  Issues 


Conceived  by  Univei'sity  of  Wasliington 
Pi'ofessor  Paul  T.  Hill,  it  would  requii'e 
districts  to  contract  out  management  of 
theii-  schools  to  private  operators,  for- 
profit  and  not.  Public  officials  still  would 
be  accountable  for  quality  and  could  sack 
providers  whose  performance  fell  short. 
They  would  provide  central  services, 
such  as  maintenance  and  pui'chasing.  But 
schools  would  design  then-  own  cunicu- 
lums,  employ  their  owti  teachers,  and 
compete  for  students — who  would  be 
free  to  apply  to  any  school. 

Competition,  choice,  professional  man- 
agement— it's  a  ])aradigm  that  appeals 


I 


resist  the  mandate  to  teach  interdisci- 
plinaiy  courses. 

All  the  wliHe,  House  has  had  to  coun- 
sel patience  as  dropout  I'ates  and  ab- 
senteeism stay  stubbornly  high  and  as 
students'  test  scores  overall  show  no 
improvement.  "You  can't  tui'n  around  a 
system  in  a  couple  of  years,"  she  says. 
"You  have  to  build  a  culture,  change 
attitudes,  and  keep  people  focused."  And 
this  from  a  system  recognized  as  a  I'are 
showcase  for  school  redesign.  In  all, 
New  American  Schools  has  seeded  its 
designs  in  just  1,000  of  the  nation's 
85,000  public  schools. 

Such  piecemeal 
progress  has  inspired 
public  frustration — as 
well  as  openness  to 
broader,  systemic  solu- 
tions, such  as  charter 
schools.  Chailei'  legisla- 
tion, passed  so  far  in  35 
states,  allows  innovators 
to  establish  new  schools 
under  the  aegis  of  the 
local  public  system  but 
remain  free  to  pursue 
their  own  hiring,  cur- 
riculums,  and  teaching 
methods.  In  eight  yeai"s, 
some  1,500  such  schools 
have  been  created. 

Charters  neatly  ad- 
dress the  delicate  poli- 
tics of  education,  ap- 
peasing conservatives 
and  allovring  disenchant- 
ed parents  an  escape 

hatch,  while  mostly  pre-  . 

sei-ving  the  hegemony  of  "WC ROt  QOmg  What  WC  ShOUld,  SEVS 
public    systems.    The  u       ti  'n*  i  •  ii 

experiment  is  snow-  Keams,  SO  I  m  Willing  to  keep  at  it 

balling,  though,  without 
any  real  evidence  that 
it  actually  helps  kids  learn  more. 

Wliat's  more,  critics  ai'gue,  charters — 
like  vouchers,  their  more  unfettered 
cousins — create  solutions  outside  exist- 
ing public  systems,  avoiding  the  more 
difficult,  less  glamorous  task  of  fixing 
the  systems  themselves.  Opponents  wor- 
ry that  charters  simply  siphon  off  stu- 
dents and  fimding,  fuilher  eroding  oldei' 
schools'  base. 

RADICAL  SOLUTION.  Keanis  and  liis  allies 
figui'e  any  improvement  is  welcome,  as  is 
the  presence  of  new  competition,  espe- 
cially if  it  forces  change  in  the  status 
quo.  Yet  they  also  acknowledge  the  need 
for  remedies  that  fix  all  schools.  "Don't 
forget,"  he  says,  "we're  not  trying  to 
eliminate  the  jjublic  system  we  have  now. 
We'i'e  tiying  to  make  it  better." 

Tliat's  why,  in  their  forthcoming  book, 
he  and  Har-vey  endoi-se  a  i-adical  solution. 


naturally  to  a  business  mind-set.  Past 
experiments  with  contracting,  however, 
demonstrate  that  what  plays  in  corpo- 
rations may  not  translate  easily  to  edu- 
cation. For  one  thing,  public  school  offi- 
cials aren't  equipped  to  manage  the 
contracting  process,  say  critics. 

More  to  the  point,  obsei-ves  George 
Washington  University  Professor  Jef- 
ft-ey  Henig,  such  strategies  as  contract- 
ing and  charters  are  "magic  solutions" 
that  deflect  the  more  important  ques- 
tions facing  public  education.  Where 
should  schools  invest  resources?  Should 
we  focus  on  kids  with  the  potential  to 
go  to  college?  How  do  we  deal  with 
health  and  social  problems  that  begin 
outside  school  walls  but  pervade  the 
classroom?  "Those  are  questions  that 
Americans  have  found  it  easy  to  avoid 
answering,"  says  Henig. 


am  absolutely  dedicated  to  ec 
cation,"  David  Keanis  exhorts  3 
people  in  a  vaulted  auditorium 
Washington,  D.C.  He  is  retiri 
as  chairman  of  New  American  Schoc 
in  the  audience  are  employees,  pj 
and  present,  teachers  and  studen 
politicians,  and  fellow  executives. 

Keams  is  no  longer  the  orator  of  c 
the  general  who  spuired  Xerox  troops 
battle  the  Japanese.  His  delivery  is  i 
so  focused,  his  tone  less  urgent.  Una 
to  see  or  hear  his  audience  clearly, 
faces  slightly  the  v^Tong  way.  Among  i 
crowd,  a  few  friends  dab  away  tears. 

GOLDEN  ROLODEX, 
he  retui'ns  to  his  tat 
though,  a  fraternity! 
potentates  is  standi; 
applauding:  Lan. 
Alexander  and  foni 
Boeing     ceo  Fr; 
Shi'ontz,  Jolin  Clendei 
of     BellSouth,  B: 
Goodrich's  John  Ong 
This  is  the  heartj 
Keams's  golden  netwci 
a  Rolodex  full  of  lead ' 
bridging  industry  ; 
politics.  They  come; 
the  phone  for  liim.  Tl*; 
join  his  committees  :i' 
raise    money    for  i 
cause,  lliey  admii-e  Ir 
deeply,  and  they  shr 
his  conviction  about  rr 
venting  public  educatir 
Facing  chronic  shortas 
of  skilled  workers  t' 
increasingly  com- 
technology-driven  jo? 
Coi-porate  America  m 
not  sustain  the  inno 
tion  and  productivit  i 
needs  to  tlunve  glob;:}' 
For  the  most  pait,  though,  these  in 
yesterday's  CEOs — and  the  climate  inni 
boardroom  has  since  changed.  Ex(|u 
fives  of  Keams's  generation  joined* 
gether  to  addi-ess  education.  Today,  • 
porate  America  invests  billions  of  di 
in  education — probably  more  than  evi- 
but  its  efforts  appear  disjointed.  Sn 
companies  focus  on  technology,  wliile 
ers  adopt  individual  schools,  inves 
technical  training,  or  assist  in  develo  i 
the  local  ciuTiculum. 

Kearns  worries  about  the  fi'agi 
tation  of  business's  efforts.  He  un.-: 
stands  the  intensifying  demand  for  |0: 
its  and  shareholder  returns  that 
behind  the  change.  But  he  also  reii 
convinced  that  "this  isn't  a  givea 
that  it's  a  positive  for  shai"eholder-s  t 
vest  in  education." 

Which  is  why  he  is  still  at  it — lii 
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The  1999  Business  Week  Technology  Leadership  Summit 
is  designed  for  senior  technology  leaders  and  other  execu- 
tives who  need  to  integrate  business  strategies  through 
technology.  Key  executives  from  leading  firms  will  drive  in- 
depth  strategy  workshops  designed  to  help  you  make  sense 
of  your  technology  challenges  and  business  opportunities. 
We've  stripped  away  the  visionary  rhetoric  and  the  empty 
promises  to  create  a  single  day  full  of  real-world  value. 

You'll  work  with  industry  analysts,  financial  specialists, 
marketing  and  technical  specialists  to  learn  how  e-business 
customers  and  suppliers  are  changing  IT  and  how  IT  has  the 
power  to  create  new  business  opportunities  for  you. 

In  addition  to  this  hands-on  learning,  you'll  have  a  chance 
to  hear  Chuck  Martin,  author  of  Net  Future,  and  take  home 
a  copy  of  his  book.  You  may  even  wind  up  with  a  tote  bag. 

Limited  Reservations  Available. 

In  order  to  make  this  a  valuable  experience  for  each 
executive,  conference  attendance  will  be  strictly  limited.  To 
reserve  your  place  or  for  more  information,  visit  our  website: 

http://conferences.businessweek.com/1999/ctls/ 

You  can  also  call  Julie  Terranova  at  1-800-682-6007,  e-mail 
her  atjulie_terranova@businessweek.com,  or  contact  fax-on- 
demand  at  1-800-682-6007,  document  #90. 
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right  from  your  desktop.  And  full-color  imaging  systems  that  turn  electronic  documents  into 
^  brilliant  hard  copy. 

t*?-*^^',^        But  advanced  digital  technology  is  just  the  beginning.  Because  at  Savin 
we're  working  hard  on  becoming  the  tastest,  most  responsive  name  in  the 

# business.  With  smart,  highly-trained  Savin  professionals  who  will  do  what- 
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Social  Issues  1 

g  calls,  pressing  flesh,  seeking  con- 
rts.  True,  he  is  seeing  his  grandchil- 
en  more  and  traveling  with  Shirley,  a 
■0-week  vacation  to  Europe  last  au- 
mn  was  the  longest  of  his  life.  Yet 
;arns  still  serves  on  the  nas  board, 
i  lere  he  no  doubt  will  remain  until 
dies.  He's  also  a  trastee  of  the  Ford 
lundation  and  the  University  of 

Rochester.  He  hopes  the  book,  titled 
A  Legacy  of  Learning,  will  come  out  in 
the  autumn,  after  which  he  plans  to 
pen  his  memoirs. 

Kearns  is  an  impatient  man,  espe- 
cially when  it  comes  to  the  fruit  of  his 
own,  almost  obsessive  efforts.  Yet  he,  if 
anyone,  comprehends  the  meandering 
quality  of  the  change  he  seeks.  He  un- 

derstands that  at  schools  such  as  Dunn 
Avenue  Elementally,  things  are  slowly 
getting  better  Classrooms  are  being  re- 
built, teachers  retrained,  curriculums 
overhauled.  "It's  taken  a  lot  longer  than 
I  ever  thought,"  Kearns  tells  the  crowd 
in  Washington.  "But  we  have  to  do  it." 
So,  too,  does  he. 

By  Keith  H.  Hammonds  in  Memphis 

COMMENTARY 


By  Amy  Borrus 

SCHOOL  REPORT  ON  CONGRESS:  NEEDS  TO  WORK  HARDER' 


After  sparring  over  school  policy 
for  the  past  decade,  Republicans 
and  Democrats  were — amazing- 
ly— reading  off  the  same  page  when 
the  new  Congress  began  in  Januaiy. 
The  "Ed-Flex"  bill,  for  one,  looked 
like  a  winner.  Shorthand  for  legisla- 
tion that  gives  schools  more  freedom 
in  using  $11  billion  in  federal  aid, 
Ed-Flex  would  also  require  schools 
to  track  student  performance.  With 
support  from  the  White  House,  Con- 
gress, and  all  50  governors, 
Ed-Flex  seemed  to  be  on  a 
fast  track  to  enactment. 

But  instead  of  becoming  a 
mark  of  lavraiakers'  determi- 
nation to  stop  sniping  and 
?et  back  to  business,  Ed-Flex 
Dogged  down  in  the  Senate  in 
i  blizzard  of  Democratic 
wnendments,  its  future  uncer- 
;ain.  Even  if  the  bill  squeaks 
ihrough,  the  ordeal  augurs  ill 
'or  other  education  measures 
;his  year  (table) — and 
"or  bipartisanship  in 
jeneral. 

>rr  PROGRAMS.  Edu- 
ation  policy  is  too  im- 
)ortant  to  be  bushwhacked 
n  a  partisan  melee.  At  stake  is 
he  quality  of  schooling  for  millions 
if  American  children.  The  two  par- 
ies do  have  real  philosophical  differ- 
fnces  on  education,  and  they  should 
lebate  them.  The  fundamental  di- 
ide:  The  Republicans  favor  a  small- 
T  role  for  the  federal  government, 
vhich  foots  the  bill  for  just  6%  of  el- 
mentai-y  and  secondaiy  education, 
k'hile  Democrats  want  moi'e  control 
ver  educational  policy  from  Wash- 
ngton.  But  lawonakers  should  not  let 
lolitical  gamesmanship  sidetrack 
hose  initiatives  on  which  they  actu- 
Uy  agree. 
What  changed  education  from  a  bi- 


partisan waltz  into  political  mud- 
wi-estling?  Democratic  leaders,  keen 
to  deny  the  Republicans  a  quick  leg- 
islative victoiy  on  such  a  popular  is- 
sue, tui'ned  debate  over  the  Ed-Flex 
bill  into  a  referendum  on  billions  of 
dollars  worth  of  pet  Democratic 
proposals,  such  as  money  to  hire 
100,000  more  teachers. 

The  blowup  isn't  just  the  Demo- 
crats' fault.  By  refusing  to  allow  floor 


Congress'  Broken  Promises? 


LESS  RED  TAPE 


NEW  SCHOOLS 


SPECIAL  ED 


ACCOUNTABILITY 


The  "Ed-Flex"  bill,  which  eases  access 
to  federal  aid,  could  fall  victim  to  politics 

Democratic  and  GOP  leaders  both  push 
plans  for  tax  credits  for  school-construc- 
tion bonds 

Republicans  vow  to  boost  federal  aid  for 
disabled  students 


The  GOP  worries  that  Clinton's  call  to 
reward  stellar  schools  and  penalize  fa 
ones  will  mean  more  Big  Government 


votes  on  any  Democratic 

amendments.  Senate  Majori- 
ty Leader  Ti-ent  Lott  (R- 
Miss.)  is  hoping  to  de- 
prive Democrats  of 
claiming  credit 
for  Ed-Flex. 
"Both  parties  view  [education]  as  a 
crucible  for  politics  this  year,  and 
neither  wants  to  give  the  other  the 
upper  hand,"  says  Representative 
Michael  N.  Castle  (R-Del.),  House  co- 
sponsor  of  Ed-Flex. 

The  irony  is  that  the  parties  are 
closer  than  ever  on  education  these 
days.  President  Clinton  is  champi- 
oning such  Repubhcan  themes  as  im- 
proving teacher  quahty  and  prodding 
boards  of  education  to  rescue  failing 


schools.  And  more  Democrats  are 
willing  to  consider  gop  tax  credits  to 
help  parents  pay  for  computers  and 
other  K-12  expenses. 

Republicans,  meanwhile,  have 
ditched  calls  to  cut  federal  school  aid 
or  abolish  the  Education  Dept. 
They're  backing  away  fi"om  vouchers 
for  kids  to  attend  private  schools. 
The  GOP  even  cai-ps  that  the  Clin- 
tonites  aren't  spending  enough,  espe- 
^^^^^^^^^m  daily  on  disabled 
students.  Budget 
hawk  Senator  Pete 
V.  Domenici  (R- 
N.  M.)  is  pushing 
for  a  40%  hike  in 
federal  spending 
on  education  over 
the  next  five 
years. 

NARROW  EDGE.  It's 
no  mysteiy  why 
lawmakers  are 
thinking  schools. 
Mostly,  it's  educa- 
tion's swift  rise  to 
the  top  of  voter 
concerns.  The  gop 
is  especially  under  the  gun  because  it 
turned  off  voters  with  earlier  attacks 
on  the  Education  Dept.  and  teachers' 
unions.  Now,  with  just  a  six-seat 
edge  in  the  House,  it's  hardly  sur- 
prising that  Republicans  are  no 
longer  pushing  for  such  controversial 
measures  such  as  vouchers. 

Battered  by  impeachment  back- 
lash. Republicans  crave  accomplish- 
ments. Democrats  say  they  want  to 
pass  major  bills,  too.  Education  poli- 
cy is  a  worthy  place  to  start.  Having 
fijially  found  some  common  ground, 
lawmakers  desei-ve  an  F  if  they  can't 
figure  out  how  to  play  nice. 

Washington  correspondent  Borrus 
covers  Congress. 


ing 
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Indiana  has  been  home  to 
some  of  America's  greatest  sports  teams  for 
more  than  a  century.  Maybe  it's  because 
Hoosiers  are  naturally  competitive.  Or  maybe 
it's  because  the  local  fans  are  so  supportive. 
Whatever  the  reason,  teamwork  is  one  of  the 


'fid, ana.  USA 

qualities  that  has  made  their  state  great.  And 
it's  definitely  one  of  the  reasons  Indiana  was 
chosen  as  the  site  of  Toyota's  major  new  U.S. 
vehicle  manufacturing  plant. 

By  the  time  it's  fully  opera- 
tional, Toyota  Motor  Manufacturing,  Indiana  will 
have  the  capacity  to  produce  1  50,000  vehicles 
per  year  The  2,300  new  jobs  created  here 
will  raise  Toyota's  direct  U.S.  employment 
to  more  than  25,000.  Now  that's  what  we 
call  an  expansion  team. 

As  a  company  which  does 
business  in  the  global  marketplace,  Toyota 
recognizes  the  need  to  invest  in  local  design, 
research  and  manufacturing,  to  ensure  that  the 
products  we  sell  answer  the  special  needs 
and  standards  of  all  of  our  drivers.  That's  why, 
in  25  countries  around  the  world,  Toyota  vehi- 
cles are  being  manufactured  by  the  same 
people  who  drive  them  -  local  people. 

Sure,  it  makes  good  busi- 
ness sense  for  Toyota.  But  it  also  builds  growth 
and  competitiveness  in  the  communities  where 
we  do  business.  That's  what  team  spirit  means 
to  Toyota.  It's  how  we  play  the  game. 

TOYOTA  People  Drive  Us 
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EDITED  BY  AMY  DUNKIN  

YOU,  TOO,  CAN 
SHORT  STOCKS 


Think  the  end  is  near? 
The  stock  market  has 
been  on  a  phenomenal 
eight-year  ran.  But  if  you're 
convinced  the  good  times  can't 
possibly  continue,  you  should 
be  considering  how  to  profit 
from  the  market's  demise,  or 
moi'e  consei-vatively,  to  pro- 
tect your  gains.  One  answer: 
Pull  your  money  out  of  the 
market.  Another  potentially 
sawier  alteniative:  Sell  short. 

Shotting  is  the  flip  side  of 
buying  stocks.  Shorts  sell  bor- 
rowed stock,  hoping  to  buy  it 
back  later  at  a  lower  price. 
The  technique  is  frequently 
used  by  pro- 
fessional in- 
vestors who 
play  both 
sides  of  the  market,  betting 
that  some  investments  will 
rise  while  others  fall.  But  in- 
dividual investors,  even  cau- 
tious ones,  can  use  shorting 
strategies  as  well.  "Short-sell- 
ing is  a  perfect  way  to  diver- 
sify and  lower  your  market 
risk,"  says  Michael  Mmphy, 
editor'  of  the  Overpriced  Stock 
Service  newsletter. 

Anyone  can  short  stocks  to 
s{3ecTilate  on  falling  prices.  But 
less  venturesome  investors 
can  use  shorting  to  hedge  a 
portfolio's  long-term  capital 
gains  against  a  broad  mai-ket 
dechne.  The  technique  can 
also  protect  profits  in  a  stock 
that  has  gone  up  sharj^ly  in 
value. 

LOUSY  RECORDS.  The  me- 
chanics of  short-selling  are 
not  difficult.  But  they  carry 
risks  that  "long"  investments 
don't  have.  When  you  buy  a 
stock,  you  can  only  lose  yoiu' 
investment.  Wlien  you  short, 
your  risks  multiply.  Indeed, 
short  funds,  not  sui-prisingly, 
have  had  lousy  records  in 
bull  markets  such  as  the  cur- 
rent one.  The  Prudent  Bear 


YOUR  MONEY 


INVESTING 


Fund,  which  maintains  a  con- 
stant short  position  against 
the  mai'ket,  is  down  9.4%  this 
year  through  Mar  8.  But  it 
was  among  the  top  perfoi-m- 
ing  funds  in  the  thii'd  quaiter 
of  1998,  posting  a  22%  return 
as  the  Standaixl  &  Poor's  500- 
stock  index  fell  10.7%. 

In  shorting,  you  borrow 
shares  from  a  broker,  sell 
them,  and  put  the  proceeds 
in  a  margin  account  (table). 
Federal  regulations  require 
short-sellers  to  put  up  addi- 
tional equity  to  protect  bro- 
kers against  potential  losses 
if  the  short  sale  goes  bust. 

For  most 
stocks,  you 
have  to  put 
up   50%  of 
the  initial  value  of  the  short 
sale.  But  brokers  charge  dif- 
ferent amounts,   called  a 
"maintenance  requirement," 
for  many  stocks.  The  rate 
depends  on  such  factors  as 
the  volatility  of  the  shares 
and  how  easily  shares  can 
be     borrowed.  Charles 
Schwab     requires  a  70%- 
margin  for  certain  Internet 
stocks,  and  Fidehty  Invest- 
ments recently  demanded 
80%  for  shorting  Yahoo!  vs. 
just  30%  for  IBM. 

The  maintenance  reqmre- 
ment  can  get  short-sellers 
into  serious  trouble.  If  the 
price  moves  up  after  you 
have  borrowed  and  sold  a 
stock,  brokers  require  you 
to  put  up  more  equity  to 
cover  the  maintenance 
amount.  If  you  don't  watch 
yoiu'self,  you'll  end  up  foi-k- 
ing  over  more  cash  than  the 
value  of  the  stock  you  sold. 
Or  if  you  don't  have  the  cash 
on  hand,  the  broker  can  sell 
other  securities  in  your  ac- 
count to  pay  the  bill.  The 
risks  are  particularly  high 
with  volatile  Internet  stocks 


that  can  double  in  price  in  a 
day.  Professional  short-seUers 
recommend  cutting  yoiu-  loss- 
es and  buying  back  the  stock 
if  the  share  price  rises  any- 
where from  15%  to  30%. 

Investors   also   can  get 
biuTied  if  a  stock  being  short- 
ed lises,  and  the  bro- 


is  one  of  the  riskiest  stra 
gies  going.  "When  you 
fighting  a  [market]  mania, 
not  something  a  pail-time 
vestor  should  engage  in,"  s; 
William  Fleckenstein,  pr( 
dent  of  Fleckenstein  Capita 
short  fiiTn  in  Seattle,  Wasl 
But  some  specialists  sa; 
small  portfolio  of  short  pc 
tions  can  be  used  to  hec 
against  losses  in  a  lai'ge  k 
portfolio.  If  you  have  $150,( 
in  long  positions,  say,  j 
could  simultaneously  buil(j 
$20,000  portfoHo  of  shortsj 
the  market  goes  do^ 
chances  ai-e  you'll  make  m 
ey  on  your  shorts,  offsett 
some  losses  in  your  long  p( 
fo'iio.  If  the  market  goes 
you'll  lose  money  in  y 
shorts,  but  still  profit  on  y 
longs.  Edmimd  Kellogg,  nr 
ager  of  the  Boston  Partr 


ker  demands  the  return  of  the 
boiTowed  shai'es.  Tliat  forces 
the  short-seller  to  buy  back 
the  stock  at  a  higher  price. 

Pros  warn  that  speculative 
short-selling,  in  which  an  in- 
vestor simply  sells  a  stock 
short  hoping  the  price  will  fall, 


Mai-ket  Neutral  Fund,  use 
variation  of  this  long-sp; 
strategy  and  says  it  wr! 
best  when  long  positions-ai 
hedged  with  a  large  bask 
shoits.  Kellogg  is  long  on 
ue"  stocks  such  as  ret  li 
Lowes,  and  short  liigh-pct 
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How  to  Do  It 


►You  borrow  100  shares  of  Yahoo!  and  sell  them 
short  at  $150  a  share. 

►The  sale  proceeds  of  $15,000  go  into  a  margin 
account,  along  with  a  70%  maintenance  require- 
nent  on  Net  stocks  of  $10,500,  for  a  total  balance 
Df  $25,500. 

►  It  Yahoo!  falls  to  $100  a  share  and  you  buy  back 
100  shares,  you  make  $5,000 — the  difference 
)etween  the  $15,000  from  the  initial  sale  and  the 
^10,000  cost  of  replacing  the  borrowed  stock.  You 
also  regain  access  to  the  $10,500  in  equity. 

►If  Yahoo!  increases  to  $200  a  share  and  you  cov- 
5r  at  that  price,  you  lose  $5,000.  If  you  maintain 
he  short  position,  each  week  the  broker  "marks  to 
narket"  Yahool's  shares  and  requires  you  to  put  up 
idditional  equity  of  up  to  70%  of  the  shares'  value. 

►Brokerage  commissions  on  both  the  sale  and 
epurchase^ould  be  about  $120. 


-stocks  losing  momentum  in  a 
range  of  industries,  including 
restaurants  and  technology. 
Among  his  shorts  is  nibber 
glove  maker  Safeskin.  His 
fund  is  down  4.2%  this  yeai" 
through  Mar.  5. 

You  can  also  hedge  a  long 
poilfolio  tlu'ough  Standard  & 
Poor's  Depositary  Receipts, 
unit  trusts  listed  on  the 
American  Stock  Exchange 
that  track  key  mai'ket  sectors 
and  indexes.  To  create  a 
hedge  on  a  $100,000  long 
portfolio  invested  in  an  s&p 
500  index  fimd,  for  example, 
you  could  short  $20,000  worth 
of  SPY,  the  SPDR  that  tracks 
the  s&p  500.  One  advantage 


of  SPDRs:  They  can  be  shorted 
on  a  downtick,  unlike  stocks. 

Some  investore  might  want 
to  consider  a  short-selling 
strategy  that  can  protect 
gains  in  an  individual  stock. 
Called  "shorting  against  the 
box,"  it  locks  in  profits  on  a 
stock  you  own  after  it  has 
made  a  large  gain.  To  do  this, 
you  short  as  many  shares  as 
you  own  long.  If  the  price 
goes  up,  you  remain  even 
since  you  make  as  much  mon- 
ey on  the  long  as  you  lose  on 
the  short  position.  One  down- 
side: The  Internal  Revenue 
Service  considers  any  pro- 
ceeds from  shorting  against 
the  box  a  short-term  capital 
gain,  even  if  you've  held  the 
long  position  for  years. 
THINNER  RANKS.  Instead  of 
shorting  a  stock  you  ovm,  you 
might  want  to  short  a  similar 
one.  This  avoids  the  tax  con- 
sequences of  shorting  against 
the  box.  Piiident  Bear  man- 
ager David  Tice  suggests  if 
you're  long  America  Online 
but  worry  Net  stocks  are 
headed  for  a  fall,  you  could 
short  Yahoo!  as  a  hedge. 

Figiuing  out  which  stocks 
to  short  is  not  easy.  Pros 
tend  to  specialize  in  corpo- 
rate fraud  and  companies 
with  major  financial  problems. 
But  in  recent  yeai-s  tliis  strat- 
egy has  been  hard  to  make 
money  on.  Shorts  have  also 
gotten  killed  making  bets 
against  liigWy  oveipriced  Net 
stocks.  The  ranks  of  profes- 
sional, full-time  short-sellers 
have  dwindled  to  8  from  20 
eight  years  ago,  says 
Han-y  Stnink  at  Mor- 
gan Keegan,  a  Palm 
Beach,  Fla.,  consultant 
that   tracks  money 
managers.  The  eight 
are    mostly  short 
hedge  funds.  They 
ended  last  yeai-  man- 
aging just  $400  mil- 
lion,   down  from 
more  than  $30  bil- 
lion when  short-sell- 
ing was  popular  in 


You  don't  have  to  bet  against  the  market.  You  can  just 
edge  large  long  positions  with  a  small  portfolio  of  shorts 
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the  early  19908,  Strunk  says. 

One  excellent  soiu'ce  of  in- 
formation on  identifying 
stocks  for  shorting  is  The  Aii 
of  Short  Selling  by  Kathryn 
F.  Staley  (John  "  Wiley  '& 
Sons,  $49.95).  The  Internet  is 
also  a  repository  of  informa- 
tion for  shorts.  One  good 
place  to  start  is  Tice's  Web 
site,  www.prudentbear.com, 


wliich  luLs  links  to  other  sites. 

An  alternative  to  shorting 
stocks  yom-self  is  to  let  a  pro 
do  it.  Tliis  reduces  youi-  nsks, 
since  mutual  funds  maintain 
diversified  portfolios.  Numer- 
ous funds  that  short  stocks 
aim  to  achieve  different  in- 
vestment goals.  Some,  such  as 
Pnulent  Beai;  maintain  heavy 
short  positions  in  anticipation 


of  a  sustained  bear  market. 
Others,  known  as  long-short 
funds,  attempt  to  reduce  then- 
portfolio's  exposui'e  to  mai'ket 
downturns  while  earning  a 
better  return  than  cash.  They 
include  Kellogg's  Boston  Pait- 
ners  Market  Neutral  Fund 
and  Montgomeiy  Global  Long- 
Short  Fund  (box). 

Consideiing  Pindent  Beai"'s 


negative  M^c  return  last  yi 
you  need  a  strong  convict 
that  the  market  is  heaj 
south  to  bet  big  on  sucj 
fund.  But  for  nervous  j 
vestors  seeking  to  protecj 
long  portfolio,  shorting  a  \ 
stocks  or  taking  a  stake  i 
short  fund  could  soften  j 
blow  when  the  apocalypsi^ 
nally  amves.  Geoffrey  S4 


A  BULLISH  FUND  THAT  ALSO  SHORTS 


Few  mutual 
funds  have  ever 
made  much  by 
shorting  stocks— 

and  few  tiy.  The  invest- 
ment Establishment's 
mantra  is  buy  and  hold, 
and  shorting  is  a  short- 
term  ploy.  Besides,  until 
a  law  change  last  yeai; 
onerous  tax  treatment 
of  short  sales  for  fimds 
made  the  whole  busi- 
ness unappealing.  But 
now  shorting  looks  a 
whole  lot  better,  thanks 
to  Montgomeiy  Global 
Long-Short  Fund. 

The  fund,  launched  in 
January,  1998,  scored  a  53.4%  total 
return  in  its  fii'st  year.  It's  up  anoth- 
er 7.5%  through  Mar.  8.  To  make  the 
fund  more  atti-active,  Montgomeiy 
axed  its  loads.  But  the  expense  ratio 
is  high — 3.53%  including  interest 
costs.  For  now,  Montgomery  is  cap- 
ping expenses  at  2.35%. 

Portfolio  managers  Nancy  Ku- 
kacka  and  Angeline  Ee  mn  a  similar 


Montgomery  Global 
Long-Short  Fund  (MNGLX) 


$84  million 
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2.35% 

$2,000 
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'Through  Mar.  8 


DATA  MONTGOMERY  FUNDS 


hedge  fund  that  was  up  106.9%  from 
June,  1996,  through  January,  1999, 
says  Standard  &  Poor's  Micropal.  In 
the  mutual  fund,  they  can  invest  in 
the  U.  S.  and  other  developed  or 
emerging  markets.  They  can  go  long, 
short,  leverage  with  margin,  and  use 
derivatives — all  of  which  they've 
done.  They  can  also  invest  in  bonds, 
which  they  haven't  done. 

The  mutual  fund  is  not 
for  the  perpetually  pes- 
simistic. "We're  long- 
biased,  and  we  believe  in 
the  stock  market,"  says 
Kukacka,  who  tends  to 
developed  markets  while 
Ee  focuses  on  emerging 
ones.  Right  now,  the  fund 
is  about  65%  long  and 
35%  short.  Some  62%  of 
its  longs  and  33%  of  its 
shorts  are  U.  S.  stocks. 

The  fund  scored  big 
last  year  with  long  posi- 
tions in  telecoms — and 
the  sector  still  makes  up 


LOTS  OF  LEEWAY:  Ee 

(left)  and  Kukacka 
employ  a  ivide  variety 
of  investing  moves 

about  15%  of  the  portfi 
lio.  Kukacka  was  also 
short  U.  S.  small  caps. 
That  helped  during  thq 
summer  sell-off:  From 
July  to  October,  the 
fund  lost  12.6%  vs. 
19.2%  for  the  Standard 
&  Poor's  500-stock  in- 
dex. Long  positions  in 
emerging  Eui-opean 
markets  such  as  Greec 
paid  off,  as  did  shortin 
Asian  financials. 

Although  the  fund  is 
small,  the  money  is 
spread  over  some  250  positions.  Th( 
largest — Securicor,  a  British  cell- 
phone operator — is  just  2.55%  of  as 
sets,  and  the  top  10  holdings  amoui 
to  only  17%.  Says  Ee:  "We  want  to 
be  veiy,  veiy  diversified,  especially 
in  the  short  positions."  Why?  A  ba( 
call  on  shorted  stock  can  be  much 
costlier  than  a  bad  long  call. 

MoiTiingstar  analyst  Bill  Rocco 
says  long-short  funds  usually  have 
very  low  correlation  to  the  s&p, 
which  makes  them  good  portfolio  d 
versifiers.  It's  too  soon  to  calculate 
Montgomery's,  but  he  says  Caldwe! 
&  Orkin  Market  Opportunity,  a  do- 
mestic fund  that's  been  around  for 
while,  has  a  4%  S&P  correlation. 

That  fund  is  closed  to  new  in- 
vestors. And  Montgomeiy  plans  to 
shut  Global  Long-Short's  doors  Jur 
30.  "That's  good,  because  a  long- 
short  fund  has  to  be  nimble."  says ' 
Rocco.  So  must  would-be  investors! 
So  if  you  want  a  piece  of  this  fund,! 
you  only  have  a  few  months  to  mol 
Jeffrey  M.  Ladernm 
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RICKS  OF  THE  TRADE 
OR  CLOSED-END  FUNDS 


)r  reasons  econo- 
ists  don't  fully 
iderstand,  the 
lares  of  closed-end 

itual  funds  often  trade  be- 
i  the  value  of  the  underly- 
•  investment  portfoHo.  This 
;  long  left  investors  won- 
•ing  whether  it's  wiser  to 
/  the  funds  when  they're 
severe  discounts  and  wait 
most  of  the  gap  to  close, 
'oj  to  trade  more  frequently, 
)ing  to  capture  lots  of  little 
ns.  "The  questior.  has  been 
und  for  years,"  says  Gregg 
Iper,  MoiTiingstar's  closed- 
l  funds  expert.  "How  can 
I  use  closed-end  discounts 
a  strategy  that  will  con- 
,ently  work?" 

'Jew,  two  University  of 
rth  Florida  professor's  offer 
answer.  In  an  as-yet  un- 
)lished  study.  Seth  Ander- 
,  a  finance  prof  who  has 
lied  closed-ends  for  three 
ades,  and  B.  Jay  Coleman, 
rofessor  of  operations  man- 
ment  and  quantitative 
;hods,  say  they've  isolated 
eh  strategies  take  best  ad- 
tage  of  closed-end  fund 
counts — and  which  do 
■St.  Unlike  open-end  funds, 
ch  sell  and  redeem  shai'es 
heir  current  net  asset  val- 
closed-end  flmds  trade  like 
;ks,  usually  on  the  New 
k  Stock  Exchange  (nyse). 
PLOiTABLE."  Andei-son  and 
sman  examined  how  a  hy- 
rietical  $100,000  account 
lid  have  peifoiTned  using 
distinct  trading  strategies, 
y  checked  results  in  up 

'A  U.  S.  eq-  

closed-end 
is  over  six 

■year  periods  from  Janu- 
1967,  thi'ough  December, 
3.  They  also  tested  the 
tegies  using  low,  moder- 
and  high  commission 
rm  s.  The  outcome?  Tlie  profs 
)erfonned  the  Standai-d  & 


a  lot  of  time."  Wolper  notes, 
too,  that  the  professors  didn't 
adjust  their  results  for  the 
capital-gains  tax  liabilities 
such  a  strategy  could  create, 
or  the  trading  spread — the 
difference  between  the  price 
a  fund  can  be  bought  and 
sold  for  at  any  given  mo- 
ment. Anderson 


YOUR  MONEY 


MUTUAL  FUNDS 


Poor's  500-stock  in- 
dex in  85.6%  of  the 
4,329  cases  they 
looked  at.  Although 
one  strategy  trailed 
the  market  by 
36.6%,  the  best  beat 
the  index  by  525%. 
"Such  results 
strongly  suggest  the 
existence  of  an  ex- 
ploitable market 
anomaly,"  Anderson 
and  Coleman  say. 

The  two,  who  ex- 
pected to  find  that 
buying  at  deeper 
discounts  led  to 
higher  returns, 
were  surprised  to 
learn  the  best  re- 
sults came  from 
selling  after  relatively  small 
moves — only  two  or  three 
pei'centage  points.  They're  not 
sui'e  why,  but  the  most  prof- 
itable of  these 
narrow-spread 
strategies  was 
to  buy  closed-end  funds  at  a 
21%'  discount  and  then  sell 
when  the  gap  narrowed  to  a 
19%'  discount.  The  worst  was 
to  buy  at  a  3%  discount  and 
sell  when  it  reached  zero. 
Any  single  move  of  three 


Assets 
At  a  Discount 


DISCOUNT 


FUND  (SYMBOL) 

MARKET 
PRICE* 

TO  NET 
ASSET  VALUE 

DOME 

:sTic 

ADAMS  EXPRESS  (ADX) 

$26.44 

17.0% 

CENTRAL  SECURITIES  (CET)  23.50 

16.4 

TRI-CONTINENTAL  (Vi) 

28.13 

16.2 

FOREIGN 

ARGENTINA  (AF) 

8.63 

24.0 

IRISH  INVESTMENT  (IRL) 

19.19 

14.0 

PORTUGAL  (PGF) 

15.31 

13.4 

*AS  OF  MARCH  3 

DATA:  BOWLING  PORTFOLIO  MANAGEMENT,  THOMAS  I  HER2FELD 
ADVISORS  INC  ,  INTERNET  CLOSEO-END  FUND  INVESTOR 


points  is  better  than  one  of 
two  points,  but  in  testing 
these  tactics,  what  counted 
was  which  offered  the  most 
chances  for  profit  over  five 
years. 

Tr-ading  fimds  this  way  is 
not  for  everyone.  "Jumping 
in  and  out  requii'es  a  lot  of 
work,"  says  Reuben  Brewer, 
manager  of  the  Value  Line 
Mutual  Fund  Survey.  "You 
have  to  have  a  serious  tem- 
perament for  it,  and  you  need 


says  those  costs  would  cut 
into  profits,  but  not  enough 
to  invalidate  the  findings. 

Just  the  same,  some  pros 
say  they've  enjoyed  good  re- 
sults operating  precisely  as 
Anderson  and  Coleman  de- 
scribe. "We  look  to  get  two, 
tln-ee,  four  percentage  points 
at  a  time  and  do  as  many 
trades  as  we  can  a  year," 
says  Thomas  Herzfeld,  a  Mi- 
ami investment  adviser  spe- 
cializing in  closed-end  fimds. 
John  Bowling,  an  adviser  in 
Cincinnati,  agi'ees  but  says 
closed-end  fund  trading 
"lends  itself  better  to  tax-free 
accounts,"  where  capital-gains 
levies  can  be  deferred. 

Tempted  to  trade  closed- 
end  funds?  You  need  no 
more  than  $50,000 — enough 
for  fair  stakes  in  four  to 
eight  funds.  Fewer  than  fom- 
would  not  offer  enough  di- 
versification, Anderson  says, 
while  more  than  eight  would 
be  hard  for  an  individual  to 
follow. 

Amateurs  do  enjoy  one  ad- 
vantage over  pros  who  run 
portfolios  in  the  hundreds  of 
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millions  of  dollars.  The  pros 
avoid  the  closed-end  market 
because  trading  is  relatively 
light,  so  big  orders  disrupt 
prices.  But  for  typical  orders, 
"the  spreads  are  becoming 
smaller,"  Herzfeld  says,  fi'om 
Vm.  to  of  a  point  for,  say, 
1,000  shares  at  $10  on  the 
NYSE.  That  works  out  to 
$62.50  to  $250  on  a  $10,000 
investment.  Add  that  to  the 
broker's  commission  when  fig- 
uring the  total  transaction 
cost  for  each  trade. 

Individual  investors  benefit 
from  more  data  on  closed-end 
funds  via  the  Internet.  Mom- 


Surprise: 
Buying  at  a  big 
discount  mav 
not  be  best 


ingstar's  site,  www.morn- 
ingstarnet,  offers  lots  of  free 
market  data  on  460  closed- 
end  fimds,  with  more  analysis 
and  detail  available  to  sub- 
scribers who  pay  $9.95 
a  month.  At  Site-By-Site! 
(www.site-by-site.com),  you'll 
find  a  free  clearinghouse  of 
news,  weekly  reviews,  and 
commentaries,  plus  rankings 
and  profiles  of  most  closed- 
end  funds.  All  these  sites 
note  discounts  and  premiums, 
usually  calculated  weekly. 

Some  solid,  free  informa- 
tion, including  a  discussion  fo- 
j-um  and  a  tutorial,  is  avail- 
able at  Inter-net  Closed-End 
Fund  Investor  (www.icefi. 
com).  Subscriber  services, 
starting  at  $20  a  month,  cov- 
er in  gi'eat  detail  nearly  the 
entire  universe  of  500-plus 
fimds.  Sam  Raja,  a  software 
consultant  in  Pasadena,  Calif., 
and  an  active  trader  in 
closed-end  funds,  has  been 
operating  the  site  for  five 
years  but  counts  just  400 
subscribers.  "It's  more  of  an 
elitist  thing,"  he  says.  But 
the  site  could  help  ordinary 
investors  who  want  to  test 
the  latest  theory  on  how  best 
to  make  money  in  closed-end 
funds.  RobeH  Barker 


COMMENTARY 


By  Mike  McNamee 


SAVING  FOR  RETIREMENT: 
DON'T  BELIEVE  THE  HAPPY  TALK 


How  much  should  you  be  sav- 
ing for  retirement?  The  ques- 
tion sends  chills  up  people's 
spines.  Only  45%  of  working 

Americans  have  even  tried  to  calculate 
what  they  should  be  adding  to  their  nest 
egg,  says  the  1998  Retirement  Confi- 
dence Survey,  sponsored  by  the  Employ- 
ee Benefit  Research  Institute  (ebri). 

So  Kenn  B.  Tacchino  brings  what  ought 
to  be  a  welcome  message:  You  don't  need 
to  save  as  much  as  you  feared. 
Tacchino,  who  teaches  financial 
planning  at  Widener  University  in 
Chester,  Pa.,  says  he  has  found  a 
flaw  in  the  worksheets,  Web 
sites,  and  software  that  calculate 
savings  needs:  They  all  ovei'esti- 
mate  how  much  older  retirees 
spend  and  exaggei'ate  the  amount 
workers  need  to  set  aside.  And 
needlessly  high  goals,  he  says, 
may  actually  deter  people 
from  saving.  Writing  in  the 

How  Much  To 
Retire? 

A  50-year-old  earning  $62,500 

figures  she'll  spend  80%  of  her 
pre-retirement  income  during  her  first 
year  of  retirement.  Here's  how  much  she  needs 
to  save  in  each  of  the  next  15  years  if  her 
spending  in  retirement... 


live  comfortably  on  80%  of  your  pre-retire- 
ment income.  In  Tacchino's  reasoning,  they 
go  wrong  by  assurrmig  an  83-year-old 
spends  as  much  as  a  66-year-old.  He  says 
consumption  falls  as  retirees  become  less 
active.  Medical  expenses  do  rise,  by  as 
much  as  a  third.  But  that's  offset  by  drops 
in  spending  for  food,  31%;  clothing,  42%; 
transportation,  34%;  entertainment,  51%; 
and  housing,  20%'.  As  a  result,  people  over 
75  spend  16%  less  than  those  between  65 
and  74.  That  means  a  saver  can  assume  a 
72%>  income  replacement  I'ate,  not  80%, 
Tacchino  says. 

So  should  we  cut  back  on  our 
savings?  No,  because  lower  tar- 
gets boost  risks,  with  little  be: 
efit  in  inducing  more  savings. 

Underestimate  infl; 
tion,  or  overes 
timate  port 


*  STAYS  CONSTANT  AT  80% 

$11,200 

•  DROPS  TO  64%  AT  AGE  75 

8,458 

«  DROPS  GRADUALLY  OVER  20  YEARS* 

7,765 

*  For  an  average  of  72% 

DATA;  KENN  TACCHINO  AND  CYNTHIA  SALTZMAN,  WIDENER  UNIVERSITY 

Journal  of  Financial  Planning,  he  ui'ges 
advisers  to  set  modest  goals — cutting  the 
target  by  up  to  30%. — to  spm-  savings. 

Tacchino's  calculations  are  interesting, 
but  his  conclusions  don't  stand  up  under 
scrutiny.  Planners  and  economists  say  few 
are  driven  into  inaction  by  knowing  what 
they  need  to  save.  Given  the  hurdles  to  a 
comfortable  retirement,  people  are  better 
served  by  a  plan  that  boosts  savings. 

Retirement  models  usually  figure  you'll 


folio  returns, 
and  you'll  be  in  the  red  when  i» 
too  late  to  recover.  Nursing  home 
costs  are  a  special  danger.  Tacchii 
says  eveiy  senior  needs  long-tera 
care  insurance,  but  fewer  than  5^ 
have  it — and  the  steep  prentiiimis 
ai'en't  included  in  his  calculations. 

Instead  of  lower-  goals,  America 
need  easier  ways  to  figure  theu' 
savings  needs  and  follow  through. 
The  American  Savings  Education 
CouncO  {www.asec.org),  also  backed  by 
EBRI,  has  a  Ballpark  E$timate  calculator. 
For  those  ready  to  save,  proposed  federa 
tax  breaks — including  higher  retirement 
count  limits — would  help.  Studies  show  tl 
half  to  two-thirds  of  Americans  aren't  pn 
pared  for  retirement.  The  last  thing  they 
need  is  an  excuse  to  save  less. 

McNamee  covers  retirement  issues  fro 
WcLshington. 


114  BUSINESS  WEEK  /  MARCH  22,  1 


999 


IHII. 


n  D  n  s  s  p  I  n  G  T  0  B  y 

Reach  these  Business  Week  advertisers  on  the  Web: 


3com 

www.3com.com 

ADT  Security  Systems 

www.adt.com 

ALCATEL  DSL 

www.alcatel.com 

Andersen  Consulting 

www.ac.com 

APL  Limited 

www.apl.com 

AT&T 

www.att.com 

Check  Point 

www.checkpoint.com/topten 

CNF  Transportation 

www.cnf.com 

Computer  Discount  Warehouse 

www,  cdw.com 

COMPAQ 

www.compaq.com 

Conrad  International  HK 

www.conradinternational.com 

Deloitte  &  Touche  Consulting 
Group 

wwv/.dtcg.com 

Discover  Brokerage 

www.discoverbrokerage.com 

EMC 

www.EMC.com 


ow  does 


Emirates 

www.ekgroup.com 

ENTE  GESTIONE  MOSTRE 
COMUFFICIO  SMAU 

www.smau.it/magellano 

Ericsson  Radio  GSM 

www.ericsson.se/campaign/giobality 

Ericsson  Radio  TDMA 

www.ericsson.com/tdma 

Ernst  &  Young 

www.ey.com 

France  Telecom 

www.  francetelecom .  fr 

Fujitsu  PC  Corporation 

www.fuiitsu-pc.com 

General  Motors 

www.gm.com 

Gilat  Satellite  Networks 

www.spacenet.com 

IBM 

www.ibm.com 
INFONET 

http://www.infonet.com 

J.D.  Edwards  &  Company 

www.jdedwards.com 

Lawson  Software 

www.lawson.com 

Lexus 

www.lexus.com 


0 


ewport  News  Catalog 
redict  buying 
abits  for  millions 
f  customers?  o — 


Lotus 

www.lotus.com 
Lufthansa 

www.lufthansa-usa.com 

MCI  WorldCom 

vAvw.wcom.com 

Microsoft  Windows  CE 

www.microsoh.com 

MISUBISHI  ELECTRIC 
CORPORATION 

www.mitsubishieiectric.com 

Network  Associates 

www.nai.com 

NTT  DoCoMo  (NTT  MOBILE 
COMMUNICATIONS 
NETWORK  INC.) 

www.nttdocomo.com 

NIPPON  TELEGRAPH  AND 
TELEPHONE  CORPORATION 

www.info.ntt.co.jp/global 

Nokia 

www.nokia.com 

RICOH  EUROPE  B.V. 

http://www.ricoh-europe.com 

SAS  Institute 

www.sas.com/ 

Savin  Corporation 

www.savin.com 

Seagate 

www.seagate.com 


Siemens  I&C  PC  MarCom  5 

www.siemens.de/computer 

Shangri-La  Hotels  &  Resorts, 
Shanghai 

www.Shangri-La.com 
SkyTel 

www.skytel.com 
Sybase 

www.sybase.com 

T.  Rowe  Price 

www.troweprice.com 

Tektronix 

vmw.coloratwork.com 
Teligent 

www.teligent.com 

Toshiba  America  Information 
Systems 

wvw.computers.toshiba.com 
UPS 

www.ups.com 

UUNet  Technologies 

www.uu.net 

The  Vantive  Corporation 

www.vantive.com 

Wdliams 

www.willtales.com 


BusinessWeek 


www.businessweek.com 


Get  the  whole  story  at 

www.sas.com/bw/crm 


M 

SJyS  institute  ln«. 


emdrkibf  SAS  Institute  Inc. 


FOR  AD  RATES  AND  INFORMATION 

PHONE:  (312)  464-0500 
FAX:  (312)  464-0512  OR  WRITE: 


msmessweeK 


Marketplace 


BUSINESS  WEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE,  SUITE  2010 
CHICAGO,  IL  60611 


Corporate  Gifts/Premiums 


r., 


No  time  to 
wait  for  a 
catalog? 


Oidei- 
thousiuifls 


Men's  Footwear 


of  imprintalik' 
business  gifts  online 
...  24  hoiirs  a  day. 

PROMOMART 

www.promomart.com/bw 

KiHcr  iiKiMllil)  III  uiii  .M.DWI  in 

\  IslI  //  n  il  indiiiiiinn rt  nun  liii  lliiw 


Upscale  Household  Services 


'anddew  ci;j.  porrro.  lto 

"HF  HOUSfHOlO  "BOFESS 

Eslate  Manogefj 
Household  Manage 
landscape  Gofdene 
Chefs' Bullers/Hou: 
Couples  •  Personal  A 

l-800-800-b7^7 


Publishing  Services 


Publish  Your  Book 

7.5-year  Iraduion  of  quality  Subsidy 
book  publisher  offers  publishing 
services  for  books  of  all  types.  For 
free  Author's  Guide  wv\te  Dorrance- 
BW,  643  Smithfield,  Pittsburgh,  PA 
or  call  l-8()0-f)9.5-9.')99 


Corporate  Gifts 


Logo  Tattoos! 


1000  Temporary  Tattods  with  your  Logo, 
Just  $189!:Q0j! 

plus  $10.00  S&H  (CA  add  7.25%  sales  tax) 
Customized!  Full  Color!  2"  x  2" 


3000  Alamo  Drive,  Ste  201  •  Vacaville,  CA  95687 
,   Tel;  707/448-7072  f  Fax:  707/446-8273 


MEN'S  WIDE  SHOES 


EEE-EEEEEE,  SIZES  5-13 

FREE  catalog  •  High  quality  •  160  styles 
(3i 


HITCHCOCK  SHOES,  INC. 

Dept.  55C  Hmgham,  MA  02043 
1-800-992-wiDE  www.widestioes  com 


Career  Guidance/Consulting 


SearchFAX 


We  FAX  Your  Resume  to 
Executive  Search  Firms 
Results  Begin  Within  24  hrs 

CALL  800-429-0027 

Confidential  •  Save  Time  •  Save  Money 


Bar  Code  Equipment 


Bar  Code  Readers.  F»rinters, 
Software,  Labels.  Ribbons. 

Cash  Drawers,  Point-of-Sale 
Products.  Magnetic  Stripe 

Readers.  Pole  Displays  and 
much  more.  Visit  us  at 

www.barcode.com 


Trademarks 


TRADEMARKS 


•  Registrations  and  Searches 

•  Protect  your  logo,  slogan. 
Domain  or  Business  name 

•  Lowest  fixed  fees 


800-67-TRADEMARK 


Investment  Opportunities 


INTERNET  INVESTMENT 
OPPORTUNITY 


Start-up  Internet  company  with 
innovative  market  seeks  investors. 
Minimum  investment  $1.5,000. 
Private  Placement  for  accredited 
investors.  Pnncipals  only, 

(612)  449-0550 


Capital  Available 


Franchising 


ARE  YOU  SiniNG  ON  A  GOLD  MINE? 


BM^lFranchise  it.  I^Mi 

CALL  1-S00-37a-«a44 

Talk  to  us  first  Because  nobody  has  fraachised 


more  businesses  than  Francorp, 
The  leader  in  franchise  development 
and  consulting.  Worldwide 

mmcorp'  bw 


Financial  Professionals^\ 

HARD  TO  BORROW?^ 

Use  Collateralized  Loans 

Training  Program  Available 

We  Locate  Funders 
for  Business  &  Real  Estate 

Tony  Abraham,  Esq.  -  Real  Estate 
Eric  A.  Klein,  Esq.  -  Atty /Fiduciary 

International  Developing 
Enterprises  Agency  (IDEA I 

Tel  +1-212-751-0800 
Fax  +1-212-688-4402 

I        Worldphone:  -fI  500-387-6000 
\^      E-mail:  panglob@aol.com  ^ 


Venture  Capital 


Corporate  investor 
Seeking  To  Invest 

in  emerging  companies  in  new 
media,  consumer  products 
and  branded  services 
Please  fax  summary  description 
to  203-328-2394  or  e  mail 
bussplan@ix.netcom.com 


Business  Software 


limiitaifciiii 

Order  enirv,  CRiit  card  processing,  shipping,  A/R.  A/I! 
contaa  managemcni  with  iniegrared  incemn  e-mjil  options, 

inventor)'  nianagcmcni,  a-porting,  list  management  and 
mailing — everything  you  need  for  order  taking  by  phone,  mail 
even  the  Worid  Wide  Weh  in  one  simple  easy-to-use  and 

jffordjhte  \X"indiiws  ptogram  From  I)\'dauimp 
OH  1-800858-.^  or  visit  www.(hdacomp.com/bwk 

Mail  Orc/t^rMan^er 


Business  Opportunities 


OFFSHORE' 


^Comnanies  ^ax  on  Demand 

XbST  (800)551-9105 
❖Credit  Cards  fot^>''^' 
❖Privacy  c^S'^'^  

(800)  55 1-2 1 4 1  Universal 


MAKE  MONEY  AS  A 
BUSINESS  FINANCE 
CONSULTANT 


Arrange  Business  Luans  and  Hquipment 
Leases  from  $1,000  to  $10  million.  No  co- 
brokenng  Work  directly  with  National 
Lenders  Lfniimited  earning- 
residual  income 


FREE  45  minute 
video  seminar  and 
information  packet 

CALL  1-800-336-3933 

L.  The  Loan  Consultants,  Inc.  ^ 


Business  Services 


RESEARCH  REPOM 


20,000  ACADEMIC  TOPICS  AVAIL/ 

Send  S2  for  the  290  page  catalc 
Cuslom-wntten  lepofis  3lso  av3il3b 
RESEARCH  ASSISTANCE 

1132?laahnAve,#206BF 

TOLL  FREE  HOTLINE:  800-351-0 


http://www.research-assistance. 


CALL  NOH 

SAVE  30%to5C 


BUSINESS  AND 
COMPUTER  CHEC 


Ordering  is  easy' 
Just  pick  up  the  phone  and  CA. 
Designer  Checks 

800  239.4087exi3 

Fax  I •800*774-1  I  18  U 
WWW.designerchecks.con 


icks  &  deposit  tickets  in  front  oi  yoi 
;  card  You  can  (ax  us  a  copy  ol  Che 
&  we  will  call  lo  confirm  your  order 


00%  Satisfactron  Guaran 


TELEPRO  2100  )y 

The  most  efTective  way  to  rtit 
minimum  4,000  people  a  d' 
with  your  personal  messagtj) 
as  little  as  $15  a  day.  , 

Call  800-786-9594  exi« 


♦  Asset  Protection,  Privacy,  Ta 

♦  Lie.  Offices:  Las  Vegas  -  Na 

♦  Flat  Rate  Fees,  Nevada  Corp 

m 


INCORPORRT 


•  FREE  Intormation 

•  All  U.S.  States  and  OffshJ 
'  Attorney  owned  and  operJ 

www.corpcreations.cij 


1-800-672-91 


TRRDEMRRK 


1 


Financial  Services 


$30,000 ,0  $500,1 

.Start  or  expand  your  bus 
\vith  a  business  loan  th:  i 

Guaranteed  by  the  Go 
vvwvv. business-capital,  i 

1-888-745-6756  ExtW) 


FOR  AD  RATES  AND  INFORMATION 

PHONE:  (312)  464-0500 
FAX:  (312)  464-0512  OR  WRITE: 


iJusmessweeK 


Marketplace 


BUSINESS  WEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE,  SUITE  2010 
CHICAGO.  IL  60611 


ducational/lnstruction 


ARO  WINNIHG 


BA  &  MS  D«9r*0S 
ecutive  Education 


{00.441.4746 

www.isi'mu.edu  

Accredited  by  the 
Stance  Education  Training  Council 


SOLUTELY  FREE 
EVALUATION 


I  chelor's  -  Master's  - 
Ph.D.  Degrees 

1  d  on  life  and  work  experience. 
(  jnfidential  -  Fast  -  Student 
J     Loans,  www.arrc.org 

.  800-951-1203 


Practitioner's  MBA  &  JD 
Programs.  Accredited 
>ctor.  Master,  Bachelor, 
i^w. monticello.edu 
ax  913-661-9414 
800-405-7935 


/  A  BY  Distance  Learning 

ritish  university  offers  ^iccredited  f^BA,  no 
'  s  or  GMM  needed  Chosen  by  Economist 
>Si  ice  Unit  as  one  of  world's  best  IVIBA  programs. 

WAH  Ut^lVERSITY  I  (800)  MBA-0707 

nerican  Distributor  I  «•  Asl*  fof  ext  20 
GCkton  St,  .Suite  2  Fl  Cernto,  CA  94530 
JjJ  lediate  FaxBack  literature;  from  your 
—  ;tiine's  phone,  call  (510)  486-8900. 


i 


i  Leader  in  Distance 
arning  for  20  Years 


ciate*Bachelor*Master*Doctor 

ness  (Mgmt.  HRM,  Heallti  Care) 
*4anagement  of  Tectinology, 
Psctiology,  Law 
rfl  thern  California  University 

or  Professional  Studies 
m  17th  St  BW,  Santa  Ana.  CA  92705 
™  177-2254  www.scups.edu 


Financial  Services 


li  ,500  to  $95,000J 


instant-approval.com 


.M00%  to  12.00% 


lit  Cheek  •  72  hr  Svce.  -  EZ  approval  ; 
5  mil.  5.5%  -  Borrowing  Made  Easier  | 
compensating  balance  deposits.  J 


jt »ii8-745-6752  ext.  1005  J 


Educational/Instruction 


A  Winning  Strategy 
to  Talte  You  to  tlie  Next  Level 


Slruclure  youi  study  ti_ 
your  schedule,  locatio 
and  budget  while  earn 
your  MBA. 


«,  Leicester 
university 


you  profit  from  the 

experience  and  Knowledge 

offered  by  the  world<lass  faculty  at  Leicester 

Linlverslty  s  Management  Centre— a  world  leader 

In  providing  distance  learning. 

no  GMAT  required 

Local  support  center 

Work  experience  »  qualifications  considered 
Member  of  the  Association  of  Business  Schools 
Accredited  with  the  Association  of  MBAs 
Offered  under  Royal  Charter 


more  Information  and  a  tree  brochu 
I  us  at  800-874-8844  or  e  mail 
isa@erols,com.  Visit  the  university  s 
■>  site  at  www.le.ac.uk/lumc/ 


rdi 


International  Conterence 


World  Trade  Center 

International  Education  Programs 


presents  a  unique  seminar  opportunity 
"Developing  the  Skills  for 
Global  Competition" 

featuring 

The  McDonough  School  of  Business 
Georgetown  University 

April  26-30,  1999 
Johannesburg,  South  Africa 
Limited  space.  For  registration  contact 
Lucy  Sibanda,  27  11  784-3667 
PC  Box  787193  Sandton  2146  SA 
Fax  27  1 1  784-3671 
U.S.  &  Canada  contact  1-800-445-2466 


Investment  Services 


Trade  Online  w/Signal 

the  real-time  moneij-making  maehine! 


'  Stocks 
'  Futures 
'  Options 


>  Foi-e.x 
'News 
'Charting 


•Streaming  •Historical. 
Internet  Data 
Delivery  •Pager/cell 

'  Free  Nasdaq  phone  alerts 
Level  II  .    ....  .   .  ,   .  ..^ 


European  Business 


Unified  Europe  i,i  the  place  to  go! 


Having  over  1 6  years  of  experience  with  US  High- 
Tech  Companies  in  Europe,  we  are  your  partner  it 
you  want  to  set  up  operations  in  Europe  or  reshape 
your  existing  organization. 

We  offer  location  analysis,  office  set-up,  tax  and 
legal  advise,  marketing  services,  management 
recruitment  and  much  more. 


w.ebc-usa.com  •  EBC  (USA)  INC.  'TclAax  (941H95-.1182 


Sign-up  online  today  at; 

or  call  888.200.1016  x1401 


Internet 


\AAA/w.atronics.conn- 


E-Mail  for  Everyone  and 
Internet  Solution  for  Networks 

•C;.ible  and  XDSL 
■-OL.  .  „,  •  56K/V90,  ISDN 
S  •starting  at  $600 

Contact  your  local  PC  Resellers  or  visit  our 
website  at  www  atronics.com 


Aviation/Fractional  Ownership 


FLEXJET 

Lose  some  wait. 


Our  Flexjet  Fractional  Ownership 
program  puts  a  Learjet  or  Challenger 
business  jet  at  your  disposal  for  as  little 
as  $175,000*  Which  puts  control  of 
your  schedule  back  where  it  belongs: 
with  you. 

To  learn  more,  call  us  at  1-800-FLEXJET 

(353-9538).  We're  ready  when  you  are. 

BOMBARDIER 

AEROSPACE 

*  Estimated  annual  after-tax  cost  of  ownership  (500  occupied 
hours  over  five  years)  in  a  Learjet  31A.  Conditions  apply 


ORGANISER 

'^1 


TELECOM 


live  tv  PRODUCED  BY 


Official  Media 
Services  Provider 


telexom 

int^iunications 

In  cooperation  with 


BusinessWw 


live  tv  SPONSORED  BY 


ERICSSON 


Three  further  sponsors  of  live  tv  to  be  announced. 
For  information  on  advertising  and  sponsorship  opportu- 
nities on  TEiicoM  99  +  Interactive  99  live  tv  call  Michael 
Wolf  on  Tel  +44  (0)  1628  502930. 


If»ter@ctiv8  ^1 
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usiness  Week  Index 


PRODUCTION  INDEX 


ISO  ■ 


Change  from  last  week:  0.0% 
Change  from  last  year;  4.8% 


PRODUCTION  INDEX 

Feb.  27=142.0 
1992=100 


Feb  June 
1998  1998 
The  index  is  a  4-week  moving  average 


Oct. 
1998 


Feb 
1999 


le  production  index  was  flat  in  the  week  ended  Feb.  27.  The  unaveraged 
dex  jumped  0.9%,  to  143.0,  from  141.7.  For  the  month  of  February,  the 
dex  fell  to  142.0.  from  January's  reading  of  142.3.  After  seasonal  adjustment, 
ectric  power  was  up  4.7%,  with  the  greatest  increases  of  available  energy  in 
e  Mid-Atlantic  and  New  England  regions.  Steel,  autos,  oil,  and  rail  freight  also 
ported  increases.  Output  of  trucks,  coal,  and  lumber  declined  for  the  week. 

'  production  index  copyright  1999  Dy  Ttie  McGraw-Hill  Companies 


ADING  INDICATORS] 


LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%CHG 

IRI  LEADING  INDEX  (2/26)  1992=100 

121.90 

119.8 

2.1 

'OCK  PRICES  (3/5)  s&P  500 

1275.47 

1238.33 

20.8 

IRPORATE  BOND  YIELD,  Aaa  (3/5) 

6.66%  6.59% 

-2.2 

IMEY  SUPPLY,  M2  (2/22)  biii.ons 

$4,459.2  < 

t4,443.4r 

8.3 

ITIAL  CLAIMS,  UNEMPLOYMENT  2/26)  thous 

286 

294r 

-6.2 

IRTGAGE  APPLICATIONS,  PURCHASE  (3/5) 

259.8 

269.8 

15.3 

IRTGAGE  APPLICATIONS,  REFINANCE  (3/5) 

1,241.3 

1,512.8 

-8.9 

jrces:  Economic  Cycle  Research  Institute,  Standard  &  Poor's, 
erve.  Labor  Dept..  Mortgage  Bankers  Assn.  (Indexi  March  16. 

Moody's,  Federal 
1990=100) 

ITEREST  RATES 

lERAL  FUNDS  (3/9) 

LATEST 
WEEK 

4.74% 

WEEK 
AGO 

4.73% 

YEAR 
AGO 

5.44% 

MMERCIAL  PAPER  (3/9)  3  month 

4.80 

4.83 

5.49 

ITIFICATES  OF  DEPOSIT  (3/10)  3  month 

4.90 

4.93 

5.58 

ED  MORTGAGE  (3/5)  30  year 

7.21 

6.99 

7.28 

lUSTABLE  MORTGAGE  (3/5)  one  year 

5.80 

5.73 

5.78 

ME  (3/5) 

7.75 

7.75 

8.50 

rces:   Federal  Reserve,  HSH  Associates.  Bloomberg  Financial  Markets 


PRODUCTION  INDICATORS 


olccL  (J/d)  thous.  ot  net  tons 

LATEST 
WEEK 

2,044 

WEEK 
AGO 

o  no/I  u 
^,U^4ff 

YEARLY 
%  CHG 

-8.2 

AUIUo  {61b)  units 

1  la,4yu 

IOC  noOrW 

8.5 

InUvno  (o/o)  units 

1 55,022 

ICO  o/lyl.« 
1  c)3,344rff 

3.0 

CLCwinlw  rUncn  (o/b)  millions  OT  Kilowatt-hrs. 

63,625 

66,347# 

2.7 

CRUDE-OIL  REFINING  (3/6)  thous  of  bbl  /day 

14,354 

14,522# 

-1.3 

COAL  (2/27)  thous.  of  net  tons 

22,632# 

22,695 

12.2 

LUMBER  (2/27)  millions  of  ft. 

504. 3# 

511.5 

1.9 

RAIL  FREIGHT  (2/27)  billions  of  ton-miles 

27. 3# 

27.0 

7.1 

Sources:  American  Iron  &  Steel  Instftute,   Ward's  Automotive  Reports,  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept  .  WWPAl,  SFPA2.  Association  of 
American  Railroads 

PRICES 

GOLD  (3/10)  $/troy  oz. 

LATEST 
WEEK 

291.800 

WEEK 
AGO 

285.950 

YEARLY 
%  CHG 

-0.8 

STEEL  SCRAP  (3/9)  #1  heavy,  $/ton 

77,00 

78.00 

-43.2 

COPPER  (3/5)  e/ib. 

66.0 

66.0 

-19.4 

ALUMINUM  (3/5)  e/ib 

57.0 

57.0 

-18.6 

COTTON  (3/5)  strict  low  middling  1-1/16  in.,  «/lb 

59.96 

56.55 

-9.3 

OIL  (3/9)  $/bbl. 

13.55 

12.22 

-3.2 

CRB  FOODSTUFFS  (3/9)  1967=100 

190.63 

187.47 

-15.2 

CRB  RAW  INDUSTRIALS  (3/9)  1967=100 

252.91 

252.26 

-16.4 

Sources:  London  Wednesday  final  setting,  Chicago  market,  Metals 
market,  NYMEX,  Commodity  Research  Bureau 

Week,  Memphis 

FOREIGN  EXCHANGE 

BRAZILIAN  REAL  (3/10) 

LATEST 
WEEK 

1,8650 

WEEK 
AGO 

2.1500  1 

YEAR 
AGO 

.1321 

BRITISH  POUND  (3/10) 

1.63 

1.61 

1.65 

CANADIAN  DOLLAR  (3/10) 

1.52 

1.52 

1.41 

EUROPEAN  EURO  (3/10) 

1.0942 

1.0875 

NA 

JAPANESE  YEN  (3/i0) 

120.10 

121.76  129.20 

KOREAN  WON  (3/10) 

1218.7 

1229.5  1582.0 

MEXICAN  PESO  (3/10) 

9.778 

9.960 

8.625 

TRADE-WEIGHTED  DOLLAR  INDEX  (3  lO) 

109.4 

110.3 

109.9 

Sources:  Ma]or  New  York  banks  Currencies  expressed  in  units  per  U.S  dollar,  except 
for  British  Pound  and  European   Euro  m  dollars.  Trade-weighted  dollar  via  J  P.  Morgan. 


(  data  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW 
rnient    l=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn. 


index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


THE  WEEK  AHEAD 


UNG  STARTS 

lay,  Mar.  16,  8:30  a.m. est  >■  Housing 
.  probably  fell  to  an  annual  rate  of 
million  in  February,  says  the  median 
asts  of  economists  polled  by  Standard 
)r's  MMS,  a  unit  of  The  McGraw-Hill 
anies.  That's  suggested  by  the  decline 
jsing  activity  reported  in  a  builders' 
/.  Starts  in  January  rose  3.8%,  to  a 
lillion  pace. 

STRIAL  PRODUCTION 

'ay,  Mar.  16,  9:15  a.m. est^  Industri- 
put  was  likely  unchanged  in  February 
10  gain  in  January  as  well.  That's 
ted  by  the  continued  decline  in  facto- 
5.  Operating  rates  for  all  industries 


probably  averaged  80.3%  in  February,  down 
from  January's  80.5%. 

BEIGE  BOOK 

Wednesday,  Mar.  17,  2  p.m.EST>-  The  Fed- 
eral Reserve's  Beige  Book,  a  roundup  of 
observations  about  regional  economies,  will 
be  released  in  advance  of  the  Fed's  policy 
meeting  on  Mar.  30. 

INTERNATIONAL  TRADE 

Thursday,  Mar.  18,  8:30  a.m. est  The 
MMS  survey  forecasts  that  the  foreign  trade 
deficit  widened  to  $15  billion  in  January 
from  $13.8  billion  in  December.  Exports 
likely  rose  after  declining  for  two  months  in 
a  row.  But  imports,  down  a  large  2.1%  in 


January,  probably  rebounded  sharply  in 
February. 

CONSUMER  PRICE  INDEX 

Thursday,  Mar.  18,  8:30  a.m. est>  Con- 
sumer prices  for  all  goods  and  services 
probably  edged  up  0.1%  in  February,  the 
same  small  increase  posted  in  both  Decem- 
ber and  January,  Excluding  food  and  ener- 
gy, core  prices  likely  advanced  0.2%,  after 
a  0.1%  rise  in  January. 

FEDERAL  BUDGET 

Friday,  Mar.  19,  2  p.m.ESTP-  The  U.S. 
Treasury  will  probably  report  a  February 
deficit  of  $40  billion,  about  even  with  the 
$41.8  billion  posted  a  year  earlier. 
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This 

Week, 
Online 

Business  Week  presents 
frequent  live  conferences 
and  chats  on  America 
Online-your  opportunity 
to  ask  questions  about 
timely  topics. 

Sunday  <- 


With  only  a  month  to  go  till 
Apr.  15,  the  advice  you  need 
IS  here  from  Eric  Dyson, 
author  of  Taxes  for  Dummies. 
Mar.  14 
9  p.m.  EST 

Tuesday 

The  economy  and  the  market 
still  seem  to  be  roaring.  Can 
it  continue?  Ask  Bill  Wolman, 
BW's  chief  economist,  in  this 
chat  co-hosted  by  S&P 
Personal  Wealth.  Mar.  16 
4:30  p.m.  EST 

Thursday 

This  may  be  the  year  for 
small-cap  and  mid-cap 
stocks,  and  Robert  L. 
Rodriguez  of  FPA  Capital  and 
New  Income  Funds  is  the 
man  to  tell  you  about  it. 
Mar.  18 
9  p.m.  EST 

AOL  keyword:  BWTalk 

Transcripts  of  all  conferences 
are  available  for  downloading 
from  ttie  BW  Online  area  on  AOL 
soon  after  each  event. 


For  a  free  trial  diskette 
including  50  free  hours  on 
AOL,  call  1-800-641-4848 
and  mention  Business  Week. 


A  M  E  Ryl^C  A 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  stoiy  or 
feature  with  a  significant  reference  to  a  company. 
IVIost  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


Abbott  Laboratories  (ABT)  63 
AdKnowledge  EB44 
Adobe  Systems  (ADBE)  23 
Advanced  Micro  Devices  (AMD)  23, 
48 
Agip  59 

Agouron  Pharmaceuticals  (AGPH)  95 
Airbus  Industrie  122 
Alcan  Aluminium  48 
Alcoa  (AA)  48 

Amazon  com  lAMZN)  10.  EBIO. 

EB26.  EB30.  EB35. 122 
American  Airlines  (AMR)  42 
American  Family  Enterprises  80 
America  Online  (AOL)  37,  EB38, 

EB42,  EB46,94, 110 
Amgen(AMGN)  76 
Amtrak  48 
Aon  (AOC)  EB22 
Apple  Computer  (AAPL)  23 
Aptex  Software  EB31 
Aramco  18 
Art  com  EB44 
Astoria  Financial  EB48 
AT&TfO  6.48,94 
At  Home  (ATHM)  46 
Auis  Rent  A  Car  (AVI)  82 
AXA  56 

B 


BancBoston  Robertson  Stephens 
(BKB)  94 

Banco  Bilbao  Vizcaya  56 
Bank  of  Scotland  11 
BanqueNationalede  Paris  56 
Basherville  Communications  40 
Bausch  &  Lomb  (BOD  8 
Be  Free  EB35 
Bell  Atlantic  (BEL)  94 
BellSouth  (BLS)  96 
Benchmark  Capital  EB44 
Beverage  Marketing  44 
BizTonecom  EB22 
Bluemountain  com  EB46 
Boston  Partners  Market  Neutral 
Fund  110 
BP  Amoco  (BPA)  59 
Bnghtware  EB31 
Bristol-Myers  Squibb  (BMY)  63 
BTR  82 
Buy  com  EB22 


Caldwell  &  Orkin  Market  Opportunity 
Fund  112 

Cambridge  Technology 

Partners  EB48 
Canon  96 
Carrier  (UTK)  EB26 
CBS  (CBS)  48 
Cemex  EB14 
Cenex  Farmers  Coop  48 
Charles  River  Laboratories  8 
Chase  Manhattan  (CMB))  EB22. 

EB30 

Chemdex  EB26 
Chen  8 

Chevron  (CHV)  18 
Chiquita  Brands  (COB)  39,122 
Cisco  Systems  (CSCO)  52,  EB14 
Citigroup  (C)  54,EB14 
Clarion  Sports  &  Entertainment  48 
CMGI  (CI«GI)  48 
CNFT(CNET)  10.EB22 
CNN  (TM)  40, 46 
Coca-Cola  (KO)  11.44,EB42 
Coldwell  Banker  82 
Compaq  Computer  (CPQ)  34,  EB14 
Consolidated  Cigar  82 
Continental  Airlines  (GALA)  42 
Countrywide  Home  Loans  EB31 
Crystal  Systems  Solutions 
(CRYSF)  94 

CVC  European  Equity  Partners  82 


Delano  &  Young  95 

Dell  Computer  (DELL)  23,  34, 52, 

EBIO,  EB14,  EB26.  EB30 
Delphi  Automotive  Systems  (GM)  IV 
Delta  Air  Lines  (DAL)  42 
Deutsche  Bank  (DBK)  42 
DMR  Consulting  Group  EB14 
Donaldson  Lufkin  &  Jenrette 

(DU)  44, 82 
Dow  Chemical  (DOW)  8 
Dow  Coming  (GLW)  EB14 
Duff  &  Phelps  86 
DuPont (DD)  48.  82 
Duracell  EB44 


Dataquest  52 


Eastman  Kodak  (EK)  34 
eBay (EBAY)  EB35 
eGain  Communications  EB31 
Eisner  &  Associates  46 
Epicentric  EB35 
ESPN  (DIS)  40 

E'Trade  Group  (EGRP)  300.  EBIO 
E/Town  EB22 
Excite  (XCIT)  46 
Exxon  (XON)  8, 18 


Farmland  48 
Fays  (FAY)  94 
Federal  Express  (FOX)  EB35 
Fidelity  Investments  110 
FirstPlus  Financial  Group  (FP)  88 
First  Union  (FTU)  EB22 
Fleckenstein  Capital  110 
Flir  Systems  65 

Ford(F)  11,54,EB14,90,94,96 

Forethought  Federal  Savings 
Bank  90 
Formica  82 

Formula  Systems  (FORTV)  94 
Forrester  Research  (FORR)  37,  EBIO, 
EB14,  EB30.  EB46 
ForSoft  (FORSF)  94 
Fox  Asset  Management  76 
FreeMarkets  Onlme  EB28 
Fujitsu  EB42 
fumiture.com  EB30 
Fyffes  39 


Gap (GPS)  EB38 
Gartner  Group  (IT)  EB26 
General  Electric  (GE)  46.  EB26. 70 
General  Ivlotors  (GM)  11,42,54,86 
Genovese  Drug  Stores  (GDX)  94 
GeoCities  EB42 
GMAC-RFC(GM)  86 
GoFish  EB26 
Goldman  Sachs  51,  90 
Goodrich  (BF)(GR)  96 
Great  American  Management  82 
Great  American  Realty  82 


Hams  Bretall  Sullivan  &  Smith  94 
Hamis  (Louis)  8,  EB46 
HealthAxis.com  EB14 
Henry's  Marketplace  EB48 
Hewlett-Packard  (HWP)  6.48,  EB14, 
EB30 
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nvestment  Figures  of  the  Week 


S&P  500 

Mar.    Sept.    Mar.  Mar.  4-10 


OMMENTARY 

Dnds  rallied  as  fears  that  Fed 
lairman  Alan  Greenspan  would 
?hten  interest  rates  abated, 
id  stocks  more  than  followed 
lit — breaking  into  new  record 
rritory.  For  the  week,  the  Dow 
dustrials  jumped  5.4%,  or  497 
lints,  while  the  Standard  & 
ii]  lor's  500-stock  index  vaulted 
I  8%.  Even  small-cap  stocks 
■  owed  vigor,  with  the  Russell 
100  adding  2.3%.  Overseas 
arkets  responded  in  kind, 
kyo  was  up  a  stunning  9.2%, 
Jed  by  the  Sony  restructur- 
l  And  in  Mexico,  the  rebound 
the  peso  sent  the  Bolsa  soar- 
1 14.6%. 


rREASURY  BOND  INDEX 

lar.   Sept.   Mar.  Mar.  4-10 


1 -week  change 
+0.9% 


Bloomberg  Financial  Markets 


JTUAL  FUNDS 


m  u  s  Diversified  8BH  All  Equity 
I  return         52-week  total  return 


%  change 


U.S.  MARKETS 

Latest 

Week 

Year 

rinuf  Innpc  Inriiictrialc 

9772.8 

5.4 

12.6 

NACnAfl  PnmhinoH  Pnmnncitp 
nnoUnU  OUMiUlllcU  UUill|JUdilC 

2406  1 

6.2 

37.0 

^HP  MiriPan  Ann 

365  5 

2.3 

1.5 

S&P  SmallCap  600 

163.3 

2.0 

-16.5 

S&P  SuperComposite  1500 

268.9 

4.6 

17.3 

%  change 

SECTORS 

Latest 

Week 

Year 

Bloomberg  Information  Age 

506.0 

5.1 

58.2 

S&P  Financials 

143.3 

6.5 

10.6 

S&P  Utilities 

239.8 

1.0 

1.0 

PSE  Technology 

481.9 

5.6 

45.3 

%  change 

FOREIGN  MARKETS 

Latest 

Week 

Year 

Lnnrinn  (FT-SE  1001 

6241.5 

3.2 

7.1 

Frankfurt  (DAX) 

4721.4 

0.5 

-2.3 

Tokyo  (NIKKEI  225) 

15,480.0 

9.2 

-7.6 

Hong  Kong  (Hang  Seng) 

10,749.0 

8.3 

-3.3 

Toronto (TSE  300) 

6572.6 

6.3 

-10.5 

Mexico  City  (IPC) 

4728.3 

14.6 

-0.3 

Week 

Year 

FUNDAMENTALS 

Latest 

ago 

ago 

S&P  500  Dividend  Yield 

1.25% 

1.30% 

1.44% 

S&P  500  P/E  Ratio  (Last  12  mos. 

33.7 

32.4 

26.5 

S&P  500  P/E  Ratio  (Next  12  mos. 

)*  24.2 

23.2 

20.9 

First  Call  Earnings  Revision* 

-1.54% 

-1.41  % 

-3.88% 

Week 

TECHNICAL  INDICATORS 

Latest 

ago 

Reading 

S&P  500  200-day  average 

1136.4 

1132.7 

Positive 

Stocks  above  200-day  average 

32.0% 

29.0% 

Positive 

Options:  Put/call  ratio 

0.49 

0.58 

Negative 

Insiders:  Vickers  Sell/buy  ratio 

1.15 

1.21 

Positive 

BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


Invest.  Banking/Brkrge. 
Insurance  Brokers 
Oil  &  Gas  Drilling 
Multiline  Insurers 
Oil-Weil  Equip.  &  Svcs. 


27.0  Specialty  Appar  Retailers  93.0 

26.4  Communications  Equip.  90.3 

24.2  Computer  Systems  79.6 

19.2  Broadcasting  67.8 

19.0  Long-Dist.  Telecomms.  67.6 


WORST-PERFORMING  Last 


GROUPS 


month  % 


Last  12 
months  % 


Manufactured  Housing 
Homebuilding 
Engineering  &  Constr 
Steel 

Specialty  Printing 


-14.2  Oil  &  Gas  Drilling  -46.7 

-14.1  Metal  &  Glass  Containers  -^2.7 

-13.3  Engineering  &  Constr  -42.3 

-9.1  Hospital  Management  -39.8 

-8.5  Machine  Tools  -39.2 


BLOOMBERG  MONEY  FLOW  ANALYSIS 


Data:  Bloomberg  Financial  Markets;  *First  Call  Corp. 


Rebound  ahead?  Stocks  with  most 
signilicant  buying  on  price  weakness 

Price 

1-month 
change 

Micron  Technology 

55  Vs 

-10'/8 

Gateway  2000 

71^/16 

-3=/l6 

Exxon 

69 '^16 

-25/8 

Hev^lett-Packard 

67  "/i6 

-4"/l6 

DaimlerChrysler 

88^16 

-6V8 

International  Paper 

40 '^16 

-1^8 

Decline  ahead?  Stocks  with  most 
significant  selling  on  price  strength 

Price 

1-month 
change 

Microsoft 

161  '^!6 

1^16 

Cisco  Systems 

1055/16 

6^4 

MCI  WorldCom 

85  V4 

9 

Sun  Microsystems 

109'/16 

12 

Amgen 

67^/16 

9V16 

eBay 

I66V4 

95  %4 

KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 


MONEY  MARKET  FUNDS 

4.51 

4.53 

5.13 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 

90-DAY  TREASURY  BILLS 

4.57 

4.62 

5.09 

assuming  a  31%  federal  tax  rate. 

10-yr.  bond 

30-yr.  bond 

6-MONTH  BANK  CDS 

4,35 

4.35 

5.08 

Latest 
week 

Last 
week 

Latest 
week 

Last 
week 

1-YEAR  TREASURY  BILLS 

4.73 

4.89 

5.37 

GENERAL  OBLIGATIONS 

4.24% 

4.19% 

4.98% 

4.98% 

10-YEAR  TREASURY  NOTES 

5.19 

5.39 

5.63 

PERCENT  OF  TREASURIES 

81.65 

77.85 

89.68 

87.45 

30-YEAR  TREASURY  BONDS 

5.56 

5.68 

5.93 

TAXABLE  EQUIVALENT 

6.14 

6.07 

7.22 

7.22 

LONG-TERM  AA  INDUSTRIALS 

6.43 

6.58 

6.51 

INSURED  REVENUE  BONDS 

4.34 

4.31 

5.21 

5.23 

LONG-TERM  BBB  INDUSTRIALS  7.19 

7.37 

6.98 

PERCENT  OF  TREASURIES 

83.57 

80.08 

93.82 

91.84 

LONG-TERM  AA  TELEPHONES 

6.67 

6.80 

6.82 

TAXABLE  EQUIVALENT 

6.29 

6.25 

7.55 

7.58 

Morningstar,  Inc. 


EQUITY  FUNDS 
Leaders 

Four-week  total  return  % 

Amerindo  Technology  D  44.3 

Internet  25.9 

Wright  EqulFd. -Mexico  18.0 

TCW/DW  Mid-Cap  Equity  A  17.6 

TOW  Galileo  Aggr  Gr.  Eq.  17.3 

Leaders 

52-week  total  return  % 

Internet  297.9 

Amerindo  Technology  D  187.9 

ProFunds  UltraOTC  Inv.  158.5 

Munder  NetNet  A  140.1 

Grand  Prix  128.8 


Laggards 

Four-week  total  return  % 

lAI  Emerging  Growth  -12.3 
ProFunds  Ultrashort  OTC  Inv.  -1 1.0 
Monterey  Murphy  Technology  -11.0 
Wasatch  Mid-Cap  -10.8 
ProFunds  UltraBear  Serv.  -10.2 


EQUITY  FUND  CATEGORIES 
Leaders 

Four-week  total  return  % 


Laggards 

Four-week  total  return  % 


Laggards 

52-week  total  return 


% 


Latin  America 
Financial 
Large-cap  Growth 
Communications 
Pacific/Asia  ex-Japan 

Leaders 

52-week  total  return 


10.6  Small-cap  Value 

8.4  Small-cap  Blend 

6.2  Real  Estate 

6.1  Small-cap  Growth 

5.9  Europe 


% 


Laggards 

52-week  total  return 


-3.5 
-2.5 
-1.5 
-0.6 
0.1 

% 


Lexington  Troika  Russia  -78.6 
State  St.  Res.  Glob.  Res.  B  -54.6 
American  Heritage  -52.1 
Vontobel  Eastern  Europ.  Eq.  -51.4 
Potomac  DTC/Short  -51.2 


Technology  52.5  Latin  America  -37.5 

Communications  41,3  Diversified  Emerging  Mkts  -26.5 

Large-cap  Growth  31.9  Natural  Resources  -26.0 

Large-cap  Blend  16.2  Small-cap  Value  -18.4 

Mid-cap  Growth  11.2  Real  Estate  -17.1 


rfjra  1  are  as  of  market  close  Wednesday,  Mar.  10,  1999,  unless  otherwise  indicated.  Industry  ey  flow  analysis,  and  mutual  fund  returns  are  as  of  Mar.  9.  For  a  more  detailed  explanation,  write 
■jjl'i  include  S&P  500  companies  only.  Fundamentals,  tecfinical  indicators,  Bloomberg  men-     to  us  or  E-mail  figures@businessweek.com.  NA=Not  available  "Vanguard  Index  500  Fund 
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Editorials 


IT'S  BIGGER  THAN  BANANAS 


For  some  reason,  the  word  "banana"  sounds  funny:  Woody 
Allen  named  one  of  his  movies  Bananas.  But  going  ba- 
nanas over  the  trade  in  bananas,  as  the  U.  S.  and  the  Euro- 
pean Union  are  doing,  is  a  seiious  matter.  The  global  econo- 
my is  in  a  ft-agile  state,  protectionist  fires  are  burning  in 
CongTess,  and  the  last  thing  anyone  needs  is  a  trade  war. 

To  listen  to  the  howls  of  EU  Trade  Commissioner-  Sii'  Leon 
Brittan,  one  would  think  the  U.  S.  had  torpedoed  the  entire 
free-trade  system  by  imposing  tariffs  on  Eui'opean  luxmy 
goods  in  retaliation  for  what  it  sees  as  discrimination  against 
bananas  distributed  by  U.S.  companies.  How  could  Wash- 
ington be  so  petty  over  $520  million  worth  of  trade,  in  a  flow 
of  goods  and  services  across  the  Atlantic  totaling  $400  billion? 
Isn't  it  all  about  Chiquita  making  donations  to  the  Democi-ats? 

Not  at  all.  U.  S.  patience  with  Eui'ope  snapped  because  the 
EU  deliberately  refused  to  comply  with  two  nilings  by  the 
World  Ti'ade  Organization  to  stop  disci"iminating  against  U.  S. 
banana  distributors.  The  EU  used  loopholes  in  the  WTO's  dis- 
pute-settlement procedures  to  delay  implementing  the  deci- 
sion. Sir  Leon  wanted  the  U.  S.  to  wait  until  a  third  wro  inl- 
ing  was  made  m  Api-il,  and  even  then  there  was  no  guai-antee 
the  EU  would  abide  by  it.  The  simple  tmth  is  that  the  EU  has 
not  been  acting  in  good  faith  and  is  undennining  the  credi- 
bility of  the  WTO.  The  fu-st  U.  S.  complaint  was  in  1995.  It 
shouldn't  take  four  years  to  adjudicate  bananas. 


There's  more.  The  EU  refuses  to  permit  the  sale  of  1 
mone-fed  U.  S.  beef,  even  though  European  scientists  h 
said  it  is  safe.  And  the  EU  is  proposing  new  aircraft  noise 
ulations  that  would  discriminate  against  the  U.  S.  aire 
industry,  even  though  Aii-bus  Industrie  sides  with  Washing 

There  is  a  dangerous  subtext  to  this  gi'owing  conflict.! 
Leon  called  the  U.  S.  a  "rogue  nation."  Jacques  Chirac; 
cently  described  America  as  "hegemonic."  Even  as  E; 
pean  companies  seek  closer  ties  to  the  U.  S.,  Contine] 
politicians  are  defining  Europe  in  opposition  to  America. ! 
euro,  for  example,  is  portrayed  as  a  rival  to  the  dollar,; 
just  a  new  cun-ency. 

A  unified  Europe  must  shoulder  global  responsibil) 
commensurate  with  a  new  global  attitude.  Right  now,i 
U.  S.  is  the  sole  economic  locomotive  for  gi'ovrth.  Its  h 
trade  deficit  absorbs  the  exports  of  Asia  and  Latin  Ameii 
Eui'ope,  in  contrast,  is  nimiing  a  $100  billion  trade  sui'pluif 
these  circumstances,  it  is  unseemly  for  the  EU  to  defy  * 
ralings  vdth  a  wink  and  a  nod. 

Nations  have  genuine  differences  over  trade,  espect 
the  health  and  safety  of  food,  but  they  must  be  solved  % 
credible,  efficient,  and  transparent  way.  It  may  be  that! 
WTO  should  streamline  its  enforcement  mechanisms.  But  il 
short  lifetime,  it  has  proved  its  value  time  and  again.  Enq 
banana  war  before  something  really  serious  happens. 


LEARN  E-BUSINESS-OR  RISK  E  LIMINATION 


Ever  hear  of  "channel  cannibalization?"  "Friction-free" 
mai'kets?  How  about  "re-ai'cliitectui'ing"  business  models? 
Start  learning.  They're  just  a  few  of  a  whole  series  of  con- 
cepts driving  the  world  of  electronic  business.  So  different — 
no,  alien — ai'e  they  fi"om  the  nonnal  experience  of  the  average 
CEO  that  learning  the  Net's  new  niles  of  the  business  game  is 
becoming  the  key  to  survival  for  America's  managerial  class. 

Start  with  channel  cannibalization:  Middlemen  are  being 
eaten  alive  virtually  eveiywhei'e  on  the  Net.  Companies  are 
beginning  to  deal  directly  with  consumers,  and  the  need  for 
"physical"  stores  and  other-  old-style  distribution  channels 
appear-s  to  be  diminishing.  The  potential  cost  savings  on  the 
Net  ai-e  enormous,  as  ar-e  the  oppor-tunities  to  customize 
pr-oducts.  But  the  transition  can  be  tr-icky.  Cannibalize  your 
distr-ibution  channels  in  stores  too  quickly,  and  sales  ar-e  lost. 
Move  over  to  the  Net  too  slowly — and  sales  are  lost. 

Fr-iction-free  markets  define  another  E-business  char-ac- 
ter-istic:  buyer  power.  It  takes  a  lot  of  time  and  energy  to 
comparison-shop  by  going  to  differ-ent  stor-es  in  different 
parts  of  town.  It  takes  vei-y  little  to  click  a  mouse  and  hit  a 
dozen  Web  sites  offer-ing  the  same  item.  Vast  amounts  of  in- 
formation about  anything  anyone  wants  to  buy  are  avail- 
able, along  with  multiple  vendors.  Friction-free  mar-kets 


tr-anslate  into  gi-eater  power  for  the  consumer-,  more  va| 
and  lower  pr-ices  on  goods  and  ser-vices.  At  least  for  nc 
may  be  that  efficiencies  on  the  Net  wor-k  so  that  players 
set  a  kind  of  standar-d  come  to  dominate  each  field.  As 
Ailhur-,  economics  professor-  at  Stanford  Univei-sity  reel 
put  it  at  the  Wor-ld  Economic  For-um  in  Davos:  "For  eve| 
or  30  entrants,  there  will  be  two  or  three  winners." 

But  for  now,  competition  reigns.  So  new  is  the  Net. 
fast  is  change,  that  companies  ar-e  moi-phing  constantly! 
desperate  sear-ch  for-  profits,  they  are  continually  r-edesij 
their  business  models.  Amazon.com  Inc.  goes  from  an 
bookseller  to  a  Wal-Mart  Stores  Inc.-style  purveyor 
kinds  of  mer-chandise.  Yahoo!  Inc.  goes  fi-om  a  sear-ch  eng 
a  portal.  Spr-ingStreet,  a  West  Coast  startup,  goes  fi-om 
rental  apartments  to  quoting  deals  on  fur-rritur-e,  insur-anc^ 
loans,  and  collecting  fees  from  Visa  International  and 
Moving  Services  on  tr-ansactions  made  on  its  site. 

Who  knows  what  will  work?  The  Net  is  changinj 
shape  of  enterpi-ise,  the  speed  of  action,  the  nature  ofj 
ership.  CEOs  who  succeed  in  navigating  tliis  virtual 
vnll  be  those  who  under-stand  the  natur-e  of  E-busined 
constantly  recr-aft  then-  oper-ations  to  adapt.  We  are  baa 
in  Year-  Two  of  a  transfor-ming  event.  Grab  hold,  and  hai 
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How  Karl  Schab  came  to  buy  a  new  Saturn. 


After  nearly  two  years  of  working  in  Russia,  Karl  Schah  icas  ready  to  come  home. 
Ihit  first  he  was  going  to  need  a  car. 

So  Karl  did  what  any  intelligemt  engineer  assigned  to  tl)e  international  space  station  project  in 
)scoio  would  do — he  went  into  cyberspace  and  contacted  the  Saturn  Weh  site.  As  a  former  Saturn 
nen  Karl  knew  pretty  much  what  he  was  looking  [or.  W'lkit  he  didn't 
■)W  was  hoiu  to  make  everything  happen  from  \  v?6  mili 
ay  so  that  his  neiu  car  would  he  waiting  for  hnn  when 
returned  home  to  Colorado  Sprmgs. 

Fjiter  Saturn  sales  consultant  luwry  Marr.  Af  ter  several  e-mails  ihicl^  and  forth,  harry  ikid  ansu'ered 
of  KarVs  concerns,  even  exfAaining  many  of  the  finance  options  availahle.  And  on  February  6,  I'-^'-^S.  at 
Sl:46  (Moscoiv  time)  Karl  Schah  ordered  a  brand-new  Saturn  online. 

In  fact,  anyone  with  a  conifmter  can  browse,  go  over  options,  consult  our  interactive  pricing  center, 
n  apply  for  financing,  all  by  simply  logging  onto  wivw.saturn.com. 
And  as  always,  let  us  hum'  if  we  can  answer  any  questions.  We  love  that  e-mail  thing. 


A   Different  Kind    /  Company.  A   Different    Kin  n     /■  Car. 


The  big  phone  companies  have  not  exactly  made  a  lot  of  friends  at  small  and  mid-sized  businesses.  After  all,  they,  dont  give 
smaller  companies  the  massive  communications  power  that  big  companies  get.  Nor  do  they  give  them  the  preferential  treatment, 
or  the  substantial  cost  savings,  That's  why  we  created  Teligent.  From  our  12-inch  antenna  on  the  roof  of  your  office  building^ 
Teligent's  SmartWave™  technology  gives  you  many  of  the  advantages  of  a  fiber-optic  connection.  High-quality  local  and 
long  distance  phone  service.  Internet  access  up  to  100  times  faster  than  a  dial-up  connection.  Even  enough  bandwidth  to  handle  • 
full-rnotiori  videoconferencing.  Plus,  our  online  billing  system,  e-magin^"  offers  you  an  unparalleled  ability  to  view  and  analyze 
your^bill.  Right  on  the  Web.  All  this  is  yours  from  one  company,  for  one  predictable  flat  monthly  charge.  And  it's  all  up  to  30%  off. 
Contact  us.  We  think  it  will  be  love  at  first  sight.  For  more /nformaf/on,  ws/f  ivmv.fe/;g^  * 


©'1998  Teligent,  Inc. 
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to  gain  a  strategic  advantage 
And  the  higher  the  technology,  the 
greater  the  advantage.  So  long  as  the 
technology  does  what  it's  supposed  to  do, 
that  is.  At  Fujitsu,  ours  does.  cP  We  create, 
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'^'orefront  of  today's  emerging  and  converging 
computer  and  communications  technologies, 
our  systems  support  teams  offer  unique 
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helps  keep  you  moving  upward. 
And  our  people  won't 
let  you  down. 
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Up  Front 


EDITED  BY  ROBERT  McNATT 
DEEP  THINKERS 

SOUL- 
SEARCHING  AT 
TIME  WARNER 

WITH    ITS   STOCK  UP 

280%  in  the  past  two 
years  and  profitability 
restored  after-  yeai's  oi' 
losses,  life  has  been 
good  at  media  giant 
Time    Warner.  But 
high-minded  Chaimian  Ger- 
ald Levin  has  lately  been 
pondering  how  to  make  the 
party  last.  His  view  is  that 
to  prosper-  long-tenn,  big  cor- 
porations have  to  stand  for 
something  beyond  theii'  prod- 
ucts and  services. 

So  Time  Warner  is  trying 
to  find  out  what,  aside  from 
business,  it  stands  for.  This 
cuiious  exercise  in  corporate 
self-affirmation  began  last 
May  when  Levin  created  a 
Values  &  Human  Develop- 
ment Committee  on  the 
board  to  come  up  with  a  set 
of  values  for  Time  Warner. 
Now  that  the  world's  largest 


LE^IN:  As li  I  III/  llii  iiiinl  ijiicsfions 


media  company  knows  what 
it's  about,  it's  making  sui-e  its 
minions  know,  too. 

The  new  gospel  will  be 
spread  by  a  video  and  a  fo- 
mm  for  1,000  executives.  For 
a  hotbed  of  creative  media 
tyi:)es,  the  statement  is  pi-etty 
dry  stuff — to  wit,  "strive  to 
be  the  world's  most  respected 
and  successful  media  compa- 
ny." Says  one  co-author,  At- 
lantic Group  chief  Val  Azzoli: 
"It  seems  obvious,  but  it  had 
never  been  written  down." 
Now  Levin  will  see  if  Time 
Warner  is  as  good  at  corpo- 
rate culture  as  it  is  at  pop 
culture.         Richard  Siklos 


RANK  AND  FILE 


A  MUTUAL  FUND 
WITH  A  UNION  LABEL 


will  invest  in  232  large  com- 
panies employing  lAM  work- 
ers, such  as  Boeing,  Lock- 
heed, and  UAL.  Those  chosen, 
says  lAM,  also  closely  track 
EVERYONE  ELSE  HAS  A  the  s&p  .500,  making  lAM 
mutual  fund  these  days,  so  shares,  in  essence,  an  index 
why  not  a  labor  union?  The  fimd.  That  diversity  is  desir- 
International  Association  of  able  because  the  union  has 
Machinists  says  it  plans  to  found  that  members  have  too 
launch  what  it  claims      ,J-'-'-  v,      much  of  their  401(k)s 

is  the  nation's  first  ,0^*?-  invested  in  their 

union -sponsored  ->vj^^\/,;^s/^^[i    own  companies, 
mutual  fund,  iam  %^^/^^^'>',0w^^'?      ^^^^  ^^^^  wants 
shakes  Fund.         ><  ^^/^^T.^oc  the  fund  to  push 

The  idea,  says 
iam  President  R. 
Thomas  Buffenbarg 
er,  is  to  help  members 


diversify  their  )-etirement 
portfolios  wliile  boosting  union 
influence  in  coiporato  affairs. 
IAM  expects  employers  to  of- 
fer the  fimd,  to  be  managed 
by  State  Street  Global  Advi- 
sors, as  a  401(k)  option  for  its 
730,000  members.  lAM  shares 


for  corporate-gov- 
ernance  reforms. 
One  goal:  tying  ex- 
".'«r,V  "   ecutive  pay  to  em- 
ployee satisfaction,  a  contro- 
versial idea  just  adopted  at 
UAL,  parent  of  United  Air- 
lines, where  union  members 
own  60%  of  the  stock.  As  yet, 
there  ai'e  no  plans  to  offer 
the  fund  to  nonunion  mem- 
bers. Aaron  Bernstein 


TALK  SHOW  ''You  would  have  been  better  off  last  yeai 
had  regularly  snuck  off  to  the  movies  during  market  hou 

— Warren  Buffet t,  telling  shareholders  about  the  disappointi 
performance  of  Berkshire  Hathaway  stock 


BOILED  EGGHEADS 

MATCH  YOUR  HELIX, 
RAISE  YOU  A  GENOME 

PITY  GENE-SLEUTH  .J.  CRAIG 

Venter:  For  nearly  a  year, 
critics  have  pooh-poohed  his 
claim  that  Celera  Genomics, 
the  company  he  set  up  with 
Perkin-Elmer  in  Rockville, 
Md.,  would  succeed  in  its  dai- 
ing  plan  to  decode  all  human 
DNA  by  200L  Add  the  Mar. 
15  boast  by  his  govern- 
ment/academic rivals  at  the 
Human  Genome  Project  that 
they'll  largely  reach 
that  goal  by  early  ''w^i 
2000.  Finally,  "throw  in 
some  skepticism  from 
Britain's  Sanger  Centre 
part  of  the  Genome  Proj 
ect  consortium. 

In  the  Mar.  19  issue 
of  Science,  Sanger  re- 
searchers said  the  Perkin- 
Elmer  gene-sequencing  ma- 
chine Venter  uses  offers  "no 
immediate  gain"  in  speed. 


And  William  Haseltin( 
of  Human  Genome  Sciei 
Venter's  ex-partner- 
the  ventiu"e  as  "vapoi-v 
Small  wonder  that  ^ 
sighs:  "It  seems  to  I 
against  the  world  a. 
time."  He  insists  that  tl 
man  Genome  Project 
quence  will  be  lower  in 
ity.  Besides,  he  sayj 
Sanger  scientists,  now 
the  Perkin-Elmer  sequ 
have  barely  scratched 
tential.  Indeed,  his  ri 


though  pessimistic  tl 


Perkin-Elmer  machiii 
help  Venter  meet  his 
goal — actually  plan  t( 
scores  of  them.  Johyi 


l-WAY  PATROL 

WHY  SURFING  AND 
SIPPING  D0N7MIX 


SMITH:  His  cijbercafes  liure  a  Ihuujoi 


"SOMETHING  NEW  IS  COMING," 

proclaims  Cybersmith's  Web 
site.  Don't  hold  your  breath. 
The  New  York  company's  cy- 
bercafes  offered  pay-PCs, 
video  games,  and  fast  Net  ac- 
cess in  a  coffeehouse  set- 
ting when  Marshall  Smith 
launched  his  chain  in  1995. 
Lip  to  150  cybercafes  were 
planned  by  mid-2000.  But  on 
Mar.  2,  Cybersmith  filed  for 
Chapter  11  protection.  Thi'ee 
stores  have  closed,  in  Cam- 


bridge, Mass.,  White 
N.Y.,  and  Palo  Alto, 
leaving  one,  in  Indian 
What  happened? 
James  Kirk  says  Cybei 
couldn't  ge 
funding  in 
He  hopes  t( 
it  within 
months,  bu 
may  be 
Says  an  ex 
er:  "Our  co 
wasn't  a  pu 
tcrnet  plaj 
nut  traditioi 
tailing,  eith( 
Some  cybercafes,  lik( 
York's  Internet  Cafe,  a 
ing  strong.  But  the  cor 
viability  is  in  doubt, 
idea  was  sound — exj 
people  to  new  technok 
says  Stanford  LTniv 
communications  Pro 
Clifford  Nass.  Yet  w( 
have  inexpensive  com] 
and  widespread  Net  c( 
tions.  People  can  easil, 
fi-om  home — where  th* 
is  cheaper.  Robe 
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IF  YOUR  BUSINESS'  NEEDS  EXCEED 
THAT  OF  YOUR  INTERNET  SERVICE,  THERE  AREl 
ALWAYS  OTHER  WAYS  OF  COMMUNICATING.  I 


sometimes  feel  that  your  Internet  service  is  taking  you  for  a  rough  ride, 
me  you  found  a  provider  with  the  capacity  you  need;  like  UUNET,®an 
WorldCom'™  Company.  We  know  you  depend  on  the  Internet  to 
unicate  with  customers  and  business  partriers  more  each  day.  That's  why  we 
the.  world's  highest  capacity,  most  expensive  and  reliable  IP  network,  so 
in  depend  on  the  Internet  to  do  business.  Businesses  in  over  70  countries 
IX  continents  depend  on  us.  You -should  too,  because  we're  the  provider 

never  outgrow.  So  call  !  800  258  4038  or  visit  us  at  www.info.uu.net. 
E  J.  We'll  guarantee  Ym  tbArqug^^^  froiii  a  red  w 


UUNET 

An  MCI  WorldCom  Company 


EWORLD'S     I  N  T  E  R  N  E  T    COMMUNICATIONS  COMPANY 


206  5600  Canada:  1  888  242  0653  ©  1999  UUN.ET  Technologies,  Inc.,  a  subsidiary  of  MCI  WorldCom,  Inc.  All  rights  reserved.  The  UUNET-logo  is  a  trademark. 


Up  Front 


CORPORATE  CULTURE 


WHAT  DO  WOMEN  WANT?  ASK  EM 


IN  today's  red-hot  labor 
market,  companies  are  look- 
ing for  any  edge  they  can  get 
to  recruit  students.  For  busi- 
nesses whose  workforces  are 
traditionally  male,  such  as 
investment  banking  or 
information  technolo- 
gy, attracting  talent- 
ed women  can  be  es- 
pecially difficult. 

So,  knowing 
what  women 
value  can  be 
ci-ucial.  A  new 
sui-vey  of  gi'adu- 
ate  and  under- 
graduate students 
by  San  Francisco-based  Wet- 
Feet.com,  a  company  that 
provides  corporate  informa- 
tion to  job  hunters,  has  some 
answers.  In  general,  women 
are  a  lot  more  conservative 
than  men  in  choosing  a  work- 
place, says  co-founder  and 
chief  operating  officer  Steve 


Pollock.  For  instance,  only 
49%  of  men  insist  on  working 
for  a  profitable  company, 
while  79%  of  women  do, 
meaning  they  might  easily 
bypass  startup  companies 
that  could  later  hit  it  big. 
Women  also  don't  lilte  of- 
fices full  of  lone-wolf 
types:  85%  prefer 
a  team-oriented 
corporate  cul- 
ture, vs.  71%. 
of  men.  Be- 
cause women 
worry  more 
about  meshing 
family  and  work, 
want  reasonable  hours, 
while  only  53%  of  the  male 
students  care  about  that.  It 
also  seems  that  women  prefer 
midsize  companies,  with  100 
to  500  employees. 

So  recruiters,  now  you 
know  what  women  want.  Can 
you  deliver?     Nadav  Enbar 


MAD  AVE 


KNOW  YE  SINNERS  BY  THEIR  BRANDS 


so   WHEN    DID    YOU  STOP 

cheating  on  your  wife?  Wlien 
you  switched  from  Pepsi  to 
Coke?  If  that  seems  like  an 
odd  link,  it  isn't  to  Mark  Di- 
Massimo.  His  Di- 
Massimo  Brand 
Advertising,  a  New 
York  agency,  sur- 
veyed 1,500  peoi)l<- 
about  their  brand 
loyalty — and  tiieir 
marital  faithfulness 
— on  the  hunch 
that  there  is  a  link 
between  them.  He 
hopes  the  results 
will,  in  some  yet- 
to-be-determined 
way,  yield  more 
effective  advertising. 

DiMassimo  doesn't  claim 
the  scientific  rigor  of,  say. 
Masters  &  Johnson.  But  it's 
interesting  to  see  which  of 
the  seven  products  he  asked 
about  were  most  associated 


TRUE  BLUE 

customers 


with  mfidelity.  Of  respondents 
who  preferred  Chase  Man- 
hattan, for  instance,  70%  said 
they  had  broken  their  vows. 
And  Pepsi  drinkers  might  as 
well  wear  a  scar- 
let A,  since  59% 
(if  them  admitted 
infidelity.  (Pepsi 
and  Chase  de- 
clined to  com- 
ment.) On  the 
other  hand,  those 
who  buy  Gap 
jeans  were  true- 
blue,  with  only 
19%.  straying, 
while  fans  of 
chocolate  maker 
Hershey  were 
even  more  loyal:  Only  12% 
cheated.  Colgate-Palmolive, 
American  Airlines,  and  Skip- 
py  peanut  butter  took  the 
middle  ground.  None  of  the 
companies  is  a  DiMassimo 
client.  Dennis  Blank 


Few  Gap 
strayed 


DRAWN  &  QUARTERED 


ECO  TRENDS 

AYURT 

OF  ONE'S  OWN 

here's     ONE     FOR  THE 

sending  coals-to-Newcastle 
file.  A  golf  course  in  Tianjin, 
China,  near  Mongolia,  is 
putting  up  yurts,  those  round 
huts  traditionally  found  on 
the  Mongolian  steppe.  They 
will  house  facilities  for  an 
upcoming  Asian  Professional 
Golfers  Assn.  tournament.  A 
touch  of  local  color?  Nope. 
Those  yurts  are  made  by 
Nesting  Bird  Yurt,  a  Seattle 
company  that  snared  the  job 
after  the  Chinese  put  it  out 
for  bid  over  the  Internet. 

Yurts  are  hot.  They're 
lightweight,  as  easy  to  set  up 
as  a  tent,  yet  more  durable. 
U.  S.  yurts  can  be  found  in 
eco-tourism  resorts  in  Cen- 
tral Ainerican  rain  foi'ests  and 


in  Girl  Scout  camps, 
yeai-old  Nesting  Bird  \ 
founded  by  Jennifer  ? 
former  heUcopter  pilo 
thinks  sales  of  U.  S. 
which  average  $10,00( . 
470-square-footer,  will; 
50%.  this  year,  to  $3  il 
Standard  yurts  eveni 
skylights    and  mah(; 


WORLD  TRAVELER 

Ncstuiy  Bird  takes  <.'/ 

fi-amed  windows.  The\ 
with  siuTivaHsts,  who 
aster  in  2000.  If  it  hit; 
Pell,  they'll  head  for  th  I 
to  carry  on  in  a  clean 
lighted  yiut.   Carol  An 


THE  BIG  PICTURE 


M 


THE  COST  OF  BIAS  Awards  in  discrimination  lavu 
and  other  cases  handled  by  the  EEOC  have  soared  s  ■ 
compensatoiy  and  punitive  damages  were  allowed  in 
Last  year's  7%  drop  may  reflect  more  plaintiffs  goinjix 
trial  rather  than  settling. 


180 


"91    '92   '93   '94  '95 
A  MILLIONS  OF  DOLLARS 

DATA  GnLDBERG,  KOHN,  BELL,  BLACK,  ROSENBLOOM  &  MORITZ  LTD.;  EEOC 


FOOTNOTES     Managers  who  fear  for  their  jobs  because  of  poor  corporate  results:  in  1997,  7%;  in  1998,  24% 
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Now  you  can  ship  important 
pacl(ages  in  2-3  days  starting 
at  $3.20  and  confirm  delivery 
for  just  35(t  extra.  For  your 
free  Priority  Mail  starter  icit 
call  1-800-THE-USPS, 
ext.  EP102S. 

UNITED  STATES 
POSTAL  SERVICE® 

www.usps.com 


OBU\fBKf  COiVFlRmriON 
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Savings  confirmed.  Fly  Like  an  Eagle] 


Save  up  to  65%  over  2-day  services* 


What's  Your  Priority?  <--j 
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You  know  our  portables, 
now  meet  the  rest  of  the  family. 


You  may  know  that  Toshiba  is  the  first  name  in  portable  computers.  But  what  you 
may  not  know  is  that  now  you'll  find  our  name  on  servers,  desktops,  and  the 
rest  of  the  hardware  you  need  for  enterprise  solutions.  All  our  products  share  the 
same  heritage  of  reliability  and  performance.  And  when  you  build  your  whole 
system  within  the  Toshiba  family,  you'll  realize  greater  flexibility  and  lower 
total  cost  of  ownership.  What's  in  a  name?  Everything  if  the  name  is  Toshiba. 


In  Touch  with  Tomorrow 

TOSHIBA 

For  more  information,  call  1-800-TOSHIBA  or  look  us  up  on  the  Web  at  www, toshiba.com. 
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Editor's  Memo 


A  PACK  OF  HARD  CHARGERS 


With  the  U.  S.  stock  market 
barrehng  into  record  terri- 
tory and  with  the  economy 
still  on  a  growth  streak,  much  of 
Coi-porate  America  logged  a  pretty 
good  year  But  what  did  it  take  to 
get  to  the  head  of  the  class?  The 

BUSINESS  W^EEK  50  will 

bring  you  the  answ^er. 

This  is  oui'  thii'd  an- 
nual ranking  of  the 
U.  S.  coiporate  elite. 
Once  again,  it  goes  be- 
yond approaches  that 
rank  by  sheer  revenue 
size  or  shareholder  re- 
turns alone.  We  put 
companies  to  much 
tougher  tests:  above- 
average  gi'owth,  along 
with  top-flight  profits 
and  market  returns. 

The  companies  that 
made  the  cut  tliis  year 
are  remarkable  indeed. 
As  a  gi'oup,  their  CEOs  refused  to 
leave  well  enough  alone,  tearing  up 
proven  models  in  then-  quest  for  bet- 
ter results.  The  challenges  they  facei  1 
were  often  daimting,  from  collapsing 
markets  abroad  to  fierce  price  com- 
petition and  rivals  consolidating  at 
home. 

We're  proud  of  how  our  list  has 
consistently  captm-ed  the  hai'dest 
chai'gers.  The  -50  we  identified  last 
year  as  the  brightest  stars  among  the 
500  companies  in  the  Standai'd  & 
Poor's  Index  had  share  price  gains  of 
31.7%  for  the  52  weeks  ended  Mar 
12.  By  compaiison,  the  s&p  500  gained 
21.1%  over  the  same  period. 

As  in  past  years,  om*  choices  mir- 
ror the  dynamism  of  the  American 
economy.  America's  technology'  lead- 
ers, such  as  Microsoft  and  Dell  Com- 
puter, retained  their  top  spots  in  the 
rankings.  But  there  are  plenty  of 


SASSEEN: 

Ranking  tlie 
corporate  eli 


newcomers,  including  such  well- 
known  names  as  Ford,  Wal-]Mart 
Stores,  and  America  Online.  You 
read  theii'  success  stories  inside  ii 
package  prepared  by  Senior  Edit( 
•Jane  Sasseen  and  her  team. 

You  will  also  find  a  comprehens 
package  of  tables.  \^ 
gi'ade  all  the  compa? 
in  the  s&p  500  by  oi 
methodology^  We  als 
break  out  performai 
I  lata  for  individual  c 
panies  and  industrie 
among  the  500.  If 
\  ou're  hungiw  for 
more,  log  on  to  om* 
Web  site  (w^\'w\busi- 
nessweek.com).  Thei 
you'll  find  lir 
to  an  in-depi 
Company  Pr 
file  from  S&P 
PersonalWea 
for  each  com] 
ny  in  the  BW 
50.  This  year, 
we've  includec 
extended  intei 
— ^  views  with  SOI 
of  oiu-  top  CEOS,  who  can  tell  you 
how  they  beat  the  pack.  And  for 
vestors,  we'll  regularly  update  th( 
market  performance  of  the  BW  5( 
Abnipt  change  is  wiiat  business 
all  about  in  the  1990s;  it's  likely  t( 
even  more  so  in  the  21st  centuiy. 
Oiu"  hst  is  designed  to  recognize 
those  who  have  triumphed  in  thes 
turbulent  times.  We  think  there  a 
many  valuable  lessons  in  the  page 
of  this  year's  special.  We  hope  yoi 
profit  from  them. 

Editor-in-C 
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ders  Report 


TALKING  ABOUT 
lUTS  FOR  THE  RICH 


iiik  you  for  having  the  courage  to 
(111  this  brand  of  demagoguery 

rich  deserve  a  tax  break,  too," 
:ials,  Mar.  8).  I'm  not  against  pay- 
ly  fail'  share  (whatever  that  is), 
m  really  tired  of  being  painted 
llain  simply  because  I've  enjoyed 
measure  of  success  in  life. 
;  liberal-vs.-conservative  tax  ar- 
nt  is  fundamentally  about  the 
less  of  the  progressivity  curve.  If 

like  yours  lead  to  an  honest  de- 
m  that  point,  it  will  be  progress. 

Kenneth  J.  Ailingstall 
Glendale,  Calif. 


DISNEY  CRUSH 
IMAGINATIONS? 


)und  it  ironic  that  all  the  heavy 
;  in  "Disney's  Mi^^key  Mensa  Club" 
ce  &  Technology,  Mar.  8)  went 
rh  then-  own  critical  ftrst  10  years 
Idhood  without  the  "benefit"  of 
iters  and  the  nuclear-powered  vi- 
smbedded  in  Disney  products, 
s  nevertheless  predictable,  since 
eatest  developments  in  a  child  oc- 
uietly,  in  a  mental  space  that's 
'\y  liis  or  her  own — just  the  way  a 
germinates.  Unfortunately,  Dis- 
vivid,  over-the-top  approach  to 
elling  is  not  unlike  planting  seeds 
.  pile  driver.  Disney  paints  a  com- 
pictui'e  for  the  child,  down  to  the 
,  pixel.  This  leaves  children  with 
ig  of  their  own  to  process  and 
with.  Such  stuff  overpowers  the 

imagination  and  leaves  a  hollow 
it  with  the  Disney  logo  embed- 

the  young  child's  brain, 
ill  these  bright  people  are  really 
this  "for  the  children,"  they  might 
:o  leam  how  children  develop  and 
deeply.  The  greatest  irony  is  just 
i  the  corner.  Due  to  Disney's  suc- 
)  over  the  past  50  years,  the 
iy  Mensa  Club"  wiU  go  the  way  of 
inosaurs  as  the  pool  of  replace- 
talent  increasingly  is  limited  to 
raised  on  the  "new"  Disney. 

Karl  J.  Forsyth 
Anchorage,  Alaska 

IE  WINE:  WE  DON'T 

A  MIDDLEMAN  

I  I'  is  more  to  consider  in  "Cyber- 
^  nf  wi-ath"  (UpFront,  Mai*.  8).  Op- 
is  (if  direct  sMpment  following  In- 

sales  claim  that  forcing  these 
tlirough  the  conventional  three- 

I  cm  "...  would  cut  down  on  un- 


derage drinking  and  boost  retail  sales." 
The  latter  may  be  tnae,  but  customers 
and  wineries  see  no  need  to  pay 
markups  to  retailers  and  wholesalers 
who  did  nothing  to  create  the  sale. 

As  for  the  underage-access  issue,  the 
cuiTent  system  isn't  much  of  a  model  of 
protection.  A  study  by  the  Health  & 
Human  Services  Dept.  determined  that 
more  than  half  of  those  aged  18  to  20 


drink  alcohol  eveiy  month.  It's  hard  to 
believe  that  minors  purchase  a  great 
deal  of  wine,  beer,  or  spirits  by  the  rel- 
atively expensive  and  slow  path  of  di- 
rect sliipment,  which  leaves  a  clear  trail 
of  credit-card  transactions,  when  they 
have  ready  access  at  the  comer  store. 
In  California  and  New  York,  where  di- 
rect shipment  to  the  home  has  long 
been  legal,  virtually  no  complaints  of  il- 


Ed's  most  obvious  asset  is  probably  his  hair.  But  his  most 
valuable  asset  is  his  company's  reliability,  thanks  to  Williams. 

Customers  can  count  on  you  when  you  count  on  Williams.  We're 
$18  billion  strong.  We're  America's  only  leader  in  both  energy  and 
communications,  serving  about  150,000  business  customers  with  a 
standard  of  reliability  and  innovation  that's  been  our  hallmark  for  90 
years.  Call  us.  Anything  less  ought  to  make  your  hair  stand  on  end. 


Williams 


Energy  •  Communications  •  Leadership 

1-800-WILLIAMS  •  WWW.WILLIAMS.COM  •  NYSE:  V 
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CORRECTIONS  &  OLARiFIGATIONS 

In  "High-Tech  Star"  (Cover  Story,  Mar.  15), 
$1  invested  in  EMC  Corp.  a  decade  ago 
would  be  worth  $363  today,  not  $36,196. 

A  table  in  "Sony's  shakeup,"  (Internation- 
al Business,  Mar.  22)  should  have  stated 
that  Sony  Group,  not  Sony  Electronics,  will 
shed  17,000  workers  over  four  years,  not 
three. 


legal  deliveries  have  been  made.  Yes, 
artificially  created  "stings"  can  show 
that  minors  can  obtain  licensed  bever- 
ages directly,  but  it  doesn't  happen  un- 
der normal  circumstances. 

Finally,  the  claims  of  tax  losses  ad- 
vanced by  dii'ect-shipment  opponents 
are  misleading.  Virtually  all  of  these 
sales  ai'e  ftilly  legal  witliin  the  80  states 
that  peiTnit  intrastate  shii:)ment  and  the 
14  states  that  permit  limited  quantities 
of  wine  to  be  shipped  to  their  citizens. 

Simon  Siegl 
President 
American  Vintners  Assn. 

Washington 

THE  STUFF  OF 

PRODUCTIVITY  GAINS  

I  was  pleased  to  hear  of  the  Federal 
Reserve's  analysis,  which  indicates  that 
productivity  is  gTowing  faster  and  stead- 
ier than  previously  thought  ("Long  live 
the  profluctivity  revolution,"  Editorials, 
Mar.  8).  Increased  productivity  is  our 
gi'eatest  hope  for  saving  Social  Secmity 
and  othei-  old-age  benefits.  As  the  older 
portion  of  the  population  continues  to 
grow,  the  younger,  shrinking  portion 
will  have  to  make  more  ancl  more 
"stuff."  It  now  appears  that  this  is  a 
realistic  possibility.  If  so,  we  will  be  in 
for  good  economic  times — low  unem- 
ployment with  more  interesting  work 
and  i)lenty  of  "stuff"  to  live  on. 

Robert  L.  Grinaker 
Charlottesville,  Va. 

YOUR  CLUNKER  ISN'T 
REALLY  WORTH  A  MINT 


"Donating  your  car?  Don't  be  duped" 
(Personal  business,  iVIar  8)  was  a  re- 
fi'eshing  light  on  an  intei'esting  prob- 
lem. It  is  nice  to  have  a  way  to  get  old 
cars  off  the  road,  but  it  is  coming  at 
the  expense  of  honest  taxpayers  as  well 
as  the  charities  you  refer  to. 

Sevei'al  major  charities  ai'e  pi'omoting 
car  donations  on  the  radio.  A  ft-equent 
claim — that  "you  may  save  more  in  tax- 


es than  you  could  get  by  selling  your 
vehicles" — is  actually  promoting  tax 
fraud.  The  Internal  Revenue  Sei"vice  al- 
lows you  to  claim  the  fair-market  value 
of  your  donation  to  a  charity.  To  benefit 
by  that  much  in  tax  savings,  you  must 
use  a  highly  inflated  value.  Charities 
suggest  using  the  Blue  Book  value;  how- 
ever, that  value  may  not  be  close  to  the 
value  of  your  particular  car. 

Ronald  E.  Miller 
Branford,  Conn. 

GIVE  TAX  BUCKS  BACK 

TO  THOSE  V^HO  EARNED  THEM 

Regarding  "This  is  a  tax  cut  whose 
time  hasn't  come"  (Economic  Viewtaoint, 
Mai'.  8),  it  would  be  funny  if  this  type  of 
thinking  didn't  cost  me  money.  I  am 
constantly  amazed  by  well-intentioned 
people  who  are  convinced  that  an 
across-the-board  tax  cut  to  return  a 
small  portion  of  the  surplus  is  some- 
how unfair  because  the  high-income 
earners  will  get  the  lion's  share. 

Perhaps  author  Robert  Kuttner  for- 
got about  the  origin  of  the  smplus:  a  re- 
mai'kable  tax  increase  at  the  high  end 
(up  from  28%  to  over  40%  in  the  past 
decade).  Now  that  the  government  col- 
lects too  much  money,  what's  wrong 
with  rolling  that  back  a  little'?  No,  we 
are  told,  that  would  be  redistributing 
wealth  from  the  poor  to  the  rich.  Well, 
raising  taxes  on  the  high  earners  and 
giving  it  to  low  earners  is  called  redis- 
tribution of  wealth,  too. 

Gary  S.  Firestein 
San  Diego 

THERE'S  NO  SECRET 

BEHIND  DELL'S  SUCCESS  

Michael  Dell  does  indeed  reveal  the 
key  to  his  success  ("Don't  look  for  Dell's 
secrets  here,"  Books,  Mar.  8).  It's  just 
not  really  a  secret.  Michael  had  one 
veiy  good  idea — to  sell  pes  direct.  One 
good  idea  driven  by  an  ambitious,  enei'- 
getic  man  with  a  reasonable  amount  of 
common  sense,  above-average  intelli- 
gence, and  good  social  skills  is  enough. 
Wliat  makes  you  think  that  successful 
businesspeople  must  be  visionaries  or 
geniuses? 

Ken  Dreyfack 
Paris 

THE  BEST  OF  THE  BEST 

DESERVE  BETTER  

I  am  the  wife  of  a  former  active-duty 
officer  of  the  U.  S.  Marine  Corps  and 
cmrent  resei-vist  ("Pushing  the  pay  en- 
velope," Economics,  Mar  8).  Most  civil- 


ians have  no  inlding  what  militaiy 
like.  As  I  stood  by  my  husband  thi 
two  six-month  deployments  to  the 
die  East  in  two  years  and  all 
months  of  wami-up  training,  it  was 
for  me  to  tell  him:  "This  is  too  mu 
a  strain  on  our  family.  It's  time  to 
for  a  new  career." 

This  is  the  reason  my  husband 
liis  j)ilot  fiiends  are  leaving  the  mi] 
in  droves.  Those  who  are  staying 
working  longer  hour's  for  the  same 
with  longer  deployments  to  Bosnia 
Saudi  Arabia.  My  husband  anc 
friends  love  being  Marines,  and 
are  proud  to  be  associated  with 
best  of  the  best.  But  when  you 
them  flying  Vietnam-era  helicopter; 
outdated  military  trainers — and 
"newer"  aircraft  is  more  than  10  a 
off — it's  easy  to  read  the  handwi' 
on  the  wall. 

Military  families  are  looking  for 
stability,  not  less.  The  avei'age  mil 
family  moves  eveiy  two  or  three  y 
If  the  transfers  could  be  every  thr 
five  years,  more  people  would  be 
ing  to  stay  in. 

Jeanine  Na\ 
La  Jolla,  ( 
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IE  TROUBLE 
ITH  GLOBALISM 


ver  read  Private  Eye,  the  old 
British  satirical  rag  that  was  at 
its  irreverent  best  in  the  early 

Among  its  memorable  routines 
hose  spun  around  Prime  Minister 
ret  Thatcher,  nicknamed  tin  A — 
ronym  of  her  trademark  exhor- 

"There  Is  No  Alternative."  This 
rescient:  Thatcher  and  Ronald 
1  were  then  presiding  over  the 
)f  what  we  nov/  call  globalism. 

one  feature  of  the  phenomenon 

out  today  above  all  others,  it  is 
lumption  that  a  globalized  econo- 
indeed  inevitable.  "Elite  Ameri- 

0  not  merely  approve  of  global- 
Edward  Luttwak  wiites  in  his 

)ok,  Tiirbo  Capitalism:  Winners 
osers  in  the  Global  Economy. 
treasure  it  as  their  only  common 
y,  almost  a  religion." 

1  Luttwak's  book  and  that  of 
C.  Korten,  The  Post-Corporate 
Life  After  Capitalism,,  are  the 

i  heretics.  Neither  takes  global 
its  current  form  as 
tg  more  than  a  pass- 
ise.  Luttwak's  work 
porous  critique  of  a 
that  he  believes 
ther  evolve  or  col- 
from  its  excesses, 
ith  that  conclusion, 
count  comes  to  an 
halt — and  there 
,  begins.  The  Post- 
ute  World  is — well, 
;  for  everybody.  It 
.  unfortunate  New 
st  that  is  often  try- 
•op  what  prejudices 
ly  harbor  toward  such  notions  as 
-ary  consciousness,"  though,  and 
d  a  thought-provoking  argument 
effect  that,  as  Korten  says,  "our 
.  is  in  the  midst  of  a  profound 
[ling  to  a  new  appreciation  of 
means  to  be  human."  Don't  wor- 
mly  sounds  like  claptrap. 
;t  vrorry  about  Luttwak,  either, 
y  vmtes  hke  a  leftist.  Tlie  market 
.  in  its  privatized,  deregulated, 
■^st  phase  has  become  more  de- 
A^e  than  creative.  Turbo  Capital- 


"flSf- 


lorooroie 
Hoiid 


TURBO 

CAPITALISM 

Winners  and  Losers 
IN  THE  Global  Economy 

EOWARO  LOTTWAK 


ism  is  a  sustained,  sometimes  savage 
attack  on  our  failure  even  to  see  this — 
to  say  nothing  of  debating  it  in  any  se- 
rious fashion.  But  it's  friendly  fire. 
Luttwak  is  a  longtime  fellow  at  the 
Center  for  Strategic  &  International 
Studies,  the  Washington  think  tank. 
Anyone  familiar  with  his 
work — notably  The  Endan- 
gered American  Dream, 
published  in  1993 — knows 
his  abiding  admiration  for 
the  mai'ket's  way  of  sweep- 
ing aside  inefficiencies  and 
I'eleasing  new  economic  en- 
ergies. 

The  problem,  Luttwak 
says,  is  pace.  After  20 
years  of  relentless  deregu- 
lation and  market-opening, 
we've  turbocharged  the 
destruction-and-creation 
process  essential  to  a  competitive  econ- 
omy's advance.  The  speed  of  stmctui'al 
change  now  "bratally  exceeds  the  adap- 
tive limits  of  individuals, 
families,  and  communities," 
Luttwak  writes.  And  the 
process  is  not  creating 
what  we  want.  Instead,  it's 
leading  to  minuscule  ag- 
gi'egate  wage  gains  (in  the 
U.  S.),  high  unemployment 
(in  Europe),  and  rampant 
economic  insecurity  (pret- 
ty much  everywhere).  Only 
a  few  forlorn  holdouts — 
Luttwak  singles  out  France 
and  Japan  in  particular — 
now  resist  the  pattern. 
Those  not  fully  tur- 
bocharged have  only  to  look  at  Ameri- 
can society  to  see  globalism's  mixed 
blessings.  Turbocharging  produces — 
along  with  Wall  Street's  "financial  ac- 
robats" and  liigh-tech  "New  Titans" — an 
upstairs-downstairs  society  vrith  "Vic- 
torian patterns  of  income  distribution," 
Luttwak  says. 

He  also  links  turbo  capitalism  to  a 
trend  in  America  to  stifle  criticism  of 
the  role  of  markets.  "Free  markets  and 
unfree  societies  go  hand  in  hand,"  the 
author  asserts.  The  orthodox  logic  is 


David  CKoRTEis 


Lii'f;  : 

AFTER 
CAPITALISM 


just  the  opposite,  of  course.  But 
Luttwak  sees  the  "sovereignty  of  the 
market"  as  an  accepted  fact  that  has 
now  become  unchallengeable.  The  anger, 
insecurity,  and  frustration  that  global 
markets  can  generate  have  no  outlet  in 
ordinary  political  dissent.  The  result  is 
an  intolerance  Luttwak  calls  the  "New 
Prohibitionism."  The  author  finds  this 
in  everything  from  stricter  statutes  and 
longer  prison  sentences  to  smoking 
bans,  an  insistence  on  "politically  cor- 
rect" speech,  and  an  obsessive  concern 
with  thinness. 

Luttwak  barely  disguises  his  disdain 
for  some  cuirent  responses  to  the  soci- 
ety he  describes.  Coiporations  are  not 
moral  entities  and  shouldn't  be,  he  says; 
the  liberal  notion  that  any  group  of 
corporate  "stakeholders" 
should  have  the  same  say 
as  stockholders  is  simply 
unworthy  of  serious  con- 
sideration. What's  left? 
Luttwak  thinks  capitalism's 
fate  lies  in  the  hands  of 
that  entity  our  age  has  im- 
spai^ingly  defamed:  govern- 
ment, whose  role  is  to  mit- 
igate the  system's  social 
disruptions.  The  alterna- 
'iZiXZZ^  tive,  as  Luttwak  sees  it,  is 
rising  resentment  among 
tui'bo  capitalism's  vast  class 
of  losers,  followed  by  a  wave  of  pop- 
ulism— probably  of  the  right-wing  va- 
riety Luttwak  witnessed  as  a  child  in 
Italy. 

Of  course,  it's  hardly  original  to  sug- 
gest that  capitaHsm's  excesses  must  be 
subdued  lest  something  even  messier 
take  its  place.  Franklin  Roosevelt's  New 
Deal  was  motivated  by  just  this  sort  of 
thinking.  In  the  "controlled  capitalism" 
of  the  1930s  thi-ough  the  1970s,  Luttwak 
sees  not  just  inefficiency  but  also  "the 
hidden  advantages  of  stability":  secure 
incomes  that  encouraged  savings  and 
investment.  These  benefits,  he  says,  of- 
ten get  overlooked,  since  "the  chain  of 
consequences  that  nans  from  social  sta- 
bility to  economic  gTow^h  is . . .  complex, 
and  passes  through  certain  psychological 
linkages  that  are  alien  territory  for 
economists." 

To  these  arguments,  Luttwak  brings 
detachment,  sometliing  that  has  become 
regi'ettably  rare.  Indeed,  the  best  thmg 
about  his  books,  whether  you  agree  with 
them  or  not,  is  the  agile,  independent  in- 
tellect at  work  in  them.  It  makes  him, 
among  other  things,  a  superb  social  crit- 
ic. The  connection  he  makes  between 
turbo  capitalism  and  America's  Calvinist 
ethos — the  rich  are  rich  because  God 
has  blessed  them — is  nonpareil.  And  in 
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In  the 


information  revolution 


1 


Otis        Carrier        Pratt    &   Whitney  Siko 


workforce  should  be 


trained  to  win 


(on  circuits  like  tliis). 


The  information  revolution 
has  put  market  competition  into 
overdrive.  Now  more  than  ever,  the 
race  belongs  to  the  smartest.  Read: 
skilled,  schooled,  possessing  pedal- 
to-the-metal  determination. 

United  Technologies  fast-tracks 
its  employees  by  investing  over 
$50  million  each  year  in  its  Employee 
Scholar  Program.  Tuition,  books, 
paid  time  off  for  people  aiming  at 
a  degree.  And  a  generous  stock 
award  on  graduating. 

As  far  as  we're  concerned, 
simply  cruising  through  the  Information 
revolution  is  the  same  as  standing 
still.  So  that  leaves  only  one  other 
course  of  action. 


Iton  Standard      UT  Automotive 


United 

Technologies 


veiy  pleased  to  congratulate  Bruce  Fleisher  on  his  tremendous  victory  at  the 
American  Express  Invitational  Presented  by  Business  Week. 


We  \\'ould  also  like  to  extend  our  congratulations  to  the  54  baseball 
legends  and  78  SENIOR  PGA  TOUR  players  who  made  the  Invitational 

a  winning  experience  for  all. 
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BOTH  LUTTWAK  AND  KORTEN  AGREE  THAT 
GLOBALISM  MAY  BE  ONLY  A  PASSING  PHASE 


]|  ng  the  American  underclass,  he 
H  hat  its  "famous  pathologies" — 
:  mil  addiction  ciiief  among  them — 
pathologies  but  rational  choices, 
-lu'ely  less  painful  to  be  chroni- 
iicmployed  if  one  is  7iot  sober, 
t',  and  filled  with  a  desire  to 
I  a  satisfying  job,"  he  obsei'ves. 
■  II  Ti-ansylvania  and  educated  in 
^  1(1  England,  Luttwak  admii'es  his 
]  I  country.  But  he  casts  a  cold 
nil  it — one  never  clouded  with 
I  -cntiment  or  ideological  fei-vor. 
1)1)  capitalism,  too,  shall  pass," 
ik  writes.  The  trouble  with  this 
iiig  sentence  is  that  it's  the  last 
I  he  text.  Luttwak  beheves  that 
:n  an  era  of  overproduction  and 
i  n,  and  that  we're  destined  even- 
i  to  reenter  a  "scarcity-inflation" 
;  He  also  calls  for  "a  new  political 
I        But  he  never  tells  us  what 
I  tiling  would  look  like.  It's  Tiirbo 
J  'i.-iiiis  one  serious  lapse. 
)  (1  Korten,  a  management  expert 
1  doctorate  from  Stanford  Univer- 


sity's Graduate  School  of  Business,  is 
anything  but  shy  as  to  visions  of  the 
futui'e.  After  30  years  as  a  development 
worker  in  Asia,  Aliica,  and  Latin  Amer- 
ica, Korten  believes  we  humans  have 
ridden  the  capitalist  tiger  rather  longer 
than  we  should  have.  His  last  book. 
When  Corporations  Rule  the  World, 
published  in  1995,  sui-veyed  globalism's 
costs  in  human  and  environmental 
teiTTis.  In  The  Post-Corporate  World,  he 
looks  into  alternatives  that  he  sees  tak- 
ing shape  in  various  parts  of  the  world. 
Korten,  in  effect,  seeks  to  tell  the  story 
beneath  the  mainstream  tale  of  global- 
ization's triumph. 

Korten  delivers  no  new  ideology. 
He's  concerned  with  a  renovated  ver- 
sion of  what  we  already  have:  Democ- 
racy and  market  economics  are  the 
twin  pillars  of  his  post-corporate,  post- 
capitalist  world.  From  these  flow  some 
familiar  notions:  strengthened  civil  so- 
cieties, corporate  stakeholding,  sus- 
tainable growth,  local  business  net- 
works. But  that's  just  the  beginning. 


This  book  delves  into  biology,  holistic 
health,  the  rights  of  the  planet,  and  so 
on — all  in  the  service  of  a  theme  fairly 
summarized  as  life  vs.  capitalism. 

This  is  beyond  "big  think."  In  fact, 
The  Post-Corporate  World  is  positively 
cosmic — and  thinly  stretched  as  a  re- 
sult of  its  outsize  ambition.  Where 
Luttwak  is  hard-edged,  Korten  is  never 
far  from  the  touchy-feely  precipice,  and 
sometimes  he  falls  deep  into  it.  But 
Korten  shares  two  central  ideas  with 
Luttwak:  Neither  believes  our  cuirent 
course  is  inevitable,  and  both  think 
economies  and  markets  should  sei-ve  so- 
cieties, and  not  the  other  way  around. 
Korten's  book  is  valuable  because  it  in- 
vites us  to  do  something  we  rarely 
bother  about:  to  reimagine  ourselves. 
Eclectic  thinkers  will  find  much  to  pon- 
der in  it — people  like,  say,  Edward 
Luttwak. 

BY  PATRICK  SMITH 
Smith,    a   former  correspondent 
abroad,  is  the  author  of  Japan:  A 
Reinterpretation. 


Technology  &  You 


BY  STEPHEN  H.  WILDSTROM  

NECK  AND  NECK  IN 
THE  BROWSER  RACE 


Microsoft's  newest 
entry  certainly  equals 
Netscape  and  even 
outdoes  it  in  E-mail 

Just  about  four  yeai-s  liave 
passed  since  Netscape 
Navigatoi",  the  first  com- 
mei'cial  Web  browser,  liit  the 
mai'ket.  In  the  breakneck  pace 
of  Internet  time,  that's  long 
enough  for  a  product  to  go 
fi'om  wild  experiment  to  ma- 
tmity.  And  the  latest  release 
of  Microsoft's  Web  browsing 
and  E-mail  package,  Internet 
Explorer  5.0,  makes  it  clear 
that  browsers  have  gi'own  up. 

The  new  Windows  version 
of  IE  was  to  be  available  for 
download  from  www.micro- 
soft.com/ie  on  Mar.  18.  A 
Macintosh  edition  is  still  in 
the  works. 

The  fii'st  thing  that  stmck 
me  when  I  installed  the  new 
IE  5  was  not  what  was  new 
but  what  was  gone.  The 
"channel  bar,"  a  silly  and  lit- 
tle-used featui'e  of  IE  4  that 
provided  automatic  downloads 
fi"om  selected  Web  sites,  is  no 
longer  installed  unless  you  ask 
for  it.  Instead  of  piling  on  new 
features,  Microsoft  has  shifted 
its  emphasis  to  ease  of  use 
and  performance,  particularly 
sj^eed  and  reliability. 

The  hours  that  I  have 
spent  vdth  the  Windows  ver- 
sion of  the  new  browser  sug- 
gest that  Microsoft  has  to  a 
large  extent  succeeded.  Given 
the  vagaries  of  the  Web,  the 
company's  claim  of  faster 
downloads  was  all  but  impos- 
sible to  test.  But  IE  feels  a 
bit  snappier  than  Netscape, 
and  it  definitely  opens  Mi- 
crosoft Woi'd  attachments  and 
loads  and  i"uns  Java  progTams 
faster  The  best  thing  I  can 


say  about  ie  5  is  that  I  have 
yet  to  have  it  crash. 
(Netscape's  new  Communica- 
tor 4.51  is  a  bug  fix  that  ap- 
pears to  have  reduced  the 
progTam's  occasional  tendency 
to  crash.) 

In  terms  of  features,  ie  5 
brings  Microsoft  up 
to  par  with  the  ver- 
sion of  Communica- 
tor  introduced  late 
last  year.  If  you  type 
in  "Ford  Ranger"  as 
a  Web  addi'ess,  the 
browser  will 


com)  to  suggest  sites  simi- 
lar to  any  page  you  are 
browsing. 

The  only  ti"uly  new  featui'e 
in  IE  5  is  not  one  that  I 
found  useftil.  The  "radio  bar" 
is  a  toolbar  that  makes  it 
easy  to  tune  in  stations  that 
broadcast  over  the  Internet. 
The  trouble  is  that  the  sound 
quality  is  dismal,  and  except 
for  the  occasional  distant 
sports  event,  I'd  rather  use  a 
real  radio. 

In  the  end,  your  choice  of 
a  browser  really  comes  down 
to  a  question  of  whose  but- 
tons and  menus  and  style  of 
organizing  bookmarks  you 


WHAT'S  NEW  IN  INTERNET  EXPLORER  5.0 

•  Bug  fixes  greatly  reduce  crashes. 

•  Autosearch  allows  you  to  find  Web  sites  by  typing  a 
topic  in  place  of  an  address. 

•  Smart  auto-completion  makes  typing  addresses  easier. 

•  Easy  tuning  in  to  Internet  radio  broadcasts. 

•  Outlook  Express  mail  program  works  with  Web-based 
mail  services  such  as  Hotmail. 


automatically  give  you  a  list 
of  likely  sites,  including  the 
official  Ford  trucks  home 
page.  This  resembles  a  fea- 
ture introduced  by  Netscape 
in  Communicator  4.5.  Simi- 
larly, Internet  Explorer  uses 
a  database  provided  by 
Alexa  Internet  (www.alexa. 


prefer.  Both  the  Netscape 
and  Microsoft  browsers  are 
very  good.  Market  shares 
seem  to  have  stabilized,  with 
each  of  them  accounting  for 
about  half. 

Where  Microsoft  has  a 
clear  edge  over  Netscape  is 
in  the  Outlook  Express  mail 


progi'am  that  comes  as 
of  the  IE  package.  Unlik 
Messenger  componen 
Netscape  Communicator, 
look  Express — not  to  be 
ftised  with  Microsoft's  c 
Outlook  98  combination 
progi'am  and  contact  m 
er — makes  it  easy  to  h 
multiple  mail  accounts.  I 
up  to  check  for  mail  bo 
oui-  corporate  mail  serve 
with  my  Internet  se 
provider.  It  even  works 
Web-based  mail  services 
as  Microsoft's  Hotmai 
lets  you  manage  your 
sages  more  quickly  thai 
could  on  a  browser. 
SEPARATING  JUNK.  Ou 
Express  also  off( 
much  richer  se 
message-handling 
than  Messenger.  Fo 
ample,  it  allows  yc 

automatically  forward 
sages  selectively,  deper 
on  who  sent  them,  their 
ject,  or  key  words  ir 
message  body.  One  o 
nicest  features  of  test 
sions  of  Outlook  Exf 
was  an  option  that  autc 
ically  separated  all  suspi 
junk  mail  into  a  special 
er.  Unfortunately,  it's  n 
the  final  product  bee 
Blue  Mountain  Arts,  a  : 
of  online  gi-eeting  cards, 
a  court  injunction  bai 
the  inclusion  of  the  " 
spam"  feature. 

The  competing  mail 
browser  programs  cai 
mixed   and  matched, 
Netscape  Navigator 
Outlook  Express. 
Netscape  Messenger 
matically,  and  injdely,  ir 
itself  the  default  mail 
when  it  is  launched.  Bi 
that  means  is  that  you'll 
Messenger  if  you  click 
mail  link  in  a  browser 
dow  or  other  progi'am. 

The  happy  news  hei 
that  both  browsers  are 
good.  Even  better  is  the 
that    the  developers 
putting  their  energy 
making  the  software  i 
solid  and  easier  to  use,  n 
than  adding  dubious  bells 
whistles. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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TY  IS  MORE  THAN  SKIN  DEEP.  HENCE,  THE  250HP  ENGINE 


gineers  created  a  sedan  that  looks  sleek  and  seductive.  But  better  yet,  one  that  performs  magnificently.  The  Aurora, 
inologlcally  advanced  25ohp  V8  engine  gives  you  the  power  the  instant  you  demand  it.  The  Aurora  marries  beauty  and 
A  truly  exceptional  combination.  And  isn't  that  what  you  look  for  in  a  sedan?  Visit  our  Web  site  at  auroracar.com. 
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Value 

is  in  the  eye  of  the  beholder. 
It's  about  measuring  results  in  your 
terms.  Not  ours.  And  with  a  global  net- 
work of  85,000  people  who  share  your 
view  of  value,  you'll  get  more  than  your 
money's  worth.  Together,  we  can  be 
more  resourceful.  Bank  on  it. 
www.ey.com 
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From  thought  to  finish: 


Economic  Viewpoint 


BY  ROBERT  J.  BARRO 


DOES  AN  INCOME  GAP 
PUT  A  HEX  ON  GROWTH? 


NO  LINK: 

Data  from 
both  industrial 
powers  and 
developing 
nations  show 
little  evidence 
that  income 
inequality 
hurts 

performance 


Robert  J.  Barro  is  a  professor  of  eco- 
nomics at  Harvard  University  and  a 
senior  fellow  of  the  Hoover  Ipst'tutior 
(rib',veek@hap;ard.edij; 


When  it  comes  to  promoting  economic 
growth,  there  are  those  who  favor 
"hard"  policies  and  those  who  be- 
lieve "soft"  ones  work.  Tlie  hai'd  girjup  ai-gues 
for  a  monetan"  policy  aimed  at  maintaining 
price  stability.  Also  central  is  fiscal  restraint — 
low  levels  of  public  expenditure,  efficient  tax 
collections,  low  marginal  tax  rates,  and  ef- 
fective public-debt  management.  Featured, 
too,  ai'e  poKcies  that  promote  gi-owth  thi-ough 
open  trade,  market-oriented  regulations,  and 
laws  that  preserve  property  rights  and  law 
and  order. 

The  soft-policies  group  favors  the  promo- 
tion of  democracy  (political  rights  and  civil 
liberties),  education  aimed  particularly  at 
women,  environmental  protection,  elimina- 
tion of  income  inequality,  and  promotion  of 
an  airay  of  civic  organizations,  ranging  from 
Boy  Scouts  to  choral  societies.  For  most 
people,  these  soft-policy  issues  represent 
goals  that  are  desirable  in  themselves.  The 
contentious  isstie  is  whether  these  policies 
actually  promote  economic  growth.  The  re- 
cent Nobel  prize  in  economics  awarded  to 
my  Hai-vard  colleague  Amartya  Sen  for  his 
work  in  famine  was  viewed  by  some  as  an 
endorsement  of  the  softer  road  to  economic 
development. 

DUELING  THEORIES.  One  way  to  test  whether 
the  soft  touch  w"orks  is  to  look  at  the  eco- 
nomic consecjuences  of  income  inecjuality. 
There  is  stibstantial  i-esearch  on  the  subject, 
including  some  of  my  own.  Inecjuality  tends  to 
be  highest  in  sub-Saharan  Africa,  notably 
South  Afi-ica.  and  in  Latin  America,  including 
Brazil.  Guatemala.  Cliile.  Hondtu-as.  Peiu,  and 
Colombia.  Tlie  lowest  inequality  is  in  Eui'ope, 
South  Asia,  and  such  paits  of  East  Asia  as 
South  Korea,  China,  and  Japan.  Interestingly, 
countries  with  Anglo-Saxon  origins — Britain, 
the  U.  S.,  Austraha,  and  New  Zealand — once 
had  low  levels  of  inequality  similar  to  Eu- 
rope, but  the  income  gap  has  widened  over 
the  past  10  to  20  years. 

There  are  many  economic  theories  about 
how  income  inequality  should  affect  gi-owth. 
but  they  ai'e  all  over  the  map.  For  example,  it 
is  supposed  to  be  bad  for  gi-owth  if  poor  peo- 
ple lack  the  resoiu'ces  to  invest  in  produc- 
tive educational  opporttmities.  It  should  also 
be  bad  for  gi'owth  if  the  disaffected  poor  tend 
to  riot  or  steal.  But.  on  the  other  hand,  in- 
equality may  enliance  economic  gi"owth  if  con- 
centrated resouiTes  ai'e  necessaiT  for  some  in- 


vestments and  if  the  rich  save  a  higher  ft 
tion  of  their  incomes. 

The  tiuth  is  that  empirical  e\idence  si 
1960  reveals  little  relationship  between 
degree  of  income  inequality  and  econoi 
gi'owth.  Some  countries  with  low  inequa 
gi-ew  rapidly,  such  as  Japan  up  to  the  ea 
1970s  and  South  Korea  and  Taiwan  o\er 
past  30  years.  Others  gi-ew  slowiy,  includ 
South  Asia  since  1960  and  most  of  Eui*op( 
recent  years.  Some  places  with  high  ineqi 
ity  grew  slowiy  since  1960.  including  mud 
stib-Saharan  Afiica  and  Latin  America.  1 
some  grew  quickly,  such  as  Botswana  ( 
star  of  African  growth  since  1960),  Brazi 
the  1960s,  and  Chile  in  the  past  10  years. 
QUESTIONS  FOR  EDUCATORS.  There  is  eve 
little  evidence  that  inequality  is  hairnful 
gi'owth  in  poor  countries  but  conducive 
gi'owth  in  rich  countries.  That  might  mak 
case  for  income-redistribtxtion  pohcies  to  p 
mote  growth  in  some  poor  places.  But  i 
same  reasoning  would  argue  against  polic 
that  coimteract  the  rise  in  inequality  that  1 
occiured  in  the  U.  S.  since  the  1970s. 

To  add  to  the  complexity,  inequality  its 
appears  to  evolve  as  economies  gi'ow.  In  1 
poorest  countries,  rising  incomes  tend  init: 
ly  to  widen  inequality,  probably  because  o: 
a  minority  of  the  population  benefits  fr 
entrance  into  modem  sectors  of  product! 
However,  once  average  income  exceeds  rouj 
ly  S2.000  per  pei*son.  economic  progi'ess  tei 
to  I'educe  inequality.  The  implied  inverted 
ciu"\"e  that  relates  inequality  to  average 
come  (named  for  the  Nobel-prize-winni 
economist  Simon  Kuznets)  has  also  been  foi 
to  apply  to  environmental  pollution.  That 
rising  incomes  first  increase  but  later  ( 
crease  the  amoimt  of  pollution. 

Another  finding  is  that  primaiy  educat 
lowers  inequality,  whereas  higher  educat 
raises  it.  Thus,  a  concem  for  ineqtiality  si 
gests  a  focus  on  widespread  provision  of  e 
mentaiy  schooling  in  developing  countri 
However,  this  jDolicy  is  unlikely  to  be  giw 
promoting  because  the  rate  of  econor 
gi-owth  responds  more  to  education  at  t 
secondaiT  and  higher  levels. 

The  bottom  line:  The  promotion  of  ei 
nomic  gi-owth  does  not  pro\ide  a  gi'eat  ba 
for  reducing  income  inequality.  The  main  thi 
that  can  be  said  is  that  the  overall  e\idei 
does  not  reveal  any  conflict  between  higl 
gi-owth  and  lower  inequality. 
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If  you  only  know  Compaq  for  PCs  and  servers, 
do  you  really  know  Compaq? 


Enterprise  computing.  It  s  the  IT 

bedrock  companies  are  built  on. 

And  all  over  the  world, 

these  mission-critical, 

enterprise-wide,  can't- 

fail  computing  systems 

come  from  a  source 

you  might  not  expect. 

The  wiirL  Vi  Compaq. 
U)  ingest 
telcos  use 
Compaq 

enterprise     Whose  systems  run  17 

solutions. 

And  the  next    of  thc  20  largest  stock 

10.  And  the 

10  after  that.    excHangcs,  worldwide? 

It  s  the  same  folks  who  enable 
over  60%  of  the  world's  interbank 
transactions.  Compaq.  Systems 
and  support  services  from  Compaq 
allow  hundreds  of  millions  of 
dollars  to  flow  safely  all  over  the 
world,  ev  ery  second  of  every  day. 
Eighteen  of  the  top  20  U.S.  banks 
use  us.  Over  100  stock  exchanges 
worldwide.  Sixt>'  percent  of 
the  planet  s  power  generation/ 
distribution  systems.  Ninet>-  percent 
of  the  world  s  microprocessor 
producnon.  (With  technologies 
like  fault-tolerant  NonStop^ 
computing,  weVe  a  natural  for 
24x7  reliabilit)-.) 

AltaVista -created  by  Compaq,  running 
on  Compaq  AlphaServer  systems-handles 
I  hillion  Internet  searches 
per  minith. 


Who  out-integrates  the  top 
integrators?  Including  IBM? 

This  may  surprise  you.  It's 
Compaq.  In  fact,  Compaq  beat 
out  the  biggest  names  in  IT  , 
integration  in  InformationWeek's 
annual  poll  of  IT  professionals, 
finishing  second  by  the 
slimmest  of  margins.  If  you 
need  to  get  the  most  out  of 
your  IT  investment,  we  don't 
just  have  the  answer.  We  are 
the  answer. 

Who  knows  SAP  R/3  like  no 
one  else  (except,  of  course,  SAP)? 

We  have  over  5,000  R/3 


set  an  all-time  TPC-C°  r 
running  OracleS  on  clu 
AlphaServer  systems.  In 
English?  We  can  help  yo 
things  in  a  few  seconds 
to  take  you  days. 

Who  helps  millions  of  e- 
users  explain,  expound, 
collaborate  and  just  plai 

Compaq  systems  and 
people  help  run  many  of  tl 
largest  e-mail  systems. 


Compaq 


installations  under  our  belts 
more  than  any  other  competitor. 
To  put  R/3's  enormous  power  to 
work  in  your  business,  why  not 
go  with  some  of  the  people  who 
know  it  best? 


WTio  outruns  everyone 
under  the  sun  (including 
Sun)? 


We're  also  the 
number  one  integrator  oft 
Microsoft  Exchange,  wid' 
400  global  customers.  If  \ 
got  a  large  project  ahead,  n 
We  can  be  a  big  hel|: 


Where  does  the 
enterprise  store 
gigabytes,  teraby 


Compaq's  lead  in  high-  wire   in  the  W(  ,rid   and  googolbytes? 

do  you  do  business^ 

performance  64-bit  UNIX      '  No  matter:  Once  again,  w( 

our  27.000  service 

computing  is  huge,  and        professionals  call    answer.  Compaq 

114  countries  home. 

growing.  For  example,  we  StorageWorks  deliv 


'd's  top  1 0  aerospace 
with  Compaq.  (There's  no 
ilatform  for  technical 
n  Compaq  64-hit  UNIX.) 

ay  of  multi-user  storage 
n  the  business.  And 
signed  to  solve  storage 
for  any  enterprise,  no 
ich  hardware  and 


I  ICll  llcliUWcllC  dllU  Mm 

rou  already  use:  ours,  ^ 

t'^one's.  H  A 

vho  knew? 


tock  online? 
I  your  pajamas? 

quarters  of  the 
jose  Compaq  to 
ns  of  subscribers 

Even  a  virtual 
Four  out  of  the    storefront  needs  a 

rock-solid  foundation. 
■fopular  Web       So  thousands  of  e-businesses, 

large  and  small,  tap  Compaq 
OWered  by  for  systems,  solutions,  support. 

Microsoft  chose  us 
.-nt  and  manage  the 
Lire  for  MSN.corri,! 
ista,  the  most  powerful 
guide  to  the  Internet? 
ist  run  it.  We  invented  it. 


Want  to  know  more? 

Need  more  details? 
More  case  histories? 
More  references? 
Better  answers  to  the 
toughest  IT  challenges 

there  are?  You'll 
find  them  online  at 
vsww.compaq.com/betteranswe 
Or  call  us  anytime  at 
1-800-AT-COMPAQ. 


COMPAQ 

Better  answers. 

www.compaq.com/betteranswers 


Mission-critical  NonStop  enteiprise 
systems  for  more  financial 
exchanges,  more  ATM  netivorks 
and  more  of  the  world's  top-tier 
banks  than  any  other  company. 
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Economic  Trends  I 


BY  GENE  KORETZ 

STAY  LOOSE  ON 
SOCIAL  SECURITY 

Uncertain  data  call  for  flexibility 

With  the  fu-st  Baby  Boomei-s  headed 
for  retirement  within  a  bare 
decade,  woriies  are  gi-owing  about  the 
huge  biu'den  tliis  gToup  will  place  on  the 
federal  budget  in  the  21st  centmy — and 
politicians  are  busy  unveiling  plans  to 
keep  Social  Seciunty  anti  Medicai-e  afloat. 

HoW'  realistic  are  such  fears?  In  a 
study  in  the  Journal  of  Economic  Per- 
spectives, Ronald  Lee  of  the  Univei-sity  of 
California  at  Berkeley  and  Jonathan  S. 
Skinner  of  Daitmouth  College  underecore 
the  liigh  degree  of  uncertainty  attached 

U.S.  LONGEVITY  STILL 
HAS  A  WAY  TO  GO 


PERCENT  Br  WHICH  LIFE 
EXPECTANCY  IN  OTHER 
NATIONS  EXCEEDS  U.S 
AVERAGE' 


_1_ 
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•BASED  ON  1996  DATA  (U.S.  EXPECTANCY:  76.1  YEARS) 
DATA:  RONALD  LEE.  UNIVERSITY  Of  CALIFORNIA  AT  BERKELEY 

to  current  demographic  and  economic 
projections. 

They  find  that  the  problems  facing  So- 
cial Secmity  and  Medicare  may  well  be 
underestimated,  but  that  there  is  also  a 
small  but  real  chance  they  will  prove 
niimageable.  Tlius,  instead  of  locldng  itself 
into  ch'astic  ovei'hauls  of  these  pi'ograms, 
the  government  should  adopt  a  flexible 
]jolicy  fi-amework  that  jjennits  changes  a.s 
develoi:)ments  warrant. 

On  the  demogi'aijliic  front,  the  authore 
take  issue  with  Social  Security  Adminis- 
tration projections  of  a  coming  slowdown 
in  Lm])rovements  in  U.  S.  life  expectancy, 
especially  among  the  elderly.  Life  ex- 
pectancy in  a  numbei'  of  other  nations, 
they  note,  is  not  only  higher  (chart)  but 
is  stUl  rising  i-apidly  among  older  people. 

The  good  news  is  that  this  may  not 
impose  significant  pressiu'e  on  Social  Se- 
cmity and  Mediciu-e.  Foi-  one  thing,  moi'- 
tality  rates  will  also  fall  among  woi'king- 
age  people,  increasing  the  payroll  tax 
take.  And  disability  rates  among  the  el- 
derly have  been  declining  rapidly,  lower- 
ing average  medical  needs. 

That's  not  all.  As  moi'e  people  live 


longer,  the  numbei-  in  their  last  year  of 
life — when  health-cai'e  outlays  explode — 
tends  to  decline.  And  end-of-life  costs 
are  far  smaller  for  the  oldest  elderly, 
who  exj^U'e  moi'e  I'apidly  and  receive  less 
heroic  medical  intei'vention  to  prolong 
then-  Uves.  Meanwiiile,  the  authors  be- 
lieve the  government  will  have  to  take 
steps  to  counter  the  biggest  long-term 
threat  to  Medicare:  fast-rising  outlays 
foi'  costly  new  technology. 

As  for  Social  Secuiity,  recent  produc- 
tivity gains  suggest  that  the  system's 
pi'oblems  could  be  more  manageable  than 
the  experts  believe.  But  those  gains  are 
only  a  few  short  yeai's  old.  Indeed,  all  of 
the  econoTTiic  and  demogi-apliic  trends  af- 
fecting the  system's  fiscal  soimdness  have 
exhibited  a  high  degree  of  vaiiability 
over  time. 

To  deal  with  this  variability,  Lee  and 
several  colleagiTes  have  calculated  the 
pi'obability  that  the  Social  Seciuity  tmst 
fund  will  iim  diy,  based  on  the  j^ast  per- 
fomiance  of  such  factors  as  fertility,  pro- 
ductivity, economic  growth,  and  real  in- 
terest rates.  LInder  ciurent  policy,  they 
see  a  50%  chance  of  this  happening  by 
2032,  the  year*  predicted  by  government 
officials,  and  87%  by  2045." 

In  the  face  of  such  imcertainty,  Lee 
and  Skinner  advocate  a  gradualist  policy 
that  responds  flexibly  to  Social  Security's 
(and  Medicar'e's)  fiscal  pr-oblems  as  they 
develop  or*  r-ecede.  If  shortfalls  appear 
imminent  and  younger*  wor'ker's  ar-en't 
doing  well,  for-  example,  then  it  might 
make  sense  to  cut  benefits — especially  if 
seniors  are  enjoying  healthier,  longer 
lives.  But  if  yormgster's  ar"e  tliriving  and 
oldsters  ar-en't,  then  tax  hikes  might  well 
be  mor'e  appr'opriate. 


ARE  THE  STATES 
FAT  AND  FOOLISH? 

Rainy  day  funds  may  be  too  slim 

Like  then"  big  brother-  in  Washington, 
state  governments  have  been  wal- 
lowing in  tax  r-evenues  in  r-ecent  year-s — 
and  doling  out  billions  in  tax  cuts.  Mean- 
while, then-  r-ainy  day  funds  and  general 
fLuid  reser-v'e  balances  have  risen  to  8.5% 
of  gener-al  fund  exijenditiu-es,  wiiich  ac- 
count for-  most  ciurent  outlays. 

What's  worrying,  says  a  r-epor-t  by 
Washington's  Center  on  Budget  &  Pol- 
icy Priorities,  is  that  this  amount  isn't 
near-ly  enough  to  weather  an  economic 
storm.  If  a  mild  r-ecession  similar  to 
the  1989-90  downturn  wer-e  to  occur 
next  year,  it  estimates  that  the  states 
would  need  to  at  least  double  their  r-e- 


serves  to  17.7%  of  annual  outla 
maintain  pr*esent  service  levels. 

Based  on  cur-- 
rent  r-eser-ves,  the      STATE  BUDGE 
study  finds  that     SKATE  ON  THIN 
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UNEQUAL  PAY 
STRIKES  OUT 

It  scores  poorly  for  baseball  te 


Economists  and  psychologists 
have  studied  the  impact  of  pa; 
fer-entials  on  cor^jor-ate  perfor-mance 
to  be  of  two  minds  (jn  the  subject, 
exper-ts  ar-gne  that  unequal  pay  is 
ficial — inspiiing  gi-eater  indi\idual 
and  i)r-oducti\ity.  Other-s  claim  that 
pay  differences  often  generate  dis; 
faction  and  poorer-cjuality  work. 

Both  views  may  be  valid,  depei 
on  the  degr-ee  of  inecjuality  and  th 
tur-e  of  a  business  and  its  worker-s.  I 
a  team  spoil  such  as  baseball,  un 
l)ay  doesn't  seem  to  pay  off.  That; 
finding  of  an  intriguing  study  ir 
Academy  of  Management  Jonrnc 
Matt  Bloom  of  Pur-due  LTrriversity. 

Using  two  measures  of  pay  di; 
sion.  Bloom  analyzed  how  they  afff 
both  individual  player-  perforrnarrce  a 
nal  team  standings  for  29  teams 
1985  to  1998.  Adjusting  for  such  fa 
as  past  perfoi-mance,  age,  experience 
pay  levels,  he  found  that  unequal 
distr-ibutions  tr-anslated  into  poorer 
for-  low'er--paid  player-s  on  a  numb 
per-foi-mance  measm-es — and  into  I 
standings  for-  then-  teams. 

The  proof  of  the  pudding:  Bloom  1 
that  tlri'ee  of  last  year-'s  divisional 
ner-s,  the  New  York  Yankees,  the 
Diego  Padres,  and  the  Cleveland  , 
ans,  each  had  one  of  the  smallest 
spreads  in  then-  respective  leagues, 
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With  the  average  length  of  an 


BUILDERS  EXPECT 
HOUSING  TO  SLOW  A  BIT 


IE  EXPANSION  IS 

riLL  LOOKING  SPRY-AT  EIGHT 

re  solid  growth  this  year,  but  low  prices  are  squeezing  earnings 

Retail  sales  volume  is  on  track  to  grow  at  an  annual 
rate  of  11%  in  the  first  quarter,  especially  since  week- 
ly sui-veys  showr  that  March  retail  buying  is  also  doing 
weW.  Since  goods  account  for  just  less  than  half  of  total 
household  purchases,  real  consumer  spending  may  be 
growing  in  excess  of  4%  this  quarter.  If  so,  real  gross 
domestic  product  is  more  likely  to  be  increasing  at  a 
rate  above  3%  than  below  it. 

Vehicle  buying  was  espe- 
cially robust  in  February,  but 
all  the  sales  categories  racked 
up  impressive  gains.  Once 
again,  purchases  of  building 
materials,  furniture,  and  ap- 
pliances rose  strongly,  reflect- 
ing the  housing  boom.  That 
demand  for  home-related 
goods  vdll  grow  further  this 
year,  since  consumers  continue 
to  furnish  their  new  homes  for 
months  after  buying  them. 

Demand  for  houses  may  soon  be  easing  up,  though. 
The  National  Association  of  Home  Builders'  Housing 
Market  Index  fell  for  the  third  straight  month,  to  69% 
in  March  (chart).  All  three  components — current  sales, 
expected  sales,  and  buyer  traffic — declined.  The  index 
is  back  to  its  level  of  last  spring.  But  even  then 
builders  were  breaking  ground  for  new  houses  at  a 
1.6  milUon  annual  rate.  That's  hardly  a  shoddy  number. 

And,  at  least  in  early  1999,  homebuilding  remains  a 
contributor  to  GDP  growth,  helped  by  mild  winter 
weather  Housing  starts  dipped  0.6%  in  February,  to  an 
annual  rate  of  1.8  million,  but  starts  this  quarter  are 
iiinning  above  their  fourth-quarter  average.  In  addition, 
single-family  starts  rose  in  February  for  the  fifth  month 


expansion  at  4/4  years,  the 
mt  up-cycle,  which  turned  8  this  month,  is  an  old- 
*.  In  fact,  only  one  upturn  in  the  postwar  era  last- 
tiger.  But  even  at  this  mature  age,  the  expansion  is 
nng  vibrant  domestic  demand  and  surprisingly 
nflation.  That  remarkable  combination  is  unheard  of 
is  late  stage  of  a  business  cycle,  when  production 
enecks  and  labor  shortages  are  usually  triggering 
tup  in  inflation. 

tter  still,  the  latest  data  suggest  that  this  good  for- 
will  continue.  Yes,  economic  growth  is  easing  up 
its  6.1%  spurt  in  the  fourth  quarter,  but  the  slow- 
looks  pretty  peppy.  Shoppers  are  crowding  stores 
t).  Manufacturing  is  creeping  back,  helped  by  lean 
ess  inventories.  And  housing,  although  dov^ai  from 
cord  pace  of  1998,  is  operating  at  a  high  level.  At 
ame  time,  inflation  is  virtually  nonexistent,  and  im- 
prices  seem  to  be  falling  again. 

For  Wall  Street,  healthy  de- 
mand and  low  inflation  are  a 
win-win  situation.  A  10,000 
Dow  Jones  industrial  average 
is  no  longer  a  wUd-eyed  dream 
(page  32).  And  long-term  in- 
terest rates  are  down  because 
the  bond  market  believes  that 
the  Federal  Reserve  will  not 
have  to  hike  short-term  rates, 
perhaps  for  the  rest  of  1999. 
That  belief  was  bolstered  on 
16,  when  Fed  Chairman  Alan  Greenspan,  speaking 
m  Francisco,  seemed  to  indicate  monetary  policy 
m  hold  for  now. 

i-tainly,  not  all  the  news  is  good.  Corporate  profits 
inemic  because  businesses  cannot  raise  prices 
gh  to  offset  rising  labor  costs.  The  rest  of  the 
1  remains  in  chaos,  and  falUng  foreign  demand  is 
iging  U.  S.  exporters.  While  these  factors  are  not 

it's  important  to  remember  that  future  profits 
global  uncertainties  have  great  influence  on  the 

market  and  inflation.  And  right  now,  they  are  the 

vulnerable  elements  in  the  outlook. 


PPERSARE  KEEPING 
TAILERS  VERY  BUSY 


RETAIL  SALES 


DAIfl:  COMMERCE  DEPT 


f  ESTIC  DEMAND,  on  the  other  hand,  looks  invin- 
1  Retail  sales  jumped  0.9%  in  February,  and  Janu- 
r  ;ales  were  revised  to  show  a  1%  gain,  instead  of 
1  »uny  0.2%  increase  originally  reported. 
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DATA:  NATIONAL  ASSOCIATION  OF  HOME  BUILDERS 


in  a  row,  to  a  20-year  high  of  1.41  miUion. 

THE  CONSUMER  AND  HOUSING  BOOMS  kept  some 

manufacturers  afloat  in  1998,  even  as  global  turmoil 
crippled  exporters.  For  1999,  that  split  vdU  probably  re- 
main. But  the  worst  from  the  Asian  crisis  seems  over 
even  as  Latin  America  becomes  a  question  mark. 

Total  industrial  production  rose  0.2%  in  February,  af- 
ter no  change  in  January.  Manufacturing  output  alone 
also  increased  0.2%  last  month — its  fifth  consecutive 
gain.  Factory  output  last  year  was  skewed  by  the 
strike  at  General  Motors  Corp.  and  the  subsequent 
production  rebound.  But  aside  from  that  distortion. 
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manufacturers  seem  to  be  gaining  ground  again  (chart). 

Not  surjirisingly,  the  biggest  output  increases  ai*e 
in  industries  that  cater  to  domestic  markets  or  that 
don't  face  much  competition  from  imports.  Those  still 
losing  are  in  trade-related  sectors.  So  makers  of  appli- 
ances and  computer-related  goods  are  doing  well,  but 
output  of  basic  metals,  textiles,  and  chemicals  is  down. 
Oil  and  gas  diilling  is  off  a  large  38.1%  from  a  year  ago, 
since  falling  oil  prices  worldwide  are  forcing  companies 
to  cap  wells.  Even  within  an  industiy,  the  effects  of  im- 
liorts  are  evident:  Light  tnack  production  is  booming, 
but  car  output  is  rising  only  slowly. 

The  rosier  outlook  for  manufacturing  is  helped  by  the 
lean  state  of  business  inventories.  Extra  goods  stocked 
by  manufacturers,  wholesalers,  and  i-etailers  grew  just 
0.1%  in  Januaiy,  and  the  ratio  of  inventories  to  sales  re- 
mains low.  At  the  retail  level,  the  January  ratio  dipped 
to  1.44,  the  lowest  reading  in  15  years. 

EVEN  IF  PRODUCTION  PICKS  UP  further,  manufac 
turers  and  other  businesses  will  face  a  hard  time  in 
1999,  in  terms  of  profits.  That's  because  they  lack  the 
power  to  raise  prices  high  enough  to  make  a  buck  in 
these  days  of  increasing  labor  costs.  Domestic  demand 
may  be  hot,  but  slack  foreign  markets  are  holding 
down  prices  eveiywhere,  including  the  U.  S.  In  partic- 
ular, with  worldwide  demand  for  raw  materials  down 
and  with  foreign  producers  selHng  at  just  about  any 


CHILE 


FACTORIES  ARE 
GAINING  GROUND 


price,  U.  S.  commodity  producers  are  getting  squee; 

Deflation  problems  are  most  acute  at  the  wholes 
level.  Producer  prices  of  finished  goods  fell  a  la 
0.4%  in  February.  Excluding  food  and  energy,  c 
prices  were  unchanged  after  falhng  0.1%  in  Janui 
Producer  prices  are  rising  from  a  year  ago,  but  t! 
mostly  reflects  the  price  hikes  in  tobacco  products. 

Recent  data  suggest  infla- 
tion will  remain  mild.  First, 
the  dollar's  rise  since  October 
may  be  exerting  downward 
pressure  on  import  prices 
again.  Nonoil  import  prices 
dipped  0.1%  in  February.  Sec- 
ond, business  executives  are 
downbeat  about  their  pricing 
power.  A  National  Association 
of  Manufacturers  survey  re- 
vealed that  44.2%  of  their 
members  say  their  product  prices  are  falling.  0 
28%  said  that  a  year  ago.  Consequently,  a  large  43, 
expect  their  profit  growth  to  fall  this  year. 

Weak  profits  remain  a  large  fly  in  the  economic  o: 
ment.  So,  too,  does  the  financial  turmoil  around 
world.  But  this  expansion,  old  as  it  is,  has  been  stn 
enough  to  shrug  off  these  obstacles.  And  right  m 
nothing  suggests  that  the  expansion  won't  mark 
ninth  anniversary  in  2000. 
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GOODBYE  COPPER,  HELLO  RECESSION 


Chile,  a  star  Latin  American 
economy,  is  entering  its  fu'st 
recession  since  the  early  1980s. 
Real  gi'oss  domestic  product  fell 
2.8%  in  the  last  quarter  of  1998 
and  will  probably  shrink  an  addi- 
tional 2.8%  in  the  first 
quarter.  The  downtum 
should  be  mild.  But 
the  economy  will  Likely 
expand  by  only  1%  in 
1999,  after  growing  an 
average  6.8%  over  the 
past  five  years. 

The  culprit  is  cop- 
per. Last  year,  the 
metal  accounted  for 
nearly  40%'  of  Chile's 
$14  billion  in  exports.  But  the 
global  downtui-n  has  reduced  de- 
mand for  all  commodities,  and 
copper  prices  have  hit  a  12-year 
low  (chart).  As  a  result,  govern- 
ment revenues  from  copper 


CHILE'S  BIG  PROBLEM 
CHEAP  COPPER 


SPOT  PRICE 


1,650 


1,550 


1,350 


)ULY3. '98  MAR  n/m 

A  U.S.  DOLLARS  PER  MtreiC  ION 
DATA:  LONDON  METAL  EXCHANGE 


plunged  to  $450  million  last  year, 
from  $1.7  billion  in  1997. 

Chile's  domestic  economy  is 
feeling  the  impact  of  copper's 
slide.  Unemployment  has  hit  a  3!^- 
year  high  of  7.5%,  and  industrial 
production  fell  6.9%  in 
Januaiy  fr'om  a  year 
ago.  To  combat  job- 
lessness. President 
Eduardo  Frei  an- 
nounced plans  on  Mar. 
11  to  award  public  in- 
irastructure  projects 
to  private  businesses, 
create  a  fund  to  fi- 
nance community-de- 
velopment ventures, 
and  increase  loan  subsidies  for 
small  and  midsize  companies. 

Monetary  policymakers  have 
also  tried  to  spark  up  the  $80  bil- 
Hon  economy.  The  Central  Bank 
has  cut  interest  rates  six  times 


since  October,  reducing  the  key 
interbank  lending  rate  from  14% 
to  7%.  Most  analysts  expect  addi 
tional  cuts  as  the  December  pres 
dential  election  approaches.  That 
could  weaken  the  peso,  which  hai| 
fallen  about  5%  against  the  U.  S. 
dollar  so  far  this  year.  But  the 
peso's  decline  is  not  a  major  wor- 
ry, since  the  ciurency  is  consid- 
ered to  be  ovei*valued  and  infla- 
tion is  below  4%. 

Despite  the  downtum,  Chile  is 
probably  sound  enough  to  avoid  i 
major  faUout  fi-om  the  tiu-moil  in 
nearby  Brazil,  which  buys  just  5^ 
of  Chile's  exports.  Moreover,  the 
CTirrent-account  deficit,  about  6.2"; 
of  GDP  last  year,  and  the  $2.5  bil- 
lion trade  deficit  will  likely  im- 
prove in  1999.  Until  world  eco- 
nomic gfowth  picks  up,  however, 
copper  prices  vdll  remain  a  di'ag 
on  Chile's  outlook. 
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\re  you  a 
awn  in  your 
401  (k)  money 
anager's 


game 


You  are  if  they  don't  have  a 
retirement-only  strategy. 


plan  ahead. 


Most  mutual  funds  lump 
investors  together  whether  they're 
saving  long-term  for  retirement 
or  short-term  for  a  car.  But  the 
Principal  Financial  Group®  takes 
a  different  approach.  When  your 
company's  plan  invests  with  The 
Principal"';  you  can  choose  options 
that  focus  only  on  retirement 
plan  money-and  nothing  else. 
This  investment  strategy,  backed 
by  over  a  century  of  financial 
expertise,  recently  resulted  in 
The  Principal  family  of  pension 
accounts  outperforming  all 
fund  families  in  a  commissioned 
study  by  Lipper 
Analytical  Service.* 
Combine  this 
with  our  low  fees,  out- 
standing guaranteed  service, 
and  an  impressive  array  of 
investment  options  and  you've 
got  one  of  the  best  values  in 
retirement  planning.  No  wonder 
more  employers  choose  us  for 
their  401(k)  plans  than  any  bank, 
mutual  fund,  or  insurance  com- 
panyf.  For  more  information, 
call  1-800-255-6613.  Then  tell 
your  current  provider,  checkmate. 


get  ahead. 


Plan  Ahead.  Get  Ahead." 

Financial 
Group 

.u  id  Pension  •  SecTirities  •  PPO  •  Home  Mortgages  •  life.  Health,  Dental  and  Disaloility  Insiinmce  •  Annuities  •  Mutual  Funds 

8  Principal  Life  Insurance  Company,  Des  Moines,  lA  S0392  *From  a  study  of  leading  mutual  fund  families  by  Lipper  Analytical  Service  commissioned  by 
■  icipal.  Results  based  on  a  5-year  track  record  through  I2/.31/97,  using  Lipper's  criteria  as  applied  by  The  Principal  for  their  separate  accounts  a,s  a  family. 
'O  magazine,  April/May  1998,  Senior  Financial  Executive  Ranking  Products  and  services  offered  through  Princip-il  Life  Insurance  Company  (The  Principal), 
its  subsidiaries  and  affiliates  Mutual  funds  and  securities  distributed  through  Princor  Financial  Services  Corporation  (member  SIPC) 
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Afte       hing  10,000,  can  the  Dow  keep  up  its  heady  { 


There  was  scai"cely  time  to  pop  the 
cork.  For  58  seconds,  on  the 
morning  of  Mar.  16,  the  Dow 
Jones  industrial  average  inched 
above  10,000.  But  the  sell  orders 
hit  the  Big  Boai'd  immediately,  and  70 
points  melted  away.  By  day's  end,  the 
Dow  closed  at  9930,  down  28.  The  next 
day,  it  fell  back  again  after  a  modest  i-al- 
ly  "and  closed  at  9879. 

The  betting  is  that  sooner 
rather  than  later  the  Dow 
wall  climb  above  10,000  and 
still  be  there  as  the  closing 
bell  rings.  The  June,  1999, 
Dow  futur-es  have  already 
closed  above  10,000  three 
times.  "Most  of  the  mile- 
stones haven't  been  crossed 
in  one  day,"  says  Ralph  J. 
Acampora,  Pi-udential  Secu- 
rities Inc.'s  market  techni- 
cian, who  was  almost  giddy 
over  the  Dov/s  bi-ush  with 
history.  "It's  exciting,  it's 
fim." 

TAMED  INFLATION.  Indeed, 
the  long  bull  market  that 
started  on  Aug.  12,  1982, 
with  the  Dow  at  776.9,  still 
packs  a  wallojj — even  after  a 
heroic  climb  that  has  netted 
an  elevenfold  increase  in 
stock  prices.  Better  still,  the 
fundamentals  are  there  to 
keep  the  market  aloft:  a 
powerful  domestic  economy, 
low  inflation,  low  interest 
rates,  and  a  baby-boomer 
generation  that  is  embrac- 
ing equities  in  the  hope  of 
securing  their  uncertain 
retii'ement. 


But  it's  also  not  likely  that  the  next 
IG'A  years  of  stock  market  history  will 
match  the  last.  A  good  part  of  the  up- 
ward revaluation  of  America's  equity 
came  from  tectonic  changes  that  smoth- 
ered inflation  and  allowed  interest  rates 
to  fall  from  the  mid-teens  to  the  5%  en- 
vii'ons.  So,  future  stock  price  increases 
vrill  he  far  mftiv  reflective  of  a  company's 


most  no  one  predicted  the  speed  ( 
Dov/s  ascent — 8.5%  from  Jan.  1  to 
15.  Most  of  the  50  forecasters  who 
polled  by  business  week  in  Decern! 
last  year  were  bullish  on  the  stock 
ket  for  1999,  but  only  nine  forec 
Dow  that  would  hit  10,000  by  mic 
18  predicted  10,000  by  yeai-end  (pag 
Abby  Joseph  Cohen — Goldman, ! 


DOW  JONES  INDUSTRIAL  AVERAGE 

•'JM  1,1982 
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old-fashioned  top-line  grov^rth  and  bot- 
tom-line perfoiTnance.  In  other  words, 
no  more  rocket  fuel. 

Indeed,  many  market  watchers  can 
give  you  reasons  to  beUeve  that  the  mar- 
ket could  stall  or  even  falter.  The  big 
fear:  the  awakening  of  inflation  and,  per- 
haps, a  new  climate  of  rising  interest 
rates.  Even  as  the  Dow  fliited  vrith  its 
record,  oil  prices  were  rising  (page  38). 
Also,  the  market  may  need  a  rest.  Al- 


&  Co.'s  investment  strategist — say> 
story  behind  this  sudden  move  is 
"the  U.  S.  economy  remains  in  very  ; 
condition."  What  also  counts,  she  a(l( 
that  "the  global  economy  is  not  quit 
fragile  as  we  thought  a  few  months  ' 
Emerging  Asia  is  stabilizing.  Euro]  - 
0.  K.,  and  Latin  America  did  not  go  t 
the  deep  recession  that  everyone  feai^' 
But  what  does  Dow  10,000  r4 
mean?  For  the  millions  of  investors  i 


32  BUSINESS  WEEK  /  MARCH  29,  1999 


MARCH  29,  1999 


y  not  get  the  same  boost  from  falling  rates  again 


ocked  away  their  401(k)  money  in 
funds,  the  Dow  has  little  rele- 
— since  those  funds  usually  track 
andard  &  Poor's  500-stock  index 
than  the  Bow's  30  stocks.  Ti-ue, 
)W  is  running  slightly  ahead  of  the 
lis  year,  but  last  year  the  s&p 
ed  the  Dow,  26.7%  to  16.1%.  "The 
pi  'ance  of  Dow  10,000  is  not  gi-eat," 


1 


nestment  strategist  Stuart  T. 
i  '  lan  of  A.  G.  Edwards  &  Sons  Inc., 
i  does  have  a  positive  psychological 
f  when  we  achieve  this  sort  of 
'!  mark." 

while  investoi-s  in  small-  and  mid- 
if,  ocks  may  welcome  a  psychological 
t,!  ey  d  probably  rather  see  their  stock 
)i  lies  rising.  Although  the  Dow  is 
)  thi-ough  Mai-.  17,  the  S&P  MidCap 
K   off  6.4%  and  the  Russell  2000,  an 


index  of  small-cap  stocks,  is  down  5.6%. 
"I  can't  get  excited  when  so  few  stocks 
are  participating  in  the  rise,"  says  An- 
thony F.  Dwyer,  chief  market  strategist 
at  Ladenberg,  Thalmann  &  Co. 

The  institutional  side  of  Wall  Street 
also  downplays  the  Dow's  quest  for 
10,000.  "It's  a  retail  media  event,"  says 
Chaiies  Albers,  jjortfolio  manager  of  the 


MAR  17,  1999 


PARTY  TIME:  'D  inl 

cheer  as  the  Doiv 
briefly  hits  10,000 


Oppenhi'iiut'i-  Main  Suvci 
Growth  &  Income  Fund. 
"But  the  Dow  Jones  indus- 
trial average — and  I  empha- 
size  the  word  industrial — is  not  a  good 
measiu-e  of  the  equity  market." 

Indeed,  many  Dow  companies  were 
leaders  a  generation  ago  but  look  down- 
right dowdy  in  the  silicon-tinged  New 
Economy.  Technology  companies  make 
up  19%'  of  the  S&P  and  half  of  the  nasdaq 


Composite  index.  The 
Dow  30  lacks  such  mai- 
ket  leaders  as  Microsoft 
and  Intel — the  fii'st  and 
tliii'd  largest  companies  by 
market  capitalization. 
GOOD  JOB  REPORT.  The  last 
teclinology  company  admit- 
ted   to    the    Dow  was 
Hewlett-Packai-d  Co.  in  1997. 
And  with  its  mediocre  bot- 
tom-line and  stock  perfor- 
mance since  then,  it  hardly 
represents  the  dynamic  ex- 
pansion in  high-tech.  The 
only  other  tech  stock  in  the 
Dow  is  IBM. 

Despite  all  that,  it's  still 
the  Dow  that  everybody 
from  cab  driver  to  captain 
of  industi-y  quotes.  So,  what 
is  its  latest  push  telling  us? 
Most  obviously,  the  Dow's 
record  reflects  a  rosier  con- 
sensus about  the  U.  S.  econ- 
omy. In  early  March,  the 
Dow  seemed  stuck  at  ai-ound 
9300,  stiTiggUng  against  an 
unfriendly  bond  market. 
Long-teiTii  interest  rates  had 
been  inching  up  since  New 
Year's,  especially  when  the 
Commerce  Dept.  reported 
that  the  economy  grew  at  a 
blistering  6.1%>  rate  in  the 
fomth  quaiter  But  that  was 
offset  by  the  Labor  Dept.'s 
best-of-both-worlds  report  on 
employment:  strong  job  gi-owth  to  buoy 
the  consumer  side  of  the  economy,  and 
slowing  wage  gi-owth  to  allay  fears  of 
inflation. 

The  Dow  came  roaring  back  with  a 
vengeance,  up  460  points  to  a  new  liigh 
of  9736  in  just  two  days,  paving  the 
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lore  potential  in  Europe,"  says  one  big  investoi 


way  for  the  drive  to  10,000  that  stalled 
on  Mar.  12.  Leading  the  charge  were 
sucli  consumer-oriented  stocks  as  Amer- 
ican Expi'ess,  Sears,  and  Citigi'oup.  But 
the  Dow  also  made  strides  with  the 
help  of  Exxon  and  Chevron,  which  ral- 
Hed  on  ofec's  call  for  production  cut- 
backs to  boost  sagging  prices.  That  also 
pushed  spot  oil  prices  higher 
and  helped  the  s&p  500  lut  new 
highs.  Four  of  the  seven  best- 
perfomiing  stock  gi'OUi:)S  in  the 
s&l'  this  month  were  energy- 
related. 

ZIPPY  NIKKEI.  The  oil  i-ally  may 
help  push  the  Dow  higher.  But 
if  it  sparks  inflation  fears,  bond 
yields  would  soon  rise  and 
equity  prices  would  drop.  Even 
now,  there's  an  uncomfortable 
disconnect  between  the  rapid 
rise  in  stocks  and  the  modest 
rebound  in  bond  prices  since 
early  March.  Depending  on  the 
valuation  model,  stocks  remain 
as  much  as  27%  overvalued 
relative  to  bonds.  While  that  is  not  a 
sell  signal,  it  suggests  that  stocks  vdll 
not  take  kindly  to  any  bad  news  like 
poor  profit  reports  in  April,  when  fii'st- 
quarter  results  roll  in.  The  last  time 
the  market  was  this  overvalued  was 
on  the  eve  of  last  year's  20% 
correction. 

Even  if  valuations  are  euphoric,  mar- 
ket sentiment  is  not,  says  Bemard  G. 


Schaeffer  of  Schaeffer's  Investment  Re- 
seai'ch  Inc.  in  Cincinnati.  He  says  polls  'of 
newsletter  advisers  show  bullishness 
high — but  not  at  current  peak  levels. 
Nor,  in  his  view,  does  trading  in  index 
options  indicate  gi'eat  optimism. 

Foreign  investors,  who  provided 
much  of  the  fuel  for  the  U.  S.  stock 
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market  in  early  1998,  are  not  overly 
bullish,  either.  "We  see  more  potential 
in  Europe,"  says  Martin  Luley,  a  port- 
folio manager  at  Commerz  Interna- 
tional Capital  Management  in  Frank- 
furt. And  the  new  zip  in  Japan's  Nikkei 
is  also  attracting  capital  that  might 
have  otherwise  flowed  to  New  York. 
Meanwhile,  the  flood  of  money  into  mu- 
tual funds,  a  staple  of  the  bull  market. 


has  slowed.  Robert  Adler  of  amg 
Services  says  that  money  going 
equity  funds  is  about  40%  behind 
1998  i"ate.  Laszlo  Birinyi  of  Birinyi 
sociates  Inc.  in  Greenwich,  Conn., 
his  own  informal  measure  of  inv( 
sentiment:  media  covei'age.  "We  ha 
seen  bulls  on  magazine  cover 
years,"  says  Birinyi.  Stil 
sees  the  Dow  hitting  12,00 
yearend  2000. 

Sentiment  and  psycho 
aside,  what  do  the  fundai 
tals  say?  Stocks  can  n 
gains  as  long  as  a  strong  e 
omy  with  low  inflation  pen 
But  the  1,100%  gain  that 
Dow  has  experienced  du 
this  bull  market  will  not  b< 
peated  in  the  coming  deca 
That's  because  falling  ir 
est  rates  have  a  powerful : 
tiplier  effect  on  stock  pri 
Edward  M.  Kersch 
PaineWebber  Inc.'s  investu 
strategist,  estimates  that 
average  stock  that  traded  with  a  pi 
earnings  ratio  of  8  or  10  vdth  rate 
14%  could  command  a  22  to  25  p-e 
der  today's  rate  environment.  If  ii 
tion  remains  tame,  there's  room  foi 
terest  rates  to  come  down  some  m 
But  when  they're  already  around 
they  can't  fall  another  9  percent 
points  again. 

By  Jeffrey  M.  Ladermmi  in  New  ] 


TOKYO'S  BULLS  MAY  SOON  RUN  OUT  OF  BREATH 


Investors  may  be  impressed  by 
the  Dow's  race  to  10,000.  But  for 
sheer  speed,  try  the  Nikkei.  The 
Japanese  index  has  risen  more  than 
twice  as  fast  as  the  Dow — by 
17.5%— since  Jan.  1,  and  by  Mar.  17 
stood  around  16,800.  Morgan  Stan- 
ley Dean  Witter  equity  guru  Barton 
Biggs  is  among  those  who  think  this 
signals  a  fundamental  turn  in 
Japan's  outlook  and  predicts  that 
the  Nikkei  will  hit  18,000  by  the  end 
of  the  year. 

The  Nikl<;ei  ty])ically  jumps  at  this 
time  of  year  as  Japan  Inc.  closes  its 
books  on  the  Mar.  31  fiscal  year.  In 
years  past,  officialdom  has  talked  up 
the  market,  or  more  ciiidely  rigged 
it  by  government  purchases  of 


shares,  to  prevent  banks  and  compa- 
nies from  having  to  take  big  losses 
on  then'  big  shareholdings  of  each 
other.  Then,  just  as  the  cherry  blos- 
soms annve  in  April,  the  market 
wilts. 

KICK-START.  Yet  foreign  money  man- 
agers, who  pumped  $5  billion  into 
Japanese  equities  in  Febniary  alone, 
are  betting  that  this  time  will  be  dif- 
ferent. They  cite  the  new  corporate 
restmcturings,  an  ultra-loose  mone- 
tary policy  and  a  historic  govem- 
ment  spending  drive  to  fix  the  banks 
and  kick-start  the  economy. 

Some  caution  is  needed,  though. 
Sure,  Sony  Corp.,  Japan  Aii'lines, 
and  other  blue  chips  have  unveiled 
credible  makeover  plans.  But  most 


companies  haven't.  Despite  a  $65  biljj 
lion  government  cash  infusion,  ING 
Barings  analyst  James  Fiorillo  fig- 
m*es  the  big  banks  won't  tui-n  decent 
profits  for  years.  Overall  cor}3orate 
earnings  are  expected  to  fall  an  avei| 
age  20%  this  year,  and  with  Tokyo 
facing  budget  deficits,  the  aid  that 
has  helped  many  sectors  could  end. 
Finally,  there's  the  yen.  Amid  the 
bullishness — and  massive  buying  by 
banks — it  has  risen  to  118  to  the  doll 
lar  since  early  March.  But  Merrill 
Lynch  &  Co.  senior  economist 
Ronald  Bevacqa  figm-es  it  will  head 
back  to  140  by  yearend.  That  would  f 
send  the  foreign  money  right  back 
out. 

By  Brian  Bremner  in  Tokyi 
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By  Peter  Coy 

HOW  DO  YOU  READ  THIS  CRAZY  MARKET? 


UPSIDE:  Chipmakers  use  a  shotgun  approach  to  turn  out  some  blockbusters 


Varning:  You  are  entering  the 
fifth  dimension.  A  dimension  in 
which  the  Dow  Jones  industri- 
i\  erage  has  five  digits,  a  new  In- 
u't  bottle  rocket  goes  public 
i  \'  five  days,  and  at  least  five  peo- 
you  know  are  day-trading  stocks 
n  home  in  their  underwear, 
^till,  the  craziness  surrounding 
:  bull  market  doesn't  necessarily 
m  stocks  are  overvalued.  Some 
>)!e  even  think  they're  undei-val- 
i.  Bar  ftimiture  has  been  de- 
lyed  in  arguments  over  this  veiy 
le.  In  fact,  that's  the  point:  The 
I'ket  is  harder  to  predict  than 
r,  and  the  old  measuring  rods 
le  up  short.  Investing  in  stocks 
ay  demands  a  high  tolerance  for 
•ertainty. 

Uame  the  high-tech,  high-gi-owth, 
li-volatility  New  Economy  for 
iniicating  things.  The  stock  mar- 
is dominated  increasingly  by  com- 
lit's  that  either  produce  technology 
Lise  it  intensively.  Technology  may 
e  grown  more  familiar  to  us,  but 
eifect  on  coi-porate  and  economic 
formance  is  still  unpredictable, 
s  just  a  huge,  gray,  amoiphous, 
zy  area,"  says  Martha  Ami'am,  co- 
hor  with  NaUn  KulatOaka  of  a 
V  book,  Real  Options:  Managing 
ategic  Investment  in  an  Uncertain 
lid.  Amram  and  Kulatilaka  calcu- 
'  that  the  volatility  of  30  New 
jnomy  stocks  they  track — includ- 
America  Online,  Microsoft,  and 
el — is  about  50%  higher,  on 


irage,  than  that  of  Dow  stocks. 
Of  course,  the  compensation  for 
atihty  is  the  promise  of  superior 
)wth.  That's  obvious  with  high- 
rs  such  as  Yahoo!,  but  it  is  in- 
•asingly  true  for-  a  broad  range  of 
npanies.  What  is  driving  the  Stan- 
"d  &  Poor's  500-stock  index  to  new 
;hs  and  historically  high  price- 
•ning  ratios?  PaineWebber  Inc. 
:es  that  in  1978,  energy  was  the 
?''s  biggest  sector,  with  an  18% 
ighting.  Now  it's  6%.  Technology's 
ire  is  19%,  up  from  12%. 


It's  far  too  soon  to  start  applying 
the  emerging  valuation  i-ules  for 
New  Economy  stocks  to  every  com- 
pany, of  course.  The  time-honored 
tool,  discounted-cash-flow  analysis, 
works  fine  for  valuing  such  compa- 
nies as  Coca-Cola  or  General  Motors 
that  are  in  fairly  predictable  busi- 
nesses. That  method  values  a  compa- 
ny by  calculating  the  cun'ent  value 
of  future  income  and  expenses. 

But  the  conventional  measure 
doesn't  do  much  good  for  many  New 
Economy  companies  because  their 
profits  are  so  far  in  the  futui'e  and  so 
uncertain  that  their  discounted  value 


becomes  meaningless.  Better  to  start 
by  thinking  of  such  companies  as  a 
portfolio  of  opportunities.  It's  useful 
to  understand  how  this  approach 
works  because  more  and  more  com- 
panies are  embracing  high-risk  and 
high-reward  strategies. 
VALUABLE  OPTIONS.  Consider  beat-up 
Advanced  Micro  Devices  Inc.  The 
chipmaker's  survival  depends  on  flex- 
ibility— choosing  the  right  options — 
because  it  lacks  the  reliable  cash  flow 
of  its  nemesis,  Intel  Corp.  amd  has 
lost  money  the  past  three  years.  But 


it  is  smack  in  the  middle  of  a  red-hot 
industry  that  constantly  generates 
new  business  opportunities.  Even  if 
most  don't  pan  out,  one  or  two  of 
those  options  could  turn  into  block- 
busters. At  the  moment,  amd  is  mak- 
ing inroads  in  the  sub-$  1,000  PC  mar- 
ket, where  mai'gins  ai'e  continually 
under  pressure.  A  conventional  ac- 
counting approach  might  tell  AMD  to 
close  shop  or  scale  back  sharply. 
That  would  be  a  huge  mistake  be- 
cause AMD  has  valuable  options — if  it 
can  choose  wisely. 

There's  a  lesson  here  for  investors 
in  all  segments  of  the  stock  market. 
Increasingly,  it's  important  to  look  not 
just  at  discounted-cash-flow  models 
but  also  at  a  company's  portfolio  of 
opportunities.  Pick  managers  who 
know  how  to  ditch  bad  ideas  quickly 
and  seize  on  new  ones.  Says  Lan-y  G. 
Chom,  visiting  professor  of  finance  at 
Thunderbird,  the  American  Graduate 
School  of  International  Management 
in  Glendale,  Ariz.:  "Tliis  really  places 
a  value  on  management's  ability  to 
exti-act  value  in  midstream  as  more 
information  becomes  valuable." 

Sorry  if  this  sounds  fuzzier  than 
what  they  teach  in  business  school. 
But  in  valuing  New  Economy  stocks, 
which  account  for  an  ever  gi-owing 
share  of  the  over-all  market,  it's  bet- 
ter to  be  approximately  right  than 
exactly  wrong. 


Coy  is  associate  economics  editor. 


VISION 


In  looking  for  New  Economy 
ocks,  pick  company  managers  who  ditch 
id  ideas  quickly  and  seize  on  new  ones 
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WALL  STREET 


WHY  THE  DOW'S  SURGE 
WAS  HARD  TO  DIVIHE 

Many  gurus  didn't  take  the  New  Economy  into  account 


M 


larket  forecasters  use  all  kinds 
of  tricks  to  predict  the  stock 
market,  from  the  length  of 
I  women's  skirts  to  whether  the 
NFf  or  AFC  wins  the  Super  Bowl.  But 
almost  from  the  moment  the  market 
began  its  record-setting  climb  to  Dow 
10,000,  in  1982,  the  experts  failed  to 
grasp  what  was  happening.  More  often 
than  not,  some  of  Wall  Street's  best 
minds  imderestimated  the  swiftness  and 
power  of  the  buU  market's  nm.  Just  ask 
Jefft'ey  Vinik,  ex-manager  of  Fidelity 
Investments'  Magellan  Fund.  He  re- 
signed in  1996,  after  he  became  con- 
vinced that  the  market  would  coiTect — 
and  effectively  kept  Magellan  on  the 
sidelines  as  the  bull  kept  chai'ging. 

How  is  it  that  on  the  road  to  Dow 
10,000,  so  many  were  so  wrong?  Over 
the  years,  numerous  seers,  including 
prominent  economists,  market  strate- 
gists, and,  yes,  joiuTialists  predicted  just 
the  opposite — that  today's  record  valua- 
tions could  not  hold  and  a  bear  market 
or  an  outright  crash  would  occiu'  at  any 
moment.  Once  in  a  while  they  were 
right:  Elaine  Gai'zai-elli's  famous  pi'edic- 
tion  of  the  1987  crash,  for  example.  But 
more  often,  the  seers  didn't  get  the 
whole  picture.  And  the  reasons  behind 
that  myopia  reveal  much  about  what 
has  driven  the  mai'ket's  poweiful  surge, 
and  what  might  push  it  up  fiuther — or 
sink  it — in  the  futm'e. 

Predicting  markets  is  certainly  no 


easier  than  forecasting  the  economy  or 
any  other  complex  phenomenon.  It  may 
also  be  true,  as  Lehman  Brothers  Inc. 
market  strategist  Jeffrey  Applegate 
notes,  that  "this  market  cycle  isn't 
marked  by  any  gi*eatei-  degi-ee  of  stu- 
pidity than  any  prior  cycle." 

StUl,  traditional  forecasting  failed  of- 
ten over  the  past  decade.  And  along 
with  Wall's  Street  miscues,  major  busi- 
ness publications  and  other  news  me- 
dia wamed  that  the  good  times  were 
about  to  end,  largely  echoing  the  views 
of  pundits  who,  ultimately,  were  wTong. 
In  recent  years.  The  Economist.  For- 
tune, Forbes,  and  Money  all  ran  cover 
stories  sounding  the  alami. 
RESILIENT  ECONOMY.  Most  often,  the 
pundits  go  wi-ong  by  extrapolating  too 
much  ft'om  the  information  they're  us- 
ing. BUSINESS  WEEK  did  this  famously  in 
1979  with  a  cover  stoi-y  that  predicted 
"The  Death  of  Equities."  The  thesis  was 
valid:  As  long  as  inflation  remained  Mgh, 
investors  would  avoid  equities  in  favor 
of  commodities  and  bonds.  But  those 
circumstances  started  to  change  in  late 
1982.  And  by  May,  1983,  business 
week's  cover  was  proclaiming  "The  Re- 
birth of  Equities"  as  the  bull  market 
was  gathering  steam. 

Some  of  Wall  Street's  sav\iest  veter- 
ans have  also  made  mistakes.  Merrill 
Lynch  &  Co.'s  top  strategist,  Charles 
Clough,  and  Cantor  Fitzgerald's  Bill 
Meehan  have  been  bearish  on  equities 


AUGUST  1979 
With  rates  near 
20%  and  the 
economy  wilting, 
stocks  seemed 
dead-and  were  for 
three  years.  By 
May,  1983,  a 
BUSINESS  WEEK 
cover  saw  The  Re- 
birth of  Equities." 


APRIL  1992 

Forbes  marshaled 
every  possible  argu- 
ment for  the  case 
that  stocks  were  al- 
ready highly  over- 
valued, when  the 
Dow  stood  at  about 
3250.  One  alarming 
statistic-p-e's  were 
flirting  with  18. 


delusions 
madMsof 

CROWDS 

The  crazy  things  peopi* 
saytoratianaHze 
stock  pnccs 


Predicted  Dow  10,000  in: 
but  months  ago  turned  be 
and  now  expects  a  marki 
7400  or  lower  by  yeareii 

EDWARD  YARDENi 

Deutsche  Bank 

for  more  than  two  years.  Noted  tec 
cal  analyst  Robert  Prechter  was  are 
the  first  to  predict  the  1987  crash,  bi 
1995,  as  the  Dow  neai-ed  5000,  he  w 
that  the  Dow  would  dive  below  50C 

Even  Wall  Street's  most  respe( 
strategist,  Goldman,  Sachs  &  Co.'s  A 
Joseph  Cohen,  missed  Dow  10,000. 
earned  her  reputation  by  avoiding 
perbole — exuding  a  sensible  bullishi 
and  continually  reassuring  investors  i 
ing  setbacks  that  the  long-i-un  pici 
for  equities  remains  strong. 

Pnidential  Securities  technical  i 
lyst  Ralph  Acampora  has  famously  ■ 
illated  between  bullish  and  beai 
tacks,  but  with  good  results.  Last 
gust  his  indicators  told  him  to  t 
bearish  on  the  mai'ket.  and  he  avoi 


MARCH  1996  U.S. 
News  scanned  the 
horizon  and  con- 
cluded that  maybe 
rates  had  fmished 
their  decline  and 
the  economy  was 
due  for  a  recession. 
Conclusion:  The  ag- 
ing bull  was  headed 
for  the  last  roundup. 
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m  Wall  Street's  most 
istently  accurate  bull 
)ed  short  of  predicting 
Dow  10,000 

ABBY  JOSEPH  COHEN 

Goldman  Sachs 

'  1  swoon,  only  to  become  bullish 
in  September. 

i  reason  the  path  to  Dow  10,000 
;en  littered  with  broken  forecasts 
t  old  models  have  proven  unreli- 

•  stocks  used  to  respond  predictably 
yvell-defined  set  of  variables,  in- 
ig  inflation,  interest  rates,  and 
!h  of  corporate  profits.  All  of  these 
n  important.  But  the  poweiful,  in- 
ngly  technology-driven  U.  S.  econ- 
I  las  had  such  a  dramatic  impact  on 
corporate  profits  and  investoi-  be- 

•  around  the  globe  that  traditional 
posts  have  not  applied.  "People 
1  this  bull  ran  because  they  tend- 

rely  on  static  economic  models" 
)ped  decades  ago,  says  Applegate. 
3  area  that  has  stumped  experts 


Influential  technical  analyst 
has  veered  between  bullish 
and  bearish,  but  correctly 
called  last  summer's  sell-off 

RALPH  ACAMPORA 

Prudential  Securities 

has  been  the  economy's  resiUence.  Last 
fall,  when  the  meltdown  in  emerging 
markets  spread  and  took  down  U.  S. 
equities,  analysts  and  business  publica- 
tions quicldy  concluded  that,  as  Foitune 
put  it,  "The  Crash  of  '98"  had  airived: 
The  bull  would  fade  as  the  market 
revalued  along  traditional  lines — which 
might  take  the  Dow  below  6000. 

Edward  E.  Yardeni,  Deutsche  Bank's 
chief  economist,  also  predicted  a  sharp 
sell-off  before  it  happened  last  fall.  He 
turned  bullish  again  last  October,  but 
now  he's  beaiish  again,  putting  the  Dow 
at  ai'ound  7400  or  lower  by  yeai-end  be- 
cause the  Y2K  problem  will  wi-eak  havoc 
on  earnings.  Yardeni,  in  1995,  was 
among  the  fii'st  to  predict  Dow  10,000  m 
2000.  He  says  many  misjudged  the  mar- 


ket because  they  underestimated  the 
power  of  baby  boomers  pouinng  mon- 
ey into  the  market  and  overempha- 
sized worries  that  strong  growth 
would  ignite  inflation  and  boost  in- 
terest rates.  Instead,  "we've  had  the 
best  of  both  worlds,"  he  says. 
Paine  Webber  Inc.  strategist  Edward 
Kerschner  says  people  "haven't  un- 
dei'stood  that  the  impact  of  low  in- 
flation on  equities  goes  up  geometri- 
cally when  interest  rates  fall." 
"AT  ANY  PRICE."  Strategists  have 
also  underestimated  investors'  ea- 
gerness for  high  retmTis.  Tlie  gi'owth 
of  mutual  fimds  has  led  to  trillions  of 
dollars  pouring  into  stocks.  And  fund 
managers,  under  constant  pressm-e 
to  outperform  mai'ket  indexes,  are 
paying  ever-higher  prices  foi"  stocks. 
Two  years  ago,  Fidelity  Investments 
abandoned  its  practice  of  not  buying 
companies  it  saw  as  overpriced.  In- 
stead, it  has  now  decided  to  pay  up 
for  companies  with  strong,  sustain- 
able profit  gi'owth.  Now  other  money 
managers  "are  looking  at  the  best 
companies  in  any  industry  and  are 
basically  buying  them  at  any  price," 
says  Edward  Nicoski,  mai'ket  strate- 
gist at  U.  S.  Bancorp  Piper  Jaffi^ay. 

Another  sign  of  foolish  excess? 
Sure,  say  the  bears,  noting  that  the 
mai'ket's  rise  has  been  driven  by  a 
relative  handful  of  large-cap  dariings, 
while  lots  of  other  stocks  languish. 
Nicoski  says  the  average  stock  has  fall- 
en 23%  over  the  past  12  months.  "The 
market  is  veiy  vulnerable  to  a  major 
shock,"  he  says. 

Cantor  Fitzgerald's  Meehan  takes  is- 
sue with  the  view  that  today's  high  stock 
prices  are  justified  because  the  so-called 
New  Economy  has  ushered  in  an  era  of 
higher  productivity,  low  inflation,  and  full 
employment.  "Wlien  there's  a  specula- 
tive bubble  it's  easy  to  think  things  will 
be  different  this  time,  and  it's  a  new 
era,"  he  says.  Maybe  so,  but  that's  the 
kind  of  thinking  that  failed  to  predict 
Dow  10,000. 

By  Geoffrey  Smith  in  Boston,  with 
Anne  Tergesen  in  New  York 


T  1997 

luld  the  U.S. 
ly  possibly 
riving  share 
up?  Money 
it  couldn't: 
IS  would 
D  drop  and 
w  could  tum- 
m  nearly 
0  6200. 
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Risks  an  rising. 
T*k*  piofiU  by  ca»llUi$  in 

Oar  24-poge  spetM  rtpttft 


APRIL  1998  Eight 
months  later,  valua- 
tions seemed  even 
more  unsustainable 
to  The  Economist.  It 
predicted  that  the 
asset  bubble  it  saw 
in  stock  prices 
would  inevitably 
burst-puncturing 
the  U.S.  economy. 


SEPTEMBER  1998 

Had  the  moment 
finally  arrived?  It 
looked  that  way. 
Russia  had  col- 
lapsed, sparking  a 
global  meltdown. 
The  Dow  sagged 
20%.  But  a 
crash?  Doesn't 
look  that  way  now. 


FORTUM 


The 


Can  The  yi 
U.S.  Economy 

Aminu's  mir 


symplom 
The  real  dansBT: 
ft  troubled  world 
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PETROLEUM 


IS  THE  OIL  SLUMP 
REALLY  OVER? 

Prices  are  up  30%  since  December-and  this  time  they  could  stick 


It  seemed  all  too  familiar.  Once  again, 
the  oil  producers  were  vowing  to  co- 
operate on  a  plan  to  cm-b  supply  and 
boost  prices,  opfx's  most  powerful  oil 
producers — energy'  supei-powei-s  such  as 
Saudi  Arabia,  Iran,  and  Venezuela — 
teamed  up  with  non-OPEC  Mexico  in  the 
Netherlands  in  mifl-March  to  discuss 
huge  cuts  in  output.  On  Mar.  12,  they 
announced  they  had 
reached  an  agreement 
to  slash  flaily  production 
by  more  than  2  million 
barrels.  Oil  prices  did 
not  do  much  in  re- 
sponse— rising  50c  a 
barrel  before  sinking 
back  to  around  $13.  Foi- 
oil  markets,  it  was  the 
equivalent  of  a  collec- 
tive yawn. 

Such  skepticism  is 
understandable.  After 
all,  the  Saudis,  Venezue- 
lans, and  Mexicans  promised  to  cut  pro- 
duction in  March,  1998,  and  again  in 
June.  Those  pledges,  however,  did  noth- 
ing to  prevent  the  southward  spiral  in 
crude  oil  prices,  to  a  yearend  low  of 
just  over  $10  a  baiTel — levels  not  seen 
since  the  1970s.  "Rarely  do  [opec  an- 
nouncements] deliver  good  compliance," 


A  COMEBACK  FOR 
OIL  STOCKS 


FEB.  2,  '99 

INDEX:  FEB.  2, '99=100 
DATA.  BLOOMBeRG  FINANCIAL  MARKEfS 


says  John  L.  Saucer,  an  oil  analyst  at 
Salomon  Smith  Bamey  in  Houston. 

But  this  time  may  be  different.  Not 
only  are  revenue-starved  oil  producing 
nations  more  serious,  but  also  global 
demand  should  begin  to  tick  upward 
this  year  at  the  same  time  that  the 
plug  is  being  pulled  on  marginal  pro- 
duction. While  that  may  spell  the  be- 
ginning of  the  end  of 
the  worst  oil-industry 
recession  in  decades,  it 
also  certainly  means 
that  the  fast-growing 
U.  S.  economy  in  1999 
will  not  enjoy  the  same 
kind  of  anti-inflationaiy 
lift  from  falling  oil 
prices  as  it  did  last 
year. 

Even  befo'-e  oil  min- 
isters secretly  assem- 
bled at  the  residence  in 
The  Hague  of  the  Al- 
gerian Aml^assador,  oil  prices  appeared 
to  be  ending  their  13-month-long  slide. 
Since  bottoming  out  in  December,  oil 
prices  have  risen  30%. 

Oil  company  stocks — the  big  market 
laggards  of  1998 — are  also  coming  alive. 
And  the  market  seems  more  convinced 
than  ever  that  higher  prices  for  oil  and 


S&P  500  COMPOSITE 


MAR.  17 


IRANIAN  RIG:  OPEC  ivill  pu 
2  million  barrels  less  a  da% 

stocks  will  stick.  "We're  now 
ing  that,  among  the  global  c 
cal  stocks,  energj'  is  of  inter 
says  Abby  Joseph  Cohen,  ; 
head  of  Goldman  Sachs's  'm\ 
ment-policy  committee, 
tliink  over  the  next  period  gl 
supply  outlook  will  improve. 

One  important  factor:  A 
demand  is  no  longer  falling 
1998,  collapsing  economies  j 
Malaysia  to  South  Korea  cai 
Asian  oil  consumption  to  sh 
by  an  unprecedented  6(X),000 
rels  a  day,  according  to  W 
ington's  Petroleum  Finance  C 
.  "This  year,  w^e're  looking  a1 
ther  flat  demand  in  Asia  or  < 
slightly  up,"  says  Roger  Dii 
Petroleum  Finance's  directo 
global  oil  markets. 

At  the  same  time,  rock-botton: 
prices  have  been  limiting  productio 
higher-cost  oil  outside  the  cartel.  A 
years  of  annual  increases  of  1  mil 
ban-els  a  day  or  more  from  non-OPE( 
patches  in  West  Africa  and  Latin  Ai 
ica,  w'ells  are  being  shut  down. 
year,  production  could  decline  bj 
much  as  500,000  bairels  a  day. 
PROMISE  KEEPERS.  Oil  companies 
also  cutting  exploration  budgets 
year — by  up  to  40%.  Production  has 
ready  ch'opped  in  many  places — rediu 
the  number  of  active  oil  rigs  ai'oundl 
world  to  the  lowest  level  since  i 
1940s.  These  moves  can't  be  revei' 
overnight.  "World  production  capa 
a  yeai"  or  tw'O  fcom  now  is  going  to  1 
lot  less  than  anyone  would  have  thoi 
two  or  three  years  back,"  says  Da: 
Yergin,  chainnan  of  Cambridge  Ei"^ 
gy  Research  Associates. 

Tliat's  why  (JPEc  promises  mean  nra 
tliis  time.  Also,  Saudi  Ai'abia  and  II 
are  on  friendlier  terms,  leading  tii 
more  cooperative  spirit.  And  the  u 
nomic  hardship  caused  by  low-  pricei 
expected  to  keep  perpetual  qu(i 
cheaters  such  as  Venezuela  and  Nig* 
in  line.  Perfect  compliance  isn't  ei 
necessary.  If  opec  cuts  just  1  milJ 
baiTels  a  day.  "that's  enough  to  remi 
the  suiplus  in  the  mai'ket  by  the  end 
the  year."  says  Salomon's  Saucer. 

That  doesn't  mean  oil  prices  ai'e  s) 
denly  going  to  stait  jimiping.  But  if  oi 
can  successfully  rein  in  production,! 
could  rise  to  the  high  teens  by  yeard 
That's  good  new^s  indeed  for  the  indusli 
But  for  the  Cinderella  economy,  it  ccl 
be  the  stroke  of  midnight. 

By  John  Rossant  in  Rci 
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£IGN  POLICY 


IT  COLD  ENOUGH 
RYOU? 

litical  chill  could  make  the  U.S.-China  talks  rough  going 


sident  Clinton  and  Chinese  Pre- 
u'v  Zhu  Rongji  will  have  plenty 
talk  about  when  Zhu  arrives  for 
r  visit  on  Apr.  8 — if  the  two  na- 
ii  e  still  on  speaking  terms, 
t  three  weeks  before  the  sum- 
'.S.-Sino  relations  have  turned 
\  (Ay  frosty.  Americans 
liirming  headlines  sug- 
lu  Beijing  stole  nuclear   '  ^( 
■ad  secrets.  Republicans 
■Liising  the  Clinton  Ad- 
ration  of  taking  a  dan- 
sly  lax  attitude  toward 
.  i;()p  Presidential  candi- 
are  calling  for  top  for- 
Kilicy  aides  to  resign.  De- 
iiic  Senator  Ernest  F. 
us  of  South  Carolina  has 
I  Jesse  Helms  (R-N.C.) 
iposing  a  Congi'essional 
in  China's  entry  into  the 
Trade  Organization.  And 
end  of  March,  a  bipar- 
l)anel  headed  by  Repre- 
i\e  Christopher  Cox  (R- 
)  is  expected  to  report 
he  U.  S.  failed  to  protect 
ech  secrets  from  Chinese 
ing. 

DLV  FACE.  For  its  part, 
ig  is  apoplectic  about 
ington's  talk  of  deploying 
ian  missile  defense  shield 
A'ould  extend  to  Taiwan, 
''s  testiness  about  U.  S. 
ring  over  human-rights 
s  and  irritation  that  WTO 
have  taken  so  long.  And 
I's  export-driven  econo- 
which  last  year  produced 
billion  trade  deficit  with 
f.  S. — is  slowing.  Exports 
11%  in  the  first  two 
is  of  the  year.  The  U.  S. 
;  to  prevent  a  devalua- 
3ut  Beijing  may  see  it  as  the  only 
1  to  keeping  its  export  machine 
ng. 

and  like  the  forecast  for  a  new 
ge  in  U.  S.-China  relations?  Tr-uth 
;e  deteriorating  climate  may  be 
:emporaiy.  Much  of  the  hardening 
S.  attitudes  toward  Beijing  is  dri- 
oy  election-minded  Republicans 
us  to  pounce  on  any  Administra- 
veakness.  Business  has  unleashed 
■my  of  lobbyists  to  head  off  ex- 
:m'bs  aimed  at  Beijing.  And  China 


seems  determined  to  make  headway 
on  WTO  talks.  With  exports  shrinking 
and  analysts  predicting  1999  growth 
could  fall  to  5%  from  last  year's  7.8%, 
China's  reliance  on  the  U.  S.  market  is 
gi'eater  than  ever. 

Even  if  the  GOP  succeeds  in  freezing 


Still,  the  U.  S.-China  relationship  wall 
be  tough  to  manage.  Last  year.  Con- 
gress adopted  a  measure  that  slows 
satellite  sales  to  China  by  forcing  the 
White  House  to  hand  over  review  from 
the  pro-trade  Commerce  Dept.  to  the 
State  Dept.  And  Clinton,  prompted  by 
charges  of  technology  theft,  nixed  the 
sale  by  Hughes  Electronics  Corp.  of  a 
$450  million  satellite  to  Beijing. 

The  annual  effort  to  renew  China's 
most-favored-nation  trading  status 
could  also  provide  a  foram  for  a  heated 
debate  on  China  policy.  With  the  latest 
flaps,  "it's  not  going  to  be  any  easier," 
says  House  Majority  Leader  Richard 
K.  Armey  (R-Tex.),  a  staunch  free-ti-ad- 


COMMON  NEEDS  Despite  spy  and  finance  scandals, 
China  and  the  U.S.  must  shore  up  trade  and  the  yuan 


Clinton's  China  initiatives  for  the  rest 
of  his  term,  on  Jan.  20,  2001,  China 
can  most  likely  count  on  a  fiiendly  face 
in  the  White  House:  Vice-President  Al 
Gore  or  Texas  Governor  George  W. 
Bush,  a  Republican  with  solid  interna- 
tionalist leanings.  Even  the  Los  Alam- 
os espionage  case  is  Ukely  to  blow  over 
"We've  been  through  too  many  cycles 
in  the  relationship  to  get  heated  up 
over  this,"  says  James  R.  Lilley,  a  for- 
mer U.  S.  ambassador  to  China  who  is 
often  a  harsh  China  critic. 


er  In  the  end,  however.  Congress  is 
likely  to  go  along  because  enough 
probusiness  Republicans  want  com- 
mercial ties. 

One  of  the  most  contentious  issues 
will  unfold  when  Congi-ess  takes  up  re- 
newal of  the  Export  Administi'ation 
Act.  China-phobes  will  seek  further 
cm'bs,  even  though  industry  complains 
that  controls  are  already  too  tight.  For 
example,  three-year-old  rules  for  ex- 
ports to  countries  such  as  China  re- 
quii'e  a  government  0.  K.  even  for  low- 
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PREMIER  ZHU 


end  business  computers.  Thanks  to 
technology  leaps,  more  than  90%  of 
U.  S.  computer  makers'  sales  to  China 
will  now  require  pre-approval,  says  a 
study  by  the  U.  S.  Information  Tech- 
nology Office  in  Beijing.  "We  ai'e  going 
to  be  in  a  situation  where  our  ship- 
ments are  delayed,"  warns  Jim  Jarrett, 
head  of  Intel  Corp.  China. 

Even  Administration  critics  don't 
want  to  hobble  the  likes  of  Intel,  IBM, 
and  Unisys,  the  kind  of  companies  that 
sell  billions  of  dollars  worth  of  goods  to 
China — and  provide  American  jobs.  Cox 
fears  that  tighter  controls  will  crimp 
U.  S.  exports  without  doing  much  for 
national  security.  "The  lion's  share  of 
stuff  should  be  fast-tracked,"  he  says. 
CRITICAL  CUSHION.  What's  more,  few 
membei's  of  Congi'ess  want  to  foreclose 
the  best  hope  for  keeping  China's  econ- 
omy growing.  Bei- 
jing says  .$146  billion 
in  foreign  reserves 
and  a  $44  billion 
trade  surjilus  will  al- 
low it  to  cushion  its 
currency,  but  doubts 
abound.  The  worry 
is  that  economic 
troubles  will  contin- 
ue to  hurt  China's 
exports.  That  will 
further  pressure 
its  ailing  industries  and  raise  unem- 
ployment, now  around  W/t .  The  U.  S. 
fears  Beijing  will  feel  forced  to  devalue 
later  this  year — sparking  new  crises  in 
Asia. 

There  could  be  progi'ess — at  least  of 
the  symbolic  sort — on  China's  plea  for  a 
WTO  deal.  It  tops  the  summit  agenda, 
and  because  it  now  looks  like  one  of 
the  least  contentious  issues,  it  could 
give  Zhu  and  Clinton  a  safe  topic  of 
conversation.  Zhu,  a  policy  wonk  and 
skilled  negotiator,  is  now  spearheading 
China's  wro  effort.  He  has  streamlined 
the  negotiating  process  by  cutting  bu- 
reaucrats out  of  the  loop  and  making 
the  chief  Chinese  negotiator.  Long 
Yongtu,  answer  to  Mm,  says  one  Amer- 
ican business  obsei^er  in  Beijing.  But  a 
big  gap  remains  between  the  two  sides. 
The  best  hope  is  that  the  summiteers 
can  agi'ee  on  "timetables"  for  China's 
entry  rather  than  the  concrete  steps 
Beijing  needs  to  take  to  join. 

Still,  even  that  would  be  progress, 
given  the  cui'rent  climate  in  Washing- 
ton. If  both  sides  filter  out  the  bom- 
bast, the  dark  cloud  hanging  over  the 
relationship  may  pass. 

By  Dexter  Roberts  in  Beijing  and 
Stan  Crock,  with  Paul  Magnusson  atid 
Amy  Borms,  in  Washington 


WASHINGTON 

KEEP  THOSE 
TAX  CHECKS 
COMING,  FOLKS 

The  windfall  could  swell  the 
budget  surplus  for  some  time 

Nobody's  happier  to  see  the  stock 
market  setting  records  than  Uncle 
Sam.  Thanks  to  the  market's  re- 
lentless climb,  the  U.  S.  Treasuiy  took  in 
a  record  $1.7  trillion  in  1998.  That's 
20.5%  of  gi'oss  domestic  product,  a  post- 
war high,  according  to  the  Congres- 
sional Budget  Office  (CBO).  Not  surpris- 
ingly, the  big  surge  is 
coming  from  individual 
taxpayers,  whose  rising 
salaries,  capital  gains, 
and  bonuses  resulted  in 
$829  billion  wort  h  of  tax- 
es— a  12%  jump  over 
1997.  Corporate  pay- 
ments rose  3.5%. 

The  trend  is  continu- 
ing in  1999.  From  Jan.  1 
through  Mar.  10,  income 
tax  collections  are  up 
10%  over  the  same  peri- 
od last  yeai;  says  economist  Louis  Cran- 
dall  of  New  York  consulting  fii'm  R.  H. 
Wrightson  &  Associates.  How  come? 
Economists  beheve  that  the  growth  of 
special  compensation — bonus  checks  and 


TAX  MONEY  IS 
FLOODING  IN  FAST 

INDIVIDUAL  PAYROLL  TAX  COLLECTIONS 
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middle-manageiu 
stock  options — isfc 
major   cause  of 
jump.  Personal 
payments  exceeded 
CBo's  forecast  by  s 
$60  billion,  accoun 
for  the  bulk  of  the 
billion  federal  sur 
in  1998.  Tax  revt 
has  been  soaring,  1 
sury  Secretary  Ro 
E.  Rubin  told  Cong 
in  February,  "piimi 
because  affluent  individuals  have 
large  increases  in  income,  in  part 
bonuses  based  on  high  stock  prices 
inci-eased  realizations  of  capital  gaii 
True,  what  the  stock  market  giv 


PERCENT  CHANGE  OVER  PREVIOUS  YEAR 
8,7       4,9       6,6       6,3  9,6 


COMMENTARY 


By  Jennifer  Reingold 


PAY  FOR  PERFORMANCE: 
ONE  STEP  BACKWARD  AT  CITI 


Last  October,  days  before  the  merg- 
er of  Travelers  Group  Inc.  and 
Citicorp  went  through,  Ti-avelers 
CEO  Sanford  I.  Weill  spoke  at  the 
Council  of  Institutional  Investors' 
semiannual  meeting  in  New  York. 
Responding  to  critics  of  his  giant  pay 
package — he  made  $231  million,  includ- 
ing exercised  options,  in  1997 — Weill 
said  that,  unUke  other  executives,  he 
and  his  top  management  team  couldn't 
sell  stock.  They  had  vowed  not  to  since 
he  ran  Commercial  Credit  in  1986,  and 
in  1997,  Travelers  formalized  the 
promise  in  its  proxy  statement:  With 


few  exceptions — to  make  chari 
or  raise  money  to  exercise  opti 
they  would  not  cash  out.  "As  k 
we  were  with  the  company  we 
never  sell  stock,"  says  Jeffrey 
Travelers'  former  vice-chairma 
That  pledge,  along  with  Travi 
zooming  stock,  kept  the  pay  gac 
bay.  But  that  was  before  TVavel 
merged  with  Citicoi^p  to  become 
group.  In  the  new  proxy,  the  re; 
tions  have  been  watered  down, 
managers  can  now  sell  25%  of  tl 
stock,  and  on  Mar.  10  and  12,  W 
to  sell  3  million  shares  worth  an 
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aketh  away.  "The  story  can 
very  fast,"  warns  Barry 
).  nth,  a  Brookings  Institution  econ- 
n  Mot  only  woukl  the  flow  of  taxes 
.  investment-related  income  dry 
1  It  also  consumers  feeling  a  "re- 
^   Vvealth  effect"  would  curb  their 

i  damping  the  overall  economy. 

ii  would  put  another  dent  in  tax 
i!  inns. 

1,  even  if  the  stock  market  suf- 

I  10%  coiTection  and  stays  at  that 
\    income  tax  receipts  would  not 

II  ;  right  away,  says  Greg  A.  Jones, 
I  economist  at  Briefing.com,  an  In- 
1  -based  financial  market  advisory 
T  [1  Bui'lingame,  Calif.  It  would  take 
1  ;~term  20%  stock  mai'ket  drop — a 
'  ><';a-  market — to  slow  the  economy 


enough  to  put  projected  surpluses  at 
risk.  Even  then,  the  budget  surplus 
would  probably  be  safe  for  two  addi- 
tional yeai"s  because  even  investors  who 
got  into  the  stock  market  as  late  as 
mid-1998  would  show  some  gain.  "You'd 
need  to  see  not  only  a  20%^  setback,  but 
one  that  is  sustained — something  that 
really  digs  into  consumer  psychology," 
Jones  says. 

As  for  realized  capital  gains,  they  have 
more  than  tripled,  ft'om  $141  billion  in 
1993  to  $436  billion  last  yeai-,  and  should 
exceed  $500  billion  in  '99,  says  Mark  M. 
Zandi,  chief  economist  at  Regional  Fi- 
nancial Associates  Inc.,  an  economic  con- 
sulting fuTn  in  West  Chester,  Pa. 

Still,  a  far  bigger  chunk  of  revenue  is 
coming  from  bonuses.  Corporate  bonus- 


es are  not  only  bigger  but  are  also  be- 
ing awarded  to  more  employees.  A  re- 
cent siu-vey  of  397  companies  by  Watson 
Wyatt  Worldwide,  a  compensation-con- 
sulting firm  in  Bethesda,  Md.,  shows 
that  40%>  of  companies  award  bonuses  to 
nonexecutive  employees  each  year.  A 
separate  June,  1998,  study  of  350  large 
companies,  by  WiUiam  M.  Mercer  Cos.,  a 
human-resources  outfit  in  New  York, 
found  that  35%  of  employers  sui"veyed 
offer  stock  options  to  a  majority  of  their 
workers.  That's  an  increase  fi"om  30%' 
the  year  before. 

GOOD  FORTUNE.  Consider  the  good  for- 
tune of  employees  at  Ford  Motor  Co. 
and  IBM.  On  Mar.  3,  Ford  gave  160,000 
hoiu-ly  and  salaried  workei's  profit-shai"- 
ing  checks  averaging  a  record  $6,100, 
while  IBM  is  doling  out  $1.6  billion  in 
1998  bonuses  to  nonexecutive  employ- 
ees— an  all-time  high. 

Still,  the  biggest  payouts — and  the 
biggest  tax  bills — are  concentrated 
among  CEOs  and  other  top-level  execu- 
tives. The  CBO  says  that  in  1997,  the 
last  year  for  which  it  has  an  income 
breakdown,  those  earning  $200,000  or 
more  annually — the  top  1.5%-  of  taxpay- 
ers— paid  37%  of  total  income  taxes. 
That  represents  an  increase  fi'om  30%  in 
1993. 

For  now,  the  CBO  forecasts  that  the 
U.  S.  will  I'ake  in  smpluses  totaUng  $2.7 
trillion  over  the  next  decade.  If  a  roar- 
ing stock  market  leaves  the  10,000  mai'k 
in  its  dust,  the  haul  may  grow  even 
bigger.  That's  sure  to  make  Uncle  Sam 
cheer  Wall  Street  on. 

By  Laura  Cohn  in  Washington 


1  million — 20%  of  his  stock 
siting  normal  estate  planning, 
an  John  S.  Reed  also  filed  to 
)  shares. 

ist  one  example  of  how  Citi- 
its  compensation  committee 
i  moving  away  from  some 
e  executive  pay  policies  that 
ing  companies  had  and  to- 
s  enlightened  practice:  mas- 
,ys  for  top  execs,  with  lower 
ce  hurdles.  "They've  elimi- 
best  of  both  packages,  and 
's  nothing  good  for  sharehold- 
Ann  Yerger,  director  of  re- 
Lhe  Council  of  Institutional 
Reed,  Weill,  and  members  of 
ttee  declined  to  comment, 
:esperson  says:  "Mi*.  Reed's 
Weill's  compensation  is  tied  di- 
he  creation  of  shareholder 

the  merger  that  Hnk  was 


clearer.  Reed  had  won  praise  for  a 
tough  option  package  that  didn't  vest 
unless  company  stock  reached  ambi- 
tious targets.  The  new  proxy  lists 
"Founder's  Grants"  of  options  on  1.75 
million  shares  to  both  CEOs  at  the  Octo- 
ber market  price — with  no  extra  hur- 


dles. Citigroup's  stock  is  up  36%  since 
then,  making  the  options  worth  $29.2 
million  on  paper. 

There's  more.  Although  fourth-quar- 
ter earnings  fell  27%  and  10,400  jobs 
are  being  cut,  Reed's  bonus  for  1998 
rose  214%,  from  $2.5  million  to  $7.8  mil- 
lion— equalizing  his  nonoption  pay  with 
that  of  co-CEO  Weill.  "I  would  have  pre- 
ferred it  if  Sandy's  level  had  gone  down 
to  John's  level,"  says  David  S.  Beiry, 
director  of  research  at  Keefe,  Br-uyette 
&  Woods  Inc. 

True,  Citi's  niles  limiting  sales  of  ex- 
ecutive stock  are  still  tough  relative  to 
those  of  most  companies.  But  the  loos- 
ening of  standards  is  a  disturbing 
trend — and  a  missed  chance — to  re- 
quire more,  not  less,  performance  for 
pay  at  one  of  America's  most  important 
companies. 

Rei'ngold  covers  executive  pay. 


BUSINESS  WEEK  /  MARCH  29,  1999  41 


News:  Analysis  &  Commentary 


COMPUTING   

THE  Y2K  BUG'S 
OTHER  VICTIMS 

Users  of  pirated  programs 
can't  count  on  getting  help 

It's  just  what  they  deserve.  The 
newest  victims  of  the  Year  2000  bug 
are  millions  of  users  of  pirated  soft- 
wai'e,  who  foi-  obvious  reasons  can't  turn 
to  a  software  publisher  to  send  them 
an  updated  i^rogram  that's  inoculated 
against  the  Y2K  bug. 

Some  40%  of  business  applications 
worldwide  were  pirated  in  1997,  ac- 
cording to  a  study  by  the  Business  Soft- 
ware Alliance  and  the  Software  &  In- 
formation Industry  Assn.  (sua).  And 
wliile  no  one  is  ciying  crocodile  teai's  for 
these  software  pirates,  their  Y2K  bugs 
could  end  up  causing  headaches  for  any- 
one doing  business  with  them. 
TAINTED  BOOTY.  Worse,  huge  swaths  of 
the  world  economy  could  be  affected. 
In  emerging  economies,  piracy  is  prac- 
tically the  noiTn:  The  sua  estimates  that 
in  Eastern  Eiu'ope,  77%  of  software  in 
use  was  illegally  obtained.  In  Asia,  the 
estimate  is  52%-. 

The  pirate  booty  includes  "mission- 


critical"  applications  and  bootlegged 
copies  of  operating  systems,  such  as 
Microsoft  Coip.'s  Windows  NT.  "All  you 
have  to  do  is  copy  it,"  says  Samir  Bo- 
das,  Microsoft's  worldwide  director  for 
antipii'acy. 

Fixing  this  pirated  software  could 
just  be  too  expensive  for  many  small 
outfits  and  emerging  economies.  "Often, 
these  ai'e  companies  that  live  payi"oll-to- 
pajToll,  and  spending  $10,000  or" $20,000 
to  fix  Y:2K  problems  can  be  impossible," 
says  Pat  Riley,  senior  vice-president  at 
Millennia  III,  a  Y2K-compliance  company 
in  Westport,  Conn. 


TICK...TICK...TI 

Many  compan 
have  stolen 
programs  mixi 
in.  with  legit 
ones-and  don 
even  know  it 


So  how  to  help  t 
lawbreakers  so 
problems  don't  caust 
havoc?  One  large  pub 
er,  Attachmate  Corp 
considering  offering  a 
cost  Y2K  amnesty  prog 
But  most  software  ma 
aren't  in  a  coddling  mood.  Jokes 
Etiel,  senior  marketing  vice-presi 
for  Bentley  Systems:  "It's  like  som 
who  steals  your  car  and  calls  yo 
come  fix  a  flat  tire." 

In  the  end,  it  could  be  just  enou^ 
turn  these  pirates  legit.  But  as 
Ki-uger,  enforcement  vice-presiden 
the  Business  Software  Alliance, 
cedes:  "If  you  can  get  new  release 
pii'ated  foiTn,  you  can  get  Y2K-comp 
softwai'e  in  pii'ated  fonn."  llnfortur 
ly,  no  one  may  be  able  to  test  that 
sis  until  Jan.  1. 

By  Dennis  Berman  in  New 


MARKETING 


BILL  GATES: 
VERSION  2.0 

Time  Warner  is  helping  him 
clean  up  his  battered  image 

When  Microsoft  Corp.  Chairman 
William  H.  Gates  III  debuted  as 
an  author  in  1995,  he  was  an  icon 
of  the  high-tech  industiy.  His  company's 
achievements  epitomized  the  American 
success  stoiy.  No  surprise,  then,  that 
consumers  snapped  up  his  chatty  book, 
The  Road  Ahead — perhaps  hoping  to 
glean  tips  fi'om  the  richest  man  in  Amer- 
ica. Road  became  a  l^est-sellen 

A  lot  has  changed  since  then.  As 
Gates  prepai'es  to  launch  a  sequel,  Busi- 
ness @  the  Speed  of  Tltoiu/hf,  with  a  pro- 
motional toiu"  on  Mar.  24,  he  faces  a  pub- 
lic no  longer  baffled  about  the  digital 
realm — and  all  too  familial'  with  Micro- 
soft's role  in  the  most  high-profile  anti- 
ti-ust  battle  in  decades.  Instead  of  the 
nerdy  visionary  from  The  Road  AJiead, 


the  government  painted  Gates  as  an  anti- 
competitive tyrant. 

Not  the  ideal  moment  for  a  book  tour. 
But  is  it  obstacle  or  opportunity?  Says  R. 
Fulton  Macdonald,  president  of  mai"keting 
consultant  Intemational  Business  Devel- 
opment: "Tills  is  a  good  time  for  Gates  to 
beef  up  his  image."  Microsoft  insists  the 
torn-  is  not  about  image. 

But  whether  selling  the  book  or  Gates, 
liis  publisher  Warner  Books  Inc 
has  cobbled  together  a 
campaign  that  would  make 
Tom  Clancy  swoon.  For 
starters.  Time  pictured  a 
smiling  Gates  on  its  Mai'.  22 
cover  and  ran  a  six-page  ex- 
cei-pt  fi'om  his  book.  Fortune 
is  slated  to  run  an  excerpt 
next  month.  Both  publications 
and  Warner  Books  are  owne( 
by  Time  Warner  Inc.,  wiiose  CE( 
Gerald  M.  Levin,  is  also  hosting  a 
gala  reception  for  Gates  at  the 
Council  on  Foreign  Relations. 

Time  Wamer  is  applying  more 
rate  synergy  on  behalf  of  Gates  than 
some  media  experts  deem  proper.  Mark 
Crispin  Miller,  a  media  studies  professor 
at  New  York  University,  questions  the 


corp 


motives  behind  the  decision  to  im 
exceipt  fi'om  the  business-oriented 
quel  in  the  mass-mai'ket  Ti)>ie.  "It's  r 
news  story,"  says  Miller.  "It's  a  puff  \ 
for  a  product  the  magazine's  pai'ent  ( 
pany  is  selling."  Ti))ie  says  its  decisic 
put  Gates  on  the  cover  was  based  oi 
book's  news  value.  "We  handled  i 
differently  than  if  it  had  been  a  Ran 
House  book,"  says  a  spokesi 
Cert^ainly,  Gates  doesn't  1 
to  depend  only  on  Time  War 
His  book  tour  will  inc 
speeches  in  New  York,  W 
ington  D.  C,  and  London 
Mai-.  31,  he  will  host  an 
line  chat  for  those  who 
order  fi-om  any  one  of  ef 
I  inline  retailers.  Barae^ 
Noble  is  nmning  an  i 
line  sweepstakes.  Gi 
prize:  a  viP  tour  of 
crosoft's  headquartei 
So  will  all  tliis  translate 
nother  bestseller?  "It  could  do  vj 
\  ery  well,"  says  Jack  Covert,  presicp 
of  Milwaukee-based  bookseller  800-C'!) 
READ.  ; 

By  Michael  Moeller  in  San  Majt 
Calif.,  with  Steve  Hamm  in  New  Yo\ 
 ^  -f 
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Introducing  A  Totally 
ew  Approach  To  Technology 
Implementation. 


nniputer  Associates  Intern.iiinn.ii 
"\  their  respective  companies 


It's  obvious  the  traditional  approach  the  big 
consulting  firms  use  just  doesn't  work. 

It  takes  forever.  It  costs  a  fortune.  And 
nothing  is  guaranteed.  But  as  expensive  and 
as  frustrating  as  it  is,  there's  never  been  a 
viable  alternative. 
Until  now. 

We've  developed  an  innovative  new  way 
to  implement  technology  that  is  radically 
different. 

You  end  up  with  exactly  what  you 
were  promised.  It's  affordable.  It's  fast — 
guaranteed. 

We  call  it  Accelerated  Delivery™ 
We  deliver  solutions  to  our  customers 
up  to  two  times  faster  than  our  competition. 
The  secret  is  our  powerful,  automated  pro- 
ject methodology,  ExpressDelivery™  It  can 
I  significantly  accelerate  and  enhance  deploy- 
ments of  all  kinds  of  large-scale  information 
technology  projects.  It's  also  extensible  to 
other  types  of  integration  services,  including 
ERP  rollouts,  deployment  of  electronic 
commerce  solutions,  and  sophisticated  IT 
implementations. 

ExpressDelivery  is  available  across  the 
broad  spectrum  of  IT  services,  including 
infrastructure  management,  application 
ck  velopment  and  integration,  Y2K  compli- 
ance services,  asset  management,  deskside 
support,  and  end-user  productivity. 

So  if  you're  tired  of  waiting  too  long 
and  paying  too  much,  call  for  a  FREE 
Enterprise  Business  Value™ (EBV) 
assessment  at  (1-877-462-2477), 
or  visit  www.cai.com/gps. 


(Computer 

riSSOCIATES 


jfessional  St 


t^ccelerated  Delivery"  Guaranteed. 


In  Business  This  Week 
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PAUL  ALLEN'S  CABLE 
DREAMS.  CONTINUED 

PAUL  allp:n's  vision  (jf  the 
wired  world  seems  to  exist 
mainly  on  coaxial  cable — the 
kind  used  for  TV.  The  Micro- 
soft co-founder  and  technolo- 
gy investor  has  spent  $4  bil- 
lion this  yeai'  to  buy  six  cable 
operators — in  addition  to  his 
$7.8  billion  purchase  of  two 
major  cable  companies  in 
1998.  On  Mar.  Ifj,  Allen  said 
he  was  making  a  $300  million 
investment  in  Internet  portal 
Go2Net.  The  idea  is  to  pro- 
vide customers  with  Go2Net's 
E-commerce,  finance,  and 
game  and  search  technologies 
over  his  cable  systems.  Now, 
Allen  is  considering  an  initial 
public  offering  later  this  year 
of  Charter  Communications 
Group,  his  cable  holding  com- 


CLOSING  BELL 


GLOBAL  COOLING 

in  his  three  weeks  as  CEO  of 
Global  Crossing,  which  lays 
undersea  fiber-optic  cable, 
Robert  Annunziata  has  been 
busy.  First,  Global  announced 
a  stock  split,  pushing  its 
shares  to  56X6  on  Mar.  15.  On 
Mai.  17,  he  announced  a 
$12.5  billion  deal  for  Frontier, 
a  phone  and  data  company. 
The  deal  merges  Global's 
international  circuits  with 
Frontier's  domestic  network, 
creating  a  global  telecoms 
system  using  Internet  tele- 
phony. But  Global's  shares, 
which  had  doubled  over  the 
past  month,  fell  to  ^TA. 
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pany.  The  proceeds  would  be 
used  to  fuither  Allen's  dream 
of  providing  Internet  services 
via  his  own  cable  pipeline. 

THE  SEC  MULLS  NEW 
DISCLOSURE  RULES 

LOOSK  LIPS...  CEOS  MAY  NEED 
to  keep  closer  tabs  on  what 
they  tell  analysts.  The  sec  is 
reviewing  niles  on  disclosure 
of  coi-jiorate  information.  The 
study,  expected  to  take  up  to 
a  year,  could  result  in  rales 
requiring  companies  to  put 
out  press  i-eleases  prior  to  an- 
alyst meetings  or  conference 
calls.  SEC  Chairman  Arthur 
Levitt  Jr.  has  voiced  concerns 
about  selective  disclosure 
since  last  May,  but  recent  cas- 
es— including  a  16%  di'op  in 
Compaq's  stock  in  early 
March  after  execs  told  insti- 
tutional investors  that  PC 
sales  were  slowing — high- 
lighted the  issue. 

A  BOSTON  BANKING 
BEHEMOTH  IS  BORN 

HOW  BIG  IS  bk;  enough  IN 
banking?  It's  a  question 
raised  by  the  Man  15  news 
that  Fleet  Financial  Group 
would  buy  BankBoston  in  a 
$l(j  billion  deal.  Fleet  Boston 
would  boast  about  $180  bil- 
lion in  assets,  the  Quick  & 
Reilly  brokerage,  the  Banc- 
Boston  Robertson  Stephens 
investment  bank,  and  branch- 
es from  Bangor  to  Buenos 
Aires.  So  gi'eat  would  be  the 
new  bank's  hold  on  New 
England  that  Fleet  is  offering 
to  unload  $13  billion  in  de- 
jjosits  to  satisfy  antitiiist  con- 
cerns. Still,  analysts  wonder 
whether  Fleet  will  expand 
further — or  sell  out  to  an 
even  bigger  financial  concern. 

THE  FTC  SIGNS  OFF 
ON  THE  INTEL  DEAL 

the  ink  HAS  DRIED  ON  THE 

settlement  between  Intel  and 
the  Federal  Trade  Commis- 


HEADLINER:  TOM  HICKS 


DON  T  TOUCH  THAT  DIAL 


Tom  Hicks  is  changing  his 
program.  The  buyout  in- 
vestor is  ditching  a  yeai'- 
long  plan  to  morph  Dal- 
las radio  operator 
Chancellor  Media 
into  a  multime- 
dia giant.  The 
Texas  billion- 
aire, chairman 
of  both  Chancel- 
lor and  Hicks, 
Muse,  Tate,  & 
Fui'st,  says  he's  bow- 
ing to  pressui"e  from  in- 
vestors who  want  him  to 
stick  to  basics.  On  Mar.  15, 
Hicks  said  Chancellor  will 
focus  on  its  core  radio  and 
billboards.  And  it  will  do  so 
without  CEO  Jeffrey  Mar- 
cus, who  is  quitting  after 
only  9  months  on  the  job. 

Chancellor  will  undergo 
a  major  restructuinng  that 


includes  ending  a  $1.5  bil--^ 
lion  merger  deal  with  lin! 
Television,  cutting  debt, 
and  installing  Hicks  as 
CEO.  But  Hicks,  53^ 
who  dming  his 
high  school  day 
was  a  D.J  at  on 
of  his  father's 
stations,  has 
lost  none  of  his 
yen  for  the  radi 
business.  Hicks 
Muse,  he  says,  plans 
to  spend  up  to  $500  millio: 
to  raise  the  company's 
stake  to  around  29%.  Says 
Hicks:  "Nothing  means 
more  to  me,  personally  an 
professionally,  than  en- 
abling Chancellor  to  realiz 
its  tremendous  potential.' 
Stay  tuned. 

By  Stephanie  Andersi 
Fore 


sion.  As  expected,  the  etc 
on  Mar.  17  approved  a  set- 
tlement requiring  the  chip- 
maker  to  supply  semiconduc- 
tors and  advanced  technical 
information  to  customers 
even  if  they  are  embroiled  in 
intellectual-property  disputes 
with  Intel.  The  chipmaker 
forfeits  no  property  rights 
and  is  not  labeled  a  monopo- 
list. That's  still  a  bone  of  con- 
tention, however.  In  a  press 
release,  the  Federal  Tr-ade 
Commission  repeatedly  refers 
to  Intel's  "market  power." 
The  reply  from  Intel  Chief 
Executive  Craig  Barrett: 
"We  have  different  intei-pre- 
tations  regarding  Intel's  mar- 
ket position." 

A  POWERHOUSE 
IN  AUTO  PARTS 

PUSHED  BY  AUTO  MAKERS  TO 

supply  larger  and  larger  sec- 
tions of  cars,  auto  suppliers 
are  succumbing  to  the  urge 
to  merge.  In  the  latest  deal, 


Lear  is  buying  United  T( 
nologies'  automotive  unit 
$2.3  billion.  The  move  a 
ut's  $3  billion  electrical 
sti-ument  panel  compone 
and  intei'ior-trim  business 
Lear-'s  $9.1  billion  seatm 
ing  operations,  enabling 
Southfield  (Mich.)  comps 
to  build  most  of  a  vehic 
interior.  And  with  automo 
makers  insisting  that  p£ 
suppliers  keep  pace  w 
their  global  expansion, 
deal  expands  Lear's  Eu 
pean  presence. 

ETCETERA... 

■  Prozac  sales  will  gr 
more  slowly  in  1999,  ]) 
dieted  Eli  Lilly. 

m  America  Online  closed 
$9.5  billion  acquisition  1 
Netscape  Communication 

■  Hewlett-Packard  will  te 
up  with  Nortel  to  supply 
based  phone  switches. 

■  Donaldson,  Lufkin  &  Ji 
rette  will  issue  stock  to  tr; 
its  online  brokerage  busine 
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jwner's  manual/limited  warranty  for  recommendations  on  operation  at  low  or  no  air  pressure.  Pressure-monitoring  system  required.  Sold  separately. 
,  The  Goodyear  Tire  &  Rubber  Company.  All  rights  reserved.. 


odyear  Eagle  F1  Run-Flat  its  sophisticated 

i  compound  actually  conforms  to  the  microscopic  hills  and 
}ys  in  the  road  surface  to  maximize  grip.  A  race-derived 
d  design  sweeps  water  out  of  the  way  for  outstanding 
ttraction.  So  most  mornings,  you'll  start  cookin'  blacktop 
l<ker  than  you  can  brew  up  a  cup  of  joe.  And  if  a  hazard 


tries  to  ruin  your  day,  don't  worry  about  changing  a  flat. 
Even  with  no  air  pressure,  Goodyear  Run-Flat  technology 
lets  you  drive  up  to  200  miles  at  up  to  55  miles  per  hour.* 
The  worry-free,  ultra-high-performance  Eagle  F1  Run-Flat; 
It's  a  wake-up  call  for  driving  enthusiasts  everywhere. 


Goodyear.  Number  One  in  tires. 


Connect  with  Asia 

NTT  —  The  ideal  choice  for  flexible  communications. 


/Arcstar   Advanced  global  communications  from  NTT. 

Arcstor  offers  you  a  uniquely //ex;6/e  global  connection.  In  fact,  no  one  offers  a  stronger  connection 
with  Asia  and  the  Pacific.  In  Singapore,  for  example,  NTT's  Customer  Support  Center  provides 
comprehensive  network-integration  services  and  maintenance  to  flexibly  satisfy  your  every  need. 
As  one  of  the  world's  leading  telecom  providers,  NTT  can  provide  you  and  your  global  offices  with  an 
unsurpassed  level  i  f  service.  From  round-the-clock  multi-language  assistance  and  business  support  to 
emergency  backup,  'low,  connecting  with  Asia  is  a  simple  matter  of  connecting  with  the  right  partner. 


NTT 


TELEGRAPH  AND  TELEPHONE  CORPOHATION 


Builders  of  the  Infocommunications  age  , 

•TOKYO  -BANGKOK  -BEIJIMb  'HANOI  •HONG  KONG  -JAKARTA  •KUALA  LUMPUR  -MANILA  •SEOUL  •SHANGHAI  •SINGAPORE  -SYDNEY  -TAIPEI  -AMSTERDAM  -BRUSSELS 
•DUSSELDORF  -GENEVA  -LONDON  -PARIS  -CHICAGO  -NEW  YORK  -MOUNTAIN  VIEW  -LOS  ANGELES  -WASHINGTON  D.C.  -RIO  DE  JANEIRO  -SAO  PAULO 


For  more  intormalion  on  how  NTT  can  ci>nnecl  voii,  call  I  -K0(l-4-NTT-USA, 


http://info.ntt.co.jp/global 


shington  Outlook 


C  ED  BY  DOUGLAS  HARBRECHT 


IIANGE  OR  DIE: 

IHOBSON'S  CHOICE  AT  THE  FCC 


st  it  was  the  Food  &  Drug  Administration,  then  the  In- 
>rnal  Revenue  Service.  Now,  the  Federal  Communica- 
ons  Commission  has  a  bull's-eye  on  its  back.  And  it's  not 
ft-fined  shock  jock  Howai'd  Stem  taking  potshots  at  the 
■y.  It's  Congress. 

regulation-minded  Republican  lawinakei-s  are  out  to  ch-as- 
'  reduce  the  Fcc's  role  in  the  free  market.  While  the 
vill  probably  survive  the  onslaught,  even  Chairman 
im  E.  Kennard  sees  dramatic  changes  ahead  as  the 
y  becomes  more  of  a  referee  and  consimier  watchdog  and 
f  a  nalemaker  and  gatekeeper, 
e  GOP  declared  open  season  on 
17  as  House  Telecommunications 
mmittee  Chaimrian  W.J.  "Billy" 
n  (R-La.)  began  hearings  on  the 
annual  reauthorization.  "We're 
ig  about  a  1930s-model  agency 
ipting  to  do  a  job  at  the  turn  of 
nillennium,"  says  Tauzin.  "The 
;y  was  designed  to  regulate  and 
I't  know  how  to  deregulate." 
ING  GORE.  The  FCC,  which  over- 
the  booming  commimications  in- 
•ies,  is  a  prime  target  for  gop 

akers.  For  starters,  FCC-bashing  deflects  criticism  from 
ress  for  the  1996  Telecommunications  Act,  which  has 
slow  to  biing  competition  to  the  phone  and  cable  mai'kets. 
's  more.  Republicans  see  an  opportunity  to  taiTiish  the  am- 
s  of  Ml".  InfoiTnation  Superhighway  liimself,  Vice-Pi-esident 
)re.  "If  you  want  to  land  some  blows  on  Gore,  you  attack 
gency  he's  most  identified  with,"  says  an  industiy  som-ce. 
ider  the  ban-age,  Kennard  has  little  choice  but  to  head 
le  attacks  with  his  own  blueprint  for  reform.  "In  five 
this  agency  will  look  veiy  different,"  he  vows.  So  as 
'hone,  cable,  and  broadcast  industries  become  fully  com- 
ve,  Kennai'd  wants  the  FCC  to  get  out  of  nilemaking  and 
al  making  and  into  enforcement  and  consumer  protection. 


CAPITAL  WRAPUP 


STERN:  Howard  isn't  the  FCC's  worst  ci'itic 


In  a  deregulated  world,  Kennard  suggests,  a  slimmed- 
down  FCC  eventually  would  take  on  three  core  functions — to 
protect  consumers  against  unscrupulous  operators,  to  ensm-e 
affordable  telecom  rates  for  all  consumers,  and  to  allocate  the 
nation's  ah'waves  for  commercial  use.  He  also  proposes  re- 
stincturing  the  1,900-employee  agency  to  reflect  the  conver- 
gence of  technologies.  Today's  industry-specific  offices  for 
broadcast  TV,  cable,  and  phones,  for  example,  would  give 
way  to  divisions  for  licensing,  nilemaking,  and  enforcement. 
P.\  Ml' "jesting  his  own  plan,  Kennard  hopes  to  stave  off 
more  radical  ones  when  Tauzin  and 
Senate  Commerce  Committee  Chair- 
man John  McCain  (R-Ariz.)  introduce 
It'tnslation  later  tills  year  to  overhaul 
fc.^  I  lie  agency.  Tauzin  is  playing  Ms  cai'ds 
Bj^  '  Inse  to  his  vest,  but  last  year  he  pro- 
IMjsed  cutting  the  FCC's  staff  by  20% 
annually,  down  to  zero,  and  then  ap- 
pointing  a  single  telecom  czar  with  a 
small  staff  to  oversee  the  industry 
and  to  handle  consumer  complaints. 
IH  Tauzin  and  McCain — backers  of  the 
Baby  Bells — have  long  been  unhappy 
with  the  agency's  reluctance  to  let  the 
Bells  into  long  distance.  "We  should  get  on  with  it,"  says 
Robert  T.  Blau,  a  vice-pi-esident  for  federal  i-egulatory  af- 
fairs at  BellSouth  Corp.  But  this  time,  other  industries  ai'e  lin- 
ing up  to  press  their  agenda,  too.  Broadcasters,  for  one,  want 
to  use  the  fight  over  the  FCC  to  press  for  looser  restrictions  on 
the  number  of  stations  a  company  can  own  in  one  market. 

Then  there  are  the  two  gop  Commissioners  on  the  FCC, 
Michael  K.  Powell  and  Harold  W.  Fui'chtgott-Roth,  who  ques- 
tion the  agency's  merger  review  authority  because  they  say  it 
duplicates  the  Justice  Dept.'s  antitrust  oversight.  With  so 
much  pressure  building,  the  FCC  may  find  that  if  it  wants  to 
avoid  the  hunters,  it  must  change  its  spots  fast. 

By  Catherine  Yang 


VHITMAN-FLORIO  REMATCH?     PREDATORY  AIRLINE  PRICING 


I  Republican  Governor  Christine 
Id  Whitman  of  New  Jersey  is 
if^cted  to  announce  plans  to  seek 
seat  of  retiring  Democratic  Sena- 
Frank  R.  Lautenberg.  And  her 
>onent  may  well  turn  out  to  be 
le  other  than  Democrat  Jim  Flo- 
,  whom  she  defeated  for  the  gov- 
lOrship  in  1993.  Florio  has  been 
king  up  endorsements  by  Democ- 
ic  leaders  in  southern  New  Jersey 
I  bid  to  thwart  a  serious  primary 
illenge. 


►  A  Clinton  effort  to  inject  competi- 
tion into  the  airline  business  is  losing 
altitude  fast.  Two  architects  of  the  ini- 
tiative— Assistant  Secretary  Charles 
A.  Hunnicutt  and  special  counsel 
Steve  Okun — are  leaving  the  Trans- 
portation Dept.  for  private-sector 
jobs.  And  new  predatory-pricing  rules 
have  been  delayed  by  Congress.  With 
the  Clinton  Administration  winding 
down,  the  new  rules  might  never  get 
off  the  ground.  That  would  be  a  sweet 
victory  for  big  airlines. 


THE  MEDICARE  CARD 

►  Is  Medicare  about  to  replace  Social 
Security  as  the  deadly  third  rail  of 
American  politics?  Democrats  think 
so.  Even  befoi'e  the  commission  seek- 
ing a  bipartisan  rescue  plan  collapsed, 
Dems  smell  blood.  They'll  push  legis- 
lation to  add  drug  coverage  to  Medi- 
care— knowing  the  go?  will  oppose  it 
on  budget-busting  grounds.  "The 
Democratic  Caucus  is  really  going  to 
pound  the  issue,"  says  one  insider, 
who  hopes  that  playing  the  Medicare 
card  will  help  the  party  in  2000. 
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International  Business] 


AUTOS 


DANGEROUS  LIAISON: 
RENAULT  AND  NISSAN 

It  could  be  8  to  10  years  before  the  deal  yields  a  return 


French  auto  maker  Renault  wound 
up  its  1998  centenary  year  with 
profits  jumping  63%,  to  $1.5  bil- 
lion, and  sales  soaring  as  buyers 
snapjjed  up  nifty  new  models  such  as 
the  Megane  Scenic  minivan.  Now,  Chair- 
man Louis  Schweitzer  is  betting  all  his 
chips  on  a  megadeal  to  propel  his  com- 
pany into  the  global  big  leagues.  The 
tall  and  intense  Schweitzer  announced 
on  Mar.  16  that  he  is  negotiating  to  buy 
a  35%  stake  in  Japan's  ailing  No.  2  auto 
maker  Nissan  Motor  Co.  for  $4.3  bil- 
lion. Combined,  the  two  would  be  the 
world's  fomth-largest  auto  maker.  "It's  a 
fast-ti'ack  route  to  become  a  global  play- 
er," says  Arthur  Maher,  head  of  Euro- 
pean forecasting  at  J.  D.  Power-LM( '  Au- 
tomotive Services  in  Oxford. 

It's  also  a  marriage  of  desperation 
for  both  parties.  Other  big  Japanese 
outfits  rejected  Renault's  advances, 
while  Nissan's  attempts  to  cuddle  up  to 
both  DaimlerChrysler  and  Ford  Motor 


Co.  flopped.  But  each  of  the  two  per- 
petual wallflowers  has  something  the 
other  needs.  The  $41  billion  Renault, 
which  sells  four  out  of  eveiy  flve  of  its 
cars  in  Europe,  gets  a  valuable  entree 
into  the  key  U.  S.  and  Asian  markets, 
plus  access  to  Nissan's  strong  engineer- 
ing and  production  technology.  Nissan, 
currently  staggering  under  a  stupen- 
dous $22  billion  of  debt,  gets  a  life-sav- 
ing cash  transfusion  and  the  use  of  Re- 
nault's European  design  flair  to  revamp 
tired,  uninspired  models. 
CULTURE  CLASH?  But  for  a  recently 
turned-around  Renault,  the  Nissan  link 
is  a  dangerous  liaison.  Auto-industiy  ex- 
perts figTu-e  it  could  be  8  to  10  years 
before  Renault  saw  a  I'eal  retm-n  on  its 
investment,  if  all  goes  well.  Meanwhile, 
potential  conflicts  over  eveiything  fi"om 
management  control  to  cost-cutting  loom 
large — even  though  Renault's  35%  stake 
would  enable  it  to  veto  decisions  it 
doesn't  like.  If  the  deal  fails,  the  wasted 


investment  could  kill  Renault's  chav 
of  remaining  independent. 

As  he  goes  into  the  final  round 
negotiations  with  Nissan  Presi( 
Yoshikazu  Hanawa,  Schweitzer  c 
still  pull  the  plug  on  the  deal.  Manj 
alysts  wish  he  would.  "You  can  do 


THE  SHUHLE  DIPLOMACY  OF  A  GAR  DEAL 


In  little  more  than  five  hours  on  Mar. 
13,  Nissan  Motor  Co.  President 
Yoshikazu  Hanawa  cut  a  preliminary 
deal  with  Reimult  CJiairynan  Louis 
Schweitzer  for  the  French  auto  maker  to 
buy  a  stake  in  Nissan.  But  the  alliance 
was  no  bolt  from  the  blue.  Hanawa  met 
with  Schweitzer  over  nearly  two  years 
before  reaching  an  agreement.  Masaaki 
Sato,  chief  editorial  writer  of  Tokyo- 
based  Nikkei  Business  Publications 
Inc.,  tracked  the  long  courtship.  Here 
are  translated  excerpts  from  Itis  repori, 
which  appears  in  full  in  Nikkei  Busi- 
ness, a  leading  business  weekly. 

After  a  13-hour  flight  ft*om  Tokyo  on 
Mar.  13,  Hanawa  landed  at  Paris' 
Charles  de  Gaulle  Airport.  Escort- 
ed through  a  special  viP  exit  without 
customs  checks,  he  was  greeted  in  an 


airport  hotel  by  a  smiHng  Schweitzer. 
The  two  had  met  many  times  already. 

Renault  had  made  the  fii'st  approach 
in  the  spring  of  1997 — and  to  Toyota, 
Honda,  and  Mitsubishi  as  well.  Nissan 
alone  showed  any  interest.  Hanawa  had 
seen  Renault's  cost-cutting  strategy  at 
work  diuing  visits  to  its  plants  and  felt 
that  Nissan  could  learn  a  lot  fi'om  Re- 
nault. Initial  talks  on  an  operational  and 
technical  hookup  progi'essed  well.  An 
equity  link  wasn't  a  factor  at  that  stage. 

But  in  August,  1998,  Schweitzer  put 
a  new  pi'oposal  to  Hanawa.  Ai-guing 
that  an  alliance  would  be  mutually  ben- 
eficial, Schweitzer  said:  "We  have  a  fii"m 
and  trusting  relationship.  To  make  oui' 
alliance  even  stronger,  why  not  think 
about  holding  each  other's  shares?" 
Hanawa  was  pleased  but  had  to  decUne. 
"Nissan,  frankly,  has  no  money  to  spend 


on  buying  Renault  stock,"  he  t 
Schweitzer.  Replied  the  FrencI 
"We  can  talk  about  this  again 
ture.  From  Renault's  point  of ' 
there  is  no  future  for  us  if  we 
work  together  v/ith  Nissan." 

Soon  aftei-wards,  though,  tal 
to  Renault  simply  buying  a  sta 
Nissan.  Hanawa  outlined  the  f( 
tions  any  foreign  buyer  would 
meet:  keep  the  Nissan  name,  p 
jobs,  promote  restructuring  un 
san's  lead,  and  pick  a  CEO  from 
ranks.  Schweitzer  didn't  raise  ( 
tions.  Then,  Hanawa  revealed  , 
much  cash  Nissan  would  need- 
$6  billion.  That  was  too  rich  foi 
nault,  for  which  $3  biUion  was 
Events  took  a  new  twist  when 
paid  a  couilesy  call  on  Daimler 
Chrysler's  hq  in  Stuttgart  in  N 
1998,  during  which  he  suggeste 
the  Gei-man-U.  S.  company  buy 
Diesel  Motor  Co.  To  his  smpris 
Chairman  Jiirgen  Schrempp  pr 
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(TOP  TO  BOTTOM!  PHOTOGRAPHS  BY  STEVE  LABADESSA.  TOM 


Her  things  with  $5  billion,"  says 
e  Haggerty,  auto  analyst  for 
Oder  Securities  in  London.  He  fig- 
that  if  the  deal  goes  thi'ough,  the 
iai'-old  Renault  boss  has  just  a  one- 
e  chance  of  making  it  a  big  success, 
ices  are  that  the  combined  company 


THE  ALLIANCE 

COMPLEMENTARY  MARKETS 

Renault  is  strong  in  Europe.  Nissan  has 
a  presence  in  Asia  and  the  U.S. 

TECHNOLOGY  AND  DESIGN  Design  is 
Renault's  strong  suit,  while  Nissan's 
production  and  engine  technology  could 
benefit  Renault.  Nissan's  plant  in 
Britain  is  the  nnost  efficient  in  Europe. 

COST  SAVINGS  Combining  platforms 
and  purchasing  will  cut  costs. 

CONTROL  Renault's  ability  to  exert 
management  control  with  a  35%  stake 
will  be  shaky.  Nissan  may  resist  more 
forceful  restructuring,  including  layoffs. 

THE  U.S.  MARKET  Nissan's  U.S.  mar- 
ket share  is  eroding:  Reversing  the 
trend  will  be  costly. 

CULTURE  Nissan's  corporate  culture  is 
highly  conservative,  so  clashes  with  the 
French  are  likely. 

will  bump  along  with  indifferent 
results.  That  could  be  a  major 
drag  on  Renault,  whose  eai'nings 
are  likely  to  take  a  20%  hit  annu- 
if  a  deal  takes  place.  That's  one 


NISSAN  IS 
STRUGGLING 
IN  THE 

U.S. 


ally 

reason  even  Schweitzer  has  been  saying 
recently  that  the  alliance  was  only 
worthwhile  if  Nissan  can  be  turned 
around  rapidly. 

But  to  do  that,  Renault  might  have 
to  empty  its  own  executive  benches.  In- 


dustry insiders  say  Hanawa  has  agi'eed 
to  make  Renault's  managing  director 
and  ace  cost-cutter  Cai'los  Ghosn  his 
No.  2  at  Nissan  with  the  title  of  Chief 
Operating  Officer.  Renault  would  also 
get  two  or  three  seats  on  a  slimmed- 
down  Nissan  board  and  draft  30  to  40 
executives  to  Tokyo  to  help  r-estnicture 
Nissan.  But  Nissan's  problems  are 
enough  to  daunt  even  a  prodigy  like 
the  Brazilian-bora  Ghosn.  The  $53  billion 
auto  maker  is  expected  to  report  con- 
solidated net  losses  of  about  $455  million 
for  the  year  tlirough  Mar.  31,  quadinple 
last  year's.  "Nissan  probably  shouldn't 
even  be  in  the  auto  business,"  insists 
one  London  analyst. 

Significantly,  both  DaimlerChyrsler 
and  Ford  rejected  an  alliance  with  Nis- 
san in  recent  weeks.  "They  had  no  visi- 
ble restructuring  plan,"  sniffs  one 
DaimlerChrysler  insider. 

But  Schweitzer  really  has  little  al- 
ternative. As  rivals  built  world-scale 
companies  in  quick-paced  mergers,  they 
were  edging  Renault  towards  ultimate 
oblivion  as  an  independent  company. 
"We  have  to  be  as  efficient  as  the 
Japanese  and  keep  our  knack  for  in- 
novation," says  Schweitzer.  He  also 
needs  to  keep  his  nerve.  Melding  two 
very  different  cultures  while  fending 
off  ferocious  competition  from  global 
rivals  will  be  tough.  But  dodging  the 
challenge  altogether  would  have  been 
suicidal. 

Bij  Gail  Edmondson  in  Paris, 
with  bureau  reporis 


in  Nissan  itself.  Daimler- 
!  deep  pockets  would  make  it 
•artner,  so  Hanawa  wavered  in 
^  to  a  Renault  deal.  He  flew  to 
next  day  to  tell  Schweitzer 
irempp's  approach  and  his  plan 
up  by  negotiating.  A  downcast 
ir  told  him  Renault  couldn't 
he  cash  Nissan  needed.  "If  Re- 
act tie  up  with  Nissan,"  he 
'6  will  eventually  be  driven 
!  market." 

3re  was  one  ray  of  hope. 
;r  revealed  that  the  French 
mt,  still  a  big  shareholder  in 
was  pressing  him  to  finalize 
\  Nissan.  "Can  something  be 
■ked  Schweitzer.  That  womed 
If  he  agi'eed  to  talks,  Nissan 
ve  to  sign  a  "freeze"  agi'ee- 
venting  it  from  approaching 

makers  until  .......... 

.  D        u  HANAWA 

1  Renault  were  TALKED  TO 

i  or  called  off.  SCHREMPP  AS 

'a  didn't  want  WELL 


to  tie  his  hands  as  long  as  Schrempp 
was  a  potential  buyer.  But  on  Mar.  10, 
Schrempp  flew  to  Tokyo  to  tell  Hanawa 
he  couldn't  go  through  with  a  deal.  His 
options  narrowing,  Hanawa  pondered  a 


direct  approach  to  Ford  Motor  Co.  ceo 
Jacques  A.  Nasser,  with  whom  he'd  had 
earlier,  inconclusive  contacts.  As 
Hanawa  mulled  that  idea,  Schweitzer 
sent  him  a  confidential  note.  "There  is 
hope,"  he  wrote,  "that  Renault 
will  be  able  to  make  a  larger  in- 
vestment than  we  proposed  ear- 
lier." Renault's  board  would  dis- 
cuss exact  numbers  at  its  Mai'. 
16  meeting,  but  only  if  Nissan 
sigTied  a  fi'eeze  agreement  no 
later  than  Mar  13. 

Hanawa  flew  to  Paris  to  meet 
the  deadline.  After  quickly  in- 
specting the  freeze  documents, 
he  signed  them.  But  he  still 
couldn't  pin  down  the  exact  scale 
of  Renault's  investment.  "Please 
trust  me,"  said  Schweitzer  After 
months  of  talking,  a  key  step  in 
Nissan's  future  had  been  taken 
in  a  seven-hour  stopover  in 
Paris.  Hanawa  even  caught  the 
day's  last  plane  back  to  Tokyo. 
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DAIMLER  CHRYSLER: 

THE  GRACE  PERIOD  IS  OVER 

Pressure  is  building  for  the  merger  to  start  showing  results 


DaimlerCliiysler  Co-Chainnan  Jitrgen 
E.  Selifempp  follows  a  management 
piinciple  that  he  has  dubbed  "the 
Schrempp  Curve."  It  steered  him 
through  the  wenching  restiiictiuing  of 
Daimler  Benz  after  he  took  over  the 
German  industnal  giant  as  cliief  execu- 
tive in  1995.  Simply  put:  When  taking  a 
controversial  strategic  step,  pause  and 
wait  for  the  negative  reaction  to  come. 
Don't  make  the  next  move  until  both 
the  mood  and  the  bottom  line  have 
curved  back  up.  "Never  go  too  far  in 
the  fii'st  step,"  he  likes  to  say.  "Always 


that  is  DaimlerChiysler,  there  is  little 
room  for  eiTor.  Schi'empp  pledged  to  cut 
costs  in  the  new  company  by  $1.4  bOhon 
in  1999.  Distracting  managerial  talent  to 
help  fix  Nissan  would  have  risked  that 
effort.  The  deal  "would  have  overex- 
tended oui"  resources,"  Schrempp  told 
BUSINESS  WEEK.  DaimlerCluysler  people 
are  already  "working  to  the  limits." 

Taking  on  Nissan  would  have  been 
doubly  hard  since  financial  markets  have 
decided  not  to  cut  DaimlerChiysler  any 
slack.  Despite  posting  a  1998  eaiTiings  gain 
of  29%  on  Feb.  25,  DaimlerChrvsler's 


the  top  300  managers  is  absoi-bn  l  ^jr 
tails  of  uniting  the  companies— |)t  m 
ing  and  selling  cars. 

Two  high-profile  defections  i 
centuated  the  merger  pains,  I 
Ford  Motor  Co.  Chief  E| 
Jacques  A.  Nasser,  hunting 
blood,  snatched  Chrysler  plat! 
gineering  specialist  Chins  Theo^ 
manufacturing  chief  Shamel 
away  in  February.  DaimlerChi-j 
ecutives  dismiss  this  as  career  > 
unrelated  to  the  merger.  But 
rising  that  Stuttgart  leadership! 
stroy  the  creative  spirit  at  CI: 
BIG  QUESTION.  Nevertheless, 
Cliiysler  is  tiying  to  get  on  wit:  buiic 
ing  a  car  company.  For  now,  th'prioi 
ity  is  Europe.  There  the  canake 
dominates  the  luxury  segment.ct  it 
overall  5%  share  lags  marketeade 
Volkswagen,  with  18%.  The  fiit  w\ 
product  will  be  a  subcompadunde 
the  Chrysler  brand,  to  compete  gains 


HONG  KONG  SHOWROOM:  STILL  SEEKING  TO  EXPAND  IN  ASIA 


TRANSITION 
TROUBLES 

DEFECTIONS  Two  top  Chrysler 
executives  defected  to  Ford, 
and  more  could  leave  as  U.S. 
managers  worry  that  their 
Daimler  counterparts  will 
dominate  decision-making. 

OVEREXPANSION  The  manage- 
ment board,  including 
Robert  Eaton,  nixed  Jurgen  schrempi 
Schrempp's  ambitious  move 
to  add  Nissan  to  the  company's  fold. 

ANXIOUS  INVESTORS  Fund  managers  and  analysts 
are  demanding  swifter  results,  as  integrating  th 
two  companies  absorbs  one-fourth  of  top 
management  time. 

DATA:  BUSINESS  WEEK 


keep  the  next  thi'ee  moves  to  yom'self " 
Yet  with  the  ink  barely  dry  on  the 
new  DaimlerChiysler  business  cards, 
Schrempp  violated  his  own  code  by 
making  a  lunge  for  Nissan  Motor  Co. 
He  had  been  talking  with  Nissan  Diesel, 
the  tnick  arm,  about  a  deal  for  over  a 
year.  But  then  Renault  upped  the  ante 
by  itself  starting  talks  with  debt-rid- 
den Nissan  Motor.  Rather  than  waiting 
to  get  DaimlerChiysler  mnning  smooth- 
ly, Schrempp  plunged  into  a  whirlwind 
of  fact-finding  missions  on  the  risks  of 
taking  a  Nissan  stake.  Finally,  on  Mar. 
8,  he  acquiesced  to  his  board's  objec- 
tions to  the  deal.  Co-Chaimian  Robert  J. 
Eaton  and  Chief  Financial  Officer  Man- 
fred Gentz  were  among  those  opposing. 

Schrempp  and  team  have  learned  a 
hard  lesson:  In  the  grand  experiment 


shares  slipped  11%  over  five  trading 
days  on  Nissan-related  jitters.  The  price 
recovered  5.5%-  on  Mar.  12,  after 
Schrempp  flew  to  Tokyo  to  end  the 
talks.  "People  don't  give  us  credit  for 
the  fact  that  six  months  ago  we  weren't 
even  a  company,"  snaps  Daimler- 
Chrysler  President  Thomas  T.  Stall- 
kamp.  "They  ask,  'Wliy  don't  you  have 
the  annual  report  out  yet?  Why  don't 
you  have  the  logo  stapled  on  your  fore- 
head?' Give  us  a  break." 

Such  complaints  are  galling,  but  they 
won't  go  away.  Even  the  pace  of  the 
merger  is  now  fan"  game.  "Integration 
is  going  slowly,"  fi'ets  one  firnd  manager, 
citing  a  lack  of  movement  on  combining 
suppliers.  Mary  Ann  N.  Keller,  an  ana- 
lyst with  ING  Baring  Furman  Selz,  is 
concerned  because  25%>  of  the  time  of 


the  vw  Golf  and  be  launched  bjiOuii 
Given  the  Nissan  deal's  collapsnAsia 
is  a  big  question  for  DaimlerChrysr.  H 
still  needs  a  partner  to  be  a  sj-ioiU 
player  in  the  region,  but  Schrempjsaj^ 
he  is  no  longer  interested  in  an  a(uisb 
tion.  Instead,  DaimlerChrysleavtiB 
launch  new  autos  through  its  MerM 
Benz  infrastincture.  And  it  may  |ne1| 
talks  on  joint  truck  projects — If  H 
equity  stake — with  Nissan  Dieselj  ' 
Schrempp  faces  a  big  job  gting 
DaimlerCluysler  to  nm  properly  aiiun^ 
the  world.  F'rom  the  Nissan  fiascJheii 
drawn  one  conclusion:  When  heiexl 
makes  a  big  move,  he's  going  tolO 
quietly — ^just  as  he  did  when  he  I'd 
after  Chrysler  itself. 

By  Karen  Loivry  Miller  in  F^m 
furt  and  Joann  Muller  in  Washir\ 
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EUROPE 


CLEARING  THE  DECKS 
FOR  REFORM 

A  tumultuous  week  could  hasten  change  business  wants 


It  was  a  week  that  rattled  nerves  in 
statehouses  and  executive  suites  all 
over  Eui'ope.  On  Mar.  11  in  Bonn, 
Oskar  Lafontaine,  the  poweiful,  left- 
leaning  German  Finance  Minister  who 
was  the  favorite  hete  noire  of  European 
business,  abruptly  quit,  retiring  to  his 
home  in  Saarbriicken  and  vowing  to 
leave  politics  for  good.  Five  days  later,  in 
the  wee  hours  of  the  morning,  all  20 
member's  of  the  haughty  Eiu'opean  Com- 
mission in  Bnissels  resigned  in  disgrace, 
leaving  the  European  Union  virtually 
ungoverned.  In  the  background,  two 
huge,  unprecedented  hostile  takeover 


rope  would  appear  to  be  entering  a  pe- 
riod of  damaging  timnoil.  After  all,  the 
old  guard  may  have  had  its  problems, 
but  at  least  it  functioned  predictably.  In- 
deed, the  Bioissels  scandal  temporarily 
sent  the  euro  plunging.  But  the  more 
hopeful  scenario  is  that  Europe  is  en- 
tering a  period  of  creative  destraction 
that  could  hasten  long-need- 
ed reforms  tliroughout  the 
EU  and  shock  Gemiany  and 
Fi-ance  out  of  then-  liigh-tax, 
heavy-regulation  habits  once 
and  for  all.  "The  trends  that 
are  causing  Eui'ope  to  be- 


battles  raged  m 
Rome  and  Palis. 

What's  behind  the 
upheaval?  Tlie  simj^le 
answer  is  that  the 
combined  forces  of 
global  competition, 
deregulation,  and  Eu- 
ropean Monetary 
Union  ai'e  hitting  the 
Old  Worid  like  a  tidal 
wave.  Investors  and 
voters  alike  are  sick 
of  the  status  quo  and 
clamoring  for  mea- 
surable progress.  In 
business,  Europe  is 
moving  closer  to  dog- 
eat-dog  capitalism, 
where  cronyism  and 
protectionist  laws 
can't  shelter  execu- 
tives from  the  forces 
of  the  market  any 
longer.  Meanwhile, 
demands  for  account- 
ability are  putting 
similar  pressure  on 
politicians  and  bu- 
reaucrats. In  hiith 
the  public  and  pii- 
vate  sectors,  the  old- 
style  back-scratching 
and  featherbedding 
won't  work  in  the 
New  Europe. 

To  a  pessimist,  Eu- 


Europe's  Crises  Today. . . 


►  The  sudden  resignation  of  German  Fi- 
nance Minister  Oskar  Lafontaine  underlines 
the  disarray  in  the  ruling  Social  Democratic 
Party.  And  since  the  SPD  is  dominated  by 
Lafontaine  loyalists,  his  absence  doesn't 
guarantee  less  friction  among  the  ranks. 

►  Fraud  scandals  raise  questions  about 
what  the  European  Union's  bureaucracy  in 
Brussels  is  good  for.  The  EU  may  be  in  for 
a  period  of  paralysis  as  its  leadership  sorts  itself  out. 

►  Huge,  unsolicited  takeover  bids  in  French  banking  and  Italian  telecom- 
munications may  ultimately  fail.  They  give  rise  to  ego  battles  among  en- 
trenched business  forces  that  will  resist  change  with  all  their  might. 

. . .  Could  Bring  Benefits 
Tomorrow 

►  The  European  Central  Bank's  job  will  be 
much  easier  without  Lafontaine's  jawboning. 
German  Chancellor  Schroder  has  a  chance 
to  move  toward  the  political  center,  adopt- 
ing tax  cuts  and  other  probusiness  reforms. 

►  Deregulation,  cartel-busting,  and  other  re- 
forms won't  stop.  The  clean-up  could  has- 


come  an  ever  more  integrated  ma] 
will  continue,"  says  Steve  Raymi 
Paris-based  ceo  of  Tech  Data,  a  Flo 
computer  distributor  that  is  makin 
major-  push  in  Eui'ope.  "Tliere's  too  n 
momentum  to  tm-n  back." 

In  Ger'many,  despite  shoit-term 
certainty,  Lafontaine's  defection 
force  Ger-man  Chancellor  Gerh 
Schr-oder  to  act  moi'e  like  a  leader, 
can  no  longer  blame  fence-str-add 
policies  on  the  outspoken  Lafonta 
Business  leaders,  who  believe  wSchrc 
will  now  move  quickly  toward  n 
pragmatic  policies,  are  i-edoubling 
for-  lower-  taxes,  relaxed  labor-  rules, 
pension  r-efor-m. 

NEW  ETHICS?  In  addition,  Schr-oder, 
admires  British  Prime  Minister  T 
Blair-,  may  attempt  to  tighten  ties 
Britain.  That  could  undo  Lafontai 
Fr-anco-Ger-man  campaign  for  liigher 
es  and  lower  inte: 
r-ates   in  the 
zone.   "If  you 
asked  me  two  we 
ago,  I  would  h 
said  the  business 
tax  climates  in 
many  were  goina 
the  wr-ong  dir-ecticj 
says  Siemens  bo 
member  Ulr-ich  Sc 
macher-.  "Now 
would  say  there 
hope." 

In  Br-ussels,  si 
lar-ly.  the  house-ck 
ing  paves  the  way 
gr-eater  efficiency. 
President  Jacq 
Santer,  who  hac 
reputation  for  f( 
dragging,  will  s 
down  as  soon  as  a 
placement  can  be 
pointed.  Commissi 
er  Edith  Cress 
wiio  was  accused 
liir-ing  her'  dentist 
super-vise  .*.IDS 
sear-ch,  is  expectec 
lose  her  post.  A 
the  intoler-ance 
shady  practices 
spr-eading  to  ot 
Eur-opean  capit 
For-  example,  Rob 
Dumas,  head 
Fr-ance's  constituti 


ten  reforms  and  streamline  decision-making.         ^q^.^"  jg  mider 


►  Hostile  bids  break  old  European  taboos 
and  could  speed  up  consolidation  in  bank- 
ing, energy,  and  other  uncompetitive  fields. 


SCHRODER  TO  THE  CENTER? 


vestigation  for  mis 
pr-opr-iation  of  ftin( 
Dr-amatic  as  ii 
the  shift  toward  ■ 
countabihty  in  g  - 
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You're  looking  for  a  new  computer. 
But  it's  the  monitor  you'll  be  looking  at. 


If  you're  looking  for  a  new  system,  remember,  the  monitor  is  the  monitors  with  a  heritage  of  engineering  excellence,  quality  and  durability, 
component  you'll  be  interacting  with  most.  So  why  not  go  with  one  that      And  from  one  of  the  few  companies  that  both  design  and  manufacture 


sets  the  standard  for  screen  performance  in  any  environment  and  for  ;    theirown  equipment  too.  So  next  time  you're  looking  for  a  computer,  don't 


all  applications?  MultiSyncf  from  NEC  Technologies.  The 


NEC  Technologies 


forget  to  look  at  the  monitor.  MultiSyn 


To  learn  more,  call  (800)  NEC-INFO,  or  visit  us  at  www.nectech.com. 


International  Business 


emment  pales  next  to  the 
upheaval  going  on  in  Eu- 
ropean business.  The  Eu- 
ropean Monetary  Union 
was  expected  to  force 
companies  to  compete  on 
a  Europewide  basis,  cre- 
ating pressures  that 
would  gi-adually  break  up 
the  interlocking  share- 
holdings, old-boy  net- 
works, and  government 
protections  that  have  cos- 
seted many  Eui'opean  in- 
dustries. But  the  speed 
of  change,  within  the 
emu's  first  three  months, 
has  been  astonishing. 
HOSTILE  BIDS.  Take 
Banque  Nationale  de 
Paris  CEO  Michel  Pe- 
bereau.  His  surprise  Mar. 
9  attack  on  rivals  Paribas 
and  Societe  Generale  "is 
a  major,  major  shock  to 
the  financial  industry  in 
France,"  says  Jean  Der- 
mine,  a  professor  at  In- 
sead,  the  Fontainebleau- 
based  business  school. 
"It's  totally  new."  Ana- 
lysts pray  the  trend  wall 
spread.  "Without  hostile 
takeovers,  banking  con- 
solidation won't  happen 
fast  enough,"  says  Lon- 
don-based Credit  Suisse 
First  Boston  analyst 
Mark  Hoge. 

Big,  hostile  deals  are 
giving  fresh  impetus  to 
the  cause  of  shareholder  value  in  Eu- 
rope. Just  look  at  Telecom  Italia's  de- 
fensive strategy  now  that  the  former 
phone  monopoly  is  under  siege  from 
much  smaller  Olivetti.  Telecom  Italia 
CEO  Franco  Bernabe  aims  to  slash  some 
40,000  jobs  to  boost  profits — a  move  he 
probably  would  not  be  considering  if  he 
weren't  under  threat. 

Nearly  every  European  company  is 
under  pressure  to  move  cjuickly.  C^hem- 
ical  giants  Hoechst  in  Germany  and 
Rhone-Poulenc  in  France  had  been  plan- 
ning to  take  as  long  as  three  years  to 
complete  the  merger  of  their  dioig  op- 
erations while  selling  off  lower-margin 
chemical  units.  Key  shareholders  in  Eu- 
rope and  Kuwait  said  that  v\  asn't  good 
enough.  Now,  the  timetable  '-alls  for 
completion  by  yearend.  "Invests  "  s  told 
me  they  like  the  deal,  they  Hke  th.'  di- 
rection, but  a  full  merger  taking  two 
or  tliree  years  is  too  long,"  says  Rhont 
Poulenc  President  Igor  Landau. 

Even  European  governments  are 


stalling  to  feel  a  sense  of  lU'gency  about 
keeping  up  with  a  changing  world.  Re- 
lentless pressui'e  fi'om  the  private  sector 
was  largely  what  drove  Germany's  La- 
fontaine  to  resign.  Now,  Gennan  execu- 
tives may  have  reason  to  celebrate. 
Some  analysts  think  Schroder  may 
dump  the  Green  Paity.  Ms  cuirent  coali- 
tion partner,  in  favor  of  the  pro-free- 
market  Free  Democrats  if  the  Greens 
continue  to  push  for  measures  such  as  a 
hike  in  energy  taxes  and  a  phase-out 
of  nuclear  power. 

Lafontaine's  resignation  may  have 
broader  European  implications,  too.  He 
had  loudly  criticized  the  new  European 
Central  Bank  for  not  slashing  interest 
rates.  Schi'oder,  by  contrast,  is  expected 
to  drop  shrillness  in  favor  of  quiet  lob- 
bying. That  takes  political  pressure  off 
ECB  President  Wim  Duisenberg,  who  is 
eager  to  establish  the  new  bank's  inde- 
pendence among  global  investors  anx- 
ious about  its  integinty. 

There  is,  of  course,  peril  in  all  this 


tuiTnoil.  For  example 
shakeup  at  the  EC  ( 
impede  its  probusi 
agenda,  which  incl 
trade  negotiations 
the  U.S.  and  deretfi 
tion.  Indeed,  among  tr 
forced  to  resign  > 
British  free-mai'ket  c 
_  pion  Sii'  Leon  Brittai: 
antiti-ust  czar  Karel 
Miert,  a  Belgian  who 
instrumental  in  pus 
European  deregula 
If  political  squabl 
breaks  out,  it  could 
months  to  appoint  a 
('ommission. 
PROTECTIONS.  And  ] 
ty  of  entrenched  fo 
are  still  resisting  ch; 
in  Europe.  For  inst; 
in  the  wake  of  the 
bid,  the  French  gov 
ment  issued  a  thinly 
guised  warning: 
wholesale  layoffs  of  B 
SocGen's,    or  Pari 
combined  89,000  Fre^ 
workers    must  en 
■  Paris  is  also  likely  to 
X  pose  a  non-French  o 
terbid — again,  to  pro 
French  jobs.  That  bee 
apparent   on  Mar. 
when  the  govenrment 
nounced  plans  to  pr 
tize  troubled  Credit 
onnais.  Outsiders  sue' 
German  insurer  All: 
may  be  allowed  to  in^ 
but  no  private  investor  may  take  n 
than  a  10%  stake.  "The  governn 
wants  to  prevent  a  merger  with  1 
social  costs,"  says  Insead's  Derminc 
Such  shenanigans  will  just  make 
vate  companies  increasingly  vulnera 
One  reason  French  banks  are  so 
perate  to  merge  is  that  government ' 
straints  on  cost-cutting  and  merj 
have  kept  their  profits  and  market 
ue  way  below  rivals'  in  less  restri( 
markets.  Even  giant  Deutsche  Bi 
still  No.  2  in  Europe  in  terms  of 
sets,  has  seen  its  market  capitaliza 
plummet  fi;"om  fu-st  place  to  I2th  in 
rope  since  1990.  The  lesson  for  gov(l 
ments  and  companies  alike  is  that  te 
niles  of  the  game  in  Eui'ope  are  chsj- 
ing  almost  overnight.  One  turbuW 
week  in  mid-March  proved  that  to  le 
and  all. 

By  Thane  Peterson  in  Frank] 
with  William  EcJiikson  in  Brus>- 
Gail  Edmondson  ijt  Paris,  and  Stai 
Reed  in  London 
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A  good  midmarket  enterprise-wide  software  solution 
can  help  your  company  with  existing  opportunities.  A  great 
solution  can  help  you  see  new  ones. 

Great  Plains  prepares  you  for  those  unseen  horizons  ahead. 
We  can  help  you  take  advantage  of  the  emerging  opportunities 
within  electronic  commerce.  Give  your  employees  the  new 
information  tools  they  need.  And  raise  customer  service 
to  new  levels olquality. 

Of  course,  we'll  also  take  care  of  the  needs  you  face  today. 
We've  integrated  financial,  ciistribution,  manufacturing, 
I  IR  / payroll,  service  management  and  e-business  capabilities  — 
all  in  a  Y2K-compliant  solution  built  on  Microsoft  BackC^ce. 

To  learn  more,  call  us  at  1-800-456-0025  or  visit 
www.greatplains.coin.  And  discover  the  company 
that  can  help  vou  see  farther.  As  well  as  take  you  there. 


GRE^  PLAINS 
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We've  been 
North  America's 
growth  company 
for  100  years. 

It's  not  all  that  unusual  for  a  company 
to  anticipate  growth  over  a  period  of 
quarters,  or  even  years.  But  what  about 
clecadesi'  Or  centuries? 
At  Weyerhaeuser,  that  kind  of  long-term 
thuiking  has  been  second  nature  since  our 
founding  in  1900.  We  started  America's  first  tree 
farm  to  make  timber  an  endlessly  renewable 
resource.  We  developed  Higli  Yield  Forestry  to 
increase  wood  yields  for  decades  to  come.  And 
now  we're  finding  innovative  ways  to  produce 
our  products  more  efficiently  and  profitably. 

We're  also  planting  40  million  seedlings  this 
year  for  harvest  in  the  next  centur}'.  Because 
when  \()u've  been  growing  as  long  as  we  have, 
you  like  to  think  ahead  a  hundred  years  or  so. 
www.we\'erhaeusercom 


Iternational  Business 


VICTIM 

Australian  auditor 
Michael  Wansley  of 
Deloitte  Touche  was 
shot  dead  in  broad 
daylight  in  this  van 


ILAND 


lING  YOUR  SPREADSHEET 
ND  BULLETPROOF  VEST 

vering  bad  news  to  indebted  Thai  companies  gets  risky 


ailand,  to  the  outside  world,  may 
I  eem  a  tourist  haven  punctuated 
ath  smiles.  But  there's  another  as- 
of  the  country  familiar  to  those 
lo  business  there:  the  death  thi"eat. 
gners  don't  usually  get  exposed  to 
licey  practice.  But  that's  changing, 
lar.  10,  leading  Australian  insol- 
/  specialist  Michael  Wansley,  58, 
issassinated  in  broad  daylight.  Po- 
ave  an'ested  a  suspect.  Authorities 
Vansley,  a  Deloitte  Touche  Tohmat- 
iployee,  was  peering  too  closely  at 
ooks  of  a  sugar  mill  whose  execu- 
were  allegedly  diverting  funds 
:  they  owed  $450  million  in  debt, 
e  murder  of  the  highly  regarded 
or  has  shocked  the  foreign  busi- 
community.  What's  disturbing  is 
sentiment  that  underlies  the  vio- 
.  As  Thailand  stniggles  witii  the 
ive  bankruptcy  and  huge  coiporate 
5  caused  by  years  of  reckless  busi- 
practices,  the  countiy  has  devel- 
an  acute  case  of  "blame  the  mes- 
3r."  That  will  undoubtedly  make  it 
difficult  for  the  coimtry  to  get  the 
rtise  it  needs  as  it  recovers  from 
jmic  crisis.  "People  will  say,  'I'm 
leing  paid  enough  to  make  the  risk 
h  it,'"  says  Elizabeth  M.  Wood,  a 


Hong  Kong-based  managing  partner  at 
headhunters  LAi  International. 

Global  institutions  are  also  coming 
under  attack.  Goldman,  Sachs  &  Co. 
faced  the  wi'ath  of  a  Thai  parliamen- 
taiy  committee  after  issuing  a  report 
critical  of  the  country's  largest  bank, 
Bangkok  Bank,  where  bad  loans  make 
up  48%  of  its  portfolio.  Legislators  vot- 
ed Mar  12  to  bar  Goldman  from  under- 
writing an  upcoming  $2  billion  govern- 
ment bond  offer.  The  author  of  the 
Goldman  i-eport  had  quoted  Finance 
Minister  Tarrin  Nimmanhaeminda  as 
saying  Bangkok  Bank  was  the  biggest 
danger  to  Thailand's  financial  system. 
Tarrin  denied  he  ever  made  such  a 
statement,  and  Goldman  apologized — 
but  not  before  the  controversy  flared. 
SELF-INTEREST?  The  sentiment  is  espe- 
cially ugly  in  Parliament,  where  legisla- 
tors debating  bankruptcy  laws  have 
lashed  out  at  foreigners.  Parliament  has 
had  to  pass  new  laws  as  a  condition  of 
getting  $17  bilhon  International  Mone- 
taiy  Fimd  aid.  But  the  process  has  been 
slow,  and  resentment  has  built.  So  far, 
only  5  of  11  bills  have  been  passed.  Pas- 
sage has  been  held  up  by  wrangling 
among  members  of  Parliament  who — 
heavily  in  debt  themselves — would 


be  affected  by  any  laws  they  passed. 

Blaming  foreigners  is  a  theme  that 
now  nms  deep  through  coipoi'ate  Thai- 
land. Pi'achai  Leophau-atana,  ceo  of  Thai 
Petrochemical  Industry,  one  of  Tliailand's 
biggest  companies,  blamed  the  IMF 
rather  than  coi-porate  practices  for  his 
$3.4  billion  in  debt.  He  told  business 
WEEK  in  Januaiy  that  the  Thais  were 
the  victims  of  a  "dirty  agenda"  by  the 
IMF:  "There  was  notliing  wi'ong  with  om- 
projections  until  they  were  sabotaged 
by  the  imf.  It  was  not  oiu"  mistake." 

The  government  is  cjuick  to  reassuj'e 
foreignei-s  that  the  rhetoric  is  not  official 
policy,  and  that  safety  measures  are  be- 
ing taken.  Says  Thai  government 
spokesman  Akapol  Sorasuchart:  "I  want 
to  assure  all  expatriate  businesspeople 
that  those  who  are  facing  difficulties, 
or  are  suspected  to  be  under  threat, 
that  we  will  give  them  full  security." 
Corporations  are  taking  their  own  pre- 
cautions, however.  Deloitte  Touche  em- 
ployees met  with  those  of  Arthur 
Andersen  Thailand,  kpm(^  Peat  Mai-vwck 
Suthee,  and  PricewaterhouseCoopers  on 
Mar.  16  to  discuss  what  to  do. 

If  Wansley,  who  was  working  on  sev- 
eral debt  restmctiuing  projects,  woiried 
about  liis  safety,  lie  kept  it  quiet.  In  a 
talk  with  BUSINESS  week  two  months 
before  Ms  death,  he  expressed  fixistration 
at  getting  bankiupt  Thais  to  face  up  to 
theu-  debts.  "Once  you  become  grossly  in- 
solvent you're  not  supposed  to  be  in  a 
position  of  gi'eat  strength,  but  here  they 
think  they  ai"e,"  he  said.  Strong  enough, 
perhaps,  to  stiike  back. 

By  Ron  Corben  in  Bangkok  and 
Mark  L.  Clifford,  with  Bruce  Eivhom, 
in  Hong  Kong 
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PHARMACEUTICALS 


NEW  WEAPONS  TO 
CUT  DIABETES'  TOLL 

Breakthrough  drugs  may  help  stem  the  surging  epidemic 


For  Raquel  Palmerin,  there  seemed 
to  be  few  options.  In  May,  1997, 
when  she  was  63,  Palmerin  was 
hospitalized  with  a  kidney  infec- 
tion, a  complication  of  her  type  II  dia- 
betes. E.xisting  dings  were  not  control- 
ling her  blood  sugar  levels,  and  it  was 
likely  she  would  have  to  resort  to  in- 
sulin injections.  But  her  physician  sug- 
gested she  join  the  trials  of  a  new  oral 
drag  called  Avandia — and  she  did,  with 
dramatic  results.  Palmerin  is  no  longer 
plagued  by  headaches.  Not  only  has  she 
controlled  her  blood  sugar  without  in- 
sulin injections,  but  also  she  has  re- 
gained her  energy,  walks  a  mile  and  a 
half  daily,  and  has  lost  20  pounds.  "It 
was  almost  an  immediate  improvement," 
she  says  now. 

For  the  16  million  Americans  suffer- 
ing from  diabetes,  tales  like  Palmerin's 
are  providing  long-overdue  encourage- 
ment. A  series  of  new  dings  that  will 
help  diabetes  sufferers  better  control 
the  disease,  including  Avandia  from 
SmithKline  Beecham,  are  likely  to  hit 
the  market  in  the  next  few  years.  And 
these  dnigs  are  just  the  beginning.  Re- 
searchers at  big  companies  like  Eli  Lil- 
ly &  Co.,  Pfizer  Inc.,  and  Novartis  AG 
are  studying  everything  from  how  to 
restore  insulin's  effectiveness  in  the 
body,  to  how  much  of  a  role  obesity 
plays  in  the  disease,  to  how  to  prevent 
the  disease's  deadly  complications.  Tak- 
en together,  these  developments  mark 

THE  DEATH  RATE  FROM 
DIABETES  IS  INCREASING... 


"a  revolution  in  our  understanding  and 
ability  to  treat  diabetes,"  says  Dr. 
Mitchell  A.  Lazar,  dii'ector  of  the  Dia- 
betes Center  at  the  University  of  Penn- 
sylvania Medical  Center. 

That  progi'ess  comes  as  the  toll  from 
diabetes  mounts.  The  death  rate  from 
diabetes  has  jumped  50%  since  1985,  at 
a  time  when  death  rates  from  heail  dis- 
ease and  stroke  have  been  declining 
(chart).  That  bad  news  stems  from  a 
niunber  of  factors — including  a  gi'owing 
number  of  people  who  are  eating  too 
much  and  exercising  too  little  and  the 
lack  of  new  drugs  to  overcome  those 
trends.  Diabetes  led  to  an  estimated 
67,000  amputations  between  1993  and 
1995,  and  nearly  28,000  cases  of  end- 
stage  kidney  disease  in  1995.  And  it 
causes  as  many  as  24,000  new  cases  of 
blindness  each  year.  The  result:  Dia- 
betes contributes  to  an  estimated 
193,000  deaths  annually. 
TWO  DISEASES.  The  direct  and  indirect 
costs  of  the  disease  are  estimated  at 
close  to  $100  billion  annually.  And  that 
tab  is  likely  to  gi"ow.  With  sedentary 
lifestyles  and  high-fat  diets  adding  to 
the  incidence  of  the  disease,  the  number 
of  diabetes  sufferers  is  expected  to  hit 
22  million  by  2010.  "Diabetes  is  an  epi- 
demic," says  Lai's  Rebien  Sorensen,  cor- 
porate executive  vice-president  of  Novo 
Nordisk  A/s,  a  leading  insulin  maker. 

One  complication  is  that  diabetes  isn't 
simply  one  disease.  About  5%  to  10%  of 

...AS  THE  HEART  DISEASE 
DEATH  RATE  DECLINES 
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diabetes  patients  suffer  from  type  ill 
abetes.  In  those  patients,  the  imm 
system  destroys  cells  in  the  panci 
that  make  insulin,  a  hormone  that  h 
the  body  metabolize  sugar.  But  n 
diabetes  patients  suffer  from  wha 
called  type  II  diabetes,  in  which 
body  produces  insuhn  but  the  homn 
simply  doesn't  do  the  job  of  control 
blood-sugar  levels — a  condition  kn( 
as  insulin  resistance.  In  both  types  o: 
abetes,  high  levels  of  blood  sugar  c£ 
deadly  complications. 

Until  recently,  diabetes  sufferers 
lied  on  old  and  often  ineffective  th 
pies.  Type  II  diabetes  patients  usu 
tried  to  control  their  disease  thro' 
diet  and  exercise  or  the  use  of  dr 
called  sulfonylui'eas,  which  stimulate 
pancreas  to  make  more  insulin.  For  t 
I  patients,  and  for  many  with  advaii 
type  II,  insulin  injections  were  nee 
to  keep  blood  sugar  in  check.  And 
torically,  potential  new  treatments 
ten  fizzled  in  development  because  t 
disimpted  other  critical  functions,  \ 
ducing  nasty  side  effects. 
LIVER  TROUBLES.  In  the  mid-1990s,  b 
ever,  new  therapies  finally  emerj 
from  the  laboratory.  Among  them  ^ 
Warner-Lambert  Co.'s  Rezulin,  pait 
class  of  dioigs  called  thiazolidinedio!| 
or  TZDs.  The  tzds  latch  onto  a  paitici 
receptor  on  muscle,  fat,  and  hver  c 
called  PPAR.  For  reasons  that  are 
entii-ely  clear,  stimulating  that  recepi 
helps  insulin  do  its  job  better.  Thanfc 
the  success  of  dmgs  like  Rezulin,  If 
U.  S.  market  for  diabetes  treatmef 
has  neaiiy  doubled  since  1994,  liittingH 
billion  in*  1998. 

But  after  Rezulin  was  approved! 
March,  1997,  a  number  of  people  taki 
it  developed  life-threatening  liver  ccf 
plications.  The  fda  is  meeting  on  IVa 
26  to  reexamine  Rezulin's  safety,  i\ 
the  drug's  future  is  uncertain.  GhJ 
Wellcome,  w^hich  sold  the  ding  in  i 
U.K.,  withdrew  it  from  that  markett 
December,  1997;  nonetheless,  it  ho)fr 

WHY  ARE  DEATHS  RISING  SOI 

Since  1985,  the  death  rate  from  dia 
has  increased  almost  50%  while  tht 
rate  from  heart  disease  has  fallen . 

►  The  incidence  of  the  disease  is 
increasing  as  more  and  more  Ame 
get  too  little  exercise  and  eat  too 
fatty  foods. 

►  Ttie  full  toll  of  diabetes  is  often 
estimated  because  diabetics  usual 
from  complications,  not  the  diseas 
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lliBETES'  DEVASTATING 
I MPLICATIONS 

'Ics  is  one  of  today's  most  expensive 
>  «'s,  with  costs  from  deaths  and  com- 
I  'ions  totaling  $100  billion  annually, 
iified  high  blood-sugar  levels  can 
ijc  nerves,  eyes,  kidneys,  and  other 
s.  The  best  way  to  prevent  serious 
/'rations  is  to  keep  blood-sugar 
us  close  to  normal  as  possible. 


\ 

I  isease  and  stroke  are  two 

c  times  more  common  in 

)  :s. 


M  EAS 

a'  ills  in  the  pancreas 
n  insulin,  a  hormone 
[  )ves  glucose  out  of 
1  3dstream  and  into 
5  and  fat  cells, 
n  liabetics  don't  produce 
J    Others  do,  but  their 
i,  don't  use  it  properly. 


EYES 

Every  year,  diabetes  causes  up  to  24,000 
new  cases  of  blindness.  Early  treatment 
could  save  up  to  $470  million. 


type  of  liver  problems  .seen  among 
Rezulin  users. 

The  TZDs  are  just  the  first  in  a 
stream  of  new  diTigs  aimed  at  one 
thing:  making  insulin  work 
again.  Insulin  latches  onto  cells 
via  a  sort  of  docking  station 
called  an  insulin  receptor. 
When  insulin  liits  that  receptor, 


i 

!S  is  the  No.  1 
)f  kidney 
resulting  from 
ood-sugar  levels. 
5,  Medicare 
itures  for  treating 
:  kidney  failure 
3d  $4.1  billion. 


introduce  it  soon.  But  two  new 
are  expected  to  hit  the  market 
unimer — SmithKline's  Avandia  and 
^  from  Takeda  Pharmaceuticals 
iia  Inc.  And  many  analysts  are 
1^.  based  on  early  testing,  that 
new  drugs  will  not  lead  to  the 

981,  the  percent  of  the  total 
3t  devoted  to  diabetes  research 
jsed  30%. 

Dw,  new  drugs  have  been  slow 
In  1996,  there  were  only  about 
late  drugs  in  development, 
with  more  than  800  for  heart 


:s  must  monitor  their  blood 
take  frequent  shots  of  insulin. 
36  difficult,  and  many  patients 
3  proper  care  of  themselves. 


BLOOD  VESSELS 

Diabetes  damages  blood 
vessels,  resulting  in  poor 
circulation. 


it  triggers  the  passage  of 
messages  into  the  cell,  stim- 
ulating it  to  take  up  blood 
sugai-.  In  diabetes,  sometliing 
goes  wrong  in  that  chain  of 
events.  Either  there  isn't 
enough  insulin,  or  the  re- 
ceptor is  malfimctioning,  oi' 
the  mechanism  for  passing 
messages  into  the  cell  is 
faulty.  Researchers  are 
now  studying  the  en- 
tire insulin  pathway 
to     figure  out 
where  the  defects 
occur — and  how 
ilinii  to    repair  them. 

\   ''/'        "This  is  where  the 
^     real  breaktliroughs  will 
come,"    says    Dr.  C. 
Ronald  Kahn  of  the  Joslin 
Diabetes  Center  in  Boston. 

The  biotech  company  Insmed  Phar- 
maceuticals Inc.  is  studying  a  compound 
that  looks  as  if  it  may  bypass  problems 
with  the  insulin  receptor,  stimulating- 
glucose  absolution  in  another  way.  And 
a  team  of  Canadian  reseai'chers  working 
with  Merck  &  Co.  has  identified  a  pro- 
tein that  might  turn  off  the  insulin  re- 
ceptor. A  ding  that  blocks  that  protein 
could  put  the  insulin  receptor  back  in 
business.  As  those  efforts  identify  new 


DIABETIC  NEUROPATHY 

More  than  60%  of  diabetics  have 
mild  to  severe  forms  of  nerve  dam- 
age, including  impaired  sensation  of 
pain,  that  can  lead  to  amputation. 
Amputations  currently  cost  more 
than  $335  million  annually. 

DATA:  CENTERS  FOR  DISEASE  CONTROL  AND  PREVENTION 
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tai'gets  for  drags,  the  race  will  be  on  to 
develop  those  compounds.  "The  compa- 
nies that  are  successful  at  getting  to 
market  fastest  win  out,"  says  Stefan  D. 
Loren,  analyst  at  Legg  Mason  Wood 
Walker  Inc.  "It  is  not  necessarily  those 
who  spot  it  fii'st." 

Advances  in  genetics  will  yield  an 
oppoitunity  to  get  at  the  root  causes  of 
the  disease.  Researchers  at  companies 
such  as  Incyte  Pharmaceuticals  Inc. 
are  trying  to  identify  genes  that  are 
turned  on  or  off  only  in  individuals 
with  diabetes.  Once  those  genes  are 
identified,  it  might  be  possible  to  de- 
velop drugs,  based  on  that  knowledge, 
that  could  cure  or  alleviate  the  symp- 
toms of  the  disease. 
THE  FAT  FACTOR.  Diabetes  patients  may 
also  benefit  from  the  huge  amount  of 
research  directed  toward  discovering 
and  developing  new  obesity  drags.  Obe- 
sity has  long  been  known  to  be  a  risk 
factor  for  type  11  diabetes.  Trega  Bio- 
sciences Inc.  is  one  of  a  number  of  com- 
panies that  sees  a  big  opportunity  in 
that  connection.  It  has  a  partnership 
with  Novartis  to  identify  drugs  that 
stimulate  sites  in  the  brain  called 
melanocortin  receptors,  which  appear 
to  suppress  appetite.  Ti'ega  research 


THE  DIABETES  DRUG 
MARKET  TAKES  OFF 


'94         '95  '96 
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chief  Lawrence  D.  Muschek  says  these 
drags  might  also  prove  useful  in  ti-eat- 
ing  diabetes. 

But  until  diabetes  can  be  stopped  in 
its  tracks,  patients  need  better  tools 
to  fight  its  effects.  Eli  Lilly  &  Co.  is 
testing  a  drug  that  may  help  prevent 
eye  damage  in  diabetics.  The  drug  is 
intended  to  slow  or  stop  the  gi"owth 
of  excess  blood  vessels  in  the  eye 
caused  by  the  disease,  which  can  lead 
to  blindness.  Warner-Lambert  and  Pfiz- 
er are  testing  drugs  that  act  on  an- 
other enzyme  to  prevent  damage  to 


the  kidneys,  nerves,  and  eyes.  And 
nal  clinical  trials  go  well,  Genenf 
Inc.  could  be  on  the  market  as  earl 
next  year  with  a  drug  that  prom 
nerve  growth  and  protects  exist 
nerves  fi-om  damage.  If  these  con 
nies  succeed,  they  will  be  tapping 
a  market  that  "is  as  big  as  any  ma 
can  possibly  be,"  says  sc  Cowen 
lyst  Stephen  M.  Scaia. 

Many  complications  of  diabetes  c( 
be  avoided  if  patients  were  relig 
about  taking  their  insulin  injections, 
people  often  tu-e  of  injecting  themsel 
One  solution  could  be  new  inhaled 
oral  forms  of  insulin  from  compa 
such  as  Inhale  Therapeutic  Systems 
Generex  Pharmaceuticals  Inc.  Ph 
cians  hope  these  new,  easy-to-use  fo 
of  insulin,  wliich  ai-e  in  the  final  phas 
testing,  will  encoui-age  patients  to 
come  more  aggi'essive  about  keep 
theii"  blood  sugar  at  safe  levels. 

Such  advances  have  been  a  long  t 
in  coming.  But  for  the  16  million  An 
icans  with  diabetes,  they  are  reasoi 
hope  that  the  frightening  rise  in  dej 
may  soon  be  histoiy. 

By  Amy  Barrett  hi  Philadelphia 
Ellen  Licking  in  New  York,  with  Jc 
Rae-Dnpree  in  San  Mateo,  Calif. 


WARNER-LAMBERT  NEEDS  A  REFILL 


The  past  two  years  have  been 
quite  a  ride  for  Warner-Lambert 
Co.  Long  a  lackluster  competi- 
tor in  pharmaceuticals,  Warner 
launched  two  hot  drugs  in  1997:  Lip- 
itor,  the  blockbuster  cholesterol- 
lowering  drug,  and  Rezulin,  a  break- 
through diabetes  treatment.  Both 
got  off  to  torrid  starts,  sending  net 
income  up  44%  in  1998,  to  $1.3  bil- 
lion, on  $10.2  billion  in  sales. 

But  that  ride  is  about  to  get  a  lot 
bumpier.  The  Food  &  Drag  Adminis- 
tration has  scheduled  a  meeting  on 
Mar.  26  to  discuss  Rezulin's  safety. 
Since  its  launch,  30  people  taking  the 
drag  in  the  U.  S.  have  died  after  de- 
veloping complications.  And  while 
Wall  Street  analysts  say  it  is  unlike- 
ly, for  now,  that  the  fda  will  pull 
Rezulin,  the  cloud  over  the  drag  cre- 
ates an  opening  for  rivals  ready  to 
launch  similar  pj-oducts.  At  the  same 
time,  Warner  Pi'p;'.ident  Lodewijk 
J.  R.  de  Vink,  wh  •  takes  over  from 
Chief  Executive  IV:  ivin  R.  Goodes  in 
May,  needs  to  redu' :  -  the  company's 
dependence  on  Lipitv  <■  to  ensure  that 


Warner  doesn't  become  essentially  a 
one-product  business.  "The  question 
is,  can  they  do  it  by  themselves?" 
says  Bear  Steai'ns  &  Co.  analyst 
Joseph  P.  Riccardo. 

Rezulin  was  expected  to  be  the 
second  gi-owth  engine  at  Warner  It's 
part  of  a  class  of  drags  that  helps  in- 
sulin do  a  better  job  of  metabolizing 
glucose.  But  some  patients  developed 
liver  problems  on  the  drag,  leading 
the  FDA  and  Wai'ner  to  make 
changes  in  Rezulin's  label  to  require 
strict  monitoring  of  liver  function. 
FLAT  SALES.  Meanwhile,  SmithKline 
Beecham  and  Takeda  Phannaceuti- 
cals  America  Inc.  are  awaiting  fda 
approval  of  their  own  Rezulin-like 
drags,  which  could  hit  the  market  as 
early  as  this  summer.  Both  compa- 
nies say  there  was  no  change  in  the 
liver  enzyme  levels — a  sign  of  liver 
problems — in  patients  taking  theii' 
drags,  vs.  those  taking  a  placebo,  in 
clinical  trials.  If  that  remains  trae 
when  the  drags  are  in  widespread 
use,  Rezulin  sales  will  sufi'er.  Merrill 
Lynch  &  Co.  analyst  Steven  C.  Tighe 


expects  Rezulin  sales  vdll  be  flat  this 
year  at  about  $750  million,  with  sales 
declining  over  the  next  few  years. 

That  makes  it  even  more  critical 
for  Wanier  to  feed  its  pipehne.  Lipi- 
tor,  which  doesn't  go  off  patent  until 
2010,  will  power  earnings  growth  for 
the  next  few  years.  But  Warner  does 
not  have  any  obvious  blockbusters  on 
the  way.  In  Januaiy,  it  announced  it 
was  buying  Agouron  Phaimaceuticals 
Inc.  in  a  $2.1  billion  stock  deal.  That 
biTngs  the  company  good  research 
and  development  expertise  in  areas 
like  cancer,  but  it  doesn't  guarantee 
futvu-e  product  hits. 

That's  why  analysts  say  de  Vink  is 
hkely  to  look  for  more  acquisitions  oi 
deals  to  license  products  from  other 
dragmakers.  "If  Warner  continues  to:! 
remain  a  cheap  stock,"  says  Dr.  .John : 
Borzilleii,  an  analyst  at  State  Street  ' 
Research,  which  sold  its  Warner 
stock  last  year,  "he  might  be  pushed 
into  a  merger"  It  looks  like  de  Vink  ' 
will  have  his  hands  full  long  after  the 
FDA  makes  its  call  on  Rezulin. 

By  Amy  Barrett  in  Philadelphic 
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Tr\'  as  they  may,  those  other  4x%  makers  just  can't  cram  our  more  than  50  years  of  extensive  off-road  experienc 
into  a  quick  study  course.  Get  the  whole  story  at  1-800-925-JEEP  or  visit  \\'\v\v.j eep.com. 
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velopments  to  Watch 


D  ED  BY  OTIS  PORT 


11  TERFLIES 
1 1T  THE  WAY 
t  lEHER  TANKS 

ES  OF  THE  IRIDESCENT 

of  butterfly  wings 
lead  to  coatings  to  make 
and  planes  invisible.  As 
usible  as  that  sounds, 
h  defense  officials  think 
rch  by  physicists  Peter 
^ic  and  J.  Roy  Sambles 
^  University  of  Exeter 
itain  could  have  impor- 
D  nilitary  uses — and  lucra- 
iv  nes  for  industry  as  well, 
der  an  electron  micro- 
,  the  wings  of  some  col- 
buttei-flies  look  like  gi*ay 
Is  roofs.  That's  because  the 
we  see  stems  from 
Aire,  not  pigments.  The 
-  are  covered  by  tiny 
ipping  "tiles"  50  times 
er  than  a  human  hair. 
]:   tile  consists  of  multiple 
r  <  of  cells  separated  by 
1   aps.  Light  penetrates 
h  complex  structure  and 
€  ces  off  the  layers  in 
71   that  can  give  colors  a 
3  Ang  iridescent  sheen, 
deciphering  how  varia- 
in  stiTicture  affect  col- 
she  research  could  pro- 
a  recipe  for  microscopic 
c  flakes  to  regulate  color, 
result  might  be  the 
est  black  ever — a  coat- 
0  black  it  would  block 
infi-ared  heat  rays.  That 
make  a  tank  unde- 
ble  by  night-vision  sys- 
And  extending  the  con- 
to  radio  wavelengths 
make  planes  invisible 
0  dar.  Similar  particles  in 
n  could  produce  security 
e  that  would  make  credit 
a  .  and  banknotes  harder 
0'  rge.      Nellie  Andreeva 


DIGITAL  EYES 
ON  THE 
SOCCER  BALL 


LAST  SEPTEMBER,  BRITAIN  S 

Bolton  Wanderers  soccer 
club  lost  a  crucial  game  to 
archrival  Everton  when  the 
referee  and  linesman  turned 
thumbs  down  on  a  goal  by 
Gen-y  Taggart.  News  photos, 
however,  proved  the  officials 
wrong.  That  inspired  a 
Bolton  compa- 
ny. Intelligent 
Sports  Technol- 
ogy Ltd.  (1ST), 
to  develop  a 
computerized  ^ 
system  for 
deciding  with 
digital  precision 
when  a  goal  has 
been  scored. 

Eight  minia- 
ture TV  cameras  ai"e  mounted 
ai'oimd  the  goal's  mouth — two 
on  each  corner  post  and  four 
across  the  top  bar.  When 
something  enters  the  goal, 
images  from  these  cameras 
are  used  by  a  workstation  to 
deteiTnine  whether  a  goal  has 
been  scored.  Fii-st,  the  com- 
puter looks  for  a  soccer  ball. 
If  it  finds  a  sphere  of  the 


proper  size,  the  computer 
compares  images  fi'om  all  the 
cameras  to  verify  whether 
the  ball  crossed  the  goal  line. 
When  a  goal  is  confiimed,  the 
referee  hears  a  signal  in  an 
eai-piece  receiver. 

Outfitting  a  stadium  will 
cost  $165,000  to  $200,000,  but 
if  that's  too  much,  teams 
could  also  rent  the  set-up. 
"We  are  confident  that  the 
system  will  go  ahead,"  says 
Adrian  S.  Carmichael,  secre- 


tary of  1ST.  Fans  will  demand 
it,  he  says,  because  they're 
fed  up  with  officiating  goofs. 
Britain's  Football  Assn.  and 
FIFA  (Federation  Interna- 
tionale de  Football  Associa- 
tion), however,  have  not 
yet  decided  whether  they 
want  to  hand  the  job  of  goal- 
tallying  to  an  electronic 
referee.  Heidi  Dawleij 


■  Call  it  fi-ench-fty  fuel.  Re- 
searchers at  the  Idaho  Na- 
tional Engineering  &  Envi- 
ronmental Laboratory  have 
cooked  up  a  diesel-fuel  sub- 
stitute from  used  vegetable 
frying  oil.  This  "biodiesel" 
fuel  costs  as  little  as  $1  a  gal- 
lon— on  par  with  normal 
diesel  and  much  less  than 
other  "biomass"  alternatives. 
The  new  fuel  also  burns 
cleaner,  producing  less  air 
pollution — and  in  the  event 
of  a  spill,  it  soon  biodegrades. 
The  waste  cooking  oil  was 
donated  by  J.  R.  Simplot  Co., 
a  food  processor  that  supplies 
french  fries  to  McDonald's 
Corp.  and  other  fast-food 
chains.  Currently,  the  used 
oil  gets  carted  off  to  landfills. 
That's  expensive,  so  Simplot 


would  like  nothing  better 
than  to  tum  that  cooking  oil 
into  fuel  for  its  fleet  of 
tracks. 

■  Today,  troubleshooting  the 
electronic  innards  of  a  Cadil- 
lac or  a  Xerox  Corp.  copier 
can  be  done  fi-om  miles  away. 
Next,  locomotives  from  Gen- 
eral Electric  Transportation 
Systems  will  signal  when 
they  need  maintenance,  ge 
has  begun  a  pilot  progi-am  to 
use  sateUites  and  sensors  to 
remotely  monitor  the  myin- 
ad  cliips  that  control  its  loco- 
motives. Aiman  Abdel-Malek, 
manager  of  (3e's  Remote  Di- 
agnostics Sei-vice,  says  a  rail- 
road could  save  tons  of  mon- 
ey if  engineers  who  ai-e  stuck 
with  a  disabled  train  could 
use  the  service  to  identify 
the  problem  and  bypass  or 
correct  it. 


A  JET  STREAM 
THAT  CLEARS  OUT 
BLOOD  CLOTS 

BLOOD  CLOTS  IN  CORONARY 

arteries  can  cause  chest 
pain  and  heart  attacks — 
and  can  be  deadly  if  not 
removed  quickly.  Stan- 
dard treatment  uses  a 
drug,  such  as  urokinase, 
to  dissolve  the  clot.  But 
it  can  take  hours  to 
work — too  long  for  some 
patients.  And  many  can't 
tolerate  urokinase. 

Three  years  ago,  a  new 
device  proved  effective  at 
unclogging  the  arteries  of 
dialysis  patients.  Now, 
the  Food  &  Drag  Admin- 
istration has  also  ap- 
proved it  for  chest  pains 
and  heart  attacks.  Devel- 
oped by  Minneapolis- 
based  Possis  Medical  Inc., 
AngiaJet  is  a  tiny  version 
of  industrial  water-jet 
tools  used  to  slice  steel 
and  concrete.  At  the  end 
of  a  thin  stainless  steel 
tube  inside  a  plastic  tube 
is  a  tiny  showerhead  that 
faces  backward.  Doctors 
guide  it  through  an 
artery  to  the  clot.  Then, 
saline  solution  is  pumped 
at  gi^eat  pressure  thi'ough 
the  showerhead.  The  jets 
rash  back  into  the  plastic 
tube,  creating  suction 
that  breaks  up  the  clot. 

The  FDA  acted  swiftly 
after  AngioJet  turned  in 
sterhng  results.  It  clears 
clots  in  two  minutes  or 
less,  causes  far  less  inter- 
nal bleeding,  and  is  sever- 
al thousand  dollars  cheap- 
er than  lu'okinase,  says 
Dr.  Stephen  R.  Ramee,  a 
cardiac  specialist  at  Osch- 
ner  Clinic  in  New  Or- 
leans. After  AngioJet, 
only  15%  of  patients  suf- 
fered heart  attacks,  died, 
or  required  bypass  opera- 
tions vrithin  30  days — vs. 
33%  of  those  treated  with 
urokinase.       John  Carey 
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Marketing 


RETAILING 


A  PENNEY 
SAVED? 

CEO  Oesterreicher  has  a  plan,  but  investors  are  balking 


James  E.  Oesterreicher,  chief  exec- 
utive of  J.  C.  Penney  Co.,  knows  a 
thing  or  two  about  pressure.  In 
the  early  1990s,  he  was  head  of  Pen- 
ney's  department  stores  and  catalog  di- 
vision when  the  retail  giant  hit  the 
skids.  Penney  had  launched  an  ill-con- 
ceived push  into  higher-priced  goods 
just  in  time  for  the  1990-91  recession. 
But  under  Oesteireicher's  guidance,  the 
chain  quickly  recovered  by  creating 
promising  private-label  brands  and  re- 
building its  reputation  as  a  place  to 
buy  conservative  clothing  at  reason- 
able prices.  If  Penney  wasn't  cutting- 
edge,  at  least  it  was  reliai  lo.  That 
strategy  led  to  a  record  $1.1  billi"n  in 
profits  for  the  retailer  in  1994. 

Penney  has  gone  dovmliill  ever  sinci-. 
and  the  pressure  on  Oesterreicher  has 
never  been  more  intense.  In  late  Feb- 
ruary the  Piano  (Tex.)-based  retailer 
reported  yet  another  year  of  disap- 


pointing results.  Net  income  last  year 
edged  up  to  $594  million,  nearly  half 
what  it  was  in  1994.  Sales  last  year 
rose  0.4%,  to  $30.7  billion,  mostly  from 
its  1997  acquisition  of  drugstore  chain 
Eckerd  Corp.  Meanwhile,  Penney's 
stock  has  plunged  50%  in  the  past  12 
months,  to  .39. 

PENNEY'S  EARNINGS 
HAVE  WOBBLED... 


OESTERREICHER:  Some  shareholder, 
have  openly  called  for  his  ouster 

Now,  some  investors  are  openly  c 
ing  for  Oesterreicher's  ouster.  A 
there  are  signs  the  board  may  be 
tening.  "The  pressure  is  on  Penne 
management  team  to  turn  this  com 
ny  around — and  to  do  it  quickly,"  ss 
Donald  E.  Brown,  an  analyst  for  Pul 
Employees  Retirement  System  of  01 
which  halved  its  Penney  stake  o) 
the  past  year,  to  300,000  shares. 

When  Oesterreicher,  57,  took  o) 
the  top  job  in  1995,  investors  had  pi 
ty  of  reason  for  optimism.  Penii 
seemed  poised  to  cash  in  on  a  tre 
in  middle-market  retailing  in  which 
partment  stores  turned  high-marj 
private  labels  into  core  brands.  Oest 
reicher  had  already  helped  launci 
gi'oup  of  money-making  house  lab( 
most  notably  The  Original  Ai-izona  J( 
Co.,  a  line  that  gave  rivals  Levi's  a 
Lee  a  legitimate  competitive  frig 
Artsy  TV  ads,  fashionable  styling,  a 
low  prices,  made  the  line  a  hit. 
WIDELY  COPIED.  But  Penney,  whc 
largest  supplier  was  and  still  is  L( 
Strauss,  didn't  go  in  for  the  kill.  Aiizc 
never  rose  to  a  megabrand.  Nor 
Worthington,  a  line  of  women's  clothi) 
or  any  of  Penney's  other  in-house  lab( 
And  while  the  retailer  failed  to  fu 
promote  and  capitalize  on  its  o\ 
brands,  the  private-label  apparel  tac 
was  widely  copied  to  gi'eat  advanta 
by  rivals.  Sears,  Roebuck  &  Co.,  whi 
long  had  market-leading  house  bran 
like  Craftsman  and  Kenmore,  built 
own  clothing  labels. 

Meanwliile,  middle-market  and  lowi 
end  department  stores  began  eati 
Penney's  lunch.  Macy's,  for  examp 
lured  the  traditional  Penney  custom 
by  cutting  prices  and  offering  a  wid 
variety  of  national  brands  such  as  To: 
my  Hilfiger  and  Ralph  Laiu'en.  Sales 
Penney  stores  open  more  than  a  ye 
fell  by  1.9%  last  year,  while  rivals  su 
as  May  Department  Stores  and  Fed( 

...AND  ITS  STOCK  HAS 
TRAILED  COMPETITORS 


4  BILLIONS  Of  DOLLARS 
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You're  online  trying  to  buy 
before  the  market  goes  up, 
when  the  power  goes  down, 


Good  thing  you  invested  i 
inanAPC  Back-UPS  Office®{ 

Solutions  starting  at  $99. 


ARC  Back-UPS'  Family 

Thanks  to  online  trading  you're  ahead 
of  the  curve.  No  thanks  to  faulty  power 
you  could  lose  your  edge.  An  APC 
uninterruptible  power  supply  (UPS) 
gives  you  and  your  computer  the 
power  to  make  that  trade. 

According  to  research  by  IBM,  a  typical 
computer  is  subject  to  more  than  120 
power  problems  a  month.  Cheap 
power  strips  prevent  none  of  the 
power  problems  that  cause  keyboard 
lock  ups,  system  crashes,  corrupted 
data,  and  lost  Internet  connections. 
An  APC  UPS  with  surge  suppression 
and  battery  back-up  protects  your  soft- 
ware, hardware,  and  most  importantly, 
your  work.  APC  Back-UPS'  provide  clean, 
reliable  power  so  you  can  function  at  peak 
performance  through  power  glitches,  and 
give  you  time  to  shut  down  during  a  power 
outage.  Contact  your  local  reseller  or  visit 
the  listed  retailers  to  add  APC's  Legendary 
Reliability  to  your  system  today. 

FREE  68-page  Guide 
to  Power  Protection. 

Order  now:  Key  Code  j  235 z 
http://prom.apcc.com 

888-289-APCC  x8523  •  Fax:  401-788-2797 


You  can  find  APC  power  protection  products  at: 


iwmi  PDwiir  CMMsmn,  All  Tiaiinimks  m.  Ihc  pio|i»ny  »l  llitir  owms.  DP  1  B9Cf -US  •  |eO0|317-FA)(X  PomiFji  •  E-mail:  .pcmloOjpcc.tom  •  1 3!  Fmigmnd!  M.  Wefl  KingMon.  fli  0Z892  US*  ] 


Legendary  Reliability  ' 


Marketing 


Penney's  latest  turnaround  effort  is 
''not  much  to  get  excited  about" 


ated  Department  Stores  saw  same- 
store  sales  rise  by  3.5%  and  2.2%,  re- 
spectively. Meanwhile,  discounters  such 
as  Target  Stores  and  Kohls  Corp. 
gained  ground  by  offering  clothing 
quality  comparable  to  Penney's,  but  at 
much  lower  prices.  While  all  this  was 
happening,  Penney  made  few  signifi- 
cant changes  in  store  design,  merchan- 
dise, or  marketing.  "Penney  has  failed 
to  reinvent  itself,"  says  New  York- 
based  retail  consultant  Howard  David- 
owitz.  "You  have  to  call  it  a  terrible 
management  failure.  In  retailing... you 
have  to  keep  changing  and  moving 
forward." 

Oesterreicher 
brushes  off  such 
criticism.  "I  think 
it's  important  for 
people  to  visualize 
where  we're  going 
and  not  where 
we've  been,"  he 
says,  while  conced- 


COMEBACK  COURSE 


■  Emphasize  eight  private  la- 
bel clothing  brands  by  setting 
up  boutique  "Power  Shops" 
within  J.C.  Penney  stores 

■  Develop  a  new  store  design. 
Prototypes  are  on  the  drawing 


board 


people's    attention,"    Lovell  says. 

Oesterreicher  says  his  current  plan 
will  be  more  successful  than  past  ef- 
forts because  it  rehes  on  extensive  cus- 
tomer market  research.  "This  one  is 
more  specific  and  less  general,  and 
there's  commitment  throughout  the  or- 
ganization. Once  you  decide  where  the 
target  is,  where  the  guidelines  are,  you 
can  focus  your  energies  on  achieving 
something,"  says  Oesterreicher. 

But  time  may  be  running  out  for 
him  to  get  it  right.  Some  sharehold- 
ers, retail  experts,  and  former  Penney 
executives  are  calling  for  radical  re- 
alignments at  the 
company — starting 
with  the  chief  exec- 
utive's office.  "It's 
time  for  a  change, 
and  change  begins 
at  the  top.  [Oester- 
reicher] has  to  be 
held  accountable," 
says    Thomas  M. 


ing  that  he  needs  to    Buynak,  director  at 


"get  our  depart- 
ment-store and  cata- 
log businesses  back 
on  track." 

In  Oesterreicher's 
latest  turnaround  effort,  Penney  will 
reemphasize  the  quality  and  affordabil- 
ity  of  its  eight  key  apparel  lines,  in- 
cluding Arizona,  Hunt  Club,  and  Wor- 
thington.  Oesterreicher  plans  to 
showcase  them  in  5,000-to-6,000-square- 
foot  "Power  Shops"  located  within 
Penney  stores,  setting  them  apart  as 
an  upscale  store  might  show  off  de- 
signer labels.  The  initiative  includes  ef- 
forts to  speed  merchandise  into  the 
stores,  come  up  with  a  new  store  de- 
sign, and  boost  Internet  presence. 
STALE  STORES.  The  moves  have  done 
little  to  still  the  critics.  "That's  not 
much  to  get  excited  about,"  says  ana- 
lyst Richard  L.  Church  of  Salomon 
Smith  Barney.  The  problem,  outsiders 
say,  is  that  the  new  plan  just  isn't  new 
enough.  "Geez,  Federated  and  May 
have  been  doing  [private-label  shops] 
for  years,"  says  Peter  M.  Lovell,  a 
portfolio  manager  at  Invesco  Funds 
Group  Inc.,  one  of  Penney's  largest 
shareholders.  Lovell  and  others  say  the 
piivate-label  shops  don't  go  far  enough 
in  updating  Penney's  tired  look.  "Pen- 
ney's stores  have  been  stale  and  flat, 
and  they  need  to  do  something  to  get 


■  Boost  Internet  offerings  to 
include  all  items  now  available 
in  the  J.C.  Penney  catalog  by 
the  end  of  1999 


Cleveland-based  So- 
ciety Asset  Manage- 
ment,   which  has 
dumped  1.2  million 
Penney  shares  since 
last  fall.  "I  think  the  board  has  a  fidu- 
ciary duty  to  ask  itself  if  they  have 
the  right  guy  running  this  company." 

While  several  directors  declined  to 
comment,  certainly  some  changes  ap- 
pear to  be  afoot  at  the  retailer.  In  Jan- 
uary, John  T.  Cody  Jr.,  60,  a  35-year 
Penney  veteran  and  its  president  and 
chief  operating  officer  since  1997, 
abniptly  announced  liis  I'etii'ement.  In  a 
break  with  tradition,  Penney  says  it  is 
looking  outside  as  well  as  within  its 
ranks  to  replace  Cody — and  to  fill  fu- 
ture senior-level  openings. 

Penney  executives  say  Cody's  de- 
parture is  unrelated  to  the  company's 
recent  performance,  noting  that  top  of- 
ficers typically  retire  around  age  60. 
But  observers  say  there's  more  to  the 
recent  announcement  than  that.  "The 
board  was  looking  for  change,  and  it 
had  to  start  somewhere,"  says  one  for- 
mer top  Penney  executive.  He  adds: 
"Some  would  say  it's  Oesterreicher  it 
should  be  targeting."  If  things  don't 
get  better  soon,  that  may  be  exactly 
what  happens. 

By  Stephanie  Anderson  Forest 
in  Dallas 
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Know  thy  customer.  New  Business  Intelligence  software  tools  can  help  you 
make  the  most  of  all  the  data  that  streams  into  your  business  every  day 


e-business 


ilional  Business  Machines  Corporalion  in  the  United  Stales  and/oi  other  countries  Other  company,  product  and  service  names  may  be  the  trademarl(S  or  service  marl(S  ol  others  '9 1999 IBIVI  Lnrp  All  riqhts  reserved 


ey,  you  might  manage  it  differently.  Less  than  10%  of  corporate  data  is  ever 

"age  the  "other  90%"  of  your  data  assets  and  turn  business-as-usual  into  Business  Intelligence.  So  you  can 
;ad  them.  Identify  and  reward  best  customers.  And  give  your  people  on  the  spot  the  tools  to  make  better-informed 

;oday's  results.  Speaking  of  results,  visit  www.soltware.ibm.com/bistral   

Solutions  for  a  small  planet  '   IZZ         —  t 


3ries 


Montreal  is  turning  accduni  dala  into  custunier  insitrhts  that  oIIdiv  it  to  serve  each  client  as  a  market  se<xment  of  one. 
S.  Healthcare  "x-ra\s"  data  in  over  100  million  patient  and  jirovider  files  to  discover  -  and  share  -  best  practices, 
•e  Dutch  clothing  ^iant.  is  ireaving  producers  and  cnstomers  into  ghduil  supply  chains  that  are  seamless  and  smooth. 
ts  Authority  f?ianages  globally  and  e.Mecutes  locally  by  analyzing  sales  of  sports  gear  in  1()7  local  tnarkets  as  they  happen. 


Governments 


COIVIIVIENTARY 

By  Stan  Crock 

THE  REAL  MATH  OF  MILITARY  SHUTDOWNS 


A decade  ago,  the  folks  in 
Portsmouth,  N.  H.,  thought  a  di- 
versified economy  meant  you 
could  get  a  job  with  the  Army, 
Navy,  Air  Force,  or  Coast  Guard. 
All  of  them  were  thei-e.  Today, 
Pease  Air  Force  Base  is  closed,  and 
the  other  services  have  slashed  their 
workforces. 

In  their  place  have  come  employ- 
ers such  as  Red  Hook  Ale 
Brewery  and  Cabletron  Coip., 
which  makes  communications- 
network  switches.  Wlien  Pan 
Am  Corp.  opens  a  maintenance 
facility  and  sevei'al  other  com- 
panies are  ready  for  business, 
4,500  people  will  work  at  the 
site,  dwarfing  the  400  civilian 
jobs  when  the  base  was  open. 
"We  are  doing  very,  very  well," 
says  Eileen  D.  Foley,  who  was 
Portsmouth's  mayor 
when  the  Pease 
shutdown  was  an- 
nounced in  1988. 

There's  a  lesson 
there  for  Congress. 
Although  lawmakers 
want  to  delay  anoth- 
er poHtically  sensi- 


the  pols  may  have  less  to  wony 
about  than  they  think.  A  I'ecent  Gen- 
ei'al  Accounting  Office  report  shows 
that  two-thii'ds  of  the  tovras  hit  with 
major  base  closings  have  unemploy- 
ment rates  at  or  below  the  national 
average.  "Not  only  is  there  life  after 
base  closure,  thei'e  is  robust  life  af- 
ter base  closure,"  says  Paul  J. 
Dempsey,  director  of  a  Pentagon  of- 


that  he  predicted  the  region  "would 
lose  almost  a  decade  of  employment 
growth"  when  the  base  closed.  In- 
stead, nonagi'icultui"al  employment, 
which  had  inched  up  8.4"%'  during  th( 
1980s,  jumped  15.9%  from  1992  to 
last  year.  And  sales  tax  revenue,  als 
supposedly  headed  for  a  slump,  has 
increased  4%  to  8%  every  year. 
One  reason:  Economists  overstate 


SOME  GHOST  TOWN 


Hook.  The 

military 
employed 
only  400 


five  round  of  base 
closings  requested 
by  the  Pentagon, 
there's  no  real  rea- 
son to  wait — and 
plenty  of  reason  to 
double-time.  For  one 
thing,  in  this  age  of  expansion,  the 
economic  downside  of  shuttering  a 
military  base  can  be  negligible. 
POKY  POLS.  It's  clear-  that  Washing- 
ton needs  to  close  more  sites.  The 
unifoi'med  force  has  shiunk  84%, 
from  2.2  million  in  1989  to  1.5  million 
today.  Although  97  of  495  major 
bases  have  been  eliminated — produc- 
ing annual  savings  estimated  at  $5.7 
biUinn — base  capacity  has  fallen  just 
26%.  'I'lie  Pentagon  says  it  still  will 
have  2;;%  move  capacity  than  it  will 
need  in  2003. 

Congi't  ss  is  balking  at  new  shut- 
downs partly  because  it  fears  a  polit- 
ical backlash  from  job  losses.  And 
governors  such  as  George  W.  Bush  of 
Texas  are  hiring  consultants  to  argue 
the  case  against  base  closings.  But 


Portsmouth,  N.  H.,  has  been 
thriving  since  Pease  Air 
Force  Base  closed.  Soon, 
4,500  civilians  will  work  at 
the  site  for  companies 
such  as  Red 


fice  that  aids  towns  facing  the  loss  of 
a  military  facility. 

When  a  base  closes,  few  workers 
lose  jobs.  About  76%-  continue  to 
work  for  Uncle  Sam  or  retire.  Only 
8%  are  laid  off,  according  to  the  Pen- 
tagon. And  new  jobs  totaling  G0%  of 
the  lost  slots  have  been  created  at 
bases  closed  for  at  least  two  years. 

Alexandria,  La.,  which  saw  Eng- 
land Air  Force  base  shuttered  in 
1992,  is  one  town  that  thinks  it's  bet- 
ter off.  Loren  C.  Scott,  an  economist 
at  Louisiana  State  University,  recalls 


the  impact  of  a  militaiy  pullout.  Jon 
W.  Grafton,  an  economic-development 
official  in  Alexandria,  says  that  be- 
cause troops  buy  food  at  commis- 
saries and  other  goods  at  the  post 
exchange,  the  loss  of  a  military  job  is 
equivalent  to  the  loss  of  just  a  third 
of  a  civilian  job. 

Certainly,  experience  helps  ease  a 
transition.  That's  why  the  Defense 
Dept.  nms  conferences  for  local  plan- 
ners to  help  them  avoid  traps,  assess 
an  area's  strengths,  and  duplicate 
winning  strategies.  And  to  reduce  the 
uncertainty  that  crimps  investment, 
the  Pentagon  has  halved  the  original 
six-year  lag  between  announcement 
of  a  closing  and  its  completion. 

Town  after  town  has  shown  that 
the  sky  doesn't  have  to  fall  when  the 
military  marches  off.  And  if  lawmak- 
ers act  swiftly  to  close  more  bases, 
the  expansion  will  provide  a  soft 
cushion  to  the  economic  blows. 

Crock  covers  military  affairs  from, 
Washington. 
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Gold  Rush 


Hertz  #1  Club  Gold. 
Our  fastest  wav  to  rent  a  car. 


Whether  you're  flying  into  SFO,  Or<D,  LGA  or  DEN, 
at  Hertz  we  have  a  mission:  to  get  you  from  point  A 
to  point  B  as  fast  as  possible. 

(H)ertz  #1  Club  Gold  for  example.  It  s  our  fastest  way 
to  get  from  the  plane,  to  your  car,  and  out  of  the 
airport.  No  long  lines.  No  unnecessary  paperwork. 

(G)etting  you  where  you're  going  fast  and  easy 
Another  reason  nobody  does  it  exactly  like  Hertz. 


exactly. 


B  rents  Fords  and  other  fine  cars. 

.  U.S.  PAT.  (JFF.  ©  ilERTZ  SYSTEM  INC.  1999/025-99 


Governmenti 


SENIOR  POWER 

For  MOO,  both 
parties  will 
ha  ve  to  come 
Hp  with  "silver 
strategies  " 


DEMOGRAPHICS 


WHAT'S  THE  GOP'S 
FAVORITE  COLOR?  GRAY 

Tired  of  scandal,  the  60-plus  crowd  gets  more  Republican 


Surf  over  to  the  Third  Age,  a  Web 
site  catering  to  seniors,  and  you'll 
find  the  chat  rooms  still  sizzle  with 
all-Monica,  all-the-tinie  commentary. 
While  Bill  Clinton  still  has  plenty  of 
support,  many  agree  with  a  message 
posted  by  David  N.  Smith:  "As  of  now, 
I  have  ceased  voting  for  Democrats  for 
national  office,  not  because  I  like  the 
(;op,  but  because  the  Demos  tore  their 
pants  with  that  dishonorable  vote 
against  Clinton's  conviction." 

This  breach  didn't  come  easily  for 
Smith,  (54,  a  retu'ed  vocational  coimselor 
fi'om  Ozai"k,  Ala.  "I've  been  a  Democrat 
all  my  life,"  he  says.  "As  for  Democrat- 
ic politicians — there's  not  an  honest  one 
in  the  bunch."  Smith  will  tiy  voting  Re- 
publican next  election. 

The  alienation  of  David  Smith  rep- 
resents a  trend  that  is  beguiling  de- 
mographers: the  transfoiTnation  of  once- 
solidly  Democratic  oldsters  into  political 
swingers.  Although  popular  wisdom 
holds  that  the  party  of  for  commands 
the  elder  vote,  reality  is  different — and 
more  encoiu'aging  for  Republicans.  Fact 
is,  membei-s  of  the  New  Deal  generation 
are  dying  off.  The  sixtysomething  co- 
hort behind  them  is  more  fiscally  con- 


servative, angi-ier  over  moral  decline, 
and  less  predictably  Democratic. 

Exit  polls  show  that  seniors  cast  a 
slim  but  growing  majority  of  votes  for 
Republicans  in  the  past  three  House 
elections.  If  all  national  races  are  con- 
sidered, 60-plus  voters  split  their  votes 
between  Democrats  and 
Republicans  in  1994  and 
shifted  decisively  into 
the  GOP  column  in  '98 — 
making  them  the  most 
Republican-leaning  of  all 
age  gi'oups.  Wliile  black 
seniors  remain  over- 
whelmingly Democratic, 
60%  of  older  whites  vot- 
ed for  the  GOP  candidate 
in  their  districts. 

No  wonder  Democrat- 
ic strategists  are  reach- 
ing for  the  Geritol.  "We  can't  afford  to 
keep  losing  60-to-70-year-olds,"  says 
Democratic  pollster  Celinda  Lake.  "As  it 
stands,  seniors  are  going  to  be  one  of 
the  battlegrounds  in  2000,  when  they 
should  be  solidly  Democratic." 

That's  why  both  Vice-President  Al 
Gore,  the  likely  Democratic  nominee, 
and  his  leading  GOP  rival,  Texas  Gov- 


TURNING  RIGHT? 


40  . 


0  , 


HOW  SENIORS  AGE  60 
AND  UP  VOTED  FDR  CONGRESS 

SHARE  OF  TWO-PARTY  VOTE 


'94 


'96 


90  '92 
L  PERCENT 

DATA:  VOTER  NEWSSERVICE 


emor  George  W.  Bush,  will  have  t 
vise  "silver  strategies"  to  woo  eld 
voters.  Seniore  are  a  significant  chur 
the  electorate  in  key  swing  states 
as  New  Jersey  and  Ohio.  And  Flor 
25  electoral  votes  are  pivotal.  Witl 
them,  it's  hard  to  see  how  Bush  or 
other  Republican  could  overcome  G 
sti-ength  on  the  East  and  West  Co; 
Ironically,  some  of  the  declining 
alty  to  Democrats 
be  attributed  to  the 
cess  of  New  Deal  t 
ty-net  progi-ams.  In 
Thirties,  many  sen 
lived  in  poverty. 
1991,  the  last  year 
wliich  census  figm-es 
available,  the  median  net  worth 
households  headed  by  Americans 
and-over  had  climbed  to  $88,192, 
than  double  the  national  average, 
relative  affluence  spiirs  concerns  al 
taxes,  asset  preservation,  and  inh 
tance — core  issues  for  the  gop. 
ONE  BETTER.  Despite  gop  inroads, 
moci'ats  still  have  an  edge.  In  a  Janu 
1999,  Pew  Reseai'ch  Center  poll,  sen 
backed  Democratic  approaches  to  fi.^ 
Social  Security  over  Republican  id 
by  54%  to  17%.  The  President's  plai 
keep  Uncle  Sam  as  the  guarantor  of 
tirement  is  more  popular  with  sen; 
than  gop  calls  for  a  privatized  syst 
with  gi'eater  investor  risks. 

Maybe  that's  why  on  Mar.  4  Repu 
cans  startled  rival  Dems  by  unveilin 
new  House-Senate  budget  proposal  t 
goes  Clinton  one  better  by  committin 
on  paper,  at  least — the  entire  fedt 
surplus  to  shoring  up  the  retirem 
system.  "We're  going  to  lock  av 
every  penny  of  the  Social  Secuiity  ti 
fund  for  om*  nation's 
derly,"  proclaims  Sen 
Budget  Commit 
Chairman  Pete 
Domenici  (R-N.  M.). 

And  while  Social 
curity  reform  promi 
to  dwaif  all  other  iss 
this  year.  Congress  a 
may  take  up  pens; 
portability,  expand 
progi'ams  for  low-inco 
seniors,  and  calls  foi 
cut  in  inheritance  tax 
So  if  you  see  Bush,  Gore,  and  th 
fellow  Presidential  rivals  playing  lots 
shuffleboard  in  South  Floi'ida  t 
spring,  don't  be  sm'prised.  With  sem( 
increasingly  up  for  grabs,  neither  I 
mocrats  nor  Republicans  can  afford 
take  the  gi'ay  vote  for  gi-anted. 

By  Lee  Walczak  and  Richard 
Dimham  in  Washington 
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J  More  connectedj 


jck  in  a  meeting,  it's  6:15  pm.  I'd  better  call  that  Italian  place. 


My  vacations  for  the  next  five  years  (ever  the  optimist). 


^^^^ 


VC  profiles  -  next  hot  companies. 

1 


^^^^ 


David  Byers 

Technology  Analyst 


Pick.up  dry  cleaning;  new  cleats  for  Kayley. 


back  up  my  Palm  V™ organizer  with  my  PC. 
With  just  one  touch. 


wwvM  nalm  mm        '  Palm  Computing,  Inc.,  developer  of  the  world's  leading  handheld  platfor 

v»v»  vv.^iaill  l.v^uiM,  .    ,  ^^^m     ^  ^^^^  ^^^^  Corporation  3Com,  Palm  Computing,  ani  HolSync  are  registered  Irademarlss  anti  Palm,  Palnrr  V,  PalniPilot. 

.  '^^H  Palm  Comptjtmg  plaltocm  logo.  Simply  Palm  and  More  connected,  are  Irarfemarks  of  Palm  Computing.  Inc.  or  3Gpm  Corporalio 


Still  knowing  each  chorus  and  chord  by  heart.  Even  when  you're  in  your  nineties.  Sounds  like  sciem 
to  you?  Not  to  us.  Because  Hoechst  Marion  Roussel,  our  pharmaceutical  connpany,  is  conducting  ex 
research  in  the  fight  against  diseases  that  affect  the  elderly.  For  we  strongly  believe  that  with  time! 


Imagine  being  in  your  nineties  and  still  able  to  recite 


iiiiimim>H--  \ 

Hoechst  Marion  Roussel  is  the  pharmaceutical  company  of  Hoechst,  an  international  group  of  CC| 


The  Future  in  Life  Sciences  HoecHSt 


Information  Technology 


SOFTWARE 


CAN  LOTUS  OUTRUN 
YOU-KNOW-WHO? 

The  latest  release  of  Notes  is  designed  to  foil  Microsoft 


Old-timers  at  Lotus  Development 
Coip.  remember  \ividly  how  Mi- 
crosoft Coi"p.  systematically  de- 
molished their  once  dominant 
1-2-3  spreadsheet-software  business. 
Many,  like  Lotus  President  Jeffi'ey  Pa- 
pows,  carrj'  those  wounds  like  battle 
scars,  vowing  never  to  let  it  happen 
again.  But  Lotus  is  once  more  under 
attack  from  its  nemesis.  Microsoft's  tar- 
get this  time:  Notes.  Lotus'  market- 
leading  communications  softwai-e.  "We're 
locked  in  a  war  with  Microsoft  we  can't 
afford  not  to  win,"  says  Papows. 

Indeed,  Lotus  has  been  on  the  de- 
fensive in  this  cutthi'oat  competition  for 
the  past  three  years.  But  on  Mai".  30, 
the  IBM  subsidiaiy  hopes  to  revei-se  that 
when  it  delivei-s  Release  5,  the  fo-st  ma- 
jor overhaul  of  Notes  in  two  years.  It 
boasts  new  workgroup  collaboration  fea- 
tures and  a  navigation  screen  that 
works  like  a  Web  browser.  Lotus  is  bol- 
stering the  product  launch  with  a  $100 
million  mai'keting  blitz,  say  soui'ces  close 
to  the  company. 

PRICE  PUNCH.  All  those  marketing  dol- 
lars can't  assure  success  for  Notes, 
however.  Lotus  is  in  a  bind.  Its  strate- 
gy' for  staying  ahead  of  Microsoft  is  to 
offer  an  airay  of  collaboration  featm-es. 
By  contrast,  Microsoft's  E.\- 
change  focuses  primaiily  on  E- 
mail  and  is  still  chasing  Lo- 
tus' lead  in  collaboration. 
Problem  is,  many  customers  don't  seem 
to  care  as  much  about  collaboration  as 
they  do  about  basic  E-mail.  And  they 
won't  pay  extra  for  it.  At  the  same 
time,  Lotus  is  facing  an  uprising  fi'om 
some  of  its  distributors  who  resent  its 
handoff  of  lucrative  Notes  consulting 
contracts  to  IBM.  If  Lotus  can't  solve 
these  problems,  it  risks  being  overtak- 
en by  Microsoft. 

So  far,  Lotus  has  been  holding  its 
own  in  the  battle  for  market  share — 
but  only  by  saciificing  profits.  Price  cuts 
of  57%  offered  to  users  of  competing 
E-mail  systems  if  they  switched  to 
Notes  helped  Lotus  finish  1998  with  13.4 
million  new  users,  compared  with  11.8 


million  for  Microsoft.  Notes  ranks  as 
the  leading  communications  and  collab- 
oration progi"am,  with  approximately 
36'7f  of  the  market  for  new  users  last 
yeai",  vs.  26%  for  Microsoft  Exchange, 
according  to  preliminaiy  estimates  by 
International  Data  Group. 

But  Microsoft  has  pulled  within  stiik- 
ing  distance  in  just  thi'ee  years  by  cre- 
ating a  low-price  prod- 
uct that  delivers 
easy-to-use  E-mail. 
Sometimes  Microsoft 
practically  gives  Ex- 
change away  as  part  of 
larger  deals  that 
include  other  coi-porate 
-software  programs. 
That  frustrates  IBM's 
top  executives. 
"Exchange  is  an  inferi- 
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Lotus 


or  product,"  snaps 
Chief  Financial  Officer 
Douglas  Maine. 

As  for  the  notion 
that  corporations  are 
not  clamoiing  for  collaboration  featui-es, 
Lotus  executives  say  that's  poppycock. 
They  not  only  expect  Release  5  to  take 
back  momentum  from  Microsoft,  thej^re 
even  upping  the  price  by  56%  on  one 
key  piece  of  the  package — one 
of  the  Lotus  Notes  ser\'ers. 
And,  with  Big  Blue's  backing, 
Lotus  thinks  it  can  hang  on 
to  its  lead  in  collaboration  features, 
which  it  beUeves  will  become  increas- 
ingly important  in  the  Internet  world. 
"E-mail  will  be  viewed  as  yesterday's 
newspaper  in  two  or  thi-ee  yeai-s,"  pre- 
dicts Steve  Sa\Te,  Lotus'  \ice-pi"esident 
for  marketing. 

The  new  Notes  does  extend  Lotus' 
collaboration  lead — particularly  a  new 
add-on  product  that  allows  Notes  users 
to  hold  online  chat  sessions.  Still,  most 
analysts  don't  expect  Release  5  to  give 
Lotus  much  of  a  bump  in  mai'ket  share. 
Most  of  what's  new  is  "enhancements" 
rather  than  breakthrough  innovations, 
says  IDC  analyst  Mark  Le\itt.  "It's  a 
fine  product,"  he  says.  "But  it's  not  com- 
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pelling  enough  to  ' 
suade  a  Microsoft 
tomer  to  move  to 
tus,  or  to  keep  a  L 
user  from  movinL 
Microsoft." 

Take  a  new  softw 
progi'am  called  Sai 
time  that  Lotus  de^ 
oped  for  Release  5. ' 
program  allows  Notes  users  to  fig 
out  when  their  colleagues  are  onl 
and  exchange  messages  in  real  til 
It's  a  neat  featiu'e.  But  some  custom 
ai'e  gi\ing  Sametime  the  cold  shoulde: 
and  not  just  because  Lotus  plans 
charge  $5,000  extra  for  it,  plus  S20 
user.  Says  Michael  Mandelbaimi,  vi 
president  for  information  systems 
Pnidential  Insm-ance  Co.  of  Amer 
"We  don't  see  the  business  value  ; 
of  real-time  online  chat." 

That  could  spell  trouble  for  Loi 
and  IBM.  Notes  accounts  for  nearly  6 
of  Lotus'  Sl.l  biUion  in  revenues  1 
yeai;  according  to  industiy  analysts- 
where  Notes  goes,  Lotus  follows.  Mo 
over,  the  gi-oundbreaking  groupwj 
progi'am  was  key  to  Big  Blue's  $ 
billion  acquisition  of  the  company 
1995.  IBM  CEO  Louis  V.  Gerstner  CJ 
Notes  "the  crown  jewel"  of  ibm's  sc 
ware  portfolio.  Last  year,  though,  pr 
wars  with  Microsoft  wiped  out  Lot 
profits  and  revenue  growth,  say  a;- 
Ivsts.  Still,  Notes  remains  a  strate,. 
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mess  for  IBM.  That's  because  for 
1  tlollar  customers  spend  on  Notes, 
.  spend  an  additional  $6  on  IBM 
I  niters,  software,  and  services  re- 
ed to  run  Notes,  according  to  IBM 
■utives. 

ut  that  strategy  is  putting  Lotus 
I  collision  course  with  its  own  dis- 
ution  partners.  Several  of  them  say 
,')-e  fed  up  with  IBM's  practice  of 
lining  off  the  most  lucrative  deals  to 
.ice    Notes.  "Lotus 
s  in  with  them,  not 
says  John  Finegan,  a 
-president  at  Semcor 
in  Warminster,  Pa.,  a 
size  reseller  that  now 
l;s  more  closely  with 
insoft  than  Lotus, 
licrosoft    has  been 
■k  to  exploit  the  fric- 
.  Sixteen  months  ago, 
t  \v  67  top  Lotus  re- 
el's to  its  Redmond 
i>h.)  headquarters  to 
r  a  three-day  pitch  foi- 
hange.  While  the  re- 
Ts  nei-vously  cracked 
's  about  going  over  to 
"(lark  side,"  Microsoft 
inised  them  fti-st  dibs 
lucrative  Exchange 
suiting  services.  The 
rin  offensive  worked, 
of  the  resellers  who 
le  the  trip  are  now 


working  with  Microsoft  in  addition  to 
Lotus.  More  broadly,  the  number  of  re- 
sellers wilting  applications  based  on  Ex- 
change tripled  last  year  to  1,000,  vs. 
3,000  for  Notes. 

While  Microsoft  gains  gi'ound  with 
resellers,  its  focus  on  delivering  basic 
E-mail  features  has  taken  a  chimk  ft-om 
one  of  Lotus'  key  assets:  the  14  milhon 
users  of  its  older  cc:Mail  softwai'e.  Lotus 
has  tried  to  get  those  customers  to 


ORDER  OF  BATTLE 


■  Outgun  Microsoft's  basic 
E-mail  with  the  advanced 
collaboration  features  in  its 
upcoming  release  of  Notes 

B  Push  Lotus'  and  IBM's  con- 
sulting-services capabilities  to 
build  collaborative  networks 
inside  companies — an  offer- 
ing Microsoft  can't  match 

B  Use  IBM's  connections  to 
the  corner  office  to  land  big 
deals 

B  Sell  Notes  as  the  premier 
platform  for  developing  busi- 
ness applications  for  the  Web 


B  It's  not  clear  that  cus- 
tomers care  as  much  about 
collaboration  as  they  do  about 
E-mail 

B  It  puts  Lotus  on  a  collision 
course  with  distribution  part- 
ners who  covet  services  rev- 
enues, too 


B  IBM  can't  help  build  links  to 
smaller  businesses  where  much 
of  the  future  growth  will  be 

B  In  general,  Microsoft  is  even 
better  than  Lotus  at  attracting 
application  developers 


UNDER  ATTACK 
Says  Lotus  President  Papows: 
"We're  locked  in  a  war . .  .we  can't 
afford  not  to  win" 

swap  their  E-mail  programs  for  Notes. 
But  that's  a  complicated  step,  says 
Howard  Jones,  chief  information  officer 
at  Snapper  Inc.,  which  makes  mowers. 
"It  was  cheaper  and  cjuicker  to  deploy 
Exchange,"  he  says. 

It  adds  up  to  a  lost  opportunity  for 
Lotus.  Lotus  had  hoped  to  convert  80% 
of  its  cc:Mail  users  to  Notes,  but  re- 
sellers say  it's  closer  to  50%.  Lotus  ap- 
pears to  have  slowed  defections  by  cut- 
ting the  price  for  an  upgrade  to  $19 
per  user,  from  $45.  That  gave  it  some 
major  victories  to  celebrate,  including 
DaimlerChrysler,  which  opted  last  fall 
to  upgi'ade  30,000  users  from  cc:Mail  to 
Notes.  Says  Susan  J.  Linger,  cio  at 
DaimlerChrysler:  "I  need  the  group- 
ware  capabilities  they  have  in  Notes 
today." 

That  deal  offers  a  glimpse  of  the 
lengths  IBM  and  Lotus  will  go  to  in  or- 
der to  win  this  battle.  IBM  Chairman 
Gerstner  met  twice  last  fall  with  his 
counterpart  at  DaimlerChrysler,  Co- 
Chairman  Jiirgen  E.  Schrempp.  Gerst- 
ner's  pitch:  Look  at  what  Notes  did  for 
IBM,  where  the  program  streamlined 
business  procedures,  cutting  $9  billion 
from  IBM's  costs. 

FALL  OFFENSIVE.  And  Lotus  doesn't  lim- 
it itself  to  globe-trotting.  Last  fall,  Lotus 
pulled  out  all  the  stops  to  keep  the  ac- 
count after  Microsoft  tried  to  win  Gillette 
Co.'s  E-mail  business  by  rolling  in  Ex- 
change for  an  extremely 
low  price  when  the  comj^a- 
ny's  annual  contract  for  its 
OfBce  suite  came  up  for  re- 
newal. Patrick  J.  Zilvitis, 
Gillette's  cio,  stuck  with 
Lotus  after  Papows  made  a 
personal  appeal.  "I  went 
back  to  Pat  and  told  Mm  it 
was  batl  foi-  the  industiy" 
for  Microsoft  to  control  too 
many  markets,  recalls  Lo- 
tus' c:E().  Zilvitis  declined 
to  comment. 

Papows  can't  count  on 
this  tactic  winning  him 
much  business,  though. 
And,  unless  he  can  con- 
vince customers  that  his 
new  product  is  truly  com- 
pelling, Microsoft  will 
catch  up  with  Notes  just 
like  it  did  Lotus'  1-2-3. 

By  Paul  C.  Judge 
in  Boston 
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BIG  IRON 

It  aims  to  become  a  world 
leader  in  computer  services 


Naoyuki  Akikusa,  Fujitsu's  new 
president,  made  his  mark  as  a 
troubleshooter.  When  an  earth- 
quake devastated  Fujitsu's  re- 
gional office  in  central  Kobe  one  Janu- 
ai-y  moming  in  1995,  Akikusa,  then  the 
manager  for  western  Japan,  quickly  took 
charge.  By  the  end  of  the  fii'st  day,  he 
had  drafted  plans  for  restoring  clients' 
computer  systems.  He  also  located  an 
alternate  office  to  take  over  Kobe  oper- 
ations, long  before  the  govemment  or- 
ganized its  own  disaster  response. 

Now,  the  60-year-old  Akikusa  is  up 
against  a  tougher  challenge:  to  trans- 
form giant  Fujitsu  from  a  high-tech 
hardware  department  store  into  a  nim- 
ble provider  of  soft- 
ware and  services.  If 
that  means  taking 
over  customers'  entire 
data-processing  opera- 
tions around  the 
world,  then  so  much 
the  better.  "My  goal  is 
to  make  Fujitsu  a  tru- 
ly global  information- 
technology  company," 
says  the  athletic,  6- 
foot-tall  Akikusa. 

The  new  president 
has  little  choice.  Fujit- 
su, like  other  large 
Japanese  electronics 
makers,  has  seen  its 


THE  ACTION  IS  IN 
SOFTWARE  AND  SERVICES: 

■  FUJITSU'S  TOTAL  SALES  OF  COMPUTERS, 
SOFTWARE.  AND  SERVICES 

■  SOFTWARE  AND 
35  —  SERVICES  ONLY  


A  BILLIONS  OF  DOLLARS   i  EST 
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profit  margins  on  comput- 
ers, semiconductors,  and 
telecom  gear  steadily  de- 
cline. So  Akikusa  hopes  to 
grab  a  share  of  the  more 
profitable  global  sei-vices  and  outsoLux- 
ing  business  from  titans  IBM  and  Elec- 
tronic Data  Systems  Corp.  (eds).  By 
leveraging  Fujitsu's  expertise  in  com- 
puters, communications,  and  the  sys- 
tems integTation  knowhow  that  ties  it 
all  together,  he  believes  Fujitsu  can  be- 
come No.  2  or  No.  3  in  this  business 
globally  within  three  to  foiu'  years. 

Akikusa  has  pushed  his  global  vision 
for  most  of  the  past  decade.  Under  his 
goading,  Fujitsu  recently  boosted  to 
100%  its  twin  equity 
stakes  in  Amdahl 
Corp.,  a  U.  S.  main- 
frame computer  mak- 
er, and  British  work- 
station and  services 
provider  ICL  plc.  But 
neither  unit  has  been 
integi-ated  into  Fujit- 
su's domestic  strategy 
or  its  varied  thrusts 
into  overseas  telecom. 

Now,  all  that  must 
change.  In  the  U.S., 
the  walls  that  once  di- 
vided computing,  tele- 
com, and  data  net- 
working are  cinmbling. 


LITTLE  CHOICE: 

Akikusa  knoivs 
Fujitsu  can't  rely  on 
hardware  anymore 


IBM,  Hewlett-Packard,  Co 
paq,  and  others  already  pi 
in  at  least  two  of  the 
spaces.  Telecom  giants  Nort 
ern  Telecom,  Lucent  Tec 
nologies,  France's  Alcatel,  and  Ge 
many's  Siemens  have  all  been  snappii 
up  innovative  U.  S.  networking  comp 
nies.  To  realize  its  goals  in  outsourcin 
"Fujitsu  needs  to  tie  all  these  busine? 
es  together  at  the  highest  level  in  ti 
corporation,"  says  one  Fujitsu  insid 
who  declines  to  be  identified. 
TIGHT  GRIP.  Fujitsu  has  hidden  asse 
that  could  serve  it  well  in  the  ne 
worked  age.  In  the  late  1980s,  long  b 
fore  voice,  data,  and  video  traffic  b 
gan  to  merge  on  high-speed  corpora 
networks  in  the  U.  S.,  Fujitsu  labor 
tones  pumped  hundreds  of  millions 
dollars  into  a  high-speed  multimed 
transmission  technology  called  asyi 
chronous  transfer  mode,  or  ATM.  Fuji 
su's  bets  weren't  perfect.  While 
viewed  atm  as  a  telecom  play,  the  tecl 
nology  took  off  on  private  data  ne 
works  in  the  U.  S.,  flooding  coffers  ' 
small  Internet  startups.  Still,  Fujit;- 
has  a  giip  on  the  core  teclmology,  whi( 
is  quickly  becoming  attractive  to  phor 
companies. 

Fujitsu's  future  in  the  global  marke 
place  is  still  unclear,  but  its  strategy  i 
Japan  is  starting  to  bear  fi-uit.  The  ec( 
nomic  slump,  combined  with  pressure 
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CNA  covered  the  company 
that  covered  the  Denver  Mint. 

When  it  came  time  to  replace  the  roof  over  the  Denver  Mint,  CNA  was  there  to  cover  it.  CNA  vi/orl<ed  with 
B&M  Roofing  by  providing  them  with  general  liability  insurance,  workers'  compensation,  commercial  auto 
coverage  and  a  surety  bond.  By  bringing  you  more  than  a  century  of  experience  and  the  financial  stability 
of  over  $60  billion  in  assets,  CNA  can  offer  you  a  broad  array  of  insurance  products  and  services  for 
your  business,  home,  auto  and  life.  Visit  us  at  www.cna.com 


For  All  the  Commitments  You  Make 


CNA  is  a  registered  service  mark  and  trade  name  of  CNA  Financial  Corporation. 
Any  depiction  of  the  Mint  does  not  Imply  endorsement  of  CNA  by  the  Mint 
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to  restructure,  have  forced  Japanese 
companies  to  look  to  it  investment  as  a 
means  of  impi'oving  efficiency  and  cut- 
ting costs.  As  a  result,  a  growing  num- 
ber of  organizations  are  installing  in- 
tranets— internal  networks  running 
standard  Internet  software — and  "ex- 
ti-anets"  that  extend  a  private  corpo- 
i-ate  network  to  business  associates  over 
the  Net.  Managing  all  that  is  a  huge 
challenge.  So  a  gi'owing  number  of  Fu- 
jitsu's traditional  customers — large 
banks  and  manufacturers,  plus  a  smat- 
tering of  smaller  businesses — are  out- 
sourcing the  business  to  Fujitsu. 

Already  Japans  largest  computer 
maker,  Fujitsu  is  emerging  as  its  domi- 
nant IT  provider.  The  services  business, 
in  particular,  is  booming — growing  at  a 
compounded  rate  of  33%  in  the  past 
tlii'ee  yeai's.  Aldkusa  has  upgi-aded  soft- 
ware and  services  to  a  core  business, 
and  for  the  fiscal  year  ending  on  Mar 
31,  he  expects  the  unit  to  post  $14  bil- 
lion in  sales,  up  fi'om  $8.2  billion  in  fiscal 
1995.  All  told,  computers,  software,  and 
services  will  climb  to  $31.2  billion,  up 
12.6%  from  last  year  (table). 
INTO  THE  RED.  Japanese  investors  have 
noticed.  Despite  the  slump  on  the  Tokyo 
Stock  Exchange,  Fujitsu's  share  price 
is  holding  up  at  about  $13,  while  such 
competitors  as  Hitachi  Ltd.  and  Mit- 
subishi Electric  Coi-p.  have  been  beaten 
down.  Unlike  Fujitsu,  these  rivals  are 
carrying  sluggish  heavy  machinery  and 
consumer  electronics  divisions,  and  have 
only  made  the  motions  of  restructur- 
ing. Hitachi  expects  to  sink  $3.3  billion 
into  the  red  this  fiscal  year.  "Large 
Japanese  companies  have  a  hard  time 
changing  directions,"  ob- 
sei-ves  analyst  Naoki  Sato 
of  HSBC  Securities  in 
Tokyo.  "This  is  why  Fu- 
jitsu looks  so  promising, 
compared  with  Hitachi 
and  Mitsubishi  Electric." 

Akikusa  knows  how  to 
take  action.  Two  months 
after  becoming  president, 
he  took  an  ax  to  the  com- 
pany's troubled  semicon- 
ductor operation.  Not 
only  was  it  devouring 
capital — about  $2.3  billion  in  the  past 
two  years — it  also  was  losing  money 
because  of  the  fall  in  computer  chip 
prices.  Akikusa  pondered  for  about  two 
weeks,  then  shuttered  Fujitsu's  chip  op- 
erations in  Britain  and  wi"ote  off  .$480 
million.  He  also  shut  older  cliip  plants  in 
Japan  and  downgi'aded  chip  operations 
to  a  side  business.  To  meet  its  own 
needs,  Fujitsu  now  plans  to  purchase 
more  memory  chips  fi"om  Taiwan.  "We 


Two  months 
after  taking 
over,  Akikusa 
took  an  ax  to 
Fujitsu's  chip 
operation 


don't  see  any  profits  in  such 
chips  in  the  long  temi,"  he 
says. 

Outsoiu'cing  has  long  been 
a  mission  with  Akikusa.  The 
son  of  a  former  president  of  Nippon 
Telegi'aph  &  Telephone  Coip.,  the  coun- 
try's phone  goliath,  he  majored  in  polit- 
ical science  in  college  but  mastered  sys- 
tems engineering  at  Fujitsu.  Never  shy, 
he  shocked  colleagues  in  the  early  1990s 
by  proposing  that  Fujitsu  start  giving 
away  hardware  so  it  could  charge  for 
software  and  services. 

He'll  need  that  kind  of  gumption  as 
he  builds  up  Fujitsu's  busi- 
ness overseas,  where  it 
trails  the  leaders.  The  an- 
nual worldwide  market  for 
computer  sei-vices  and  con- 
sulting is  worth  about  .$300 
billion,  says  Dataquest  Inc. 
principal  analyst  Eric  Roc- 
co.  It's  growing  at  a 
healthy  14%-  clip.  But  the 
market  is  fi-agmented:  The 
biggest  player,  ibm,  holds 
just  a  10%'  share.  Amdahl, 
though  gi'owing  quickly,  is 
barely  on  the  radar. 

Fujitsu's  ICL  unit  is  in  better  shape, 
in  part  because  it  is  less  exposed  to 
the  mainframe  market.  But  to  date, 
there  is  little  collaboration  between  the 
two  subsidiaries.  John  R.  Harris,  cor- 
porate vice-president  at  EDS,  believes 
Fujitsu  lacks  the  resources  to  compete 
in  a  market  where  outsourcing  is  al- 
ready highly  developed.  "If  I  were  Fu- 
jitsu," he  says,  "I'd  be  reluctant  to  at- 


CONTROL  CENTER: 

Catching  up  to  the 
global  leaders  won't 
he  a)i  easy  task 


tack  companies  like  EDS  a! 
IBM,  which  offer  a  broad  ; 
ray  of  services."  Alfred  , 
Amoroso.  IBM's  general  m'c 
ager  for  services  in  As 
agrees:  "This  is  a  hard  business 
jump  into." 

What  Fujitsu  has  in  abundance 
human  resources.  All  told,  the  pare 
company  and  its  500-plus  subsidiari 
have  an  army  of  30,000  engineers  ai 
consultants  in  Japan  and  an  additior 
22,000  overseas.  It  also  can  tap  in 
databases  built  by  subsidiaries,  su 
as  DMR  Consulting  Group  Inc.,  a  U.  i 
based  outsourcing  company  that  ge 
erates  about  $1  billion  in  annual  sale 
With  its  experience  in  the  financial  ai 
telecom  sectors,  as  well  as  E-comnnerc 
DMR  is  ready  to  assist  Fujitsu  as  tl 
Japanese  market  opens  up.  "We  a 
something  that  Fujitsu  can  use  to  cr 
ate  a  window  of  op]3ortunity  in  Japan 
says  DMR  President  Michael  Poehner 
Even  in  Japan,  Akikusa  must  mal 
haste  before  home-growTi  competitic 
kicks  in.  Hitachi,  Japan's  largest  ele 
tronics  maker,  recently  announced  i 
own  restructuring  plan,  with  the  en 
phasis  squarely  on  software  and  se; 
vices.  NEC  Corp.,  a  leading  chip  an 
computer  maker,  has  much  the  sanr 
strategy.  Even  as  Fujitsu  paces  il 
stride  against  international  rivals,  it  wi 
have  to  stay  vigilant  and  keep  an  ej 
on  the  domestic  track. 

By  Irene  M.  Kunii  in  Tokyo,  wit 
Heidi  Dawley  in  Lo'ndon,  Robert  D.  Hi 
in  San  Mateo,  and  Neil  Oross  in  Nc, 
York 


78  BUSINESS  WEEK  /  MARCH  29  1999 


SPECIAL     ADVERTISING  SECTION 


T-H-E  N-EUU  E-Rf=l  D-F 
CONT-ENT  f=IND 
CD  m  m  U  Nl  Cf=lT1  D  N  E 


.RTNERSHIP  WITH 

WaTerhous^pers  S 


ISORED  BY 
e  Telecom 


J  no 
fioiiniini 
□  iniii 
iinnii 
11  nun 
linioiDi 
innaiini 

□lOlDl 

3iinin 
3inini 
iiiDin 
oinin 

niDini 

L.  GO  11111 

iiininiai 
- 1  □  □  □  1 1  □  1 
aininini 
"^□iGin 
iDiaii 

jllDlOl 
IDIDID 


hJay  Laurie  Izes 


The  swift  pace  of  technological 
advancement  is  eradicating  boundaries 
between  the  traditionally  separate 
mediums  of  entertainment,  information, 
and  communications.  Content  creators, 
providers,  and  deliverers  alike  are 
now  racing  to  satisfy  the  long-whetted 
consumer  appetite  for  the  services  this 
newly  converged  sector  can  provide. 
But  who  will  rule  in  this  new  world 
where  technological  borders  are  in- 
creasingly invisible  to  everyday  users? 
How,  exactly,  will  consumers  get  to 
the  information  and  entertainment 
they  crave?  And  who  will  profit? 

On  October  28, 1998,  more  than  500 
senior  executives  from  the  entertainment, 
media,  communications,  and  technology 
sectors  gathered  in  New  York  City  at 
The  1 998  Global  Convergence  Summit 
to  consider  these  challenges.  Business 
Week,  the  nation's  most  widely  read  busi- 
ness publication,  and  the  Entertainment, 
Media  and  Communications  Practice 
of  PriceivaterhonseCoopers,  developed 
this  forum  where  the  industry's  news- 
making  leaders,  competitors,  and  partners 
discussed  and  debated  where  consumers 
were  headed  in  this  New  Era  of  Content 
and  Communications. The  event  also 
had  the  support  of  France  Telecom  and 
Siemens.  Award-winning  journalist 
Sir  David  Frost  and  Kevin  Carton, 
global  entertainment  and  media  practice 
leader  for  Pi  icewaterhouseCoopers, 
served  as  conference  co-chairs. 


Who's  in  the  Driver's  Seat? 

"The  consumer  always  gets  what  he 
wants,  Robert  W.  Pittman,  America 
Online  s  president  and  COO,  explained. 
"As  you  think  about  convergence, 
you  have  to  think  about  it  through 
that  prism."  Among  his  fellow  panelists 
there  was  little  disagreement. 

Although  consumer  usage  patterns 
have  yet  to  definitively  emerge,  many 
providers  and  deliverers  are  already 
betting  that  the  traditionally  passive 
pastime  of  "watching  TV"  will  become 
an  interactive  activit}'  where  consumers 
click  to  a  website  that  provides  more 
information  on  the  actor,  product, 
or  news  event  being  reported.  Others, 
however,  are  speculating  that  habit 
may  continue  to  differentiate  the 
desktop  PC  from  the  living  room 
television  set. 

'I  think  we  are  in  a  period  in  which 
we  should  be,  and  are,  experimenting 
with  where  is  the  intersection  between 
what  these  technologies  can  provide, 
and  what  consumers  are  interested 
in  having  them  provide,'  Christie 
Hefner,  chairman  and  CEO  of  Playboy 
Enterprises  said.  "Each  medium  has 
to  be  responded  to,  and  received  by, 
content  and  experiences  that  are 
unique  to  that  medium." 

That's  precisely  what  Todd  Wagner, 
CEO  and  co-founder,  of  the  website 
broadcast.com,  is  counting  on  for 
his  business,  a  leading  collector  and 
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"The  consumer  always  gets  what  he  wants... 
As  you  think  about  convergence,  you  have  to  think 
about  it  through  that  prism."  -  Robert  w.  pittman, 


president  and  COO,  America  Online.  Inc. 
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broadcaster  of  streaming  media  pro- 
gramming on  the  web.  "We  broadcast 
things  that  we  never  thought  of  as 
broadcast-capable  before.  For  example, 
this  conference."  As  for  the  complaints 
about  audio  and  video  quality  over  the 
Internet, Wagner  has  little  concern.  He 
describes  this  aspect  of  the  Internet  as 
the  coming  out  of  the  silent  movie  and 
into  the  talkies.  As  for  the  technology, 
he  promises, "It  never  goes  backwards. 
It  s  only  going  to  get  better." 

Yes,  We  Have  the  Technology 

Historically,  convergence  efforts  have 
been  hindered  by  a  dearth  of  reliable 
and  affordable  technology.  "Today," 
said  Frederick  Fromm,  president 
and  C;EC)  of  Siemens  Information  and 
Communication  Networks, "  There's 
no  shortage  of  ideas  or  of  technologies 
to  achieve  convergence.  "  Wliich  ideas 
and  technologies  will  score  a  big  hit 


Content  is  King 


"There's  no  shortage  of  ideas  or  of 
technologies  to  achieve  convergence." 

-  Frederick  Fromm,  president  and  CEO, 

Siemens  Information  and  Communication  Networks,  Inc. 


with  consumers,  however,  still  has  to 
be  settled  in  the  marketplace.  Leo  J. 
Hindery,  president  of  Tele-Communi- 
cations, Inc.  (TCI)  is  bullish  on  the  cable 
industry  s  capability  to  deliver  digital 
content  over  their  network.  Backing 
that  up  was  Edward  Breen,  chairman 
and  CEO  of  General  Instrument  Cor- 
poration. GIC  is  a  supplier  of  the  next- 
generation  digital  set-top  devices  that 
multiply  the  number  of  channels  cable 
operators  can  offer  consumers  and  the 
world  leader  in  supplying  analog  and 
digital  systems  that  provide  video. 


However  consumers  choose  to  have  their  programming  delivered, 
executives  polled  at  The  1 998  Global  Convergence  Summit  believe 
that  it"s  the  content  companies  that  are  poised  to  benefit  most  in 
this  convergence  era. 

Sumner  Redstone,  Viacom's  indomitable  chairman  and  CEO, 
and  Ted  Turner,  the  ever-straight  talking,  pithy  vice-chairman  of 
Time  Warner,  are  also  placing  their  bets  on  content. The  two  addressed 
Summit  attendees  in  a  luncheon  conversation  with  Summit  hosts 
Kevin  Carton,  global  entertainment  and  media  practice  leader  for 
PricewaterhouseCoopers,  and  award-winning  journalist  Sir  David  Frost. 
"As  far  as  I'm  concerned,"  said  Redstone,  the  Internet  is  just  another 
distribution  system.  People  don"t  watch  distribution  systems.  They  watch  what's  on  them." 
Turner  agreed,  stating,  "I  felt  most  comfortable  owning  as  many  copyrights  and  as  much  soft- 
ware -  good  software  -  as  possible. . .  At  the  end  of  the  day,  I  think  that's  the  safest  position 
to  be  in,  in  the  media  field...  There  are  lots  of  conduits,  there's  lots  of  ways  you  can  get  long- 
distance telephone  service,  but  there  is  only  one  Gone  with  the  Wind,  one  Casablanca!' 


Sumner  Redstone 

chairman  and  CEO. 
Viacom.  Inc. 


While  both  Redstone  and  Turner  predicted  that  Internet  usage  would 
play  a  more  prominent  part  in  the  newly  converged  world,  neither 
expects  it  to  cause  a  seismic  shift  in  their  businesses.  "At  least  not  in 
mine  and  Sumner's  lifetime,"  said  Turner 

"Software  is  king,"  Redstone  said.  "Owning  these  copyrights,  owning 
this  software,  whether  it's  MTV,  Nickelodeon,  the  Paramount  Studio  - 
that's  the  name  of  the  game  for  the  future. That's  what  will  separate 
the  winners  from  the  losers  -  the  ability  to  get  the  software,  create 
it,  package  it,  distribute  it,  and  send  it  all  over  the  world.  That's  what 
we  do  at  Viacom." 


Ted  Turner, 

vice-chairman, 
Time  Warner 


audio,  and  high-speed  Internet/data 
services  over  cable,  wireless,  and  satel- 
lite TV  networks  "I  supply  technology 
to  almost  every  type  of  medium  to 
deliver  content,"  Breen  said. "I  have 
to  tell  you,  at  the  end  of  the  day,  cable 
TV  is  going  to  win  this  battle." 

Breen  and  Hindery  laud  cable  TV's 
broadband  pipe,  which  is  already  wire 
into  70%  of  U.S.  households,  and  that 
is  being  rebuilt  to  give  consumers  true 
two-way  return  capability.  "Overlay 
digital  technology  on  that  platform," 
said  Breen,  and  'that  is  what  allows 
all  this  convergence  to  happen." 

Competing  with  cable  are  digital 
subscriber  lines  or  DSL.  This  technology 
says  Solomon  D.  Trujillo,  US  WEST'S 
president  and  CEO,  has  enabled  com- 
panies like  his  to  "in  essence  turbo- 
charge  their  copper  lines,"  providing 
high  bandwidth  capabilities. Trujillo 
announced  that  US  WEST  will  begin 
offering  cable  TV  service  over  copper 
lines  in  Phoenix,  Arizona,  late  this  year. 
'We  will  be  offering  a  digitally  deliveret 
signal  over  150  channels  with  an  in- 
tegrated set  of 
capabilities  where 
a  customer  can  get 
cable  TV  -  except 
with  better  service 
-  and  they  can  also 
get  it  integrated 
with  telephony  and 
high-bandwidth 
service  all  the 
way  to  the  PC." 

So  now  that 
it  seems  that 
consumers  will 
be  able  to  get  all 
their  information 
and  entertainment 
from  either  their 


"I  have  to  tell 
you,  at  the  er 
of  the  day,  cai 
TV  is  going  to 
win  this  battle' 
-  Edward  Breen, 
chairman  and  CEO,  Gt' 
Instrument  Corporatic 
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fpHE  Power  of  the  Internet 


"For  people  who  think  the  web  is  just  another  distribution  medium  - 
that's  like  arguing  a  Ferrari  is  just  another  automobile,"  Qwest's 
president  and  CEO  Joseph  Nacchio  said.  "But  you  have  to  make 
the  web  easier  to  use." 

Not  only  will  the  system  have  to  become  even  more  user-friendly,  it 
is  going  to  have  to  be  more  efficient  and  more  reliable.  "We're  headed 
toward  a  hybrid  network  that's  optimized  by  price,  performance,  and 
technology  from  the  data  side,  but  with  the  features  we've  come  to  rely 
on  from  today's  voice  network,"  Frederick  Fromm,  president  and 
CEO  of  Siemens  Information  and  Communication  Networks,  said.  "That 
voice  network  has  set  a  high  bar  that  consumers  will  demand  be  met  by 
their  data  network  as  well.  The  voice  network  is  99.999%  reliable,"  said 
Fromm.  "It  is  ubiquitous,  and  it  operates  on  the  same  standard  worldwide." 


lIlCOLAS  DUFOURCQ, 

ice-president 
lultimedia, 
ranee  Telecom 


According  to  Nicolas  Dufourcq,  France  Telecom  is  dedicating  massive  resources  to  the 
'  nternet.  France  Telecom  is  the  first  service  provider  in  France,  with  more  than  2,500  new 

Jients  each  day.  France  Telecom  also  rolled  out  in  1998  its  cable  modem  service  to  I  I  French 

:lties.  France  Telecom  will  launch  a  national  DSL  offer  in  1999.  And  for  the  rural  areas,  France 
1  eiecom  will  use  its  own  Telecom  2  satellites  to  offer  fast  Internet  by  satellite.  Concerning  the 

erminals,  France  Telecom  takes  advantage  of  the  existing  6  million  minitels.  Internet  services 
:  >n  minitel  are  already  very  popular  As  far  as  international  development  is  concerned,  France 
'  'eiecom  bought  ISPs  in  the  Netherlands,  Denmark,  Belgium  and  is  in  the  process  of  investing 
i  n  Spain.  France  Telecom  also  launched  its  portal  named  Voila,  in  seven  countries. 


"We  will  be  offering  a  digitally  delivered 
signal  over  1 50  channels  with  an  integrated 
set  of  capabilities  where  a  customer  can 
get  cable  TV  -  except  with  better  service..." 

-  Solomon  D.Trujillo,  president  and  CEO,  us  WEST 


I  lone  or  cable  lines,  to  their  PC  and/or 
which  option  are  they  likely  to 

cose?  According  to  the  executives 
1  illed  at  the  Summit,  Internet,  cable, 

d  telephone  companies  are  in  a  dead 

at.Thirty-three  percent  of  those  polled 
i  lieve  consumers  would  choose  a  local 

lone  company;  32%  thought  they 
ould  choose  a  long-distance  company; 
I  d  31%  thought  they  would  choose  a 

ble  company  to  deliver  these  services. 

oing  Vertical 

)mpanies  like  Time-Warner  and 
acorn  are  banking  on  their  ability  to 
iginate,  develop,  and  distribute  their 
ws  and  entertainment  products, 
even  Heyer,  president  and  COO 
Turner  Broadcasting  System,  offered 
mc  convincing  statistics  why. 
In  1995,' said  Heyer,"about  60% 


of  the  total  profits  in  the  media 
industry  pool  -  and  by  pool  I  mean 
the  content  development  pool,  the 
programming  pool,  and  the  distribu- 
tion pool  -  were  in  the  hands  of  what 
we  would  call  vertically  integrated 
companies.  Today,  it's  9-1""." 

This  strategy  gets  high  marks  from 
Jessica  Reif  Cohen,  first  vice-president 
and  managing  director  at  Merrill  Lynch 
&  Co.,  who  sees  vertical  integration 
as  an  important  trend  for  media  and 
entertainment  companies.  Fellow 


Deals  are  being 
driven  by  an  effort 
to  align  business 
and  operating 
dynamics  with  the 
appropriate  capital 
structure  to  those 
businesses. 

-  Christopher  Dixon, 

managing  director, 
Paine  Webber,  Inc. 


analysts  on  the 
panel  also  agreed 
that  the  age  of 
big  mergers  and 
large-scale  stra- 
tegic alliances 
hasn't  passed  yet. 

Richard  Klugman,  vice-president  of 
investment  research  at  Goldman  Sachs, 
thinks  the  merger  activity  may  not  be 
even  half-done  yet. 'We  haven't  seen 
a  lot  of  consolidation  globally,  and 
this  has  been  a  business  where  the 
changes  on  the  regulatory  front  and 
new  technologies  are  constantly 
creating  new  companies." 

Any  resulting  information-enter- 
tainment complex,  however,  where 
just  a  few  people  control  all  content 
and  distribution,  seems  unlikely  to 
Joseph  Nacchio,  president  and 
CEO  of  Qwest  Communications 
International  Inc.  Qwest  is  building 
a  high-capacity  fiber-optic  network 
over  which  the  company  will  deliver 
high-qualiry  voice,  data,  and  video 
connectivity  to  businesses,  consumers, 
and  other  communications  providers. 
Nacchio  believes  that  the  old  forms 
of  vertical  and  horizontal  integration 
in  the  industry  will  break  down. 
"People  who  vertically  integrate 
because  they  believe  in  scale  and  size, 
and  control  of  the  bottlenecks  are 
going  to  get  blindsided  as  technology 
unravels  the  value  chain  -  not 
necessarily  the  regulators." 


"For  people  who  think  the  web  is  just  another 
distribution  medium  -  that's  like  arguing  a  Ferrari 
is  just  another  automobile."  -Joseph  nacchio, 

president  and  CEO,  Qwest  Communications  International  Inc. 


"The  Internet  is  clearly  an  enabier.  It  makes  the 
message  a  lot  easier  to  get  to  a  broader  audience, 
but  in  a  much  more  targeted  manner...  The  question 
is  what  is  the  message,  and  who  pays  for  it?" 

-  Kevin  Carton  ,  global  entertainment  and  media  practice  leader, 

PncewaterhouseCoopers 


The  Recurring  Role 
of  the  Regulator 

""We  re  at  a  critical  point,  in  my  view,  in 
terms  of  how  regulation  works  or  doesn  t 
work."  said  US  W"EST  s  Solomon  D.Trujillo 
'We  re  going  to  see  with  some  of  the 
mergers,  consolidations,  and  acquisitions, 
and  other  activities  going  on.  that  it  s 
going  to  be  in"iperative  for  us  in  this 
countn."  to  adopt  policies  that  sa>"  we  re 
going  to  let  the  marketplace  work " 

Q"west  s  Nacchio  echoed  the  senti- 
ment, noting  that  the  industry"  is  driven 
by  regulators  who  want  to  microman- 
age  issues. 'So  what  criteria  should  the 
FCC  be  using  to  ensure  the  market- 
place works?"  asked  Kevin  Carton 
"The  challenge  for  the  regulator  is  to 
set  out  of  the  business  of  regulatins. 


and  they  re  having  trouble  putting 
themselves  out  of  jobs."  said  Jennifer 
Taylor.  Price'w  aterhouseCoopers 
partner  in  charge  of  the  communi- 
cations consulting  practice.  "The 
criteria  that  they  should  be  using  is; 
is  there  sustainable  competition?" 

No  Limits 

"There  are  three  phases  that  companies 
seem  to  go  through:  hvpe.  action,  and 
fmalh  execution,  said  Thomas  Wolzien, 
senior  media  analyst  at  Sanford  C. 
Bernstein  &  Co  .\s  the  constraints 
of  bandwidth  are  quickly  becoming 
a  thing  of  the  past,  many  companies 
in  the  industry  are  moving  into  that 
third  phase. The  race  is  on  to  give 
consumers  exacth"  what  thev  want. 


Meridia  Results 


Results  of  anonymous  polling  of  dele- 
gates at  T-E  1 998  Global  Convergenc 
SuMM.T.  Each  delegate  had  access  to  a 
keypad  and  was  able  to  answer  each  of 
the  questions  asked  during  the  confereno 

Who  do  you  think  will  benefit  most 
in  the  Convergence  Era? 

Content  companies  52? 

Communications  companies  25^ 

Technology  companies  15? 
Internet  portals 

Other  n 

What  has  made  the  most  significant 
impact  on  your  business  in  the 
last  three  years? 

Technological  advancements  60?( 

Interest  in  the  Internet  1S% 
The  Telecommunications 

Act  of  1996  I5%| 

Do  you  think  the  Telecommunications 
Act  of  1996  has  been  a  useful  tool 
to  promote  competition? 

No  42% 
Yes  33% 
Too  soon  to  tell  25% 

ffWiof  poSr^  prnded  Irf  Menfa,  Ptfmouth  Mesmg,  PA 


The  Importance  of  Being  Branded 


^rve  hundred  channels  and  a  half-million  websites  will  make  branding 
3  non-negotiable  demand,  panelists  agreed  throughout  the  day.  "Like 
traditional  media,"  explained  broadcast-com's  Wagner,  "people  will  go 
to  five  or  ten  places  where  they're  used  to  going  to  get  information. 
Branding  is  a  key  part  of  that." 


For  '.ertjcally  integrated  companies  like  Viacom 
and  Time  Warner,  branding  requires  translating 
the  success  of  brand  name  content  like  CNN. 
MTV,  Nickelodean.  etc..  to  the  lntemet-"li  is  the 
[powerful  brands,  the  brands  that  resonate  with 
a  core,  targeted  demographic,  that  will  profit 
in  an  environment  where  leisure  time  is  fragmenting  and  choices  are 
proliferating,"  Philippe  Dayman,  deputy  chairman, Viacom,  said. 


Shelly  Lazarus, 
chairman  and  CEO. 
Ogitvy  &  Mather 
Worldwide 


Phiuppe  Dauman, 

deputy  chairman. 
Viacom  Inc 


Marketing  brands  on  the  Internet  is  perhaps  the  biggest  challenge  fo-- 
advertisers  today."Brands  are  becoming  experiential."  Shelly  Lazarus,  cnairman  and  CEO 
of  Ogiivy  &  Mather  Worldwide,  announced.  "Every  point  of  contaCT  will  have  to  refleCT  the 
brand.  All  this  is  going  to  cost  advertisers  more,"  Lazarus  said.  "The  question  is.  will  they  pay? 
ff  were  going  to  have  a  perfect  dialogue  with  exactly  the  people  we  w^t  to  talk  to... if  we 
can  measure  sales,  then  yes.  In  a  heartbeat"  she  said. 
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t  looks  like  just  another  Malaysian 
road  flanked  by  sleepy  palm-oil 
plantations.  Yet  heavy  tnicks  and 
poweifiil  eaithmovers  iTimble  along 
it  daily,  heading  for  huge  construc- 
tion sites  neai'by.  In  giant  dealings 
re  the  scan-ed  red  eaith  bears  the 
ks  of  heavy  vehicles,  men  are  dig- 
>;  enoiTTious  trenches,  laying  miles  of 
r-optic  cables.  Others  are  building 
I'oads,  new  buildings — sleek  stmc- 
s  liiat  stand  in  shai-p  contrast  to  the 
litional  Malay  villages  they  displaced. 


It  may  not  look  like  much  yet,  but 
this  is  Malaysia's  Multimedia  Super  Cor- 
ridor (MSC),  one  of  the  most  ambitious 
government  projects  ever  conceived  in 
Asia.  And  despite  the  ravages  of  Asia's 
economic  crisis,  constraction  of  the  MSC, 
the  bi-ainchild  of  Piime  Minister  Mahathii* 
Mohamad,  is  continuing.  Mahathir  set 
out  to  build — from  scratch — Asia's  ver- 
sion of  Silicon  Valley,  a  huge  zone  sUght- 
ly  larger  than  the  city  of  Cliicago  (map, 
page  84).  It  was  stalled  in  the  mid-1990s, 
was  to  cost  $20  billion  and  take  two 


decades  to  finish.  It  promised  fiber-optic 
networks,  research  facihties,  tax  breaks, 
and  new  "cyberlaws"  to  any  multination- 
al setting  up  shop.  Malaysia  would  pro- 
vide the  best  incubator  on  the  planet  for 
high-tech  businesses  and  propel  itself  into 
the  ranks  of  developed  nations  by  2020. 

But  something  has  gone  dramatically 
wi'ong.  After  more  than  three  yeai's  of 
hype  and  $4.7  billion  in  government 
spending,  Mahathir  has  failed  to  attract 
significant  investment  fi'om  the  high-tech 
companies  he  needs.  What's  hkely  now  is 
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a  significantly  scaled-down  version  of  the 
original  vision.  Malaysia's  recession  is 
partly  to  blame.  But  there's  more  to  the 
stoiy.  Mahathir's  response  to  the  Asian 
economic  crisis  dealt  the  most  serious 
blow.  As  the  crisis  began  to  bite  in  1997, 
Mahatliii'  blamed  Jewish  conspu-ators  for 
liis  country's  woes,  dismaying  multina- 
tionals. Then,  in  1998,  he  imposed  cur- 
rency controls  and  decided  to  have  his 
former  protege  and  deputy,  Anwar 
Ibrahim,  arrested  and  put  on  trial.  In- 
vestors were  spooked.  "Mahathir's  be- 
havior has  set  back  the  msc  several 
years,  even  in  a  best-case  scenario,"  says 
a  Westerner  who  has  advised  on  the  pro- 
ject. "Worst  case,  it  has  destroyed  the 
momentum."  [Malaysian  authorities  dis- 
pute this  view.  At  a  Mar.  16  news  con- 
ference, an  MSC  top  official,  Othman  Yeop 
Abdullah,  said  the  Conidor  had  already 
attracted  29  large  multinational  compa- 
nies, a  siu'e  sign  of  the  project's  success.] 
Mahathir  had  hoped  to  attract  .$4  bil- 
lion from  such  giants  as  Microsoft  Corp. 
and  Oracle  Coip.  But  the  total  pledged  so 


came  its  worst  enemy,  a 
politician  whose  repres- 
sive tactics  and  crude  in- 
tervention in  the  econo- 
my have  fhiven  away  the 
veiy  investors  he  wanted 
to  woo.  "People  don't 
trust  him,"  one  foreign 
info-tech  executive  states 
flatly. 

The  tragedy  is  that 
Malaysia  needs  to  move 
up  the  technology  chain. 
With  its  manufacturing 
base  sciueezed  by  lower-wage  countiies 
such  as  China,  Malaysia  must  become 
more  of  a  Imowledge-based  economy.  "If 
something  like  [the  msc]  comes  off,  it 
gives  Malaysia  an  edge,"  says  Michael 
Leifer,  a  Southeast  Asia  expert  at  the 
London  School  of  Economics.  If  not,  "it's 
a  setback." 

Mahathii-  once  seemed  to  understand 
tliis.  Indeed,  he  was  regarded  as  some- 
thing of  a  visionaiy  in  high-tech  cii'cles. 
The  futmist  wiiter  Alvin  Toffler,  for  ex- 
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MALAYSIA'S  SUPER  CORRIDOR 


THE  PROMISE 


THE  REALITY 


GOVERNMENT 


Build  Asia's  version  of 
Silicon  Valley,  attract 
the  world's  leading  [ligh- 
tech  companies,  and 
become  Asia's  tech- 
nology center 


A  scaled-down  project  is 
likely,  as  other  competitors 
emerge  and  Malaysia  finds 
a  shortage  of  funding, 
investment,  and  venture 
capital 


CORPORATE     Multinationals  would 
INVESTMENT     invest  $4  billion  over  five 
years,  post  hundreds  of 
employees,  and  make  the 
MSC  regional  headquarters 


Only  $1  billion  has  been 
pledged  as  Microsoft,  Sun 
Microsystems,  Ernst  & 
Young,  Oracle,  IBM,  and 
others  reconsider  plans 


CREATIVE 
ENVIRONMENT 


Mahathir  pledged  the 
Internet  would  be  free 
from  censorship 


The  government  has  moved 
to  chill  free  speech  and 
Internet  use 


DATA;  BUSINESS  WEEK,  COMPANY  REPORTS 


fai'  is  just  a  quiuter  of  that.  Even  that  $1 
billion  figiu'e  may  be  an  optimistic  fore- 
cast as  companies  question  whether  to  in- 
vest into  political  instability  and  continue 
to  scale  back  plans.  Microsoft,  in  one  of 
Mahathir's  biggest  victories,  had  an- 
nounced in  1996  that  it  would  make  the 
MSC  its  regional  headc(uarters.  But  to- 
day, Microsoft  Malaysia  has  just  1.5  em- 
ployees, hai'tlly  the  nimiber  expected.  In- 
stead, "Singapore  is  the  operations 
center,"  says  Managing  Director  Bene- 
dict Lee. 

By  all  accounts,  Mahathii-  was  the  pro- 
ject's biggest  asset:  a  diiven  leader  will- 
ing" to  bet  on  a  bokl  project.  But  with  the 
onset  of  the  Asia  crisis,  Mahathir  be- 


ample,  has  lauded  liim  as  "the  only  Mus- 
lim leader  in  the  world  with  an  Infoirna- 
tion  Age  vision  of  the  futm"e  instead  of 
an  obsession  with  the  past."  Even  be- 
fore the  MSG,  Mahathir  championed 
Malaysia  as  a  site  for  high-tech  hard- 
ware manufactui'ers,  such  as  Intel  Corp. 
and  Seagate  Technology  Inc.  The  next 
step  was  a  zone  dedicated  to  software, 
multimedia  products,  and  big-tliink  ideas. 

Working  with  top  consultants  such  as 
Keniclii  Olimae,  then  at  McKinsey  &  Co., 
the  Malaysian  leader  envisioned  an  it 
nii-vana.  In  a  new  city  called  Cyberjaya, 
Malaysians  and  foreigners  would  work 
side  by  side  in  "intelligent  buildings" 
wired  with  the  latest  technology.  Ma- 


hathir also  pledged  a 
capital  city,  Putraj 
where  the  federal  \ 
ernment — including 
Prime  Minister  himse 
would  work  electron 
ly.  He  drew  up 
berlaws"  to  pro 
intellectual  property 
prevent  computer  cr 
He  proposed  a  new  i 
DAQ-style  stock  exchg 
to  provide  capital  for 
high-tech  startups. 
The  project  had  its  share  of  hul 
At  one  end  of  the  corridor,  Maha 
built  the  world's  tallest  buildings 
Petronas  Twin  Towei-s.  At  the  other 
miles  to  the  south,  was  the  futuri 
Kuala  Lumpur  International  Airp 
Traveling  the  globe  to  promote  the 
in  1997,  Mahathir  called  the  conidoi 
gift  to  the  world"  and  "a  global  bri 
to  the  Information  Age."  It  was  quil 
performance.  "After  his  speeches, 
had  CEOs  say  this  guy  'gets  it,'  h( 
saying  the  right  things,"  recalls 
Western  adviser. 

Garnering  a  who's  who  of  the  IT 
dustry,  the  MSC  gained  credibil 
William  H.  Gates  III  of  Micros 
Lawi'ence  J.  Ellison  of  Oracle,  and  S 
G.  McNealy  of  Sun  Microsystems  In( 
all  of  them  rivals — agi'eed  to  sit  togi 
er  on  a  41-member  advisoiy  panel.  ^ 
that  stai'  power,  coupled  with  cheap  1 
and  an  inexpensive,  English-speak 
workforce,  Malaysia  stood  a  chano 
passing  Singapore  as  the  region's  ] 
mier  technology  center. 
"180-DEGREE  TURN."  The  Asia  cr 
would  have  slowed  the  Msc's  progresi 
any  case.  But  as  Malaysia's  ringgit 
stock  exchange  began  plunging  in  li 
the  Prime  Minister  reacted  wit! 
scathing  critique  of  the  outside  wo; 
Compared  with  his  business-fiiendly 
titude  before  the  crisis,  Mahathir  t( 
"a  180-degi-ee  turn,"  says  a  Silicon  \ 
ley  executive. 

Malaysia's  political  upheaval  adds 
the  uncertainty.  The  countiy  must  h 
elections  sometime  before  April,  20 
and  a  smoldering  reform  movement 
demanding  that  Mahathir  step  do^ 
The  question  is  who  will  succeed 
73-year-old  Mahathir — and  what 
means  for  the  use.  "The  MSC  is 
hathir's  pet  project,"  says  a  Kuil 
Lumpur-based  diplomat.  "It  isn't  n'- 
essarily  going  to  be  the  next  lead' 
pet  project." 

Just  as  damaging  to  the  MSC,  hoj- 
ever,  is  Mahathir's  reversal  of  J 
promise  to  refrain  from  censoring  tp 
Internet — one  of  his  key  pledges  oi- 
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ness  needs  the  basics:  pens,  staplers,  laser  printers.  But  what  if  those  needs  change?  For  fifteen  years 
las  been  designing  color  printers  to  grow  along  with  yOu^  Take  our  uniquely  versatile  Phaser®  740L 
r  $1,495,*  it's  the  black  and  white  laser  you  need,  with  the  ability  to  transform  into  the  color  printer 
For  photo-realistic  color,  simply  slide  in  a  few  cartridges  and  the  change  is  complete.  So  to  see  the 
jlor  at  work,  take  a  look  at  our  highly  evolved  line  of  printers.  Break  your  office  out  of  its  shell. 
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lined  in  a  "Bill  of  Guarantees"  to  in- 
vestors. Yet  following  Anwar's  ouster 
last  September,  rumors  circulated  on 
the  Net  of  ethnic  um-est — and  Mahathh- 
had  police  hunt  down  the  sources. 
Then,  in  another  move  designed  to  chill 
Internet  use,  Mahathir's  government 
in  December  ordered  all  cybercafes  to 
I'egister  users  and  provide  the  infor- 
mation to  the  police. 

Such  blatant  reversals  have  made 
some  early  suppoitei"s  waiy.  Toftlei-,  who 
sits  with  Gates  on  the  advisory  panel 
but  boycotted  the  last  meeting,  has  sent 
two  letters  of  protest  to  the  Prime  Min- 
ister. "The  essence  of  Silicon  Valley  is 
not  fiber-optic  cables ...  it  is  the  ci'eative, 
innovative  diive,  with  large  numbers  of 
people  racing  to  create  new  ideas,"  Tof- 
fler  told  BUSINESS  week.  "That's  hard  to 
sustain  in  an  atmosphere  tinged  with  po- 
litical repression." 

It's  not  just  high-tech  gauais  that  are 
having  second  thoughts.  Accounting 
fu'm  Ernst  &  Young  had  planned  a  re- 
gional technology  centei'  in  the  Msc  but 
has  put  that  idea  on  hold.  "We're  wait- 


ing to  build  anything  until  there  is  cer- 
tainty about  what's  going  on,"  says  Sin- 
gapore-based Ernst  &  Young  partner 
Frank  Smith. 

The  biggest  beneficiaiy  of  Malaysia's 
problems  is  Singapore.  Sun  Microsys- 
tems Inc.,  for  example,  has  just  30 
workers  in  Malaysia  but  about  200  in 
Singapore,  where  it  is  working  with 
the  government  on  developing  research 
facilities,  training  programs,  and  a  ven- 
ture-capital fund.  "The  best  showcase 
in  the  region  is  Singapore,"  says  Li- 
onel Lim,  Sun's  executive  managing  di- 
rector for  Southeast  Asia.  "It  has  a 
much  more  developed,  thoughtful  im- 
plementation and  vision." 
POSITIVE  SPIN.  Meanwhile,  Malaysia, 
forced  to  cut  costs,  has  delayed  or  scaled 
back  several  projects,  including  a  plan 
to  use  the  Internet  to  diagnose  and  treat 
medical  patients. 

Yet  foreign  companies  are  reluctant 
to  walk  away.  "We  really  want  to  suppoit 
the  nation's  building,"  explains  Ng  Kien 
Lock,  a  general  manager  for  IBM 
Malaysia,  which  is  working  with  a  con- 


sortium on  an  MSC  project.  Supp 
yes — ^but  not  too  much.  Even  though 
hatliii'  also  landed  IBM  Chief  Execu 
Louis  V.  Gerstner  Jr.  on  his  advis 
panel,  IBM  has  yet  to  apply  to  set  u\ 
own  shop  in  the  MSC'. 

The  MSC  can  boast  some  modest 
cesses.  Nippon  Telegi-aph  &  TelepI 
Corp.,  the  Japanese  telecom  giani 
putting  the  finishing  touches  on  a 
research  center.  From  there,  ntt  h( 
to  develop  software  for  telephone  ( 
connected  over  the  Internet.  "The 
ernment  has  been  doing  its  job  mo 
on  schedule,"  says  Akio  Hotta,  hea 
NTT's  subsidiary  in  the  MSC. 

But  no  amount  of  spin  can  make 
for  the  rare  opportunity  Malaysia 
squandered.  Regional  competitors 
on  Malaysia's  heels,  and  countries 
far  away  as  Ireland  are  starting  tl 
own  Sihcon  Valleys,  or  "Siliclones." 
hathir's  powerful  vision  helped  m 
the  MSC  a  reality.  Now  his  acti 
threaten  the  future  of  his  dream. 

By  Bnice  EivJiom  in  Kuala  Lum, 
with  Sheri  Prasso  in  New  York 


THE  CASUALTIES  LYING  ALONG  THE  SUPER  CORRIDOR 


Few  Malaysian  entrepreneurs  had 
more  riding  on  the  MSC  than 
Leong  Seng  Keat.  The  general 
manager  of  startup  NetCard  Corp. 
was  one  of  the  first  Malaysians  to 
participate  in  the  attempt  to  create 
an  Asian  Silicon  Valley.  In  1997,  he 
rented  a  huge  office  and  hired  more 
than  100  employees  to  design  Web 
sites,  develop  applications  for  Inter- 
net telephony,  and  create  Internet 
kiosks — stations  similar  to  pubhc 
telephones. 

Today,  the  NetCard  office  is  cjuiet. 
Just  35  employees  work  in  one-third 
the  original  space,  passing  through  a 
darkened  lobby  where  an  empty  re- 
ceptionist's desk  and  lai-ge  corporate 
logo  are  reminders  of  brighter  days. 
Leong  has  given  up  most  of  his  plans 
and  will  concentrate  only  on  Net 
kiosks.  "We  have  to  accept  that  the 
business  environment  has  changed," 
he  says. 

SCARED  OFF.  The  MSC's  woes  have 
hit  Malaysians  hard.  Some  87  compa- 
nies— about  half  of  those  hcensed  to 
operate  in  the  MSC — are  Malaysian. 
Many  now  are  struggling  to  survive. 
Even  in  good  times,  venture  capital 
was  hard  to  raise  in  Malaysia.  Then, 
currency  controls  frightened  off 


Leong's  NetCard 
once  employed 
100.  Now  he's 
down  to  35 


many  would-be 
investors. 

Danyl  Carl- 
ton knows  fu-st- 
hand.  The  Aus- 
tralian founder 
of  Biztone.com, 
which  develops 
and  distributes  accounting  software 
over  the  Net,  tries  to  create  a  re- 
laxed atmosphere  for  his  40  employ- 
ees. In  one  corner  is  a  ping-pong 
table;  in  another,  a  punching  bag.  Yet 
Carlton,  42,  is  plenty  tense.  He  had 


lined  up  .$1  million  in  capital  fi'om 
Japan's  Nomura  Jafco  last  year.  "Th( 
check  was  supposed  to  be  cut  on 
Sept.  1,"  he  says — the  day  controls 
were  announced.  It  wasn't.  The  Japa 
nese  are  interested  again,  he  says. 
But  Biztone.com  is  relocating  its 
sales  and  professional  staff  to  Singa- 
pore, where  the  government  promis- 
es to  subsidize  companies  that  use 
Biztone.com  software. 

Malaysia  is  countering  with  a  $13 
billion  venture  fund.  "We  need  to 
provide  support  at  the  startup  level,' 
says  Othman  Yeop  Abdullah,  head  of 
the  agency  in  charge  of  the  MSC. 
Companies  needn't  hold  their  breath, 
though.  It  pales  in  comparison  with 
Hong  Kong's  $100  million  fund. 

Even  plans  for  Malaysia's  NASDAQ- 
style  second  stock  exchange  are 
stalled.  Set  to  start  last  year,  it  has 
been  postponed  to  an  unspecified 
date.  And  just  four  MSC  companies 
vrill  be  listed.  NetCai'd  had  been  plan- 
ning to  go  public,  but  Leong  can't  see 
it  anytime  soon.  "Over  the  next  five 
years,  we  definitely  hope  for  better," 
he  says.  The  other  86  Malaysian  com- 
panies in  the  Msc  do,  too. 

By  Bruce  Einhorr 
in  Kuala  Lumpui 
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WE  LOVE  TECHNOLOGY.  It's  new  and 
it^s  shiny  and  it  inspires  a  certain 
awe,  like  the  Great  Pyramid  of 
Cheops  or  a  tiny  new  human  being. 
Technology  is  good  at  the  heavy 
lifting.  People  are  good  at  the  heavy 
thinking.  Bits  and  bytes  and  ones 
and  zeroes  fly  around  the  planet, 
but  only  at  our  discretion.  The 
computer  has  a  role  model,  and  it  is 
us.  Computers  are  plastic  and  metal 
and  sand.  People  are  brilliance  and 
discernment  and  vision.  Admire 
machines.  Worship  their  inventors. 
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WOllKERS  CLEAN  ALASK 
SHORES  AFTER  THE  SPIL 


IT'S  TIME  TO  PUT  THE  VALDEZ  BEHIND  US 


It  has  been  10  years  since  the 
Exxon  Valdez  ran  aground  in  the 
icy  blue  waters  of  Alaska's  Prince 
William  Sound  on  Mar  24,  1989, 
spilling  11  million  gallons  of  oil  along 
hundreds  of  miles  of  coastline.  In  the 
aftermath  of  the  spill,  Exxon  Corp. 
spent  $2.2  billion  on  cleanup  and  $1.3 
billion  in  civil  and  criminal  penalties 
and  settlements.  But  in  the  years 
since  then,  Exxon  and  its  critics 
have  squared  off  again.  And  long  af- 
ter the  dispute  disappeared  ft'om  the 
headlines,  disagreements  continue  to 
rage  over  how  damaging  the  spill 
was  and  what  Exxon  should  be  re- 
quired to  do  about  it. 

Exxon  was  assessed  $5  billion  in 
punitive  damages  in  1994,  but  it  con- 
tinues to  appeal  the  decision  in  court, 
arguing  that  the  penalty  is  "unjust 
and  excessive."  Exxon  has  not  yet 
paid  any  of  it.  Joseph  Hazelwood,  the 
foiTner  Exxon  employee  who  was  the 
captain  of  the  Valdez,  fought  a  deci- 
sion requiring  him  to  pay  Alaska 
$50,000  and  peifoi-m  1,000  houi's  of 
community  sei-vice.  So  far,  he  has  yet 
to  do  either,  and  his  attorneys  say 


Hazelwood  is  considering  an  appeal 
to  the  Alaska  Supreme  Court. 

The  ultimate  decisions  in  these 
cases  could  turn  in  part  on  scientific 
questions  concerning  how  damaging 
the  spill  was  to  wildlife,  residents, 
and  local  businesses.  But  any  consen- 
sus seems  unhkely.  After  years  of 
study,  many  of  the  key  questions  are 


AN  EXXON  VALDEZ  CHRONOLOGY 


WIAR.  24,  1989  The  Exxon  Valdez 
mns  agi-ound  in  Prince  William 
Sound,  Alaska 

1989-94  Exxon  pays  $2.2  billion 
to  clean  up  the  sound,  plus  $1.3 
billion  in  penalties 

1990  Congi'ess  passes  the  Oil  Pol- 
lution Act,  banning  the  Exxon 
Valdez  from  i'etuming  to  Alaskan 
waters 

SEPT.,  1994  Exxon  is  ordered  to 
pay  $5  billion  in  punitive  damages 

MARCH,  1999  Ten  years  later, 
Exxon  continues  to  appeal  the  $5 
billion  penalty 


still  unresolved.  And  to  say  that  pas- 
sions continue  to  mn  high  "would  be 
an  understatement,"  says  Stanley 
Senner,  scientific  coordinator  for  the 
Exxon  Valdez  Oil  Spill  Trustee  Coun 
cil  (the  council  was  created  by  Alas- 
ka and  the  federal  government  to  re- 
store Prince  William  Sound,  using 
$900  million  Exxon  was  assessed  in 
civil  court  cases). 

CONTINUING  DAMAGE?  Many  environ- 
mentalists argue  that  Prince  William 
Sound  is  still  suffering  major  damag( 
from  the  spill.  The  Alaska  Wilder- 
ness League  says  populations  of  har- 
bor seals,  harlequin  ducks.  Pacific 
herring,  common  loons,  and  other 
species  are  still  below  their  pre-spill 
levels  or  continuing  to  decline.  Fran! 
Sprow,  Exxon's  vice-president  for  en- 
vironment and  safety  and  its 
spokesman  on  the  Exxon  Valdez 
spill,  says  all  species  have  "made 
strong  progress  or  have  recovered." 

Senner  and  the  Tinstee  Council 
are  taking  a  middle  position.  "The 
overall  ecosystem  is  well  on  the  way 
to  recovery,  but  we  don't  think  it's 
there  yet,"  Senner  says.  "Some  of 
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Environment 


the  veiy  key  species,  like  the  Pacific 
hen-ing,  which  is  important  for  ecologi- 
cal and  commercial  reasons,"  have  not 
returned  "in  anywhere  near  the  kinds 
of  numbers  that  were  present"  before 
the  spill,  he  says. 

As  with  most  scientific  questions, 
however,  the  issues  conceming  the  her- 
ring are  complicated.  The  oil  didn't  Idll 
the  fish  directly,  Senner  says.  Instead, 
evidence  suggests  it  weakened  their  im- 
mune systems,  making  them  vulnerable 
to  disease.  It's  cux-umstantial  evidence, 
he  says,  but  it's  "pretty  strong  circum- 
stantial evidence.  And  the  heiring  have 
not  come  back." 

USEFUL  CONTROVERSY.  Exxon  has  hired 
its  own  scientists  to  challenge  such  find- 
ings. "There  have  historically  been 
crashes  in  the  heiring  population,"  says 
Sprow.  And  as  for  the  recent  drop  in 
population,  "there  is  no  reason  to  be- 
lieve it  was  caused  by  the  spill."  In  the 
absence  of  an  independent  investigation 
or  review  of  the  science,  it  is  impossible 
to  sort  out  these  conflicting  conclusions. 
And  the  continuing  controversy  ulti- 
mately benefits  Exxon.  "As  long  as  you 
can  create  the  perception  that  things 


SEA  CHANGE:  Prince  William  S 
looks  better  10  years  after  the  s; 

are  still  controversial,  you  can  u;.i, 
as  justification  to  preclude  action 
•Jeflfi'ey  W.  Short,  a  research  chei 
with  the  National  Marine  Fisher 
vice  in  Juneau. 

While  Exxon  pursues  its  reses 
and  its  rights  in  court,  it  is  also 
aggi-essive  steps  outside  the  couj 
Last  year,  the  company  filed  Fn 
of  Information  Act  requests  seet 
viitually  every  piece  of  paper  co 
with  two  studies  funded  by  the  ' 
Council.  One  request  related  to  s 
eries  service  study  that  found  th 
led  to  a  marked  increase  in  deatl 
among  pink  salmon.  Exxon  requ( 
all  logs,  documents,  "draft  or  finj 
spreadsheets,"  lab  notebooks,  an( 
stniment-calibration  records.  It  i 
sought  documents  related  to  "chi 
custody  of  samples,"  along  with  ( 
ments  "sufficient  to  identify  each 
son  who  participated  in  the  analj 
and  training  records  of  each  of  tl 

Sprow  defended  the  requests, 
"if  you're  going  to  dig  to  resolve 


ometimes  you  have  to  dig  real 
iut  the  requests  go  far  beyond 
il  practice  in  scientific  disputes, 
ily,  researchers  debate  data  pre- 
it  professional  meetings  or  in 
:  joumals.  More  extensive  docu- 
quests  are  rare,  and  they  usual- 
only  when  there  is  a  suspicion 
IS  error  or  fi'aud.  "It  was  ha- 
lt," says  Short,  one  of  the  au- 
the  salmon  study.  "They  could 
led  me  up  and  asked  me  for 
ills  that  were  relevant,  and  I 
ave  given  it  to  them.  I  had  no 
lis  or  letters  to  get  the  infonna- 
i  more  polite  manner." 
COURT  DEAL.  Sprow  said  Exxon 
Qe  the  fonnal  requests  because 
5tee  Council  scientists  would  not 
leir  data.  "That  is  flat  wi'ong," 
Drt.  "Oui'  data  have  been  pub- 
ilable  at  every  level  since  the 
•nt." 

Dther  move  outside  the  court- 
xxon  aiTanged  a  deal  with  sev- 
,le-based  fish  processors  that 
i  the  company  for  .$745  million 
ges.  In  1991,  Exxon  announced 
pay  the  processors  .$70  miUion 


in  compensatoiy  damages.  What  it  did 
not  say,  according  to  the  judge  in  the 
case,  is  that  the  fish  processors  secretly 
agi'eed  to  return  as  much  as  $730  mil- 
lion of  the  $74.5  million  in  compensation 
they  were  seeking. 

U.  S.  District  Judge  H.  Russel  Hol- 
land of  Anchorage  found  out  about  the 

Exxon  strategy  includes 
questioning  the 
science,  funding  rival 
studies,  and  making 
secret  agreements 

agi'eements  five  years  later.  He  sharply 
criticized  Exxon,  saying  the  company's 
decision  to  keep  the  agi'eements  secret 
might  violate  professional  niles  of  con- 
duct requiring  candor.  "We  tliink  the 
actions  we  took  with  the  seafood 
processors  were  reasonable  and  prop- 
er," Sprow  says.  "We  were  shocked  at 
Judge  Holland's  shock." 


In  one  final  move  that  has  triggered 
protests  in  Alaska,  Exxon  has  sued  the 
federal  government  for  the  right  to  take 
the  E.xxon  Valdez — now  called  the  Sea- 
River  MediteiTanean — back  to  Alaska. 

Many  Alaskans  see  that  as  a  slap  in 
the  face.  Exxon  is  witliin  its  rights  to 
seek  to  return  the  ship  to  Alaskan  wa- 
ters and  to  piu'sue  all  other  aspects  of 
the  Exxon  Valdez  case  as  aggi-essively 
as  possible.  But  its  tough  tactics  have 
infuiiated  many  in  Alaska,  for  whom  the 
spill  remains  a  highly  emotional  issue. 

Exxon  could  have  emerged  fi-om  the 
case  with  a  far  better  image  if  it  had 
taken  a  more  conciliatoiy  approach.  The 
dispute  might  well  be  resolved  by  now. 
Settlement  of  the  legal  issues  would 
have  created  a  climate  in  which  scientif- 
ic questions  could  be  explored  more  eas- 
ily, without  Exxon  feeling  that  it  had  to 
defend  itself  at  eveiy  turn.  Instead, 
Exxon  took  a  tough  stand.  And  10  years 
later,  the  furious  debates,  and  the  bit- 
terness, continue.  Exxon  should  have 
settled — ending  all  that  long  ago. 

Raebum  is  business  week's  senior 
editor  for  science  and  technology. 
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AND  NOW,  A  FEW  COSTLY 
WORDS  FROM  OUR  SPONSOR 

Ad  rates  climb  even  as  network  ratings  continue  to  drop 


H 


ey,  aren't  the  TV  networks  sup- 
posed to  be  in  the  doldiiims  these 
days,  their  audiences  siphoned  off 
by  cable  and  the  Net?  That's  not  what 
Aaron  Cohen  found.  Cohen,  executive 
vice-president  of  New  York-based  Hoii- 
zon  Media  Inc.,  will  end  up  buying  .$390 
million  worth  of  ads  this  year  for  such 
clients  as  Boston  Chicken,  Geico  Insur- 
ance, and  Sony's  Columbia-Ti-i  Star  stu- 
dio. Even  as  early  as  last  month,  as  he 
was  looking  to  buy  a  string  of  spots  for 
a  client,  Cohen  found  prices  only  climb- 
ing. "We  ended  up  spending  a  goodly 
few  millions,"  says  Cohen.  "It  sm-e 
didn't  tui'n  out  to  be  cheap." 

Today,  there  are  few  cheap 
buys  as  ad  executives  scurry 
to  buy  time  in  the  so-called 
scatter  market,  the  estimated 
25%  of  available  commercial 
time  that  wasn't  sold  before 
the  season  traditionally  starts 
in  September.  And  this  year, 
fueled  by  a  rash  of  high-tech 
companies  mai'keting  eveiytliing 
from  computers  to  E-commerce 
sites,  those  commercial  time  slots 
are  more  in  demand  than  ever. 
Half-minute  spots  during  hot 
shows  like  Fox  Television  Net- 
work's Ally  McBeal  and  CBS 
Corp.'s  Everybody  Loves  Ray- 
mond are  fetching  twice  what 
they  went  for  in  Septembei- 
(table).  It  doesn't  seem  to  mat- 
ter that  overall  ratings  ai-e 
down  this  year  by  5%  for  the 
five  largest  networks.  Wlien  it 
comes  to  getting  the  biggest 
bang  for  the  ad  buck,  the  net- 
works are  still  seen  in  almost 
every  U.  S.  home,  averaging  7 
million  homes  a  show,  vs.  4.8 
million  for  cable's  top-ranked 
shows,  featuring  wrestling. 
CASH  TO  BURN.  Advertising  and 
network  marketing  executives 


eral  trends.  A  still-strong  econ- 
omy has  brought  consumer- 
product  companies,  auto  mak- 
ers, and  Hollywood  studios  into 
the  market  for  additional  ad 


buys.  They  are  bumping  up  against 
high-tech  companies  using  cash  from  a 
white-hot  stock  market  to  buy  network 
ads  for  cjuick  national  exposm'e  for  theii- 
products — and  their  stocks.  Among  the 
most  active,  say  industry  executives, 
are  Amazon.com,  eBay,  Cisco  Systems, 
and  Yahoo!  "It's  the  best  of  all  worlds 
for  us,"  says  Jon  Nesvig,  executive  vice- 
president  of  marketing  for  Fox. 

Not   all   networks  are  

sharing  in  the  action,  how-  ALLY  McBEAL:  A 
ever.  Because  networks  tra-  biy  hand  from  the 
ditionally  sell  some  of  their  boom  ing  economy 


TV  networks  are  fetctiing  premium  rates  for  late-season 
"scatter-market"  advertising 


SHOW 

NETWORK 

SEPTEMBER,  199S  PRICE 

MARCH,  1999 

PER  30-SECOND  SPOT 

THE  DREW  CMREY  SHOW  ABC 

$375,000 

$460,000 

ALLY  McBEAL 

Fox 

265,000 

440,000 

JUST  SHOOT  ME 

NBC 

240,000 

405,000 

EVERYBODY 
LOVES  RAYMOND 

CBS 

185,000 

400,000 

DAWSON'S  CREEK 

WB 

135,000 

290,000 

DATA:  ADVERTISING  AGE.  BUSINESS  WEEK 

scatter  spots  at  discounts  to  com] 
sate  ad  buyers  when  their  ratings  c 
hit  projections,  some  networks  h|i 
fewer  to  sell  than  others,  abc  and 
for  instance,  held  back  some  spots 
so-called  make-goods,  say  insiders.  T|ii 
has  put  even  more  pressm-e  on  pr 
for  available  spots  on  the  hot  teen 
work  WB,  whose  ratings  are  up  6% 
year,  and  on  Fox.  Also  enjoying  a 
scatter  mai'ket  is  CBS.  Its  ratings  ai'e  K 
8%,  but  its  perfoiTnance  beat  the  ratti 
guarantees  it  had  given  to  advertis: 
before  the  season  started,  what 
the  return  of  National  Football  Leaj 
football  and  the  success  of  shows 
Raymond. 

Although  theu-  audience  is  more  sp 
tered,  cable  networks  are  also  rid 
the  ad  gi'avy  train.  They  continue 
see  strong  overall  gi'owth,  picking 
12%  more  piime-time  viewei's,  accorc 

  to  the  Cable  Advertising  Bur( 

Ted  Turner's  tbs  and  tnt  ii 
works   are    seeing   ad  sa 
growth  of  20%'  to  30%  over  sp 
they  sold  before  September,  s 
-Joe  Uva,  president  of  Turner  Ent 
tainment  Co.'s  sales  and  market 
unit. 

LITTLE  SLACK.  Advertisers  now  w 
ry  that  the  market  will  stay 
through  the  summer,  when  n 
works  begin  selling  spots  for 
September  season.  Last  year, 
four  major  networks  sold  $6 
lion  in  up-front  ads,  about  $1 
million  less  than  in  1997,  althou 
networks  negotiated  a  small 
crease  for  each  additional  thousa 
viewers  they  could  attract.  Tl 
year,  the  networks  will  likely  pu 
for  double-digit  increases  in  t 
cost-per-thousand    (cpm)  rai 
"These  guys  are  never  easy 
deal  with.  So  now,  when  you 
negotiating,  they're  not  goi 
to   give  you  much,"  says  B 
Croasdale,  president  of  Wes 
em  Initiative  Media,  a  Los  A 
geles-based  media  buyer. 

The  annual  mating  dan 
between  network  executiv 
and  the  ad  community  usual 
starts  by  late  May.  That 
when  the  networks  unve 
their  new  shows  for  Septen 
ber.  But  Jed  Petrick,  we's  e 
ecutive  vice-president  for  mi 
dia  sales,  says  that  "we'i 


who  want  to  make  deals  f( 


this  year. 

By  Ronald 
Angeles 


Grover  in  Lc 
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That's  right,  your  network.  Because  now  even  the  smallest  businesses  can  share  information  with  3Com  Small  Office  Solutions.  They'll  save  yO| 
money  by  providing  a  single  Internet  access  point  for  everyone,  eliminating  the  need  for  multiple  ISP  hook-ups  and  ridding  your  business  > 
unnecessary  connection  fees.  They'll  also  allow  your  employees  to  share  printers,  CD  drives,  and  scanners  from  their  PCs  in  the  office  and  the 
laptops  on  the  road.  That'll  save  you  from  having  to  buy  additional  equipment.  But  perhaps  most  important  of  all,  3Com  Small  Office  Solutior, 
make  it  easier  for  employees  to  share  ideas,  since  they  no  longer  have  to  shuttle  floppies  from  desk  to  desk.  Instead,  files  are  routed  overthl 


A  3COM  NETWORK  CAN 
INCREASE  THE  EFFICIENCY  OF 
YOUR  SMALL  BUSINESS  BY: 

Creating  shared  Internet  access. 

Easily  exchanging  files  between 
networked  PCs  and  servers. 

Sharing  databases  and  software 
applications. 


aking  older  PCs  useful  by  sharing 
hard  drive  space,  CD-ROMs,  etc. 

creasing  office  productivity 
and  reducing  overhead. 


Our  new  OfficeConnect™ 
Network  Assistant  CD,  a  $49  value,  is 
yours  absolutely  free  with  the  purchase 
of  select  3Com  OfficeConnect  products. 

The  Network  Assistant  CD  teaches 
networking  basics,  helps  simplify  the 

network  set-up  process,  and  also 
aids  in  troubleshooting  and  day-to-day 
network  maintenance. 

For  a  Free  CD  Call  1-888-906-3C0M  Ext.249  I 


More  connected." 


work  and  accessed  simultaneously.  That  means  great  ideas  can  move  from  inspiration  to  implementation  a  lot  faster.  And  problems  can  be 
ved  more  quickly.  All  of  which  explains  why  we've  connected  more  small  businesses  to  more  networks  than  any  other  networking 
iTipany.  If  you  agree  that  it's  time  your  business  had  the  same  tools  that  larger  companies  have  enjoyed  for  years,  visit 
.w.Bcom.com/smalloffice.  Once  there,  use  our  Networking  Benefits  Calculator  to  get  a  detailed,  customized  analysis  of  how  much 
3m  Small  Office  Solutions  can  save  your  company  in  a  single  year.  Because  your  network  is  ready.  And,  big  or  small,  so  is  your  business. 


To  get  more  connected  with  these  3Com  Small  Office  Solutions, 
call  1-800-NET-3COM  or  visit  any  of  the  following  retailers: 

Best  Buy  •  CompUSA  •  Fry's  Electronics  •  Office  Depot  •  Office  Max  •  Staples 


3Com  OfficeConnect  10  Mbps  Four-Port  Networking  Kit  in  one  easy  to  install  kit,  we've  combined 
everything  needed  to  set-up  a  complete  network  for  two  computers  in  a  small  office  or  home  office  environment. 
Included  are  two  Network  Interface  Cards,  one  four-port  Hub,  cables,  and  installation  software.  What's  more, 
it  includes  the  OfficeConnect  Network  Assistant  CD-ROM,  an  easy  to  understand  network  setup  tutorial. 

(Also  available:  OfficeConnect  10  Mbps  Eight-Port  Networking  Kit.) 


3Com  OfficeConnect  Fast  Etfiernet  Networl<  Interface  Card  Network  interface  Cards  (NiCs) 
connect  your  PCs  to  the  network.  This  10/100  Mbps  NIC  automatically  detects  the  speed  of  the  Ethernet 
network  you  are  connecting  to.  It's  been  designed  to  provide  outstanding,  dependable  performance  in  Windows 
95,  Windows  98,  and  Windows  NT  environments.  With  plug-and-play  installation,  the  Network  Assistant  CD-ROM 
and  free  technical  support,  it's  easy  to  install  and  use. 


,5 


3Com  OfficeConnect  100  Mbps  Four-Port  Hub  This  reliable  Fast  Ethernet  Hub  enables  even  the 
smallest  offices  to  gain  from  the  benefits  of  high  speed  connectivity.  Offering  up  to  100  Mbps  throughput. 
It's  the  ideal  solution  for  file  sharing  and  office-wide  access  to  networked  peripherals  and  includes  the 
Network  Assistant  CD-ROM.  (Also  available:  OfficeConnect  10  Mbps  Four-Port  Hub  and  OfficeConnect  10 
Mbps  Four-Port  Hub  with  coax  cable.) 


3Com  OfficeConnect  56K'  LAN  Modem  Versatile,  high-speed,  shared  Internet  access  for  multiple  PCs 
over  a  single-user  Internet  access  account  is  yours  with  our  56K  LAN  Modem.  It  even  includes  a  built-in  Ethernet 
hub,  allowing  you  to  instantly  set-up  your  network  for  printer  and  file  sharing.  And  it  can  be  configured  and 
managed  using  your  standard  Web  browser.  In  fact,  we've  made  installation  so  easy  it's  guaranteed  to  get  you 
up-and-running  in  15  minutes!  (Also  available:  OfficeConnect  ISDN  LAN  Modem.) 


3Com  OfficeConnect  56K"  Business  Modem  Designed  for  growing  businesses  that  need  high  speed 
access  to  the  Internet  and  remote  offices,  our  56K  Business  Modem  delivers  the  fastest,  most  reliable 
connections  over  regular  telephone  lines.  Additionally,  a  graphical  customer  interface  enables  the  ultimate  in 
ease  of  use,  while  providing  powerful  business  capabilities,  such  as  Password  Security.  We've  also  included  our 
Business  Connections  CD-ROM,  which  offers  a  broad  selection  of  business  software. 


3Com  Megahertz  10/100  LAN  +  56K'  Modem  PC  Card  This  all  in  one  PC  Card  delivers  reliable 
modem  performance  on  the  road,  high-speed  10/100  Mbps  bandwidth  in  the  office,  or  both  in  the  office! 
Equipped  with  our  Exclusive  Line  Probing  technology,  this  PC  Card  even  connects  over  the  worst  line  conditions 
and  offers  easy  cellular  access.  Every  Megahertz  PC  Card  offers  guaranteed  compatibility  toll  free  support  and 
J  a  limited  lifetime  warranty.  (Also  available:  Megahertz  10/100  CardBus  PC  Card.) 


3Com  USB  Network  Interface  Here's  the  simplest  way  yet  to  add  Ethernet  connectivity  to  a  PC- without 
having  to  open  the  PC.  Now,  any  Windows  98-based,  USB-equipped  PC  tan  link  to  an  Ethernet  network,  allowing 
sharing  of  files,  peripherals,  information,  and  even  interactive  games.  Our  USB  Network  Interface  is  perfect  for 
multi-PC  households,  home  offices  and  growing  businesses. 


Save ^50  by  mail  on  a  3Com  Palm  III  organizer 

with  the  purchase  of  select  OfficeConnect  products. 

Visit  your  local  retailer  to  find  3Com  products  and  promotion  details.  Offer  valid  2/1/99  -  4/ 15/99. 


ghts  reserved.  3Com,  the  3Com  logo,  OfficeConnect.  and  Megahertz  are  registered  trademarks  and  Palm  III  and  More  connected,  are  trademarks  of  3Com  Corporation, 
for  downloads  and  31.2  Kbps  for  uploads.  Actual  speeds  may  vary.  Requires  compatible  phone  line  and  server  equipment.  See  wwvi/.3com.com/56K  for  details. 
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A  Class  by  Themselves 

Wliy  let  a  thing  like  school  get  in  the  way  of  starting 
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Internet  ventures  from  their  dorm  rooms 
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WHAT  PRICE  FREEBIES? 

F 


DIGITAL 
SAFETY  NET 


Is  PC  failure  among  your3e 
est  fears?  Loss  of  datvt 
cited  among  the  top  three  e: 
istic  fears"  by  59%  of  2 
small-business  owners  k 
by  Working  Solo  Inc.,  a  cc 
ing  firm  in  New  Paltz,  N.Y 
Antivirus  and  data  back' 
software  are  the  third 
fourth  most  popular  progf 


\  i 


lirst  it  was  free  browsers.  Then  free  E-mail. 
With  two  companies  announcing  personal- 
computer  giveaways  in 
February,  it  seems  the  idea  of  win- 
ning customers  with  freebies  is  taking 
off.  Idealabs  offers  fi'ee  pc:s  to  people  with  the 
'    right  demographic  backgi-ound — and  who  don't  mind 
giving  up  space  on  their  screens  for  ads.  Apply  by  revealing 
I  I '        your  personal  tastes  and  income  level  at  Free-PC.com  (www.free- 
I  f  ■  pc.com).  For  medical  practices,  e-DOCS  inc.  is  giving  PCs  to  those  who  sign  up  for 
at  least  .$200  worth  of  its  medical  transcription  service  per  month.  Meanwhile,  com- 
l)anies  may  soon  offer  free  phone  sei'vice  in  exchange  for  listening  to  ads.  Who 
needs  startup  capital?  You  can  outfit  much  of  your  office  without  spending  a  dime:  a  Web  connection  from  Net- 
Zero  (www.netzero.com);  fax  services  from  e-Fax  (efax.com)  and  Faxaway 
(www.faxaway.com);  plus  freeware  contact  management,  spreadsheet,  and  cal- 
endar programs.  Pick  up  samples  of  Aleve  via  the  Free  Site  at  www.the- 

freesite. com/samples. htm. 
Heck,  you  can  even  get 
free  "money" — mostly 
coupons  and  rebates — from 
cybergold.com.  The  ques- 
tion is  whether  the  free 
stuff  is  worth  vour  time. 


CLIP  JOINTS 


The  [Veb  is  crawling  with  clip  art — cute  little 

icons  and  buttons  that  can  liven  up  an  Internet 
site  or  other  marketing  materials.  But  the  array 
is  overwhelming.  We  weeded  out  sites  with  dead 
links,  minor  collections,  and  fuzzy  copyright  dis- 
claimers to  bring  you  a  selection  of  the  best. 

MINING  CO.:  webclipart.- 
miningco.com 
Newbies  and  know-it-alls 
can  benefit  from  the  how-tos,  reviews,  and  links. 

CLIP  ART  SEARCHER:  web- 
places. com/search 
gj.".'J,Y'i  A  clip-art  search  engine 

^  "-f^*^ '-iiUij^.^^^  good  for  those  with  a  specif- 
ic need — ^say,  gothic  images. 

ARTTODAY:  arttoday.com 
$30  annually  for  free  and  clear  use  of  any  of 
its  740,000  images. 

OVER  THE  RAINBOW:  www.fisiinet.net/~gini  ./^K 
Same  price  as  ArtToday  for  about  '  >7 

5,000  images,  with  cheaper  options  ^  <^_y'^  ->i^vV 
for  subcategories.  ' 

IBAND:  www.iban'i.com/clip/cli 
part.html  Images  are  copyright-free 
and  sorted  by  categoi-y. 


Need  clip-art  now? 


y; 


STILL  GOING 
FOR  GLOBAL  REACH 


ou'd  think  the  gloomy  glob- 
al economy  would  crimp 
international  plans  at  small 
companies.  Not  so,  says  a  Feb- 
I'uary  survey  of  o76  high-tech  companies  by  Pricewaterhouse- 
Coopers.  Its  poll  found  CKOs  at  small,  fast-growing  companies  that 
export  are  predicting  international  sales  will 
inch  up  two  percentage  points  this  year,  to  29'7( 
of  total  revenues.  The  smaller,  privately  held 
companies  in  the  survey  saw  new  strategic 
alliances  (76%)  and  increased  investment  (55%) 
as  their  primary  souixes  of  intemational  gi-ovrth. 
But  they're  mindful  of  the  minefields,  too:  80% 
worry  about  economic  and  political  instability, 
and  69%  about  slack  demand. 


WNERS  LIKE  TO  COME  IN  EARLY  TO  GET  THROUGH  UNFINISH^ 
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small  businesses,  after 
'ocessing  and  spread- 
.idcls  International  Data 
tew  owners  eschew  ttie 
mmon  backup  methods 
n  favor  of  printouts,  a 
second  computer,  or 
compact  disks. 


1 


Computer  Crumple  Zones 

Most  small/home  offices  back  up  data  regularly. 


FREQUENCY 

METHODS  USED 

DAILY 

18% 

HIGH-CAPACITY  DISKS 

34% 

WEEKLY 

32 

FLOPPY  DISKS 

32 

MONTHLY 

20 

HARD  DRIVE 

14 

QUARTERLY 

9 

TAPE 

12 

RARELY 

15 

NONE 

6 

NEVER 

7 

OTHER 

4 

DATA:  WORKING  SOLO  INC. 


SO  THEY 
SAY 


"/  had  to  pull  everyone 
together  and  explain  the  realities 

of  life  Instead  of  a  timely  nicely 

organized  wind-down,  I  had  everyone  looking 
for  jobs  that  same  day.  Devastating. " 

—Jeffrey  A.  Randazzo,  on  the  day  the  employees  at  his  first 
company  discovered  he  was  about  to  declare  bankruptcy  (page  18) 


HAT  WARM  AND  FUZZY  IRS 

rou  may  not  love  the  Internal  Revenue  Service  right  now, 
but  consider  what  it  has  done  for  you  lately.  Until  this 
year,  only  the  tiniest  businesses  (less  than  $150,000  in 
ross  annual  sales)  could  get  a  90%  discount  on  the  $5,000  cost 
'obtaining  a  private-letter  ruling  (that's  an  advance  judg- 
lent  from  the  iRS  on  any  tricky  deduction  you  want  to  claim), 
ow,  companies  with  as  much  as  $1  million  in  sales  pay  just 
)00.  Want  another  break?  The  iRS  is  letting  employees  file 
/en  with  the  incorrect  W-2  forms  that  many  small  employers 
ave  out  this  year — the  result  of  a  form  change  that  some  tax 
)ftware  makers  didn't  catch.  And  the  iRS  has  more  help-desk 
jrvices.  A  hotline  (800  829-1040)  is  open  24  hours.  (Tiy  calling 
I  the  wee  hours  when  traffic  is  light; 
switches  to  automated  voice 
lail  when  lines  are  busy.)  Al 
•ee  in-person  advice  from  IR 
jps  is  available  at  250 
■cations.  Find  when  and 
'here  by  using  the  term 
[R-1999-09"  in  the  search 
agine  on  the  "Forms  and 
ubs"  page  at 
■ww.irs.ustreas.gov. 


^K,  WHILE  32%  PREFER  STAYING  LATE 


ENTERPRISE  ONLINE 


News  and  advice  from  our. 
Small  Business  Web  site, 
enterprise,  businessweek.  com 

DUBIOUS  TOOLS 

Control  freaks  will  love  this:  "snoopware" 
that  lets  you  see  what  employees  are 
doing  right  now  on  your  network — that 
big  project  you  assigned  or  surfing  cyber- 
smut.  Several  companies  have  products 
aimed  at  small  business,  including  Rule- 
Space  Inc.  in  Portland,  Ore.,  and  NDG 
Software  Inc.  in  San  Diego,  Calif.  But  just 
because  you  can  snoop  doesn't  mean  you 
should:  Experts  say  the  lack  of  trust 
implied  by  snoopware  can  become  a  seri- 
ous morale  problem,  and  any  good  small- 
company  CEO  knows  what  everyone's  up 
to  anyway.  If  you  do  decide  to  monitor, 
tell  employees  how  and  why,  in  writing. 

GEHING  RICH  QUICK 

For  entrepreneurs,  balancing  portfolio  risk 
is  often  a  problem  because  they've  got  all 
their  eggs  in  one  basket — the  business. 
But  in  this  economy,  it  doesn't  seem  to 
matter.  A  survey  by  Arthur  Andersen 
Enterprise  Group  found  all  business  own- 
ers got  richer  in  1998. 
More  than  half  (51%) 
said  the  main  source  of 
their  new  wealth  was 
appreciating  personal 
assets.  For  42%,  it  was 
the  growth  of  their  own 
businesses. 

Of  course,  the  econ- 
omy can't  stay  this 
good  forever.  And  some 
may  not  be  properly 
diversified  to  ride  out  a 
downturn;  financial  planners  say  business 
owners  love  to  buy  growth  stocks  that  are 
as  risky  as  their  own  companies.  For  bal- 
ance, their  investments  should  lean  to 
index  funds,  bonds,  and  blue  chips. 

"PREHY  FAST  FOR  CONGRESS..." 

So  said  one  insider  after  the  Senate 
approved,  on  Mar.  2,  a  bill  to  give  small 
busmesses  emergency  Y2K  loans  through 
the  SBA's  7(a)  program.  But  it  may  not  be 
fast  enough  to  help  small  biz  before  New 
Year's.  A  similar  bill  is  expected  to  sail 
through  the  House,  but  the  vote  may  not 
be  until  mid-April.  Then  the  SBA  must  set 
up  loan  procedures  and  guidelines.  After 
that  comes  the  application  process.  Time 


BUILDING  WEALTH 


1-10%    11-20%    21-30%  >30% 
1998  RISE  IN  NET  WORTH 

DATA:  ARTHUR  ANDERSEN  ENTERPRISE  GROUP 


waits  for  no  pol — or  entrepreneur. 

For  the  full  stories,  click  Chiline  Ex- 
tras at  enterprise.lmsinessweek.com. 


SPRINT  BUSINESS 
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ENTERPRISE 


Trends 


WHAT'S  THE 
GOING  RATE? 

BUSINESS  WEEK  CRUNCHES  THE  NUMBERS  ON  LOANS 


How  do  you  know  whether  the  small- 
business  loan  rate  offered  by  yoiu- 
banker  is  fail-?  \MU  rates  head  lower 
or  higher  if  you  hold  out?  Those  questions 
loom  large  when  you're  shopping  for  money, 
but  there's  no  index  for  small-business  loans 
that  tracks  the  going  rate. 

Bankers  might  tell 
you  to  watch  the 
prime  rate,  since  it's 
their  benchmark  for 
small-business  loans. 
That's  not  much  help. 
The  piime  changes  so 
i^ai'ely  that  there's  Ut- 
tle  movement  to  track. 

A  better  solution: 
watch  the  federal 
funds  rate,  which  is 
what  big  banks  pay. 
We  cnanched  more 
than  10  years  of  Federal  Resei-%"e  data  and 
looked  at  the  "spread."  or  mai'kup,  between 
the  Fed's  targeted  rate  for  fed  funds  and 
small  commercial  loans  of  less  than  -SIOO.OOO. 
We  also  analyzed  the  movements  of  small- 
business  loans  ^^^th  help  fixim  Ryan  Labs,  a 
New  York-based  interest-rate  speciahst. 

The  result?  Markups  on  small  loans  over 
fed  funds  have  remained  remai'kably  consis- 
tent over  time,  and  the  two  rates  move  al- 
most in  lockstep.  That's  important,  because 
once  you  know  the  nonnal  range  and  the 
cuiTent  fed-funds  rate — published  daily  and 
thus  easy  to  track — youH  know  whether  youi" 
bank  is  oifei-ing  a  good  deal  or  a  gouge  job. 


The  data  show  that  the 
mai'kup  on  the  smallest  com.- 
meixnal  loans  has  averaged  422 
percentage  points  ■  since  19S6. 
i-ai-ely  sti-a\"ing  more  than  half 
a  point  in  either  du-ection.  ]\Iore 
recently,  the  spread  stood  at 
just  4.12  points,  says  Fed  fet- 
quarter  data  released  this 
month,  pegging  the  actual  rate 
at  S-SS*"? .  compai-ed  with  9.T3'~r 
a  yeai-  eai'Uer 

good  deal?  Probably,  if  you 
Rates  have 


Is  that  a 
look  at  the  historical  data 
averaged  9.97^  on  small  loans  since 
19S6.  and  haven't  been  this  low  since 
1994.  Tlie  reason?  Intense  competition 
among  bankei*s.  who  have  been  reduc- 
ing their  mai'kup  to  ltu*e  you  in. 

Could  vou  get 


FOLLOW  THE  LEADER 


SMALL  COMMERCIAL  LOAN  RATES 
D  TO  MIRROR  FED  FUNDS - 


'S7  '88 
A  PERCENT 


■92 


■9i 


■98  '99 


a  better  deal  by 
waiting  for  youi* 
banker  to  cut 
mai'kup  again?  Maybe. 
Competition  di'ove  the 
spread  as  low  as  3.5 
points  in  1989  (and  as 
Mgh  as  .5.06^^  in  1992). 
But  there  are  other 
mo\"ing  paits  to  con- 
sider, including  the 
possibility  that  the  fed 
funds  rate  will  rise 
and  push  yom-  rate  higher,  too.  Indeed,  the 
lowest  spread  occiu-red  around  the  same 
time  that  loan  rates  were  setting  an  all- 
time  high  of  13.39^f  in  1989. 

Remember,  these  are  averages.  Every 
deal  is  priced  on  its  overall  risk,  so  you 
can't  expect  a  below-mai'ket  rate  if  your 
company  is  stumbling.  But  if  your  record 
is  clean  and  the  rate  seems  abnoimaUy  high, 
it'll  be  youi-  banker  who  owes  you  some- 
thing for  a  change — an  explanation. 

By  Rick  Green  in  Xew  York 

Get  data  on  loans  up  to  SI  million  by  clicking 
Online  Extras  at  enterprise.businessweek.com 


Labor:  STAYING  POWER 

Having  trouble  finding  good  help?  Almost  all  entrepreneurs 
are.  Since  their  shallower  pockets  make  it  hard  to  match 
bigger  companies'  salaries,  more  small  companies  are 
adding  perks  (chart),  especially  low-cost  "workstyle "  bene- 
fits such  as  telecommuting.  But  many  aren't  even  trying  to 
compete  for  workers.  A  recent  poll  by  American  City  Busi- 
ness Journals  Inc.  found  that  although  95%  of  small  com- 
panies have  some  labor  problems,  53%  are  doing  "nothing 
in  particular"  to  find  and  keep  workers. 


IT'S  NOT  A  PERK. 
IT  S  A  NECESSITY 

SHAa  COMPANIES  8EEf  UP  SOME  BENEFITS 


FLEXTIME  TELECOMMUn 


DAT- 


CURRENTS 


Seller's  Market 

Most  companies  have  no  ro 
to  raise  prices,  but  small 
business  may  be  bucking  tl 
trend.  A  recent  study  of  35{ 
companies  by  Duke  Univers 
ty's  Fuqua  School  of  Busine 
finds  that  companies  with 
annual  revenues 
under  $24  milli 
\   are  planning 
raise  prices 
"    2.2%.  com- 
pared with 
0.4%  for 
Goliaths  with 
sales  in  the  $1 1 
ion  to  S5  billion  range.  A 
2.2/b  hike  also  beats  the  ci 
rent  1.5%  inflation  rate. 
What's  behind  this  pricing 
power?  John  Graham,  the 
study's  author,  says  many 
entrepreneurs  operate  in  ni( 
es  and  face  less  price-bust 
global  competition  than  cor 
porate  giants.  How  will  this 
gap  in  pricing  power  affect 
the  bottom  line?  Corporate 
giants  expect  earnings  to 
6%  this  year:  the  smallest 
firms  expect  a  20%  rise. 

A  Biz  of  Her  Own 

More  women  are  becoming 
entrepreneurs,  but  fewer  are 
turning  to  fran- 
chises to  do  it.  So 
says  Women  in 
Franchising  Inc.. 
which  analyzed 
the  latest  govern- 
ment research 
on  251  such 
organizations.  In 
1990, 11%  of  franchis- 
es were  woman-owned,  and 
23.9%  were  jointly  owned  by 
man  and  woman.  By  1995. 
those  numbers  dropped  to 
8.5%  and  15.5%,  respective 
Automotive  and  motel  fran- 
chises had  the  fewest  wome 
owners:  less  than  1%. 


ENT  4  BUS^^ESS 


:h  29 


wired  to  the  minds 
of  teenage  girls,  so 
nization  is  somethln|| 
I  definitely  need" 


flies  around  the  country  to  learn  what  girls  like  in  interactive  media.  And  since  this  doesn't  always 
i  itself  to  running  a  business,  American  Express®  Small  Business  Services  organizes  her  expenses 
1  Quarterly  Management  Report,  helps  finance  the  video  equipment  she  uses  to  document  customer 
lavior,  and  lets  her  make  frequent  Card  purchases 
>ffice  equipment  and  tiaras.  Tiaras?  "It's  a  girl  thing/'  'M\W)t'B 

1-800-SUCCESS  or  visit  www.americanexpress.com. 


Small  Business 
Services 


ENTERPRISE 


Taxes 


TAX  MAN,  STAY  AWAY 
FROM  MY  DOOR 

How  entrepreneurs  can  minimize  the  odds  of  an  audit 


First  the  good  news:  Inter- 
nal Revenue  Service  auditors 
are  expected  to  pull  fewer  re- 
turns this  year  than  they  did 
during  their  aggressive 
crackdown  of  the  m  id-1990s. 
Now  the  bad  news:  Small 
businesses  a'iul  self-employed 
profess iottals  are  still  the  fa- 
vored targets.  How  can  you 
reduce  the  odds  of  getting 
hit?  Ask  yourself,  "Am  I 
raising  red  flags  that  attract 
auditors'  interest?"  Here  are 
some  good  questions  to  start 
witlt. 

Q:  Are  specific  i'udustries  or 
types  of  business  more  jrrone 
to  audits? 

A:  Cash-based  businesses, 
such  as  restaurants,  con- 
struction companies,  and  re- 
tailers, are  still  at  the  top  of 
the  agency's  hit  list.  The  same  goes 
for  self-employed  individuals  earning 
over  $100,000.  This  group — crowded 
viith  doctors,  lawyers,  freelance  writers, 
and  other  pi-ofessionals — was  audited 
at  nearly  twice  the  clip  (4.18%)  of  sim- 
ilarly paid  company  employees  (2.27%), 
accorcling  to  1997  iRS  data.  Partner- 
ships, including  LLCs,  were  examined 
at  a  far  lower  rate  (0.59%) — though  ac- 
countants expect  that  rate  to  rise  as 
more  businesses  form  as  LLCs. 

Q:  Hou!  do  the  expenses  I  claim  affect 
)ni)  chances  of  bei)ig  audited? 
A:  First,  go  easy  if  you  want 

to  stay  off  the  radar  screen.   

The  IKS  typically  flags  Schedule  C  and 
corporate  filings  that  show  a  net  loss 
resulting  from  high  expenses,  says 
Murray  Alter,  tax  partner  at  Price- 
waterhouseCoopers  in  New  York.  Also, 
business  travel  and  entertainment  re- 
mains a  perennial  ms  sticking  point, 
particularly  if  your  T&E  expenses  gob- 
ble a  high  percentage  of  revenues  or 
exceed  what's  typical  for  youi-  industiy 
peers. 

Generally,  you  can  deduct  only  50%' 
of  meal  and  entertainment  costs.  So  it 
may  not  be  worth  it  to  claim  every 


business-related  Caesar  salad.  "If 
you're  overaggressive,  they  may  flag 
you,"  warns  Barbara  Steinmetz,  a 
Bui'lingame  (Calif.)  financial  planner.  In 
fact,  she  recommends  withholding  a 
few  T&E  expenses  as  bargaining  chips 
in  case  of  trouble. 

Other  possible  red  flags  in  the  ex- 
pense department  include  hiring  only 
independent  contractors  instead  of 
salaried  employees  and  overly  large 
outlays  on  gifts  (the  iRs  only  allows 
you  to  deduct  gifts  of  under  $25). 

Q:  Does  the  way  I  state  my  revenues 
DITS         (^ff^ct  the  chalices  of  an 

  audit? 

A:  If  you've  been  in  business  a  while, 
there's  no  brighter  red  flag  than  re- 
porting little  or  no  revenues.  That's 
because  the  iRS  will  question  whether 
you're  actually  running  a  business  or 
just  dabbling  in  a  not-for-profit  hobby, 
says  Kent  Noard,  a  San  Jose  (Calif.)  fi- 
nancial planner.  A  "business"  must  pro- 
duce profits  in  at  least  three  of  the 
last  five  years. 

If  your  company  has  a  product  that 
is  still  in  development,  watch  out:  You 
won't  be  able  to  deduct  pre-opening 
expenses  such  as  market  reseai'ch,  R&D, 


and  business  Hcenses  until  you  actil 
start  selling  your  product.  Even 
you'll  have  to  amortize  them  ovei^ 
years. 

Q:  Are  there  any  special  risks  if 
cide  to  do  my  accounting  urith  o', 
these  snazzy  computer  bookkee 
programs? 
A:  Use  of  a  program  itself  does 
trigger  any  special  audits 
you  might  become  mor< 
dit-prone  if  you  rely  on 
exclusively  for  tax  pre] 
tion.  Why?  Computer 
keeping  programs  gene 
follow  the  rules  of  fina 
accounting  rather  than  ta 
counting.  "There  is  not  i 
conformity  between  the 
of  them,"  says  Diane 
don,  Ernst  &  Young's  na 
al  director  of  accoui 
methods.  For  example,  f 
cial  accounting  rules 
you  to  spread  up-front 
ment  for  a  three-year 
tract  evenly  over  three  y 
But  the  IRS  demands  the 
counted  as  one  entry. 

Q:  Wlmt  special  concerns 
the  IRS  fiave  if  I  do  bust 
abroad? 

A:  Foreign  currencies  present 
biggest  challenge.  You  will  have  to 
vert  those  funds  to  U.  S.  dol 
according  to  standard  accounting  r 
and  place  them  on  an  American-i 
balance  sheet,  says  Alan  E.  We 
senior  tax  partner  at  Holtz  Ruben 
&  Co.,  in  Melville,  N.  Y.  What's  n 
the  IRS  tends  to  look  more  close] 
individuals  who  show  that  they 
holding  more  than  $100,000  in  for 
banks,  says  Alter  of  Pricewaterhc 
Coopers. 

Q:  Are  there  any  audit  risks  for 
ers  or  partners  in  S  corjwrations  '. 
A:  While  overall,  S  coi-porations  tri 
far  fewer  audits  than  other  busint 
(just  1.04%.  of  2.3  million  S-corf 
tions  were  audited  in  1997),  be  ca 
about  how  you  pay  yourself.  Ta 
out  your  profits  as  company  divid 
rather  than  in  the  form  of  at  let 
partial  annual  salary  could  provok 
audit,  too — a  risk  that  is  probablj 
worth  the  employment  taxes  you  w 
save. 

By  Dennis  Berman  in  New 

For  more  tax  tips,  click  on  Online  Extras 
enterprise. businessweek.com 
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ALL    YOU  REALLY 


CARE    ABOUT    ARE  YOUR 


WEIGHT 

YOUR 

MONEY 

AND  YOUR 

LOOKS. 


SO    WHAT'S    WRONG    WITH  THAT? 


5  pounds 
500  lumens 

XGA/SVGA/Mac  compatible 
Vfdeo  mput  -  TV/VCR/DVD 
$299S 


Aoouat  Expenses 


Ve  think  those  are  pretty  big  things  to  consider,  especially  when  you're  shopping  for  a  multimedia 
)rojector.  That's  why  we  created  the  Lightware  Scout.  It's  a  presenter's  dream,  at  just  5  lbs.  and 
Masting  out  500  lumens  of  bold,  crisp  images  thanks  to  our  Optimum  Projection  Technology"'.  ftPIsss 
\nd  as  you  might  expect  from  a  Lightware  product,  it's  easy  to  operate  and  affordable  too.  Now 
ve're  not  saying  Scout  will  solve  all  your  image  problems  (like  that  '80s  yellow  power  tie  for 
jxample).  But  it's  a  start.  To  enter  to  win  a  free  Scout,  call  800-21 1-9001  or  visit  www.lightware.com 


LIGHTWARE^ 


bghware  fs  a  registered  trademark  of  lightware.  Inc.  Scout  and  OPT  are  trademarks  of  Lightv/are,  Inc.  52995  is  an  introductory  price. 


ENTERPRISE 


The  Internet 


IF  I  HAD 

A  CYBERHAMMER 

New  tools  let  entrepreneurs  create  their  own  E-stores 


After  five  layoffs  from  Internet- 
related  jobs,  Chiis  Gwynn  wanted 
to  control  his  futui'e  on  the  Inter- 
net. So,  wliile  still  employed  in  the 
spiing  of  1997,  he  resolved  to  test  the 
waters  as  a  part-time  Web  entrepre- 
neur, selling  refrigerator  magnets  on- 
line. Problem  was,  as  a  marketer  and 
industiy  analyst,  Gwynn  knew  vutually 
nothing  about  the  technical  intricacies 
of  creating  a  Web  site.  And  at  the  time, 
setting  up  even  simple  sites  required 


panding  even  faster  for  entrepi'eneurs 
starting  out  today,  putting  E-commerce 
within  reach  of  virtually  anyone.  The 
products  break  down  into  three  broad 
categories.  Newest  is  off-the-shelf  soft- 
ware such  as  QuickSite  Gold,  which  a 
computer  novice  can  use  to  create  basic 
E-commerce  sites  for  less  than  $100. 
The  next  class  of  boxed  products,  such 
as  BIT  Software's  $2,000  Maestro  Com- 
merce Suite  or  ibm's  $5,000  Net.Com- 
merce  Start,  handle  more  complex  tasks 


considerable  programming  E-COMMERCE  ^^^^  inventory  manage- 
skills- — an  online  store  that    ment.  Anyone  comfortable 


could  jjrocess  complex  orders  and  credit- 
caixl  purchases  was  out  of  the  question. 

That  was  then.  By  the  time  Gwynn 
was  ready  to  get  the  site  going  just  a 
few  months  later,  new  tools  had  arrived 
that  let  technical  neophytes  create  Web 
storefronts  on  their  own.  Gwynn  used 
ViaWeb,  an  early  entiy  since  acquired 
by  Yahoo!  Inc.  Over  the  next  year,  as 
the  number  of  households  making  Web 
purchases  doubled,  to  20  million,  Gwynn 
uj^dated,  modified,  and  managed  liis  own 
site.  Last  December,  he  quit  his  job  to 
devote  himself  to  fridgedoor.com 

The  do-it-yourself  options  are  ex- 


with,  say,  the  details  of  Microsoft  Word 
should  have  no  problem  using  them. 

Less  technically  demanding,  but  most 
expensive  over  the  long  haul,  are  online 
services  that  provide  software  over  the 
Net,  host  the  site,  and  let  you  track 
customei's'  activities,  too — all  for  a  single 
monthly  fee.  Gwynn  still  uses  ViaWeb, 
now  called  Yahoo!  Store,  the  mai'ket- 
share  leader  in  this  gi'oup.  Similar  ser- 
vices ai"e  provided  by  iCat,  recently  pm'- 
chased  by  Intel  Corp.,  and  Internet 
service  provider  MindSpring  Enterpris- 
es Inc.'s  E-Commerce  (business. mind- 
spring.com/commerce ). 


The  basic  site  setup  is  the  same  wit) 
all  three  ty]3es.  First,  you  select  a  tem 
plate,  wMch  is  a  prebuilt  site.  Each  tem 
plate  has  different  backgi'ound  colors 
fonts,  and  other  style  elements.  The; 
can  be  altered  by  an  experienced  Web 
site  developer,  but  in  most  cases,  th' 


Setting  Up  Shop 


CATEGORY 

EXAMPLES  COST 

PROS 

CONS 

WHO'S  IT  FOR? 

LOW-COST 
OFF-THE- 
SHELF 
SOFTWARE 

QuickSite 
(quicksite.com); 
VersaCheck 
Web  Commerce 
(mipsdla.com) 

Under  $100  plus 
Web  hosting  fees, 
typically  about 
$50  a  month 

Quick  and  easy  setup 

Few  sophisticated  func- 
tions such  as  links  to 
inventory  database. 
You'll  outgrow  it  quickly 
if  E-sales  take  off 

Computing  new- 
bies  and  others 
who  want  to  test 
E-commerce 
waters 

HIGHER-END 
OFF-THE- 
SHELF 
PRODUCTS 

Maestro  Commerce 
Suite  (bitsoftware. 
com);  Net. Commerce 
Start  (www.software. 
ibm.com\commerce\ 
net.commerce) 

$2,000  to  $5,000 
plus  Web  hosting 
fees,  typically 
about  $50  a  month 

Sophisticated  data- 
base can  manage 
your  inventory,  set 
up  cross-selling, 
run  a  search  engine 

Big  up-front  expense; 
too  complex  for  rank 
beginners 

Technologically 
comfortable 
users  who 
aren't 

programmers 

ONLINE 
SERVICES 

Yahoo!  Shopping 
(store.yahoo.com); 
iCat  (www.icat.com) 

$100  a  month  to  list  ;  Simple  to  set  up,  yet 
up  to  100  items;        feature-laden.  Pro- 
$300  for  up  to  1,000.;  vides  the  best  reports 
No  hosting  fees       •  on  customer  activity 

For  finely  tuned  Web  pages, 
you'll  still  need  to  use  a 
Web  creation  tool  such  as 
Microsoft  FrontPage 

One-stop 
shoppers 
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■miMate  will  do  the  job  as-is.  Then  you 
in  add  graphic  images  from  a  scanner 
•  digital  camera  and  replace  the  tem- 
ate's  dummy  text  with  your  own. 

For  sticking  a  toe  in  E-commerce, 
le  low-end  software  can  be  a  cheap 
id  simple  way  to  start.  Some  Internet 
irvices  offer  versions  that  let  you  set 
16  whole  thing  up  online.  But  Bill 
rabscheid,  the  co-owner  of  The  Out- 
)orsman,  a  15-employee  clotliing  store 

Lake  Forest,  III, 'chose  the  $89.95 
aickSite  Gold,  released  last  fall.  At 
e  time,  it  was  the  only  product  under 
.00.  (Early  this  year,  the  competing 
■oduct  Versacheck  Web  Commerce  was 
troduced  at  $39.99.) 
)INT,  CLICK,  SELL.  QuickSite  loads  a 
mplate  into  FrontPage  Express,  a 
eb  site  creation  tool  that's  included 
ith  Windows  98.  The  idea  is  that  you 
in  QuickSite's  step-by-step  video  tu- 
rial  in  your  Web  browser  while  you 
3rk  in  FrontPage  Express,  adding  text 
id  images  according  to  its  directions, 
lien  your  store  is  done,  you  upload  it 

any  Internet  service  provider,  which 
ists  the  site  on  the  Web  for  you. 

Grabscheid  chose  QuickSite's  devel- 
ter,  Primecom  Interactive  Inc.,  as  his 
ist,  for  a  typical  $39.95  monthly  host- 


ing fee.  For  an  extra  $20  a  month  (and 
3%  of  sales),  Primecom  will  send  trans- 
actions to  Octagon  Technologies  for 
credit-card  processing.  QuickSite  users 
receive  customer  orders  by  E-mail. 
Wlien  a  customer  makes  a  pui'chase  on- 
line, a  message  is  sent  automatically.  If 
you  don't  use  Octagon,  the  message  will 
include  credit-card  information,  and 
you'll  have  to  submit  it  by  hand. 

Grabscheid's  son,  Billy  Jn,  27,  created 
Ills  site,  new-outdoorsman.com,  in  just  a 
few  days  between  other  activities.  "I'm 
barely  computer-literate,  a  real  point- 
and-clicker,  but  it  was  easy,"  he  says. 

For  Elyse  Bems,  owner  of  The  Cigar 
Lady  in  Buffalo  Grove,  111.,  simplicity 
wasn't  enough.  She  bought  Maestro 
Commerce  Suite  last  fall  to  expand  her 
successful  business  of  discounting  pre- 
mium cigars  via  a  catalog  and  a  toll- 
fi*ee  number  Berns  needed  to  track  in- 
ventory and  wanted  a  search  engine  to 
help  customers  sort  through  the  750 
products  in  her  store.  She  got  a  break 
on  setting  up  the  site  from  bit  Soft- 
ware, which  did  the  job  as  part  of  the 
pm'chase.  But  she  says  Maestro  is  so 
simple  she  can  maintain  the  site  her- 
self. Maestro's  built-in  database  alerts 
her  when  a  product  runs  low,  automati- 


cally removes  out-of-stock  products  from 
the  online  catalog,  and  calculates  state 
and  local  taxes. 

At  BUSINESS  WEEK,  we  created  a  ba-' 
sic  Maestro  site  in  about  an  hour  with- 
out progi'amming,  following  a  series  of 
20  on-sci'een  dialog  boxes  for  guidance. 
Oiu-  site  included  sophisticated  functions 
such  as  cross-selling  and  upselling — in 
which  buyers  of  one  product  are  auto- 
matically offered  a  related  one.  (By  com- 
l)arison,  the  IBM  jjroduct  can  create  only 
basic  sites  without  progi'amming.) 
"FOUND  MONEY."  Yahoo!  Store,  which 
Gwynn  uses,  is  more  of  a  one-stop  affair. 
It  offers  tools  right  on  the  Web  for  cre- 
ating a  store  and  hosts  the  site  as  part 
of  the  deal.  It's  simpler  to  set  up,  using 
a  series  of  on-screen  fonns  to  build  your 
site,  and  the  results  are  comparable  to 
Maesti'o.  Ti-ue,  the  Yahoo!  version  can't 
manage  inventory.  But  it  does  provide 
valuable  marketing  data  about  site  vis- 
itors, letting  you  see  which  Web  links 
are  producing  the  best  traffic  and  sales. 
For  instance,  Gwynn  learned  that  his 
link  on  a  Supennan  fan  site  was  gener- 
ating a  steady  stream  of  orders  for 
fridgedooi'.com's  superhero  magnets.  The 
other  big  difference  is  the  fee  struc- 
ture; Yahoo!  Store's  costs  vaiy  according 
to  the  size  of  your  online  inventory. 
(Gwynn  pays  almost  $5,000  a  year  for 
his  i,400  items). 

We  also  looked  at  MindSpring's  ser- 
vice and  found  that,  for  nonprogram- 
mers,  it  isn't  quite  as  flexible  as  Yahoo! 
Store.  If  you  want  to  customize  youi' 
site  with  a  logo,  for  example,  or  have  an 
unlimited  number  of  products,  you  must 
use  their  intershop  3  option,  which 
costs  $159.95  per  month,  not  including 
hosting  fees.  Plus,  you  must  know  how 
to  do  HTML  coding. 

And  how  has  E-business  panned  out 
for  these  entrepreneurs?  Gwynn,  who 
spends  the  most,  also  sells  the  most — 
about  $1,000  of  fiidge  magnets  a  day,  he 
says.  Since  starting  last  October,  Bems 
says  she  has  only  sold  about  $4,000  of 
cigars  at  thecigarlady.com,  while  the 
company's  overall  1998  sales  were 
$175,000.  Grabscheid  says  that  during 
the  cold  winter  months,  he  has  sold 
about  $400  of  clothing  a  day  over  the 
Web,  mostly  to  customers  outside  of  his 
region.  "It's  found  money,"  he  says. 

Which  of  the  three  types  of  software 
is  best  for  you?  Obviously,  that  depends 
on  whether  you  need  maximum  control 
over  the  site  (high-end  software),  mini- 
mum cost  and  ftmctions  (low-end  soft- 
ware), or  simple,  but  pricier,  full  sei-vice 
(onhne).  Wliichever  it  is,  E-commerce  is 
now  open  for  small  business. 

By  David  Haskhi  in  Madison,  Wis. 

To  learn  more  about  E-commerce,  click 
Online  Extras  at  enterprise.businessweek.com 
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ENTERPRISE 


Finance 


MAKING  SURE 
THE  PRICE  IS  RIGHT 

If  you  value  your  business . . .  value  your  business 


What's  your  business  really 
worth?  Admit  it — you're  curi- 
ous. It's  hard  not  to  wonder 
when  publicly  traded  compa- 
nies are  hovering  near  all-time  highs. 
And  if  you  don't  know,  you're  flying 
blind.  A  company's  value  can  be  cincial 
for  a  host  of  decisions,  including  how 
much  you  can  boiTow,  whether  you  need 
an  estate  plan,  and  what  to  do  when 
events  sneak  up  on  you. 

Take  Ralph  VanTielen,  the  56-year- 
old  owner  of  vte  in  Pellston,  Mich.,  300 
miles  north  of  Detroit.  He  didn't  know 
how  to  respond  last  year  when  two  sep- 
arate bidders  approached  his  plastics 
company  with  buyout  offers.  VanTielen 
founded  vte  in  1982,  building  it  cheajjly 
with  auctioned  machinery  into  a 
$1.8  million  company  with 
24  employees  that 
makes  lublDer  insu- 
lator caps  for 
electrical  bat- 


teries. "We  had  a  basement  mentality," 
he  says.  "We  didn't  realize  we  were  sit- 
ting on  something  of  value." 

So  VanTielen  called  in  appraisers 
from  Boston-based  Caiijenter  Hawke  & 
Co.,  who  confirmed  APPRAI 

that  the  offers  were   

indeed  fail' — they  pegged  vte's  value  at 
roughly  $2.6  million,  or  about  7.6  times 
free  cash  flow.  But  they  also  pointed 
out  changes  that  helped  boost  cash  flow 
by  85% — and  thus  lifted  vte's  value. 
The  upshot:  VanTielen  decided  to  hold 
on.  "I  found  out  that  I  probably  am 
better  off  not  selling," 
he  says. 

At  least  he 
knows  for 


Barely  half  of  all  owners  have  doi 
valuation,  says  a  survey  ft'om  Arm 
Andersen's   Enterprise   Group,  r 
they're  probably  pleased  by  the  re- 
Demand  for  small,  private  U.S.  coi 
nies  is  robust,  with  the  average 
price  rising  9%  last  year,  accordin 
VR  Business  Brokers  in  Huntin  ■ 
Beach,  Calif. 

Valuing  a  company  is  less  of  a  gi 
ing  game  than  it  used  to  be,  thanl 
gi'owing  databases  of  comparable  s 
such  as  BizComps  and  the  Institu' 
Business  Appraisers.  Still,  it  ren 
an  art.  "Each  business  is  like  a  fir 
print,"  says  Gary  E.  Jones,  presi 
of  business-valuation  service  V£ 
Nomics  Research 
in  Cupertino,  C 
"They're  all  different — even  v 
they're  in  the  same  industry." 

Fu'st,  forget  about  the  Dow  aver 
and  dot-com  mania.  "The  stock  mai'k 
not  relevant  to  the  private  mai'ket," 
Charles  Hocker,  a  Dallas-based  busi 
broker.  "It's  hard  when  you  look 
public  company  that  sold  at  26  ti 
eaiTiings,  but  those  ai-e  two  diffe 
worlds."  In  fact,  private  coi 
nies  are  lucky  to  fetch 
times  earnings,  a  muli 
that  hasn't  changed  n 
during   the  long 
mai'ket  (table,  page 
That's  because 
the  private 


SALS 


Business  brokers  will  do  valuations 
-but  may  lowoall  the  figure  to  speed  a  sale 
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Leading  computer  brand  names  at  certified 
wholesale  prices.  Everyday.  No  gimmicks.  No  loss 
leaders.  No  markups.  Your  computer  is  here.  At  cost. 


Smart.  Deals.  Online. 


www.onsale.com 


AOL  Keyword;  Onsale 


wndL  iiidi^t^b  leuyeriL  uittsi  em, 

from  other  phone  companies? 
For  starters. 


you 


The  big  phone  companies  have  not  exactly  made  a  lot  of  friends  at  small  and  mid-sized  businesses.  After  alt,  they  don't  give 
smaller  companies  the  massive  communications  power  that  big  companies  get.  Nor  do  they  give  them  the  preferential  treatment, 
or  the  substantiai^cost  savings.  That's  why  we  created  Teligent.  From  our  12-inch  antenna  on  the  roof  of  your  office  building, 
Teligent's  SmartWaye™  technology  gives  you  many  of  the  advantages  of  a  fiber-optic  connection.  High-quality  local  and 
long  distance  phorie  service.  Internet  access  up  to  100  times  faster  than  a  dial-up  connection.  Even  enough  bandwidth  to  handle 
full-motion  videoconferencing.  Plus,  our  online  billing  system,  e-magine","  offers  you  an  unparalleled  ability  to  view  and  analyze 
your  bill.  Right  on  the  Web.  All  this  is  yours  from  one  company,  for  one  predictable  flat  monthly  charge.  And  it's  all  up  to  30%  off. 
Qohtact  iJs,We  think  it  will  be  love  at  first  sight. 7;or  more /nformaf^^^^  i 


©1998  Teligent,  Inc. 
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Management 


LESSONS 

FROM  A  SURVIVOR 

WTien  his  company  went  under,  Jeff  Randazzo  didn't 


Let's  say.  just  for  a  moment,  that 
yoti  face  complete  financial  min. 
Eventhing  you've  worked  for  is 
on  the  line,  even  the  house  and 
nest  egg  you've  tucked  away  when 
times  were  good.  Tlie  stakes  are  no  less 
dire  for  yoiu'  workers,  who  depend  on 
you  for  theu"  H\"ing.  So  do  you  cut  youi" 
losses  and  move  on'?  Or  do  you  risk  all 
you've  got  left  on  a  last,  desperate  at- 


plate.  Flush  with  enthusiasm  over  what 
he  might  be  able  to  achieve,  Randazzo 
recalls  what  happened  when  he  ap- 
proached his  foreman. 

"I've  got  ideas."  Randazzo  said. 

"You  snot-nosed  little  SOB."  the  fore- 
man barked.  "You've  been  here  six 
months  and  you're  going  to  tell  us — the 
best  shop  in  the  city — how  to  improve"?" 
UndeteiTed.  Randazzo  appealed  to  the 


tempt  to  save  the  company 
and  its  people? 

Stu-e,  go  aliead — it's  easy  to  play  hero 
on  paper.  But  .Jef&'ey  A.  Randazzo  faced 
this  situation  for  real,  and  like  millions 
of  other  entreprenem-s  who  have  been 
down  this  path,  the  choice  wasn't  so 
clear — not  after  watching  .S3  million  of 
his  net  worth  evaporate  and  promising 
Ms  wife  he  wouldn't  bankiaipt  the  fami- 
ly. At  some  point,  doesn't  an  entrepre- 
nem-  have  a  right  to  save  himself? 

You  decide.  For  all  his  woes.  Ran- 
dazzo somehow  staggered  back  to  re- 
claim his  dream  of  doing  business  his 
own  way — but  he  wound  up  shedding 
assets,  longtime  suppliers,  loyal  staff, 
and  even  his  home  in 
the  process.  This  is  not 
the  ston"  of  a  hero  but 
rather  that  of  a  sm-Nivor 
and  what  happens  when 
an  entrepreneui''s  dream 
meets  reality. 
POOR  FIT.  Randazzo  fii-st 
glimpsed  that  vision 
back  in  1973.  when  this 
son  of  an  immigTant  Ital- 
ian electrician,  armed 
with  no  more  than  a  vo- 
cational school  degree, 
plunged  into  the  Man- 
hattan world  of  contract 
piinting  at  what  seemed 
a  princely  8122  weekly 
luiion  wage.  Almost  fi'om 
the  get-go.  it  was  a  poor  fit.  "The  qual- 
ity of  what  we  were  producing  was 
nowhere  as  good  as  it  could  be,"  says 
Randazzo.  who  was  fascinated  by  new. 
computerized  scanners  that  promised 
an  enoiTTious  leap  fonvai'd  in  translating 
images  fi-om  aitist's  design  to  a  piinting 


TURNAROUNDS 


Pointing  the  Finger 


Why  entrepreneurs  say 

they  fail 

UNDERCAPITALIZATION/ 

HIGH  FIXED  COSTS  32% 

SLOW  ECONOMY  30 

CREDITOR  PROBLEMS  8 

SLOW  RECEIVABLES 8 

TAX  PROBLEMS  6 

LOSS  OF  MAJOR  CUSTOMER  5 

PARTNERS  3 

OVEREXPANSION  3 

POOR  MANAGEMENT 3 


CSTi  THE  EmEPREKURIAL  EXECUTIVE 


plant  manager  and  got 
himself  assigned  to  cnim- 
my  sliifts  where  spots  on  the  new  geai* 
were  easier  to  get.  "-Jeff  did  come  along 
in  a  strong  way,"  says  Shuiee  Scoma. 
the  plant's  retired  owner  "If  he  had 
stayed,  he  would've  been  top  banana." 

You  know  wiiat  happened  next:  Tlie 
entrepreneiuial  bug  bit  hard.  Randazzo 
qtiit  the  imion  and.  with  S20.000  in  sav- 
ings and  some  paitners,  opened  a  new- 
shop  duiing  the  mid-1970s  that  made 
color  separations  for  Madison  Avenue 
chents  and  museums — clients  that  de- 
manded liigh-quality  w"ork  for  glossy  ads 
and  ait  postei"s.  Sepai-ations  ai'e  a  hidden 
but  cincial  step  in  the  process  of  ttmiiiig 
a  commercial  artist's 
work  into  a  printing 
plate  that  can  be  fas- 
tened to  a  press,  and  it's 
exacting  work.  By  1988, 
Randazzo  had  emerged 
as  the  sole  owner  of 
Imaging  International 
Inc.,  wiiich  boasted  a 
pa\Toll  of  6.5  and  84  mil- 
hon  in  amiual  revenues, 
largely  from  work  on 
packages  for  such  super- 
market-fi'eezer  items  as 
Ore-Ida  potatoes  and 
Birds  Eye  veggies. 
Cleaiing  8500,000  a  yeai-, 
Randazzo  says  the  busi- 
ness life  "was  gi'eat." 
Then  it  all  began  to  um-avel.  Deter- 
mined to  presence  a  technological  edge. 
Randazzo  in  1989  ordered  81.4  milhon  in 
high-end  gi'aphics  and  scanning  gear. 
But  the  equipment  never  worked  to  his 
satisfaction,  despite  endless  tinkering. 


"He  kept  believing  it  was  going  to  be  '  pression — I  don't  even  think  he  can  re- 


fixed,"  his  wife,  Leila,  recalls.  Long 
nights  of  installation  and  troubleshooting 
prevented  him  from  staying  close  to 
customers — the  piimaiy  job  of  any  en- 
trepreneur— and  sales  plunged  40%. 
Imaging  bled  cash:  840.000  one  month, 
•850.000  the  next.  "His  wiiole  personality 
changed  at  home,"  Leila  says.  "I  can't 
begin  to  tell  you  how  hard  it  was  to 
Uve  in  the  house  with  Mm.  Severe  de-|: 
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RANDAZZO  LOST  SUPPLIERS,  CUSTOMERS, 
STAFF— AND  $3  MILLION 


\ 


tum  around,"  the  ccjnsultant 
said.  But  it  meant  laying  off' 
liandazzo's  brother"  and  his 
best  Mend,  and  he  still  had 
to  put  up  fresh  cash.  He 
killed  the  plan. 

By  winter,  1992,  Imaging 
was  clearly  doomed.  Ran- 
dazzo's  first  goal  was  self- 
preservation.  Already,  the 
couple's  net  worth  had  sunk 

LONG  ODDS 


lember  it." 

What  he  does  remember  is  obsess- 
g  over  the  needs  of  his  best  cHents. 
andazzo  sacrificed  dozens  of  lesser  ac- 
lunts  to  maintain  credibility  with  core 
istomers — a  decision  that  would  later 
ay  a  crucial  role  in  his  recovery,  even 
;  it  now  pushed  Imaging  closer  to  i-uin. 

With  Ills  cash  nearly  gone,  Randazzo 
i-ed  a  "workout"  consultant.  "This  is 
le  easiest  company  in  the  world  to 


Only  10%  to  12%  of  small 
businesses  that  seek  bankruptcy 
court  protection  ever  recover; 
the  rest  simply  liquidate 


SOURCE  THE  ENTREPRENEURIAL  EXECUTIVE 

to  $1.5  million  from  $4.5  mil- 
lion, and  they  had  pledged 
not  to  touch  personal  assets 
for  business  debts  that  now 
totaled  $900,000.  Beyond 
that,  he  wanted  to  protect 
his  chents,  avoid  alienating 
key  suppliers,  and  bring 
along  as  much  of  his  core 
staff  as  possible — 12  of  45 
people.  That  way,  he  would 
have  the  key  elements  in 
place  to  recover.  And  so  it 
came  to  this:  liquidate  the 
company  in  bankiTiptcy,  tiy 
to  line  up  jobs  for  his  work- 
ers, then  join  a  big  corpo- 
rate rival  that  wanted  to  get 
in  on  Imaging's  key  niche,  a 
tyjie  of  printing  called  flex- 
ogi'aphy.  It  wasn't  a  gTeat 
option,  but  it  was  doable. 

As  Randazzo  worked  out 
final  details,  stealth  was 
mandatory.  He  knew 
many  employees  might 
wind  up  jobless  and 
some  vendors  could  get 
stuck  with  bad  accounts. 
But  once  word  got 
around  that  Imaging 
was  going  bankrupt,  em- 
ployees, clients,  and  ven- 
dors would  all  flee,  and 
he  wouldn't  be  able  to 
including,  of  course. 


that — it  boomei'anged  ai'ound  the  office, 
knocking  control  of  the  business  right 
from  Randazzo's  hands.  Employees 
dropped  everything  to  job-hurit,  and 
vendors  cut  off  credit. 

Suddenly,  Randazzo  confronted  a 
tsunami  of  emotions,  his  staff's  and 
his  own.  "I  had  to  pull  everyone  togeth- 
er and  explain  the  realities  of  life.  I 
stood  in  front  of  them,  and  I  was  cry- 
ing," he  r-ecalls.  "Instead  of  a  timely, 
nicely  organized  wind- 
down,  I  had  everyone 
looking  for  jobs  that 
same  day. . . .  Devastat- 
ing. Just  absolutely 
devastating." 

Underhanded?  Too 
secr'etive?  Perhaps  not. 
Randazzo's  plan  was 
pr'obably  no  different 
than  what  large  compa- 
nies do  in  a  more  im- 
personal way  through  their  human-r-e- 
soiu'ces  departments  and  outplacement 
firnias.  At  a  small  company,  though,  these 
things  appear  more  personal,  and  some 
of  his  employees  and  suppliers  reacted 
bitterly. 

GUILT  PANGS.  Randazzo  doesn't  fault 
himself  for  putting  his  own  inter-ests 
fir-st.  In  fact,  the  whole  exijernence  hard- 
ened him.  "I  looked  at  it  as  a  business 
decision,"  he  says.  He  still  felt  guilty 
about  laying  off  people  and  stiffing  ven- 
dor's. But  in  hindsight.  Imaging  was  a 
business,  not  a  social  contract,  and  em- 
ployees should  have  had  no  illusions 
about  why  they  worked  for  him.  "It's 
what  they  produce  that  gives  them  val- 
ue in  the  company,"  he  says. 

Randazzo  tried  to  carry  out  his  re- 
covery plan  by  joining  Applied  Gr-aphics 
Technologies  Inc.,  then  a  $100  million 
Manhattan  rival.  Yet  as  Iris  second  year 
there  closed,  he  became  convinced  that 


help  anyou' 
himself. 

Then  the  Death  Fax  arrived. 

It  was  no  act  of  mahce,  just  an 
over-sight  by  Randazzo's  lawyer. 
Filled  with  details  of  the  employ- 
ment contract  he  had  been  negoti- 
ating for  himself,  the  fax  ar'rived 
unannounced  on  the  company  ma- 
chine used  by  the  whole  staff. 
Someone  picked  it  up  and — like 


RESOURCES  FOR  RECOVERY 


ON  THE  WEB 


►  EXPERTS  Turnaround  Management 
Assn.  (www.turnaround.org)  offers  a 
member  directory  that's  searchable  by 
expertise  and  region. 

►  STRATEGIES  R.  Buckley  Muse  of  Muse 
Consulting  lists  warning  signs  and  turn- 
around tactics  at  www.museconsulting. 
com/interim.html 


OFF  THE  SHELF 


►  The  Save  Your  Business  Boot  A  Sur- 
vival Manual  for  Small  Business  Otvn- 
ers,  by  John  Goldhammer,  about  $24. 
Everything  ft-om  damage  control  to 
declaring  bankruptcy. 
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coi-porate  life,  like  his  i.aion  job,  was  a 
bad  fit.  By  spring,  1994,  he  had  quit.  "I 
don't  go  by  ti-aditional  tliinking,"  he  told 
himself. 

That,  and  more,  went  tlu'ough  Leila's 
mind  as  her  husband  proposed  his  next 
step:  sell  their  Long  Island  home  on 
two  acres  and  move  to  a  lower-cost 
area  to  restart  his  own  business. 
Leila  thought  he  had  gone  daft. 
"How  can  you  possibly  relo- 
cate a  business  in  an  area 
where  you  don't  Imow  any- 
body?" she  wondered.  Nev- 
ertheless, she  soon  found 
herself  bound  for  Florida, 
along  with  their  12-year-old 
daughter  and  9-yeai-old  son, 
where  they  squeezed  into 
an  1,100-square-foot  rental 
apartment. 

In  then-  pocketi^,  however, 
was  the  previously  untouch- 
able $400,000  they  had  net- 
ted on  their  house.  Wiser 
for  his  woes,  Randazzo  re- 
solved to  move  slowly,  nev- 
er outnmning  his  monthly 
cash  income.  It  was  No- 
vember, 1995,  before  he 
logged  any  seiious  jobs,  but 
he  stayed  busy  keeping  up 
with  Ills  old  clientele  from 
his  new  shop  in  Delray 
Beach,  Fla. 

IN  TOUCH.  Remai-kably,  they 
were  pleased  to  hear  from 
Randazzo  despite  Ms  earlier 
woes.  "He  doesn't  have  a 
big  marketing  degi-ee,"  ex- 
plains Sue  Barkis,  a  packag- 
ing manager  at  Ore-Ida  Foods  Inc.  in 
Boise,  Idaho.  "But  when  it  comes  down 
to  it,  he  figiu-es  out  wiiat  liis  customer's 
objective  is  and  how  to  achieve  it." 
Even  in  his  worst  times,  Randazzo  had 
made  a  point  of  keeping  in  close  touch 
with  customers,  which  made  it  easier 
to  patch  up  relationships  later. 

Denice  Thueringer,  an  art  director 
with  Salt  Lake  City-based  Huntsman 
Packaging  Corp.,  remembers  how  Ran- 
dazzo would  call  and  say,  "  'Wliat  are 
you  guys  doing?  Wliat  ai'e  you  up  to? 
You're  redesigning?  Oh,  that  design?  I 
remember  that  one.'  It  was  really  a 
small,  political  tiling  to  do.  Othei-wise,  if 
he  called  back  after  five  years  we'd  say, 
'Uh,  who  are  you?' " 

Unable  to  forget  his  biggest  mis- 
take— installing  the  $1.4  million  of  new 
equipment  without  first  ensuring  that 
it  worked  right — Randazzo  held  equip- 
ment vendors'  feet  to  the  fire.  When 
one  handed  him  a  signed,  "non-nego- 


PRESSURE  RELIEF 

What,  can  help  turn  around  a  company  in  trouble? 
Here's  what  the  experts  say. 

PICK  YOUR  SPOTS  Your  company  often  gets  80%  of 
its  business  from  20%  of  its  customers.  Focus  on  that 
20%;  you  can't  do  everything  for  everyone  when  you're 
in  trouble.  That's  how  Randazzo  kept  cash  flowing. 

PROMOTE  DIALOGUE  Be  up-front  with  your  staff. 
They're  the  key  to  turning  a  company  around,  and  line 
supervisors  and  employees  can  offer  good  solutions.  By 
hiding  problems,  for  whatever  reason,  you  may  cut  off 
hope  for  a  real  recovery. 

PULL  THE  TRIGGER  Refusing  to  do  layoffs  is  laudable. 
But  if  that  bankrupts  the  whole  company,  everyone  los- 
es their  job  anyway.  Make  the  tough  call  and  save  what 
you  can. 

PRESS  YOUR  SUPPLIERS  Randazzo's  second  venture 
succeeded  because  he  "held  vendors'  feet  to  the  fire" 
until  their  products  worked  as  promised.  As  for  their 
bills,  tell  them  your  situation;  trade  creditors  are  usually 
eager  to  keep  a  good  customer  in  busmess. 


tiable"  contract,  Randazzo  balked.  "Jeff 
wasn't  going  to  get  bumed  twice,"  re- 
calls Iniaging's  attorney,  Edward  C. 
Ki'amer  "When  we  were  done,  it  was 
full  of  projections  and  clauses  that  there 
would  be  no  payment  unless  those  pro- 
jections were  met." 

With  his  new  shop  ready  to  roll,  Ran- 
dazzo bid  to  win  back  Ore-Ida's  account. 
He  took  on  a  tricky  test  project  for  a 
snack  food  called  Dyna  Bites  and 
scanned  the  work  77  times  to  get  the 
colors'  density  and  hues  just  right.  It 
left  customer-service  manager  Hassan 
Shai'eef  reeling:  "I  was  {^roofing  it  over, 
and  over,  and  over,  and  over,  and  over." 
Randazzo  still  wasn't  happy.  But  facing 
a  deadline,  he  inished  to  the  au-port  for 
an  evening  flight  to  meet  Ore-Ida's  team 
in  Boise — and  missed  the  plane.  "That 
was  an  omen,"  Randazzo  says.  "So  I 
called  my  staff  from  the  airport.  'Be 
jjrepared  to  work  through  the  night,'  I 
told  them.  T'm  going  to  fly  out  at  fii'st 


light.' "  They  did,  and  sent  Randf 
out  bearing  a  superior  example  of  t 
efforts.  "That  gave  Ore-Ida 
confidence  to  give  me  back 
business,"  he  says. 

Randazzo  also  wanted  to 
ploit  what  he  counts  as  his  1 
asset,  technical  knowhow.  Fie: 
raphy,  a  labor-saving  technicjue 
uses  a  nonsmudging  water-b; 
ink,  has  trailed  other  pf 
ing  techniques  such  asj 
set  and  gi'avm'e  in  set: 
color  standai'ds  that  cli( 
could  measure.  The  n 
reason:    The  competii 
foimd  it  hard  to  focus  on 
common   good.  Rands 
says  he  invested  more  t 
$20,000  and  hundreds 
horn's  traveling  to  meet 
clients,  suppliers,  and  c 
petitors  and  get  then: 
agi'ee  on  standai'ds.  It  w 
canny  stroke  of  markei 
that  helped  build  his  cr 
bility.  Late  in  1997,  the 
fort  yielded  a  108-page  t 
that  has  sold  some  3, 
copies — and  elevated  E 
dazzo  to  gum  status  in 
industi'y.  "Ten  years  ag 
was  told  I  could  never  br 
into  this  old-boys'  netwo 
he  says.  "Now,  I'm  leac 
the  pack." 

CATHARSIS.  Indeed,  his 
born  company's  sales 
yeai'  topped  $2.5  million 

  could  double  this  year. 

November,  Randazzo  he 
to  move  to  a  bigger  plant,  and  he's 
to  23  employees.  Best  of  all,  he 
Leila  recently  finished  building  a  i 
6,800-squai'e-foot  home. 

Does  that  mean  that  he's  hap 
You'd  know  if  you  were  at  the  flexo; 
phy  industry's  annual  meeting  in 
Diego  last  spring.  Waiters  in  the  h 
ballroom  were  clearing  away  1, 
plates  of  halibut  and  filet  mignon  w 
Randazzo  suddenly  received  a  surp 
award  for  his  efforts.  Bai'kis  recalls 
"standing  up  on  the  stage  and  tl 
were  these  big  video  screens  and 
were  all  staling  at  liim.  He  looked  lii 

politician,  iimmng  for  something  . 

we  all  looked  at  each  other  and  s 
'Uli-oh,  there  it  goes,  he's  going  to  bt 
into  tears.' "  Which  he  did. 

Bij  Robert  Barke 
Delray  Beach,  i 

Need  help  digging  out  of  trouble'  Click 
Online  Extras  at  enterprise. businessweek.c 
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'ed  Inlel  is  a  regislered  irademark  'if  Inlel  Corporation. 


Connect  with  your  Intel 
Authorized  Solution  Provider 

If  you're  scratching  your  head  about  hardware  and  :.oftware. 
turn  to  an  Intel"  Authorized  Solution  Provider  (ASP).  Iitel"  ASPs 
can  offer  your  business  a  broad  array  of  computing  solutions  and 
products.  And  with  trained,  certified  professionals  on  staif.  each 
Intel  ASP  can  design  and  implement  a  solution  specific  to  your  business  needs  — present  and  future.  So  when 
you  have  PCs.  servers  or  networking  on  your  mind,  contact  an  Intel  Authorized  Solution  Provider.  To  find 
the  one  nearest  you.  visit  our  Web  site  at  www.intel.coni/lntelASP  or  call  toll-free  1-877-24-INTEL. 


Lauren  Reed 

Intel  Certified 
Professional 


Independent  Reseller 


intel 
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My  Company 


BY  KEVIN  KELLY 

WRAPPED  IN 
RED  TAPE! 

If  your  plans  for  growth  don't  leave  room  for 
the  regulators,  you  have  no  plans 


About  two  years  ago,  we  decided  the  family  business 
was  quickly  outgrowing  its  space.  We  needed  room 
for  a  new  press  (we  print  plastic  packaging)  and 
more  storage  area  for  both  raw  materials  and  finished 
goods.  So  I  spent  most  of  the  next  year  analyzing 
equipment  options,  browbeating  salespeople  to  lower 
their  prices,  and  lining  up  financing  for  an  expan- 
sion. Things  were  moving  along  at  a 
promising  clip. 

Looking  back,  I  realize  we 
should  have  wonied  about  the 
salespeople  and  financiers  later. 
Who  fu'st?  The  government.  It 
never  occuired  to  me  that  regulators 
would  slow  us  dowTi  with  dozens  of  de- 
mands— some  reasonable,  some  not.  Giv- 
en our  histoiy  as  a  good  coiporate  cit- 
izen, we  naively  assumed  that  we 
would  get  pemiits  for  a  wai'ehouse 
addition  and  the  press  in  no  time. 
In  fact,  we  were  so  confident, 
we  ordered  the  .$2  mUlion 
press  from  GeiTnany  last  July 
before  even  mappmg  out  the 
30,000-squai-e-foot  adchtion. 

Understand,  my  optimism 
was  not  based  on  raw  delu- 
sion. Our  business  had  ; 
w'orked  closely  for  20  yeai's 
with  state  air-quality  regula- 
tors to  develop  low'-polluting 
water-based  inks.  Certainly, 
w'e  expected  no  grief  fi'om 
them.  As  for  building  per- 
mits, we  had  moved  to  Union  City.  Cahf.,  five  years  ear- 
her,  bringing  100  new-  jobs  and  solid  sales  and  property- 
tax  receipts  with  us.  Wouldn't  the  city  jump  at  the 
possibility  of  new-  jobs  and  an  increased  tax  base? 
AIR  POLICE.  It  didn't  take  long  to  find  out  just  how"  differ- 
ently impatient  entrepreneui's  and  meticulous  I'egulators 
view  things.  Wlien  we  told  the  authorities  in  July  that  the 
capacity  of  oiu'  new  press  would  push  polluting  emissions 
to  42  tons  from  16  tons  a  yeai',  the  air  poKce  got  testy 
fast.  We  had  figiu^ed  we  were  safe  because  we  weren't 
emitting  50  tons—the  level  at  which  local  law  labels  you  a 
major  polluter.  But  Bay  Ai-ea  regulators,  recently  imder 


intense  pressiu-e  ffom  the  federal  govern- 
ment to  cut  regional  pollution,  held  up  ou 
permit  several  months  and  pressed  us  to 
find  a  way  to  slash  pollutants. 

Undoubtedly,  it  hurt  that  the  official 
fi'om  the  Bay  Area  Air  Quality  Manage- 
ment District  handling  the  application 
knew  little  about  our  industry.  He  didn' 
understand  our  inks,  nor  did  he  seem 
too  clear  about  the  pollution-control 
technology  cuiTently  in  vogue.  For  in- 
stance, he  suggested  we  reduce  the  pol- 
lutants with  carbon  filters  that  are  so 
expensive  that  no  printer  uses  them. 
(We  figured  they  w'ould  cost  our  $20  mi' 
lion  business  about  $1  million  annually.) 

Eventually,  he  backed  off  that  uneconomic  approach. 
But  when  November  anived,  we  still  didn't  have  a  per- 
mit, and  the  press  was  due  to  leave  Gennany  any  day. 
We  briefly  flirted  with  delating  the  sliipment,  but  finally 
in  December  air-quahty  officials  offered  a  deal:  We  coulc 
cut  the  pollutants  in  oui'  inks  20%  by  volume.  That 
was  a  limit  we  could  live  with.  But  w 
had  nowhere  to  put  the  huge 
press.  Still  waiting  for  the  build- 
ing peiTnits,  we  were  forced  to 
rent  a  24,000-square-foot  ware- 
house to  clear  space  in  oui"  ex- 
isting building. 

What  went  WTong?  Even  thougi 
our  architect  studied  Union  City's 
codes,  city  planners  prescribed  nu- 
merous changes.  They  w'anted  uf 
gi'ades  of  om*  existing  landscap 
ing,  more  efficient  systems  fa 
rainw-ater  nmoff,  and  alter- 
nate ways  to  route  tinacks 
onto  our  property — among 
other  things.  The  fact  that 
the  city  doesn't  hand  out  a 
list  of  its  standard  requii'e- 
ments  until  after  a  plan  has 
been  submitted  almost  guar- 
antees re\isions — and  delays 
But  we  also  harmed  ourselvei 
by  not  budgeting  enough  time 
to  get  tlu'ough  the  process. 
We  finally  got  our  building 
permit  in  mid-Januar>\  Clearly,  if 
we  had  gone  to  the  city  six  months  earlier — at  the  be- 
ginning of  1998 — we  would  have  had  it  by  July  and  per- 
haps even  had  oui'  addition  completed  by  now.  And  I 
think  I'd  still  have  one  big  account  that  walked  after 
gi'owing  impatient  w^aiting  for  us  to  increase  capacity. 

The  lesson  I  take  from  all  this?  Bureaucrats  are  fron 
Mars,  businesspeople  are  fi-om  Venus.  Or,  practically 


speaking: 
call  first. 


The  next  time  we  expand,  I'll  know  whom  to 


Kelly,  a  business  week  urriterfor  nine  years,  is  an 
officer  of  Emerald  Packaging  in  Union  City,  Calif. 


Has  red  tape  tied  you  in  knots?  Tell  us  about  it.  E-mail  editors@businessweekmail.com 
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ACCPAC  for  Windows  helped  Toymax  International,  Inc.     |""^  I    Wb#  I 

integrate  financial  reporting  and  boost  productivity  by  90% ■< 


,    "ACCPAC  is  always .10  invcnling  itself  and  pushing  the  IiuiiUl-is  of  vvliat  really  is  going  to  be  tlie  accounting  future." 
— Jonathan  Muir,  Controller,  Toymax  International,  Inc. 


What  will  ACCPAC  do  for  you? 

From  the  Laser  Challenge®  game  system  to  Spice  Girls® 
figures,  business  can  be  fun.  Just  ask  Toymax. 
Eight  years  into  business,  and  with  almost  $100  million  in 
annual  sales,  Toymax  relies  on  ACCPAC  for  Windows  for  its 
consolidated  financial  reporting  across  its  ever-expanding 
global  toy  development  empire. 

With  the  help  of  Nevv  York-based  Pyramid  Consulting,  Inc., 
Toymax  found  that  migrating  from  a  DOS-based  financial 
management  system  to  ACCPAC  for  Windows  was  child's 
play.  And  going  public  was  simplified  with  ACCPAC  for 
Windows  multi-currency  and  multi-company  capabilities. 
ACCPAC  for  Windows  tight  integration  with  Microsoft 
Excel  resulted  in  sophisticated,  automated  financial 
reporting,  easily  established  audit  trails,  and  customized 
monthly  AP  accrual  reports,  improving  productivity  at 
Toymax  by  a  dramatic  90%.  And  ACCPAC  for  Windows 
seamless  integration  with  third  party  applications  has, 
among  other  things,  significantly  helped  Toymax  save 


money  and  time  by  tracking  the  cost  of  development  and 
manufacturing. 

Moving  forward,  ACCPAC  for  Windows  Common  Object 
Model  (COM)  support  will  enable  users  at  Toymax  to 
view  and  update  data  using  tools  such  as  Visual  Basic  for 
Applications  (YBA)  and  MS-Query.  And  ACCPAC  for 
Windows  e.Business  application,  the  e.Advantage  Suite™,  will  ' 
make  it  even  easier  for  customers  and  vendors  to  do  business 
with  Toymax  on  the  Web  in  the  future.  This  leads  to  further 
improved  business  processes  and  enhanced  productivity. 
In  fact,  ACCPAC  for  Windows  gives  Toymax  everything  it 
needs  to  manage  the  entire  financial  information  flow  within 
the  company. 

Which  leads  to  one  playful,  but  important  question: 

What  will  ACCPAC  for  Windows  do  for  you? 

To  find  out,  visit  us  at  WWW.aCCpaC.COrh,  or  call 

1.800.808.7000.         ,  -^S^.:': 


't  Just  Manage  ThM  Bottom  Line... 

Improve  It! 


ACCPAC 

INTERN  AT  I  ON  At 


Toymax  is  a  trademark  of  Toymax  International,  Inc.  Visit  Toymax  at  www.toymax.com.  '  . 
Windows  is  a  trademark  of  Microsoft  Corporation.  ©1 999  ACCPAC  INTERNATIONAL,  INC.  All  Rights  Reserved. 
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 1 

Under  30 

ACING  THE  REAL  WORLD:  (from  left)  Crimson  Solutions:  Setli  Sterngoaiiz,  Wellie  Cliao,  Plitic  D'uotig;  Idiom  Tech- 
nologies: Susan  Che)ig,  Eric  Silberstein;  chipshot.com:  Rajeev  Goel,  Nick  Mehta,  Amar  Goel,  Alex  Gonzalez. 


I 


t's  happening  on  cam- 
puses nationwide:  Stu- 
dents are  skipping 
classes  to  start  compa- 
nies, entering  the  real 
world  of  business  even 
before  they  get  their 
undergi'aduate  degi'ees. 

Take  the  eight  Harvai'd 
University  alumni  pictiu'ed  here  (along  with  Rajeev  Goel, 
a  Johns  Hopkins  student).  Even  before  picking  up  their 
pai-chments  less  than  a  year  ago,  each  had  had  a  hand  in 
starting  one  of  three  Intemet  companies:  chipshot.com 
Corp.,  a  maker  and  marketer  of  custom  golf  clubs;  Idiom 
Technologies,  which  translates  and  redesigns  Web  sites  foi- 
foreign  mai-kets;  and  Crimson  Solutions  Inc.,  which  sup- 
plies university  cai'eei-counseling  offices  vdth  placement 
software  and  sei-vices.  All  ai"e  gaining  sales  and  adding 
employees — chipshot  has  hit  $1  million  in  revenues  and  is 
negotiating  a  second  round  of  venture  capital.  Idiom  and 
Crimson  are  close  to  theii-  own  deals  with  financiers. 

Even  in  a  class  of  2,000,  these  tyro  leaders  found  each 
other:  in  computer-science  classes,  on  the  golf  course, 


IN  A  CLASS  BY 
THEMSELVES 

HARVARD  GRADS  SAW  GREEN  BEYOND  THE  IVY 


during  internships,  in  the| 
dorms.  Idiom's  Eric  Sil-  | 
berstein  did  some  early 
work  for  chipshot  and 
might  have  ended  up 
there.  Instead,  he  joined 
with  Susan  Cheng,  whon 
he  met  (along  with  Crim 
son  cofounder  Wellie 
Chao)  through  a  volunteer  progi'am  at  local  schools.  No 
hard  feelings  at  chipshot;  it  became  Idiom's  fir'st  client. 

Naturally,  the  management  at  these  companies  is  col- 
legial.  While  someone  has  to  be  CE(5 — at  Crimson,  it's  al- 
ready a  professional  outsider — teamwork  is  the  norm. 
"We're  not  big  ego  people,"  avows  Nick  Mehta,  cbii> 
shot's  marketing  director.  "It's  pretty  collaborative." 

It's  a  gi-and  adventui'e,  too,  getting  past  naysayers 
and  starting  up  on  shoestrings.  To  get  a  foreign-languag 
demo  site  up,  Silberstein  once  sat  in  Hai-vard  Yard  with 
a  laptop,  offering  guided  tours  in  exchange  for  transla- 
tion. Now,  he  can  afford  real  translators. 

The  diplomas?  Well,  they  make  nice  decorations. 

By  Edith  Updike  in  New  Yor 
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For  the  folks  at  Home  Depot  Inc..  1£ 
was  a  ch'eam  yeai".  Interest  rates  hit  rc 
bottom.  emplo\Tnent  soared,  and  U. 
consimiers  spent  money  like  coUege  ki 
witr.  ~:'s:  credit  cards.  Home  sales  beat  all  pre\io 

i-eccr/.?.  r.;c„:.g  demand  for  the  paint,  kitchen  tiles,  and  phiivo 
that  Kne  the  siipei"stores"  long  aisles. 

But  if  these  were  gloiy  days,  you  would  never  h^ve  known 
by  watching  Home  Depot  sci-amble  to  improve  its  operatioi 
CEO  Aithm-  ^1.  Blank  and  the  rest  of  his  management  team  h 
ah*eady  spent  much  of  the  199i]s  buffing  up  a  concept  many  « 
sidered  incompai'able.  Then  last  year.  Blank  took  convenien 
and  selection  a  few  steps  fLiitr.er.  He  kept  som.e  stores  open 
hom-s  a  day  and  inu'oduced  unck  rentals  to  encom-age  shoppd 
to  spliu'ge  on  high-mai'gin  goods  such  as  flooiing.  At  the  san 
time.  Blank  ar.  •  his  '.r ;  ■  :o  goose  profits,  negotiate 
price  cuts  n'O!":.  .  c:. d  -  ...y  .ping  some  distributoi^s  ali 
gether.  as  it  directly  imported  more  goods  itself.  : 
Little  wrinder.  then,  that  Home  Depot  both  boosted  sales  m 
'1:      it-     tt      line.  Sales  at  existing  stores  ;  t:.  r  •  a  dazzin 


liich  corporations  in 
le  S&P  500  have  the 
tost  on  the  ball?  Our 
inkings  offer  surprising 
isights  into  some  of 
mericas  most  closely 
atched  companies 


)  in  the  fourth  quarter.  "There  is  nothing  more  profitable  for 
I  I'tailer  than  adding  sales  to  existing  stores,"  says  Blank.  In- 
1  (I,  earnings  jumped  39%,  and  investors  who  bought  shares  a 
;  r  ago  have  nearly  doubled  their  value  today.  Add  it  all  up, 
I  I  it's  clear  why  Home  Depot  sprang  to  No.  13,  up  from 
V  44  a  year  earlier,  on  business  week's  third  annual  Perfor- 
tiee  Ranking  of  the  500  companies  in  the  Standard  &  Poor's 
]  ex. 

weating  the  details  even  when  all  signs  indicate  you  could 
<.  \  back  and  relax.  If  there's  one  management  trait  knitting  to- 
?  her  the  performance  standouts  on  this  year's  BW  50 — our 
-  lusive  ranking  of  the  best  overall  performers  among  the 
•  500  companies — that's  it.  Consider  drug  giant  Schering- 
:  ugh,  No.  10,  where  CEO  Richard  Jay  Kogan  chau's  the  month- 
;  product-review  board  meetings  to  make  sure  the  company 

■  nds  its  $1  bilhon  research  budget  wisely.  Or  take  David  D. 
ss,  CEO  of  No.  35  Wal-Mart  Stores  Inc.  He  certainly  wasn't 

^  lid  to  reshuffle  the  deck  at  what  was  ah'eady  one  of  the  most 
;  eient  U.  S.  retailers.  To  keep  gi^owth  from  stalling  out.  Glass 

■  shed  inventory,  centralized  worldwide  product  sourcing, 
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and  jumped  into  gi'oceries.  The  same  go-for-broke 
mentality  was  seen  in  the  confidence  with  wliich  Jolan 
F.  Welch,  CEO  of  General  Electric  Co.,  No.  44,  ap- 
proved 108  acquisitions  last  year,  worth  .$23  billion. 
"There's  no  way  in  hell  [they]  are  all  going  to  work 
out,"  says  Welch.  "But  75%  of  them — I  hope  they  will 
and  believe  they  will,  and  in  fact  I  know  they  will." 
HONOR  ROLL.  That  constant  drive  for  improvement  is 
what  the  BW  50  is  all  about.  That's  because  om*  list  isn't 
about  capturing  the  biggest — it's  about  capturing  the 
best.  We  look  for  gi-owth  in  a  variety  of  categories, 
unlike  other  rankings  that  judge  companies 
by  one  measure  alone,  such  as  size  or  return 
to  shareholders.  The  result  is  an  honor  roll 
in  which  the  stars  in  each  industry — and 
overall — truly  stand  out.  These  top  per- 
formers spuired  revenue  without  sacrificmg 
earnings  and  got  the  most  out  of  their  eq- 
uity, all  w'hile  racking  up  handsome  share- 
holder rewards. 

How  handsome?  Consider  that  the  stock 
perfoi-mance  of  companies  on  the  1998  BW  50 
sprinted  past  the  other  broad  indexes,  as  did 
the  Class  of  1997  the  year  before.  For  the  52 
weeks  ended  Mar.  12,  "l999,  last  year's  BW  .50 
scored  a  total  return  of  32%,  compared  with  a 
gain  of  21%  for  the  broader  s&p  500  and  15%  for 

On  Gehing  to  Market  Quickly: 

**Product  transitions  are 
great  for  us,  because  we 
switch  to  the  new  product 
faster  than  anybody  else. 
Pentium  III  is  going  to  take 
off  faster  than  anybody 
thinks  it  is.  So  we're  off  to 
the  races'' 

MICHAEL  DELL.  Dell  Computer,  No.  2 


the  Dow  Jones  industrial  average  (page  103). 

Read  line  by  line,  the  BW  50  provides  a  telling 
naiTative  about  the  forces  that  have  transfonned 
the  U.  S.  economy  and  a  scorecard  of  the  fij-ms  that 
best  exploited  them.  A  host  of  teclmolog>'  companies 
were  building  and  senicing  the  Internet  economy, 
led  by  Microsoft  Coii3.,  which  repeated  as  No.  1. 
Corporate  America  WTestled  with  stagnant  prices, 
which  squeezed  earnings  and  fueled  an  obsession 
with  productivity  and  outsoui'cing  that  landed  com- 
panies such  as  Compuwai'e  Coi*]).,  No.  6,  on  the  list. 
And  with  profits  at  a  premium,  coi-porations  such  as 
Capital  One  Financial  Corp.,  No.  15,  fine-tuned 
their  new  products  through  consumer  research 
that  increased  the  chance  of  success  long  be- 
fore anjlliing  got  out  the  door. 

There  were  other  foiTnulas  for  suc- 
cess. Stai's  such  as  Dell  Computer, 
No.  2,  didn't  wait  for  their  product 
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lines  to  grow  stale:  They  showed  the  flexibility  t( 
shift  to  new  products  swiftly  and  even  to  rein 
vent  then-  business  model  completely  when  neces 
saiT.  Others,  such  as  Gap  Inc.,  No.  3,  shai-]Dene( 
theii'  focus  on  customer  sei-vice  and  product  se 
lection.  Meanwhile,  whole  industries — from  phar 
maceuticals  to  telecommunications  to  finance — wen 
ealigned  in  a  mergers-and-acquisitions  boom  tha 
spanned  the  globe. 

HOT  SPOTS.  Among  the  stand 
nuts,  techies  led  our  hst  ona 
again.  .Joining  Microsoft  an( 
Dell  were  Oracle,  No.  4;  em( 
Coip.,  No.  5;  and  Americ 
Online,  No.  7.  The  phar 
maceutical  industry  wa 
also  well  represented 
thanks  to  strong  re 
search  and  the  powe: 
of  new  megamai'ketinj 
campaigns  to  creat( 
blockbuster  drugs 
Scheiing-Plough  Corp, 
Xo.  10,  was  one  of  sb 
(Irugmakers  amonj 
the  BW  50.  And  Hom( 
Depot  was  not  alone  it 
successfully  feeding  th( 
—    wants  and  needs  of  the 
buoyant  U.  S.  consumer 
'    Seven  retailei-s  muscled  theii 
way  onto  the  list,  up  fi'on 
just  tliree  the  year  before. 

Ours  is  cleaiiy  a  growth-ori' 
ented  ranking,  so  it's  no  sur- 
prise that  many  of  thes< 
companies  benefited  from  op 
erating  within  the  economy's 
hottest  sectors.  But  it  was 
hardly  necessary  to  have  j 
.com  in  yoiu'  name — or  in  yom 
fLitiu'e — to  make  it  on.  Ford  Mo 
tor  Co.  became  the  fii'st  autc 
maker  to  make  the  cut,  at 
No.  26,  by  pumping  out  high- 


Spotting  Winners: 
Our  Selection  Crite 


Sure,  size  matters.  But  what' 
point  in  being  bigger  if  you'; 
not  better?  With  that  in  mir 
BUSINESS  WEEK  two  years  ago  in 
duced  our  Performance  Ranking! 
its  centerpiece,  the  BW  50  list  of 
best  overall  performers  among  th 
500  companies.  We  wanted  to  go 
beyond  static  lists  that  rank  compa 
by  sheer  size  or  market  capitalizati 
So  we  created  a  measure  of  growth 
rewards  companies  for  performanci 
truly  rises  above  the  crowd. 

To  calculate  oui-  PeifoiTnance  Rar 


Total  Return  Ttie  best  and  worst  in  shareholder  returns 
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TOPTEM  (ONE-YEAR) 

BOTTOM  TEN  (ONE  year) 

TOPTEM  (THREE-YEAR) 

PERCENT  INCREASE 

PERCENT  DECREASE 

PERCENT  INCREASE 

AMERICA  ONLINE 

486.2% 

HARNISCHFEGER IND. 

-77 

7% 

DELL  COMPUTER 

3630.2% 

CHARLES  SCHWAB 

197.4 

CASE 

-69 

8 

AMERICA  ONLINE 

1348.3 

EMC 

171.2 

ROWAN 

-69 

4 

COMPUWARE 

872.8 

PROVIDIAN  FINANCIAL 

170.6 

THERMO  ELECTRON 

-66 

3 

EMC 

830.7 

ALLERGAN 

137.9 

FRUIT  OF  THE  LOOM 

-60 

5 

CHARLES  SCHWAB 

568.0 

AMGEN 

135.1 

UNION  PACIFIC 

-59 

5 

MICROSOFT 

508.5 

DELL  COMPUTER 

129.1 

RESOURCES  GROUP 

GAP 

456.8 

ORACLE 

126.9 

SERVICE  CORP  INTL. 

-58 

9 

FRED  MEYER 

432.6 

CISCO  SYSTEMS 

122.7 

HEALTHSOUTH 

-57 

0 

TJX 

423.3 

TRICON  GLOBAL 

118.0 

PEOPLESOFT 

-57 

0 

DAYTON  HUDSON 

423.2 

RESTAURANTS 

KERR-McGEE 

-56 

1 

BOTTOM  TEN  (Three-year) 

PERCENT  DECREASE 
HARNISCHFEGER  IND.  -78.8% 
CABLETRON  SYSTEMS  -78.4 
-69.0 


FREEPORT- 
McMORAN  C&G 

NEWMONT  MINING 

FOSTER  WHEELER 

BATTLE  MTN.  GOLD 

UNION  PACIFIC 
RESOURCES  GROUP 


-69.0 
-68.6 
-68.2 
-64.2 

-62.8 


CASE 

IKON  OFFICE  SOLUTIONS-62.2 
THERMO  ELECTRON  -62.2 


DATA:  STANDARD  S  POOR'S  COMPUSTAI,  A  DIVISION  OF  THE  McGRAW-HILL  COMPANIES 


irgin  sport-utility  vehicles  that  customers  just  couldn't  get 
ough  of — even  as  it  chopped  billions  in  costs.  Leaner  manu- 
;turing  helped  tnackmaker  Navistar  International  reengi- 
er  itself  to  an  86%  jump  in  net  income — ^good  enough  to  earn 
3  No.  29  spot.  And  who  would  have  thought  the  dowdy  old 
pliance  industiy  could  produce  a  stai'?  Thanks 
smart  products  like  its  new  Neptune  washer, 
lich  the  company  swears  gets  wliites  wliiter, 
).  38  Maytag  posted  44%  average  annual  net 
.'ome  gi-owth  over  the  past  thi-ee  years. 
But  woe  to  those  who  suffer  a  slowdown; 
ey  don't  last  for  long.  Altogether,  some  30 
wcomers  joined  the  list.  Consumer  giant  Gillette  Co.  fell 
)m  favor,  fi'om  No.  38  to  No.  167,  as  earnings  dropped  24% 
cause  of  a  large  restiiicturing  charge  and  falling  overseas 
les.  Oil-sei"vices  giants  Halliburton  and  Schlumberger  slipped 
)ng  vnth  the  rest  of  the  energy  sector,  while  trouble  squeez- 


The 

Business 
Week  ' 


ing  earnings  out  of  managed-cai'e  has  left  HealthSouth  ailing. 

Some  of  last  year's  winners,  such  as  Pfizer  and  Fannie 
Mae,  lost  out  this  year  in  part  because  s&p  added  new 
companies  to  its  array  of  500.  Each  year,  as  companies 
merge  with  others  or  just  fall  out  of  favor — as  did  Venator, 
the  troubled  former  Woolworth's — a  commit- 
tee at  s&P  selects  replacements.  Since  the 
committee  tends  to  favor  fast  growers,  11  of 
the  48  new  names  added  to  the  s&P  500  last 
year  found  a  place  on  the  BW  50.  The  new- 
bies  included  Compuware  and  aol,  as  well  as 
supermarket  giant  Safeway  and  cruise-line 
owner  Carnival. 

But  perhaps  no  industry  demonstrates  the  dynamism  of  the 
BW  50  better  than  financial  sei-vices.  Siu'ging  U.  S.  consumer 
spending  fed  credit-card  companies  such  as  Capital  One  and 
No.  27  MBNA,  as  well  as  mortgage  lenders  Wasliington  Mutu- 


5) 


3  began  with  two  important  fac- 
'estors  use  to  judge  perfor- 
top-line  revenue  gi'owth  and 
s  grovi^h.  We  added  total  re- 
i  measure  of  how  well  manage- 
doing.  And  recognizing  that  it 
L  harder  to  sustain  gi'owth  than 
or  a  few  quarters,  we  tallied  all 
f  those  cioicial  rates  over  both 
d  three-year  time  spans.  Finally, 
ed  two  important  indicators  of 
Ji'ns  management  earns  from  its 
net  margins  and  return  on  equi- 
i  for  one  year. 

those  criteria  in  hand,  we  eval- 
ach  of  the  companies  in  the 
watched  Standard  &  Pooi-'s  500- 
idex.  (s&P  is  owned  by  The  Mc- 
lill  Companies,  which  also  owns 
5S  WEEK.)  Why  the  s&P  500?  Be- 
;  is  a  universally  accepted  mea- 


sure for  stock  performance,  both  on 
Wall  Street  and  among  small  investors. 
Its  500  companies  together  comprise 
70%  of  the  market  value  of  U.  S.  stocks. 

What  you're  left  with  is  an  in-depth 
look  at  how  these  companies  really 
stack  up  against  one  another.  Who  had 
the  best — or  worst — three-year  share- 
holder retui'n  among  the  500?  The  best 
net  margins?  Answers  to  those  ques- 
tions and  more  can  be  found  in  the  ta- 
bles throughout  this  package. 
MAKING  THE  GRADE.  But  that's  only  a 
start.  We've  also  graded  the  500  compa- 
nies on  each  of  the  eight  criteiia,  based 
on  how  well  each  performed  against 
other  companies  in  the  index.  For  each 
measiu'e,  the  top  20%  of  companies 
earned  A's  the  next  20%  got  B's,  and  so 
on  down  to  the  F's  in  the  bottom  20%. 
The  several  s&P  companies  for  which 


data  were  not  available  got  incompletes. 

Finally,  to  get  oui-  overall  Perfor- 
mance Rankings  of  the  500 — and  select 
the  elite  that  make  up  each  yeai^'s  BW 
50 — we  averaged  together  the  individ- 
ual rankings  each  company  received  for 
the  different  criteiia.  Then,  to  recognize 
that  it's  much  easier  for  small  compa- 
nies to  score  big  percentage  gains  than 
it  is  for  big  companies,  we  weighted 
them  by  sales  volume. 

That  gives  you  the  overall  Perfor- 
mance Rankings.  The  same  criteria 
forni  the  basis  for  each  company's  rank- 
ing wdthin  its  sector,  which  can  be 
found  in  our  Industi-y  Rankings  tables. 
Together,  the  pair  of  tables  form  an  an- 
nual coi-porate  scorecard.  Think  of  those 
at  the  top  as  the  All  Stars.  For  the  bot- 
tom dwellers,  it's  time  to  run  some  laps. 

By  Dan  Beucke  in  New  York 


Hie  best  and  worst  in  sales  performance 


TWTER  (ONE-YEAR) 

BOTTOM  TEN  (ONE-YEAR) 

TOP  TEN  (THREE-YEAR) 

BOTTOM  TEN  (THREE-YEAR) 

PERCENT  INCREASE 

PERCENT  DECREASE 

AVERAGE  ANNUAL  INCREASE 

AVERAGE  ANNUAL  DECREASE 

NEXTELCOMM. 

150% 

ASHLAND 

-41% 

WASTE 

179 

2% 

in  INDUSTRIES 

-24 

0% 

MCI  WORLDCOM 

139 

TEXACO 

-32 

MANAGEMENT 

DUPONT 

-19 

7 

FRED  MEYER 

115 

ATLANTIC  RICHFIELD 

-28 

NEXTELCOMM. 

120 

9 

APPLE  COMPUTER 

-19 

6 

CLEAR  CHANNEL 

94 

HARNISCHFEGERIND. 

-28 

ASCEND  COMM. 

103 

1 

NOVELL 

-19 

1 

COMMUNICATIONS 

ROYAL  DUTCH 

-27 

PEOPLESOFT 

79 

6 

INCO 

-18 

7 

COUNTRYWIDE 
CREDIT  INDUSTRIES 

92 

PETROLEUM 

CLEAR  CHANNEL 
COMMUNICATIONS 

77 

6 

ASHLAND 

-16 

1 

NICOR 

-26 

OCCIDENTAL 

-15 

2 

TEXAS  UTILITIES 

85 

FIRSTAR 

71 

1 

CHEVRON 

-26 

PETROLEUM 

FIRSTENERGY 

•  79 

APACHE 

-26 

MCI  WORLDCOM 

68 

9 

GREAT  LAKES 

-14 

9 

PROVIDIAN  FINANCIAL 

73 

INCO 

-25 

AMERICA  ONLINE 

64 

8 

CHEMICAL 

AES 

70 

MEDIAONE  GROUP 

-25 

FRED  MEYER 

58 

1 

ATLANTIC  RICHRELD 

-14 

3 

RELIANT  ENERGY 

57 

HCR  MANOR  CARE 

57 

9 

RALSTON  PURINA 

-13 

2 
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al,  No.  48,  and  Freddie  Mac,  No.  39.  Gone,  how- 
ever, are  all  but  one  of  the  big  Wall  Street 
firms  that  dominated  last  year.  Bruised  by 
overseas  trading  losses,  Ti'avelers  Group  (now 
Citigi-oup)  fell  fi-om  No.  16  to  No.  168,  and  Mer- 
rill Lynch  &  Co.  dropped  from  No.  19  to 
No.  165. 

TuiTTover  is  to  be  expected,  really.  After 
all,  the  BW  50  is  designed  to  be  dynam- 
ic. To  find  these  performance  champi- 
ons, we  started  with  the  500  compa- 
nies on  s&p's  widely  followed  index. 
Then,  we  focused  on  several  key 


really 


On  Keeping  Close  Tabs  on  the  Customer: 

Where  our  competitors  use  a  one- 
size-flts-all  approach,  we  use 
technology  and  information  to 
understand,  at  the 
individual  customer  level 
what  product  will  real 
lywork.  We  realized 
10  years  ago  that  the 
technology  existed  to 
do  very  sophisticated 
marketing^' 

RICHARD  FAIRBANK,  Capital  One 
Financial,  No.  15 


gi'owth  measures  to  evaluate  a  company's 
performance.  We  compared  sales  gi'owth, 
net  income  growth,  and  total  shareholder  re- 
turns over  both  a  one-year  and  a  tliree-yeai 
period.  We  also  studied  last  year's  figui'es  for 
profit  margin  and  retui'n  on  equity.  And  fi- 
nally, we  weighted  the  500  by  sales  volume  to  compensate 
for  the  advantage  that  a  small  company  enjoys  by  gi'owing 
off  a  more  Hmited  base.  (For  more  on  oui-  methodology',  see 
page  100.) 

WINNOWING.  Taken  together,  the  resulting  rankings  sepa- 
rate the  wheat  from  the  chaff:  The  best  overall  perform- 
ers— the  BW  50 — rise  to  the  top.  Om-  PeifoiTnance  Rank- 
ings, which  include  a  wealth  of 
information  on  how  every  compa- 
ny in  the  S&P  500  stacked  up  in  the 
individual  criteria,  start  on  page 
113.  Next,  beginning  on  page  141, 
the  500  ai"e  conipai-ed  with  industiy 
peers.  Here  are  the  numbers  be- 
hind the  letter  grades,  plus  useftil 
information  such  as  recent  share 
price,  price  to  eaiTiings  ratio,  yield, 
and  earnings  per  share.  An  alpha- 
betical index  of  the  s&p  500,  with 
ranking  by  market  value,  sales, 
and  profits,  starts  on  page  168. 

As  you  thumb  through  the 
rankings,  keep  in  mind  that  like 
any  numerical  analysis,  ours  has 
its  anomalies.  By  looking  at  both  \ 
one-  and  tlu-ee-yeai'  peifoiTnance,  our 
aim  is  to  rewai'd  companies  that  have 
chiuned  out  growth  consistently.  Still, 
unusual  charges  sometimes  have  a 
noticeable  impact,  up  or  down.  A 
company  recovering  from  a  big 
write-off  in  1997  can  look  re- 
markably good  by  comparison 
in  1998.  Asset  sales,  too,  can 
have  a  big  effect.  Ford's 
spin-off  of  consumer  lender 
Associates  Fii-st  Capital  boost- 


ed  net  income  $16  billion  in  1998,  improving  its  re- 
turn on  equity,  margins,  and  net  income.  On 
the  other  hand,  Compaq  Computer  Coip.  plum- 
meted from  No.  5  to  No.  245  because  of  a  $2.7 
billion  loss  last  year  after  it  took  a  huge  write- 
off on  its  purchase  of  Digital  Equipment  Coi-p. 

On  Freshening  Up  the  Formula: 


*  *  I  place  a  premium  in  this  company 
on  change  not  for  the  sake  of 
change,  but  change  for  the 
sake  of  keeping  in  front  of 
the  world.  Forget  the 
rearview  mirror  stuff 

MICKEY  DREXLER,  Gap,  No.  3 


Of  coiu'se,  that  sort  of  asset- 
chopping  and  shuffling  has  grown 
commonplace  at  many  corpora- 
tions, including  oui*  stars.  But  hav- 


ing gone  through  what  Abby  Joseph  Cohen,  co-head  of  Gold- 
man, Sachs  &  Co.'s  investment  policy  committee,  calls  "re- 
structuring, phase  one,"  many  U.  S.  companies  have  already 
cut  costs  to  the  bone.  With  a  near-zero  chance  of  raising 
piices,  how  can  companies  raise  profits?  Cohen  says  the  op- 
portunities lie  with  those  that  have  entered  phase  two.  "It's 
not  just  getting  rid  of  costs,  it's  moving  capi- 
tal and  moving  people  into  higher-returning 

  businesses." 

Some  top  performers  have  made  a  science 
out  of  identifying  those  high-profit  products. 
Credit-cai'd  issuer  Capital  One  Financial  tests 
rigorously  both  its  consumers  and  their  cred- 
it risk  to  maintain  one  of  the  lowest  loss  lev- 
els in  the  business.  "If  we  can  peel  the  onion 
of  customer  needs  several  layers  past  where 
other  companies  have,  we  can  meet  those 
needs  much  better,"  says  ceo  Richard  D. 
Fairbank.  Last  year,  his  company  introduced 
successful  new  products  at  a  blistering  pace 
despite  an  industrywide  slowdown.  Of  the 
more  than  6,000  credit-cai'd  deals  it  offers  to- 
day, half  didn't  exist  six  months  ago. 
FARM  IT  OUT.  As  companies  focus  on  their 
core  strengths,  many  are  also  turning  to  out- 
side specialists  to  run  operations  that  aren't  crucial.  For 
No.  34  Paychex  Inc.,  this  outsourcing  boom  has  been  the 
ticket  to  explosive  growth.  The  company  specializes  in  payi"oll 
services,  which  have  grown  more  complex  as  government 


Can  We  Pick  'Em-Or  What? 


'ith  its  fast 
finish,  the 
BW  50  is 
this  year's  champ. 
/  Our  50  stocks  far 
outpaced  the  Stan- 
dard &  Poor's  500- 
stock  index.  Thanks 
to  a  pounding  home 
stretch,  after  financial 
stocks  melted  last  fall, 
companies  on  the  1998 
BW  50  came  through 
again.  For  the  52-week 
period  ended  Mar.  12, 
1999,  a  basket  of  the  50 
stocks  we  highlighted 
on  last  year's  list  soared 
32%.  That  compared 
with  a  21%  gain  for  the 
S&P  500  and  15%  for  the 
Dow  Jones  industrial 
average. 
All  in  all,  36  of  the  50 
companies  gained  during 
the  year.  Charles  Schwab 
&  Co.,  the  biggest  star 
last  year,  jumped  221%, 
thanks  to  its  preeminence 
among  Internet  stockbro- 
kers. EMC  Corp.,  the  second- 
best  performer,  rose  199%, 
due  to  its  dominant  position 


in  the  sizzling  market  for  the  hard- 
ware and  software  that  allows  com- 
panies to  store  all  the  data,  Web 
pages,  and  other  information  being 
churned  out  in  the  Internet  Age. 
THROBBING.  Indeed,  the  technology 
sector  once  again  kept  the  BW  50's 
engines  churning.  Of  10  tech  stocks 
on  the  1998  hst,  only  two  declined  in 
value.  The  average  stock  in  this  sec- 
tor was  up  82%.  Retailers,  buoyed 
by  a  strong  Christmas,  rang  up 
handsome  returns  as  well,  with  Gap 
Inc.  climbing  112%  and  Home  Depot 
88%.  Health  care,  prominent  on  the 
list,  did  well  too,  led  by  medical-de- 
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vice  maker  Guidant  Corp.'s  82%  gain. 

It  is  a  remarkable  turnaround 
since  we  checked  the  1998  list  six 
months  ago.  At  that  time,  the  group 
was  stmggling,  dowTi  9.5%,  compared 
with  a  7.2%  drop  for  the  s&P  500. 
Weighed  down  by  19  banks  and  fi- 
nancial companies,  our  list  had  been 
hurt  badly  by  the  turmoil  in  interna- 
tional markets  that  began  last  sum- 
mer. By  mid-September,  stocks  of  32 
companies  had  dropped  in  price. 

But  then  came  autumn  and  a 
ranup  in  the  U.  S.  stock  market  that 
pushed  the  s&P  500  up  25%  in  the 
year's  final  three  months.  The  finan- 
cial sector  began  to  recover. 
From  declines,  the  1998  BW  50 
had  returned  to  stable  gi'owth. 

Disappointments  remain,  es- 
pecially among  the  financial 
stocks.  Although  Morgan  Stan- 
ley Dean  Witter  jumped  back  to 
turn  in  a  respectable  35%  gain — 
it  was  down  28%'  at  the  worst  of 
the  market  downdraft — many 
others  closed  out  the  12  months 
below  where  they  started.  But 
this  gi'oup  has  more  than 
enough  winners  to  make  up  the 
difference. 

By  Nanette  Byrnes 
in  New  York 
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regulation  increased.  By 
mai'keting  itself  to  smaller 
employers,  Paychex  has 
upped  revenues  at  a  40% 
annual  clip  the  past  three 
years.  Nine  years  ago,  it 
processed  only  payrolls.  Today,  it  offers  everything  fi-om 
401(k)  record-keeping  to  cafeteria-style  benefit  plans. 

That's  not  the  only  ai'ea  where  management  is  looldng 
for  help.  Many  companies  today  need  outsiders  to  manage 
theii"  big  data  operations.  Here,  Peter  Karmanos  Jr.,  ceo 
of  Compuware,  has  carved  out  a  killer  business  by  ig- 
noring the  latest  fads  and  focusing  instead  on  what  his 
customers  already  own.  Even  though  hulking  mainframe 
computers  are  no  longer  cutting-edge  technology,  corpo- 
rations have  billions  of  dollars  of  progi'ams  still  in  use.  So 
this  provider  of  softwai'e  and  sei'vices  has  concentrated  on 
mainframes — a  big  reason  why  its  sales  jumped  45%  last 
year,  to  $1.5  billion,  and  earnings  rose  85%,  to  $302  mil- 
lion. "We  tiy  to  stay  away  fi-om  the  latest  and  gi'eatest 
stuff  because  oftentimes,  it  doesn't  come  to  pass,"  ex])lains 
Karmanos. 

WIDE  WEB.  The  technology  that  is  getting  the  most  at- 
tention, of  course,  is  the  Intemet.  And  the  explosion  of 
Net-based  business  is  found  throughout  the  BW  50.  Of 
the  11  tech  companies  on  the  list,  almost  all  have  some 
significant  Intemet  business.  Microsoft  sells  the  softwai'e 
that  lets  you  access  it,  emc  sells  the  devices  that  store  the  In- 

On  Staying  in  the  Global  Game: 

**The  world  is  going  through  an 
incredible  amount  of  change. 
Globalization  has  affected 
almost  everything  we  touch, 
from  economies  to  capital 
markets  to  communications 
to  trade  policies  to 
environmental  issues" 

JACQUES  NASSER.  Ford,  No.  26 
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77*?  best  and  worst  margins 


TOP  TEN  (1998) 

PERCENT 

BOnOMTEN  (1998) 

PERCENT 

MEDIAONE 

49.6% 

SPRINT  PCS  GROUP 

-88.9% 

GROUP 

BATTLE  MTN.  GOLD 

-87.2 

MBIA 

47.7 

NEXTELCOMM. 

-82.2 

MGIC 

INVESTMENT 

39.6 

'  UNION  PACIFIC 
RESOURCES  GROUP 

-48.0 

MICROSOFT 

38.2 

CABLETRON  SYS. 

-35.9 

UST 

32.0 

HOMESTAKE  MINING 

-27.4 

AMGEN 

31.8 

NEWMONT  MINING 

-24.8 

BMC  SOFTWARE 

30.9 

MOORE 

-20.2 

CARNIVAL 

27.8 

NATIONAL 

-18.2 

TELLABS 

24.0 

SEMICONDUCTOR 

BARRICKGOLD 

23.4 

BLACK  &  DECKER 

-16.6 
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ternet's  lifeblood  data,  and 
No.  14  Cisco  Systems  supplies 
much  of  the  network  equip- 
ment itself 

Microsoft  has  been  posting 
remarkable  sales  and  eaiTiing; 
growth  since  the  days  when 
the  Internet  was  exclusively 
a  chat  room  for  a  few  uni 
versify  academics.  Still,  it 
recently  redesigned  all  of 
its  best-selling  products- 
its  Office  suite  of  pro- 
ductivity progi'ams  and 
the  Windows  and  Win- 
dows NT  operating  soft- 
ware— to    be  entirely 
Web-ready.  Windows  NT 

104  BUSINESS  WEEK  /  MARCH  29,  1999 


has  a  built-in  featiu'e  that  lets  you  construct  and  mn  a  W 
site,  and  Windows  users  find  it  just  as  easy  to  open  a  W 
page  as  a  word-processing  file.  Embracing  the  Web  so  tig] 
ly  has  certainly  increased  Microsoft's  already  phenomei 
net  margins,  to  389c  last  year.  It  also  may  have  gotten  ]\ 
crosoft  in  trouble  with  the  Justice  Dept.,  but  management 
n't  stopping.  The  company  estimates  only  25%  of  U.  S.  hous 
holds  are  hooked  to  the  Net.  As  a  soui'ce  of  futu 
gi'ov\1;h,  it  says,  getting  the  other  75%  can't 
beat. 

The  purest  Internet  play  on  the  list 
AOL.  In  the  early  days,  when  other  onli 
services  targeted  the  techno-elite,  aol  2 
roed  in  on  the  mass  market.  Carpet-bor 
mailings  of  aol  disks  biu'lt  brand  recognitic 
and  an  easily  navigated  site  has  kept  cc 
sumers  loyal.  By  creating  the  dominant  W 
brand,  CEO  Stephen  M.  Case  expanded  1 
earnings  stream  far  beyond  subscriptioi 
to  advertising  and  E-commerce  dea 
The  payoff:  aol  drove 
earnings  up  a  BW  50-be 
440%  last  year,  and  an  s 
500-best   513%  avera 
over  three  years.  Its  on 
vear  shareholder  retu 
486%  beat  all  5 
companies,  and  AOI 
three-vear  total 
turn,"  1,348%,  w 
second  only 
Dell's  3,630%. 
Dell's  phenol 
enal  perfo 
mance  ow^ 
much  to 
ability  to  tu 
manufacturin 
on   a  dime 
match  the  frenet 
[jace  of  the  PC  industi 
A  custom  PC  can  be  bu 


www.nationalgeogra^ic.com  is  an  IBM  e-business. 

il  Geographic  found  what  ft  was  looidng  few  when  IBM  e-commerce  technology  helped  doiiWefte^j^ 


Earnings  Growth 


TOP  TEN  (ONE-YEAR) 


PERCENT  INCREASE 


EASTMAN  KODAK 
McDERMOTT  INTL. 

LINCOLN 
NATIONAL 
THE  LIMITED 

FORTUNE 
BRANDS 

ENRON 

FRONTIER 

AMERICA  ONLINE 

CVS 

LAIDLAW 


27700% 
2430 
2193 

845 
607 

570 
458 
440 
418 
390 


in  a  couple  of  days:  Online 
orders  flow  directly  to  the 
factoiy.  The  secret  to  Dell's 
flexible  manufacturing  is 
holding  almost  no  invento- 
ry. Outside  suppliers  take 
that  risk.  Dell  just  orders 
as  needed.  CEO  Michael  Dell 
most  recently  realigned  his 
company  to  exploit  Intel 
Curp.'s  new  Pentium  III 
chip.  His  hope  is  that  a  big 
bounce  in  sales  of  the  new 
machines  will  help  reverse 
a  slowdown  of  sales  growth 
in  the  fourth  quarter,  to  a 
38%  annual  pace  from  the 
usual  50%.. 

Dell's  flexibility  extends 
beyond  manufacturing, 
though.  This  revolutionary 
reinvented  the  PC  industry 
once  with  his  direct-sales 
model.  Now  he's  rewriting 
the  script  again,  looking  to 
exploit  his  company's  mas- 
teiy  of  Net  distribution.  Dell 
has  started  a  new  online  shopping  site,  Gigabuys,  that  will 
stock  Dell  PCS  as  well  as  extras  such  as  modems  and  printers 
made  by  other  companies.  Gigabuys,  Dell  contends,  is  "a 

logical  extension  of  our  rela- 

rrL  im^^  tionship  with  customers." 

•''t'  /--it"'^^  -^^  Internet  train  picks 
DLSINESS  up  speed,  whole  industries  are 

WuPk'    ^  9     se^irig  their  business  models 

VVtllN  knocked  flat.  That  turmoil  has 

provided  remarkable  opportuni- 
ties for  companies  that  can  adapt  fast,  such  as  the  Charles 
Schwab  Corp.  Schwab,  which  started  out  as  a  pure  dis- 
counter, reinvented  itself  first  into  a  mutual-fiuid  company, 
then  seized  on  the  Net  as  a  gi"eat  way  to 
help  customers  trade  stock.  While  bro- 
kerage rivals  like  Merrill  Lynch  strag- 
gled this  year,  Schwab's  stock  has  soared 
197%  since  Febraary,  1998. 

Schwab's  share-price  explosion  owes  a 
lot  to  the  appetite  of  investors  for  any 
successful  Net  business.  Last  year,  it  so- 
lidified its  position  as  the  dominant  E- 
broker  In  eariy  1998,  40%  of  its  trades 
were  conducted  online;  today,  it's  65%-. 
But  Schwab  is  no  viitual  wonder — at  the 
same  time,  the  company  was  also  adding 
to  its  discount-brokerage  branches,  which 
totaled  300  at  the  end  of  last  year.  Early 
in  1998,  Schwab  made  the  tough  decision 
to  lower  its  commissions  across  the  boai'd 
to  reflect  lower  Web  prices.  Co-CEo  and 
founder  Charles  R.  Schwab  doesn't  re- 
gi'et  the  results:  a  27%-  return  on  equity 
over  the  past  year,  and  three-year  aver- 
age earnings  gi'owth  of  25%.  "We  canni- 
balized ourselves  substantially  at  fii'st," 
says  Schwab  of  the  pricing  move.  "But 
we  would  never  be  where  we  are  today 
had  we  not  done  it." 

It  isn't  only  technology  that's  forcing 
companies  to  reinvent  themselves.  In- 
creasingly productive   drug  research 


Tlie  best  in  profits  growth 


TOP  TEN  (THREE-YEAR) 


AVERAGE  ANNUAL  INCREASE 


AMERICA  ONLINE 

McDERMOTT  INTL. 

KIMBERLY-CLARK 

CONSOLIDATED 
NATURAL  GAS 

FEDERATED 
DEPT.  STORES 

DARDEN  RESTS. 

TJX 

COMPUWARE 
AIRTOUCHCOMM. 
US  AIRWAYS  GROUP 


512.6% 
198.4 
178.5 
119.7 

110.1 

99.9 
98.6 
96.1 
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80.0 
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Earnings  Decline 


BOnOMTEN 

(TWELVE-MONTH  LOSS) 

MILLIONS  OF  DOLLARS 

COMPAQ 

COMPUTER  -$2743.0 


MCI  WORLDCOM 

NEXTELCOMM. 

SPRING  PCS  GROUP 

MOTOROLA 

UNION  PACIFIC 
RESOURCES  GROUP 

WASTE 

MANAGEMENT 
BLACK  &  DECKER 
OWENS  CORNING 
ATLANTIC  RICHFIELD 


DATA  STANDARD  8,  POOR'S  COMPUSTAT, 
A  DIVISION  OF  THE  McGRAW-HILL  COMPANIES 


means  new  pharmaceutic 
face  competition  soon 
making  their  selling  a 
branding  more  critical  th 
ever.  Drug  giant  Scherii 
Plough  Corp.  has  master 
the  art  of  selling  drags 
balancing  a  heavy  focus 
research  with  savvy  m; 
keting.  In  1998,  the  comj 
ny  spent  $185  million  adv 
tising  its  allergy  fight 
Claritin  directly  to  the  pi 
lie,  more  than  twice  what 
spent  on  pitcliing  to  docto 
The  move  helped  bo( 
Claritin,  a  six-year-old  U 
drug  with  plenty  of  rivj 
to  $2.3  billion  in  worldwi 
sales  last  year,  up  31%. 

For  som^e  companies, 
isn't  a  question  of  teari 
up  the  old  formula  but 
finding  ways  to  keep 
fresh.  Gap  has  always  be 
hugely  focused  on  custom( 
and  the  basic  fashions  a 
service  they  want.  To  add  freshness,  this  year  it  introduc 
catchy  new  television  advertising  and  a  popular  Interr 
site,  and  continued  top-notch  perfomiance  at  its  thLree  chaii 
Sales  at  Gap,  Old  Navy,  and  Banana  Republic  stores  bl( 
away  those  of  rivals,  appealing  to  eveiyone  ffom  new  parer 
to  executives  dressing  down  for  casual  Friday.  "It's  in  o 
blood  that  whatever  we  accomplish  or  whatever  we  do,  i 
can  do  it  better,"  says  MiUai-d  S.  Dre.xler,  CEO  of  Gap.  "I  pla 
a  premium  on  change  for  the  sake  of  keeping  in  front 
the  world." 

SHOPPING  SPREE.  Staying  in  front  increasingly  means  buyi 
up  your  competitors.  Merger  deals  continued  to  jump  i 
the  Richter  scale — $L6  trillion  worth  were  announced  in  t 
U.  S.  last  year,  according  to  Securiti 
Data  Co.  Over  the  past  three  years,  t 
50  companies  on  oiu'  1999  list  themselv 
closed  nearly  $400  billion  worth  of  dea 
they  add.  Not  all  canned  an  immedia 
payoff.  Insm'ei'  Conseco  Inc.,  for  examp 
fell  from  No.  25  last  year  to  No.  155  tl 
year  largely  because  of  its  straggles 
assimilate  the  acquisition  of  subprir 
lender  Green  Tree  Financial  Coi-p. 

But  a  numbei-  of  companies  on  the  B 
50  made  their  mergers  work,  and  in  dor' 
so  ended  up  with  a  perfbnnance  reco 
any  ceo  would  applaud.  Although  t'i 
Morgan  Stanley-Dean  Witter  mania;' 
was  originally  seen  as  a  mismatch  b 
tween  Morgan's  world  of  liigh  finance  a; 
Dean  Witters  more  pedestrian  broke: 
age  clientele,  it  has  succeeded  remar 
ably.  CEO  Philip  J.  Pm-cell  says  that  pa 
ing  Morgan's  initial  public  offering 
mutual  funds,  and  research  talents  \\i 
Dean  Witter's  large  client  base  is  r 
sponsible  for  strong  growth  in  unde 
writing  and  retail  customers.  Net  incor 
rose  an  impressive  32%-  annually  on  a 
erage  over  the  past  three  years. 

In  some  industries,  the  success  of  co 
solidation  leaders  has  led  to  what  Stevi 
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(Our  sincere  thanks  to  the  opening  acts.) 

Introducing  (ladillac  Escalade.  The  one  luxury  SliV  so  intelligently  designed  it  does 
things  ordinary  sport  utility  vehicles  can  only  dream  of.  Like  providing  personal  concierge 
services,  eniergency  assistance  and  directions  right  at  your  fingertips,  no  matter  where 
you  are.  Thanks  to  the  OnSlar  System.  And  it's  a  standard  feature  no  other  SUV  can  equal. 
So  feel  free  to  express  your  polite  appreciation  for  the  opening  acts.  But  save  the 
real  applause  for  Escalade,  now  on  center  stage  at  a  Cadillac  dealer  near  you. 


IT'S  Good  To  Be  THe  CADtLLAC„, 


r'.iii  i.Hiiii.'rri.jr.Mi 


©1999  GM  Corp.  All  righls  reserved 
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Koch,  co-head  of  m&a  for 
Credit  Suisse  Fii-st  Boston, 
calls  the  "follower  effect": 
One  or  two  playei-s  in  an  in- 
dustry do  a  big  deal,  then 
competitors  scramble,  awai'e 
that  they  are  suddenly  looking  a  whole  lot  smaller  That's 
the  case  in  supermarkets,  where  Safeway.  No.  31.  has 
leveraged  pui'chases  of  big  regional  chains  into  soUd  tliree- 
year  growth  in  profits  and  sales.  And  since  the  1996 
Telecommunications  Act  opened  the  door  to  phone  compe- 
tition. SBC  Communication  has  aggi'essively  bulked  up.  It 
bought  Pacific  Telesis  in  1997  for  SIT  billion  and  is  awaiting 
regulaton'  approval  on  a  S62  billion  deal  for  Cliicago-based 
Ameritech.  Tlie  deals  give  sbc  the  size  to  compete  with  the 
likes  of  telecom  giants  ATi-T  and  MCi-WorldCom.  according 
to  CEO  Edward  E.  Uliitacre  Jr.  'T"d  Uke  to  see  .sbc  as  a 
global  telecommunications  company  able  to  sen-e  its  cus- 
tomers anwhere.  at  anytime,  \\ith  an\i;hing."  he  says. 
DONT  DAWDLE.  And  the  deabnakuig  didn't  stop  at  the  bor- 
der. Many  of  the  CEOs  on  oui*  list  ai'e  placing  big  bets  on  de- 
pressed foreign  mai'kets  such  as  Japan,  where  the  bounce- 
back  has  yet  to  begin.  Despite  last  yeai''s  global  tui-moil. 
they  believe,  the  best  chance  for  futiu'e  growth  remains 
abroad.  And  theii"  commitment  extends  beyond  just  opening 
up  bigger  customer  bases.  Jacques  A.  Xasser.  Ford's  ceo. 
recently  paid  S6.5  billion  for  Swedish  camiaker  Volvo.  It  cer- 
tainly will  add  new  cai's 
and  gi'eater  presence 
in  Europe,  but  Xass- 
er also  uses  global- 
ization to  improve 
at  home.  By 
biinging  in  man- 
agement talent 
fi-om  all  over  the 
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TOP  TEH  (1998) 

PERCENT 

GENERAL  MILLS      '  259.3% 

BOnOM  TEN  (1998) 

BLACK& DECKER  -131.5- 

US  WEST  199.7 

UNION  PACIFIC  -121.3 

QUAKER  OATS  132.6 

DCcniiDocc  roniiD 
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Excludes  companies  wiih  negative  equity 

."S!ON  CF-HE  I,I:GR;i'.-M"_l  COMPANIES 

w-orld.  Xasser  ai-gues.  Ford  can  tap  into  a  different  way 
thinking  to  do  a  better  job  of  connecting  with  consumei^s. 

In  an  era  of  tough  choices,  nishing  into  falhng  mai'kets 
as  tough  as  they  come.  But  according  to  ge's  Welch,  one 
the  woi-^t  things  that  a  ceo  can  do  is  dawdle.  In  the  teeth 
last  year's  Asia  crisis,  his  company's  ge  Capital  Ser\ic 
Inc.  aim  has  poured  billions  into  the  region,  bming  up  asse 
ranging  fi'om  Thai  auto  loans  to  Japanese  consumer-lendii 
companies.  Welch  is  expected  to  shell  out  as  much  as  $60  b 

0\  Qi  icK  Decisions: 

**How  many  times  in  your  life 
have  you  ever  made  a  call 
where  you  said  [later] , 
'Gee,  I  wish  I  had  waited 
six  more  months  before  I 
did  that?'  Make  the  call, 
live  with  it,  go  with  it 

JACK  WELCH.  General  Electric.  No.  44 


lion  more  in  coming  yeai-s.  Sui'e.  there  ai'e  lisks- 
but  he  figures  that  the  risks  of  losing  out  by  n 
swiftly  seizing  opportunity  are  even  higher.  "Ho 
many  times  in  youi-  life  have  you  ever  made  a  ci 
where  you  said  [later],  'Gee,  I  wish  I  had  waited 
more  months  before  I  did  that'?"  asks  Welch.  "Mai 
the  call,  live  with  it.  go  with  it."  Making  the  decisi( 
work,  of  course,  is  the  trick.  And  some  clearly  do 
better  than  the  rest. 

By  Xanette  Byrnes  i7i  Xew  York,  with  William  I 
Syinonds  in  Boston,  Dean  Foust  in  Atlanta,  and  buret 
reports 


DINERS  CLUB,  VOTED  #1 
REWARDS  PRDGRAM,  AGAIIil. 

FREQUENT  TRAVELERS 
SURE  KNOW  HOW  TO  MAKE 
A  POINT. 


It  wasn't  surprising  when  the  readers  of  InsideFlyer  magazine  voted  our 
Club  Rewards  -  program  "the  best"  for  the  second  year  in  a  row.  After  ail, 
everything  we  do  is  with  the  needs  of  the  frequent  traveler  in  mind.  That's 
why  our  rewards  program  is  the  only  one  that  allows  you  to  earn  miles 
that  can  be  redeemed  on  every  ma)or  U.S,  airline.  With  no  mileage  cap 
and  no  expiration  date.  Plus,  you  can  redeem  your  rewards  for  free  hotel 
stays,  vacation  pacl<ages,  or  name-brand  merchandise.  And,  of  course, 
the  Diners  Club  Card  is  welcomed  by  airlines,  hotels,  car  rental  companies 
and  millions  of  other  places  you  go.  So  call  1  800  2  DINERS  today. 
See  for  yourself  what  ail  the  fuss  is  about. 


CmBAN<0' 


Diners  Club 


Intemational 


BREAKING  THE  PLASTIC  MOLD: 


Citicorp  Diners  Club  Inc 


www  dinersclubus  com 
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k^ifting  For  Clues 

Tips  for  investors  of  all  stripes-from 
go-go  growth  to  go-slow  value-who  want 
to  take  charge  and  find  some  gems 

It's  times  like  these  that  can  make  even  the  laziest 
investor  look  like  a  genius.  After  all,  the  500  com- 
panies in  the  Standard  &  Poor's  stock  index  rose  a 
gravity-defying  28.5%  in  calendar-year  1998 — the 
fourth  straight  year  of  20%-plus  gains  for  the  gi'oup. 
But  there's  less  to  the  market's  nmup  than  meets  the 
eye — especially  if  you  are  choosing  individual  stocks 
not  an  index  fimd.  With  half  of  the  s&p  500  stocks  finishing 
the  year  undemater  or  up  by  less  than  6.6%,  skilled  stock- 
picking  is  more  important  today  than  ever. 

The  tables  in  business  week's  third  annual  ranking  of 
the  s&p  500  companies  can  make  the  task  easier.  Together,  oui" 
Performance  Rankings  and  Industiy  Rankings  can  help  you 
gauge  how  the  stocks  you  own  stack  up,  identify  which  of 
today's  superstars  have  staying  power,  and  find  liidden 
gems. 

Start  with  the  Performance  Rankings,  which 
begin  on  page  113.  There,  you'll  find  reams  of  in- 
fonnation  conceming  eight  key  measiu'es  of  the 
health  and  wealth  of  the  s&p's  500  closely 
watched  companies.  With  an  A,  B,  or  C — even 
the  occasional  F — you  can  tell  at  a  glance  how  a 
company's  fimdamental  perfoiTnance  stacks  up. 

But  savvy  investors  will  want  to  do  more  than  simply 
zero  in  on  companies  with  straight  As  and  place  a  buy  order. 
Use  the  Performance  Rankings  as  a  starting  place  for  ideas, 
then  tum  to  the  Industi^y  Plankings  found  on  page  141.  They 
contain  a  far  more  detailed  portrait  of  how  the  s&p  500  com- 
panies compare  against  their  closest  rivals. 
SURPRISES.  Of  course,  youi"  own  risk  tolerance  and  approach 
to  stock-picking  will  detemnine  how  you  can  best  mine  the 
data.  Investors  who  are  fans  of  hard-charging  gi'owth  gen- 
erally focus  on  rapidly  expanding  top  and  bottom  lines.  But 
those  who  lil<e  to  hunt  for  bargains  place  a  heavy  emphasis  on 
stocks  that  may  be  in  the  early  stages  of  a  turnaround,  or 
have  fallen  out  of  favor  with  Wall  Street.  That  means  sifting 
tlirough  companies  where  sales  and  profit  gi-owth  is  slower, 
and  where  ciuTent  price-eaiTiings  ratios  are  low.  And  cautious 
types  tend  to  look  for  industiy  leaders  with  consistent  prof- 
its and  high  dividends  in  addition  to  reasonable  values. 

So  if  you're  a  gi'owth  investor,  the  fast-growing  companies 

Finding  bargains  may  mean  sorting  through  companies 
with  slower  sales  and  profit  growth  and  low  p-e  ratios 


that  dominate  the  BW  50  are  an  ideal  launching  pad  for  fi' 
ther  research.  Start  by  looking  for  rapidly  expanding  sak 
with  earnings  that  keep  pace.  A  quick  look  reveals  that 
companies  received  straight  As  for  both  sales  and  eamin 
gi'owth  in  oui'  Perfomiance  Rankings.  To  reach  that  tlii'esho 
the  companies  had  to  record  sales  gi'owth  of  at  least  16.7%  f 
one  year  and  a  21.6%  annual  average  for  three  years,  ai 
earnings  gi'owth  of  at  least  30.6%  for  one  year  and  a  23.2 
annual  average  for  three  years.  The  gi-owth  leaders  inclui- 
high-tech  bellwethers  Microsoft  and  America  OnUne,  sure,  b 
also  financial-sei'vices  dynamo  Capital  One  Financial,  retail  j 
ant  Home  Depot,  and — surprise — aerospace  manufactur 
B.  F  Goodrich. 

To  winnow  tliis  field,  tiuTi  to  the  Industiy  Rankings  to  ze 
in  on  prospects  with  profit  margins  that  are  gi'owing  ai 
higher  than  the  average  for  theii"  industries.  High  mai'gins  a 
an  indication  that  "perhaps  a  product  has  added  a  httle  mo 
value  than  rivals'  or  a  company  is  a  better-run  organiii 
tion,"  says  Gairett  R.  Van  Wagoner,  president  of  Van  Wa 
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No  matter  which  of  these  five 


airlines  he  flies,  Vincent  Li  earns 
miles  he  can  use  on  any  of 
them.  Anywhere  in  the  world. 
How  in  the  world  does  he  do  it? 


revolves  around  you.  Now  there's  an  alliance  that  lets  you  earn  miles  on  your  favorite  frequent  fiyer 
program,  whichever  member  airline  you  fly  And  redeem  them  on  any  of  the  five.  wwMoneworidaiiiance.com 


Eligible  fares  only  American  Airlines  AAdvantage"  and  British  Airways  Executive  Club  members  can  earn  or  redeem  miles,  and  earn  tier  status  credit,  on  all 
routes  except  each  other's  direct  routes  between  Europe  and  the  Americas.  AAdvantage  is  a  registered  traderrtark  of  American  Airlines,  Inc.  Each  oneworld^^ 
alliance  airline  reserves  the  right  to  change  its  frequent  flyer  program  rules,  regulations,  travel  awards  and  special  offers  and  to  end  their  frequent  flyer 
program  in  accordance  with  its  relevant  frequent  flyer  program  rules.  All  oneworld  benefits  are  only  available  to  passengers  on  scheduled  flights  that  are  both 
operated  and  marketed  by  a  oneworld  member  airline  (Marketed  means  there  must  be  a  oneworld  member  airline  flight  number  on  your  ticket.) 
American  Airlines,  British  Airways,  Canadian  Airlines,  Cathay  Pacific  Airways  and  Qantas  are  all  trademarks  of  their  respective  companies. 


AmericanAirlines 

BRITISH  AIRWAYS 

Canadi>n  Airlines 
Im  Cathay  Pacific 


TllE 
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Mining  The  Data 


onei'  Capital  Management  Inc.,  whose  gi-owth 
funds  focus  on  small  and  midsize  companies. 

As  you  might  expect  when  dealing  with 
straight-A  performers,  all  17  prospects  have 
above-average  margins  compared  with  their 
rivals.  But  compare  1998  performance  with 
1997,  and  you'll  see  that  four  have  the  flat  or  declining  mar- 
gins that  flash  a  warning  signal  to  investors.  The  one  member 
of  the  group  that  truly  stands  out  for  its  margin  gi'owth  is 
AOL.  The  Internet  blue  chip  saw  margins  mor-e  than  tiiple  in 
the  past  yeai",  rising  from  a  low  2.3%  to  7.7*%',  or  slightly  more 
than  its  industry's  average  of  6.9%. 

But  just  because  a  company  is  leaving  its  rivals  in  the  dust 
doesn't  mean  its  stock  isn't  overvalued.  One  further  check 
used  by  many  growth-style  managers:  Does  a  company's 
rate  of  profit  gi'owth  outstrip  its  p-e  ratio?  If  you  look  up  oui- 
V-i  I'emaining  gi'owth  candidates  in  the  industry  rankings  ta- 
bles, you'll  find  that  nine  have  p-es  below  or  roughly  in  line 
with  their  one-  or  three-year  profit  gTowth  rates.  The  siu*- 
vivors  range  from  Microsoft 
and  AOL  to  Gap  and 
Goodrich.  Though  none  are 
cheap,  by  this  standard  they 
ai'en't  exorbitant  either.  A 
look  back  at  how  the  1998 
BW  50  perfonned  also  sup- 
ports this  formula.  For  the 
52  weeks  ended  March  12, 
1999,  the  80  stocks  on  last 
year's  list  that  met  this  cri- 
teria returned  23.9%,  vs. 
21%  for  the  s&p  500. 
BEATEN  DOWN.  Because 
fast-gi"(jwing  tech  companies 
shine  the  brightest  on  Wall 
Street  these  days,  it  has 
been  a  tough  haul  for  value 
players  who  look  for 
unloved  stocks  likely  to  re- 
bound. Last  year,  the  S&P 
500/barra  Growth  Index — 
which  culls  the  growth 
stocks  fi'om  within  the  S&P 
500 — beat  its  value  eoimter- 
parl  by  an  unusually  wide 
mai'gin  of  28  percentage  points.  Tlie  key  foi'  value  investoi-s  is 
to  find  stocks  that  have  been  overlooked  or  excessively  pun- 
ished, but  -Ave  rebounding. 

Tliat  means  ventiuing  fiuther  down  the  Perfomiance  Rank- 
ings. Stall  by  looking  at  companies  that  earned  a  C  gi'ade  or 
lower  in  either  one-  or  three-year  total  returns.  Then  narrow 
the  list  by  keeping  only  those  companies  whose  gi-ades  for-  one- 
year*  sales  and  earTiings  growth  exceed  those  they  received  for- 
the  three  year-s.  Dozens  of  companies  pass  the  test,  including 
insur'er-  Chubb,  electronics  manufactm-er-  Electi"onic  Data  Sys- 
tems, conglomer'ate  Textr-on,  and  food  and  beverage  giant 
PepsiCo.  Next,  turn  to  the  Industry  Rankings  tables  to  see 
which  of  those  prospects  ar*e  under-valued.  You'll  want  to 
sear-ch  foi-  companies  whose  p-e  r'atios  nm  below  aver-age  for 
their-  industry,  or  below  the  s&p  500,  which  currently  sells  for- 
33.6  times  1998  earnings.  That  would  winnow  out  picks  like 
Textron,  which  ti-ades  at  a  pr-emium  to  its  industry. 

Sometimes,  of  coiu-se,  a  stock  has  been  beaten  down  be- 
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GROWTH  INVESTORS  Look  for  prospects  with 
the  biggest  one-  and  three-year  sales  gains,  as 
well  as  earnings  growth  rates  that  exceed  the 
stocks'  price-earnings  ratios. 

BARGAIN  HUNTERS  Check  out  companies  with 
higher  grades  for  one-year  sales  and  profit  growth 
than  for  three  years.  To  see  if  a  rebound  is  really 
under  way,  check  the  Industry  Rankings  tables  for 
rising  net  margins.  A  p-e  ratio  below  the  industry 
average  shows  Wall  Street  may  not  have  caught  on. 

THE  CAUTIOUS  Look  for  companies  with  strong 
and  consistent  profit  grades  over  both  the  one- 
and  three-year  periods.  Then,  follow  up  in  the 
Industry  Rankings  tables  by  looking  for  high  divi- 
dends and  reasonable  p-e  ratios  compared  with 
averages  for  the  industry  and  the  overall  market. 


cause  it  deser-ves  to  be.  To  make  sure  you  doii 
get  stuck  with  a  loser,  examine  how  well  yon 
pr"ospective  investments  use  their*  money.  Chec 
the  per-for-mance  tables  fii'st  to  see  if  any  ha\ 
r'eceived  liigh  grades  for-  r-etiun  on  equity  (ROE 
the  most  common  yai-dstick.  But  because  roe  i 
pr-one  to  manipulation  and  can  disguise  a  heavy  debt  load, 
further  check  can  be  done  by  looking  at  i-etiun  on  investe 
capital,  found  in  the  Industry  Rankings.  Robert  J.  Sanbor-i 
who  steers  the  Oakmark  value-style  fund,  looks  for  companie 
with  10%  or-  mor'e  in  roic,  meaning  that  they  have  earned  i 
least  10c  for  every  doflar  invested  by  stock  and  long-terT 
bondholder's.  Among  the  value-style  candidates  that  mee 
this  criteria:  PepsiCo,  Bestfoods,  and  Chubb.  And  for  extr-a  ir 
sur'ance,  check  to  see  if  the  Wall  Street  analysts'  eainings-pei 
share  forecasts  signal  more  gr'owth  ahead.  Ther-e,  all  of  on 
prospects  pass  with  flying  colors  except  for  PepsiCo,  whos 
earnings  are  expected  to  rise  only  slightly  this  year. 

For  investors  of  all  stripes,  it  is  always  advisable  to  fac 

tor  in  several  layers  ( 
analysis  befor-e  scoopin 
up — or  dumping — a  stocl- 
Take,  for  example,  Intel, 
technology  bellwether  tha 
tumbled  from  No.  4  t 
No.  40  on  the  BW  50  thi 
year.  In  isolation,  that  cer 
tainly  seems  grim.  But 
look  at  the  Perfor'manc 
Rankings  shows  that  th 
damage  was  caused  by  poo 
grades  for  one-year  sale 
and  earnings  growth.  Tak 
it  a  step  further-,  to  the  Ii' 
dustiy  Rankings,  and  sui- 
enough,  sales  r-ose  a  me;i 
ger  5%  last  year*,  and  ear-i' 
ings  fell  13%.  But  in  th 
same  tables,  you  see  tha 
the  chipmaker's  rivals  ar 
suffering  even  more.  Intel' 
pr'ofit  margins  and  return 
on  capital  are  holding  u 
better  than  most.  Rathe 
than  fleeing,  those  willin 
to  stomach  some  risk  might  conclude  that  Intel's  curren 
tr'oubles  r-epresent  a  buying  opportunity. 

If  all  this  talk  of  highflier-s  and  bottom-feeders  makes  yo 
ner-vous,  you  can  always  stick  with  steady,  proven  performei-; 
Start  with  industry  leader's  that  have  str'ong  fi'anchises.  Y  i 
might  be  willing  to  give  up  A-gr'ade  sales  or'  pi'ofit  growth  i 
r-etmn  for-  consistency — that  is,  one-year  gr'owth  r'ates  that  y 
least  match  tlir-ee-year  gr-owth.  For  extra  insur'ance,  look  i' 
the  industry  r-ankings  for  stocks  whose  dividend  yields  ai- 
high  for  their  industries.  Two  sti'aight-B  candidates  that  ti 
this  criteria,  for  example,  are  Mei'ck  and  Fannie  Mae. 

Of  coiu'se,  no  formula  can  insulate  yoiu'  portfolio  against  a 
unfor'eseen  collapse  in  some  r'egion  of  the  world  or  a  sudde 
twitch  in  the  tr'ading  her-d.  But  by  digging  into  the  grades 
rankings,  and  investment  data  in  the  following  tables,  yo 
should  have  a  leg  up  when  it  comes  time  to  dial  up  a  broke 
or  fire  up  that  Inter'net  tr'ading  account. 

By  A)uie  Tergesen  i}i  New  Yor, 


To  make  sure  a  hot  stock  isn't  overvalued,  check  to  see  if 
its  rate  of  profit  growth  roughly  matches  its  p-e  ratio 
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Business  Week's 

Performance  Rankings 

OFTHES&P500 

A     I  hat  makes  a  top  corporate  performer?  To  determine  how  tlie  companies  in  the 
A  /  S&P  500  index  stack  up  against  one  another,  BUSINESS  WEEK  ranked  all  500 
it  \M    using  eight  key  criteria  of  financial  success.  We  looked  at  growth  in  sales,  profits, 
W     W     and  return  to  shareholders.  To  reward  consistency,  we  measured  performance 
er  both  one  year  and  three  years.  And  to  get  a  better  fix  on  which  companies  squeeze  the 
)st  out  of  operations,  we  analyzed  profit  margins  and  return  on  equity.  Using  those  rank- 
zs.  we  assigned  grades  for  each  measure.  The  top  20%  received  an  A,  the  next  20%  got  a  B 
(1  so  on,  do^ii  to  the  F  s  in  the  bottom  quintile.  Finally,  we  combined  the  individual  catego- 
rankings  and  added  a  weighting  for  sales  volume  to  come  up  with  our  overall  ranking. 


COMPANY 


PERFORIMANCE  GRADES 


INDUSTRY  GROUP 


MK  RANK 
99  1998 


-SIGNIFIES  NEWTOTHES&P  500 


TOTAL  :  TOTAL 
RETURN  :  RETURN 
(lYEAR)     (3  YEARS) 


SALES  ,  SALES 
GROWTH  :  GROWTH 
(lYEARl     (3  YEARS) 


PROFIT 
GROWTH 
(lYEAR) 


PROFIT 
GROWTH 
(3  YEARS) 


NET 
MARGIN 


RETURN 

ON 
EQUITY 


1 

1 

MICROSOFT 

A 

A 

A 

A 

A 

A 

A 

A 

Office  Equipment  &  Computers 

2 

2 

DELL  COMPUTER 

A 

A 

A 

A 

A 

A 

B 

A 

Office  Equipment  &  Computers 

3 

17 

GAP 

A 

A 

A 

A 

A 

A 

B 

A 

Discount  &  Fashion  Retailing 

4 

102 

ORACLE 

A 

B 

A 

A 

A 

A 

A 

A 

Office  Equipment  &  Computers 

5 

8 

EMC 

A 

A 

A 

A 

A 

A 

A 

A 

Office  Equipment  &  Computers 

6 

COMPUWARE 

A 

A 

A 

A 

A 

A 

A 

A 

Office  Equipment  &  Computers 

7 

AMERICA  ONLINE 

A 

A 

A 

A 

A 

A 

B 

B 

Office  Equipment  &  Computers 

8 

10 

MORGAN  STANLEY  DEAN  WITTER 

B 

A 

B 

B 

A 

A 

B 

A 

Nonbank  Financial 

9 

215 

SBC  COMMUNICATIONS 

A 

B 

C 

A 

A 

B 

A 

A 

Telecommunications 

0 

11 

SCHERING-PLOUGH 

A 

A 

A 

B 

B 

B 

A 

A 

Healthcare 

1 

7 

TELLABS 

A 

A 

A 

A 

A 

A 

A 

A 

Telecommunications 

2 

60 

WARNER-LAMBERT 

A 

A 

A 

B 

A 

B 

A 

A 

Health  Care 

3 

44 

HOME  DEPOT 

A 

A 

A 

A 

A 

A 

C 

B 

Discount  &  Fashion  Retailing 

4 

3 

CISCO  SYSTEMS 

A 

A 

A 

A 

C 

A 

A 

C 

Office  Equipment  &  Computers 

5 

CAPITAL  ONE  FINANCIAL 

A 

A 

A 

A 

A 

A 

B 

B 

Nonbank  Financial 

6 

15 

MERCK 

B 

A 

B 

B 

B 

B 

A 

A 

Health  Care 

7 

55 

AIRTOUCH  COMMUNICATIONS 

A 

A 

A 

A 

A 

A 

A 

D 

Telecommunications 

8 

32 

CHARLES  SCHWAB 

A 

A 

A 

A 

B 

A 

B 

A 

Nonbank  Financial 

9 

21 

TJX 

A 

A 

C 

A 

A 

A 

C 

A 

Discount  &  Fashion  Retailing 

!0 

89 

AMERITECH 

A 

A 

C 

C 

A 

B 

A 

A 

Telecommunications 
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PERFORMANCE  GRADES 


TOTAL 
RETURN 

TOTAL 
RETURN 

SALES 
GROWTH 

SALES 
GROWTH 

PROFIT 
GROWTH 

PROFIT 
GROWTH 

NET 

RETURN 
ON 

(IVEARl 

OYEARSi 

(IVEAR) 

(3VEARSI 

11  YEAR) 

(3  YEARS) 

MARGIN 

EQUITY 

21 

170 

MARSH  &  Mclennan 

B 

B 

A 

A 

A 

B 

B 

B 

22 

— 

BMC  SOFTWARE 

B 

A 

A 

A 

A 

A 

A 

A 

23 

20 

SUN  MICROSYSTEMS 

A 

A 

B 

B 

B 

A 

B 

B 

24 

GATEWAY  2000 

A 

A 

A 

A 

A 

B 

D 

A 

25 

311 

ELI  LILLY 

A 

A 

B 

B 

C 

6 

A 

A 

26 

100 

FORD  MOTOR 

A 

A 

F 

D 

A 

A 

A 

A 

27 

6 

MBNA 

C 

A 

B 

A 

B 

A 

A 

A 

28 

81 

BELLSOUTH 

A 

A 

B 

C 

C 

A 

A 

B 

29 

155 

NAVISTAR  INTERNATIONAL 

A 

A 

A 

C 

A 

A 

D 

A 

30 

30 

OMNICOM  GROUP 

A 

A 

A 

A 

B 

A 

C 

A 

31 

— 

SAFEWAY 

A 

A 

C 

B 

B 

A 

D 

A 

32 

— 

SOLECTRON 

A 

A 

A 

A 

B 

A 

D 

B 

33 

CARNIVAL 

A 

A 

A 

B 

B 

B 

A 

B 

34 

PAYCHEX 

B 

A 

A 

A 

A 

A 

B 

A 

35 

109 

WAL-MART  STORES 

A 

A 

A 

B 

B 

B 

D 

B 

36 

52 

INTERPUBLIC  GROUP 

A 

A 

B 

A 

A 

A 

B 

A 

37 

117 

LOWE'S 

A 

A 

A 

B 

A 

A 

D 

C 

38 

136 

MAYTAG 

B 

A 

A 

6 

A 

A 

C 

A 

39 

45 

FREDDIE  MAC 

B 

A 

A 

A 

B 

B 

B 

C 

40 

4 

INTEL 

A 

A 

C 

B 

D 

B 

A 

A 

41 

71 

BB&T 

B 

A 

B 

A 

A 

A 

A 

B 

42 

22 

BRISTOL-MYERS  SQUIBB 

B 

A 

B 

C 

C 

B 

A 

A 

43 

53 

DAYTON  HUDSON 

A 

A 

B 

C 

B 

A 

D 

B 

44 

41 

GENERAL  ELECTRIC 

B 

A 

B 

B 

6 

B 

B 

A 

45 

227 

AMGEN 

A 

B 

B 

B 

A 

B 

A 

A 

46 

— 

AES 

D 

A 

A 

A 

A 

A 

A 

B 

47 

— 

KOHL'S 

A 

A 

A 

A 

A 

A 

C 

C 

48 

86 

WASHINGTON  MUTUAL 

D 

B 

B 

A 

A 

A 

A 

C 

49 

132 

BELL  ATLANTIC 

A 

B 

C 

A 

B 

B 

6 

A 

50 

35 

STATE  STREET 

B 

A 

A 

B 

B 

B 

B 

B 

51 

76 

WALGREEN 

A 

A 

6 

B 

B 

B 

D 

B 

52 

42 

FANNIE  MAE 

B 

B 

B 

B 

B 

B 

B 

B 

53 

12 

PFIZER 

A 

A 

A 

C 

D 

C 

A 

A 

54 

355 

LIMITED 

B 

B 

D 

C 

A 

B 

A 

A 

55 

68 

SOUTHWEST  AIRLINES 

A 

B 

C 

B 

A 

A 

B 

B 

56 

— 

STAPLES 

A 

A 

A 

A 

B 

A 

D 

D 

57 

101 

U.S.  BANCORP 

D 

B 

C 

A 

A 

A 

A 

B 

58 

62 

COSTCO 

A 

A 

B 

C 

B 

A 

D 

C 

59 

93 

AMERICAN  INTERNATIONAL  GROUP 

A 

A 

B 

C 

B 

B 

A 

C 

60 

283 

CVS 

A 

A 

B 

A 

A 

C 

D 

C 

INDUSTRY  GROUP 

Nonbank  Financial 
Office  Equipment  &  Computers 
Office  Equipment  &  Computers 
Office  Equipment  &  Computers 
Health  Care 
Automotive 
Banks 

Telecommunications 
Automotive 
Service  Industries 
Food 

Electrical  &  Electronics 
Leisure  Time  Industries 
Service  industries 
Discount  &  Fashion  Retailing 
Service  Industries 
Discount  &  Fashion  Retailmg 
Consumer  Products 
Nonbank  Financial 
Electrical  &  Electronics 
Banks 
Health  Care 

Discount  &  Fashion  Retailing 

Conglomerates 

Health  Care 

Utilities 

Discount  &  Fashion  Retailing 

Nonbank  Financial 

Telecommunications 

Banks 

Health  Care 

Nonbank  Financial 

Health  Care 

Discounts  Fashion  Retailing 
Transportation 

Discount  &  Fashion  Retailing 
Banks 

Discount  &  Fashion  Retailing 
Nonbank  Financial 
Health  Care 
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Honeywell 

www.honeywell.com 
Home  and  Buildina  Control  •  Industrial  Control  •  Soace  and  Aviation  Control 


THE  S&P  Business  Week's  Performance  Rankings 


PERFORMANCE  GRADES 


TOTAL 

TOTAL 

SALES 

SALES 

PROFIT 

PROFIT 

RETURN 

RETURN 

RETURN 

GROWTH 

GROWTH 

GROWTH 

GROWTH 

NET 

ON 

(lYEAP) 

'3  YEARS) 

'1  YEAR) 

(3  YEARS! 

(1  YEAR) 

l3VEARSi 

MARGIN 

EQUITy 

61 

FIRSTAR 

A 

A 

B 

A 

D 

A 

A 

c 

62 

33 

PROGRESSIVE 

B 

A 

B 

A 

B 

B 

B 

B 

i  i  ■'- 

QQ 

yy 

uANNt 1  1 

\, 

D 

D 

D 

D 

A 

A 

A 

A 

A 

A 

A 

A 

64 

yb 

ABBOTT  LABORATORIES 

D 
D 

D 
D 

b 

c 

A 

A 

A 

A 

00 

I  lU 

AIITflKilATIP  RATA  DOnPCCCIUf^ 

AUTOMATIC  DATA  PROCcooING 

n 
D 

b 

D 

b 

b 

b 

A 

A 

b 

66 

DOLLAR  GENERAL 

C 

A 

A 

A 

B 

A 

c 

A 

67 

87 

CARDINAL  HEALTH 

A 

A 

A 

A 

B 

A 

F 

C 

CO 
DO 

82 

FIRS  1  UNION 

b 

L. 

A 

A 

t. 

A 

A 

A 

A 

b 

69 

322 

LUCENT  TECHNOLOGIES 

A 

A 

INC 

b 

b 

A 

A 

b 

C 

A 

70 

226 

SPRINT  rON  GROUP 

A 

A 

A 

A 

C 

C 

b 

b 

b 

b 

71 

201 

CENTEX 

c 

A 

A 

B 

A 

A 

D 

B 

72 

156 

BANK  ONE 

c 

B 

C 

A 

c 

A 

A 

C 

/■S 

UUMUAdI 

A 

A 

A 

A 

D 
D 

b 

r 

A 

A 

A 

A 

329 

ENRON 

A 

A 

b 

A 

A 

A 

A 

A 

A 

D 

FN 
U 

r\ 
D 

216 

lAf  A  ^  LI  nVf  1  A 

WACHOVIA 

D 
D 

b 

b 

b 

A 

A 

C 

A 

A 

b 

76 

74 

INTERNATIONAL  BUSINESS  MACHINES 

A 

A 

C 

D 

c 

B 

B 

A 

77 

56 

NORTHERN  TRUST 

B 

A 

B 

B 

B 

B 

A 

B 

78 

190 

GENERAL  DYNAMICS 

A 

A 

b 

A 

A 

b 

b 

b 

C 

b 

TO 
/9 

O  AC 

2Ud 

AON 

c 

b 

b 

A 

A 

A 

A 

b 

D 
D 

D 
D 

on 

iUb 

CLOROX 

A 

A 

A 
A 

L. 

b 

b 

b 

b 

A 

A 

81 

122 

MASCO 

C 

B 

B 

B 

B 

A 

B 

B 

82 

135 

MELLON  BANK 

B 

A 

B 

B 

B 

C 

A 

B 

oo 
83 

108 

LIHTinfclAI  f^lT\/ 

NATIONAL  CITY 

D 

B 

B 

A 

C 

A 

A 

A 

A 

C 

84 

1 57 

FDX 

A 

A 

C 

b 

A 

A 

b 

D 

C 

oc 
83 

143 

ifciniTDcni  1   DA  kin 

INGERSOLL-RAND 

C 

b 

A 

A 

b 

A 

A 

b 

b 

86 

McKESSON  HBOC 

B 

A 

A 

A 

D 

A 

F 

D 

87 

84 

ILLINOIS  TOOL  WORKS 

6 

B 

C 

C 

B 

B 

A 

B 

oo 
o8 

TCI 

1  b  1 

UNITED  TECHNOLOGIES 

A 

A 

b 

C 

U 

b 

b 

U 

A 

A 

oo 
89 

127 

ECOLAB 

A 

A 

A 

b 

B 

b 

b 

b 

A 

A 

SO 

79 

FIFTH  THIRD  BANCORP 

B 

A 

B 

A 

C 

B 

A 

C 

91 

27 

COUNTRYWIDE  CREDIT  INDUSTRIES 

D 

B 

A 

A 

B 

A 

B 

C 

92 

72 

COMPUTER  SCIENCES 

B 

B 

A 

B 

B 

A 

D 

C 

93 

105 

PITNEY  BOWES 

A 

A 

C 

C 

B 

C 

A 

A 

nA 
94 

203 

JOHNSON  CONTROLS 

B 

B 

A 

B 

A 

b 

D 

C 

95 

SOUTHTRUST 

C 

A 

B 

A 

B 

B 

A 

C 

96 

253 

AT&T 

A 

B 

D 

D 

6 

B 

B 

B 

97 

112 

AMERICAN  EXPRESS 

B 

B 

C 

D 

C 

C 

B 

A 

98 

284 

AMERICAN  GENERAL 

B 

B 

B 

B 

A 

C 

C 

D 

sy 

iNC 

TYCO  INTERNATIONAL 

A 

A 

A 

A 

C 

F 

C 

C 

100 

153 

DUKE  ENERGY 

C 

D 

C 

A 

B 

B 

C 

C 

INDUSTRY  GROUP 

Banks 

Nonbank  Financial 
Publishing  &  Broadcasting 
Health  Care 

Office  Equipment  &  Computers 
Discount  &  Fashion  Retailing 
Health  Care 
Banks 

Telecommunications 
Telecommunications 
HoLising&  Real  Estate 
Banks 

Publishing  &  Broadcasting 
Service  mdustries 
Banks 

Office  Equipment  &  Computers 
Banks 

Aerospace  &  Defense 
Nonbank  Financial 
Consumer  Products 
Housing  &  Real  Estate 
Banks 
Banks 

Transportation 

Manufacturing 

Healthcare 

Manufacturing 

Aerospace  &  Defense 

Consumer  Products 

Banks 

Nonbank  Financial 

Office  Equipment  &  Computers 

Office  Equipment  &  Computers 

Manufacturing 

Banks 

Telecommunications 
Nonbank  Financial 
Nonbank  Financial 
Manufacturing 
Utilities 
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©1999  Wostin  t-iotels  &  Resorts 


Westin 

HOTELS  RESORTS^ 


With  Westin's  one-button  Service  Express; 

you  get  whatever  you  want.  Whenever  you  want  it.  From  room  service  to 
walce-up  calls  to  you  name  it.  Simply  put  your  finger  on  the  button. 
And  put  all  of  Westin  at  your  feet. 

Choose  your  travel  partner  wiselyf 


For  reservations  at  over  100  hotels  and  resorts  worldwide 
call  your  travel  agent  or  1-800-WESTIN-l  WWW. westin.com 


Staying  with  Westin  earns  you  points  in  the  Starwood  Preferred  Guest"'  program. 

No  blackout  dates.  No  expiration.  No  equal. 


brtLIAL     AUVbKllblNlj  bbLMUN 


THE 

INFORMATION  PARADOX 


REALIZING  THE  BUSINESS  BENEFITS  OF  INFORMATION  TECHNOLOGY 
Solving  the  Information  Paradox  should  be  a  business  imperative. 
To  find  out  how  it  can  be  done,  read  on. 


'•^ 

The  lack  of  convincing, 
positive  and  measurable 
returns  from  investments 
in  information  technology  ,      J^;,  - 

(IT)  over  long  time  periods 
is  raising  many  questions  for 
business  executives.  As  we 
enter  the  knov^ledge  econo- 
my, executives  increasingly  ask: 
Where  are  the  business  results? 
When  will  we  reap  the  benefits 
from  these  investments?  And  how? 

The  answer  lies  in  changing  our 
management  mindsets.  While  the  applica- 
tion of  information  technology  has  moved 
beyond  automation  of  work  all  the  way  to  business 
transformation,  our  management  thinking  has 
failed  to  understand  the  implications  of  this  evolv- 
ing role  of  IT  in  business,  and  how  critical  IT  decisions  will  affect  elements 
of  the  overall  business  system  beyond  technology. 

This  lagging  mindset  leads  to  silver  bullet  thinking  about  the  "magical" 
business  capabilities  of  IT  and,  more  specifically  about  the  power  of  IT  alone 
to  deliver  business  results.  Consequently  it  fails  to  provide  a  context  to 
evaluate  choices  between  a  growing  number  of  potential  ways  to  apply 
IT.  To  date,  silver  bullet  thinking  and  its  associated  behavior  has  been  a  frus- 
tration and  an  embarrassment.  It  has  had  an  impart  on  organizations'  bot- 
tom lines,  but  not  generally  posed  a  threat  to  their  survival.  It  has  cost  some 
ClOs  their  jobs.  The  result  has  been  high  failure  rates  of  IT  initiatives.  The 
need  for  a  new  approach  to  the  management  of  IT  investments 
becomes  critical. 

OMR's  Benefits  Realization  Approach  is  such  an  approach.  It  provides 
a  new  basis  for  using  information  technology  to  deliver  business  results 
more  consistently  and  predictably.  It  proposes  two  inter-related  shifts: 


kEPORT  ON  BUSINESS  MAGAZINE  /  McGRAW-HIU  RYIRSON 


INFORMATION 

PARADOX 


Realizing  the  Business  Benefits 

of  Information  Technology 


lOlIN  IHOUP  6«  I1.\IR  S  CI  Mil  l; 

roil  sTU.M  I  gk;  i  i  aim  r.m-iiiv 


in  mindsets  about  IT  and  in 
management  methods.  Sil- 
ver bullet  thinking  is 
replaced  with  a  new 
benefits  mindset  that  focus- 
es on  integrating  technology 
into  the  business  system.  Its 
central  tenet  is  that  IT  alone,  no 
matter  how  technically  powerful, 
cannot  deliver  business  results. 
OMR's  Benefits  Realization 
Approach  is  a  practical  approach,  much 
of  which  was  developed  and  tested  in 
the  field  and  successfully  used  in  the  United 
States,  Canada,  Europe,  and  Australia  in  organiza- 
tions that  include  telecommunications  companies, 
energy  utilities,  banks,  insurance  companies  and 
manufacturers.  It  has  been  used  to  meet  a  variety  of 
business  transformation  challenges,  such  as: 

•  ensuring  that  benefits  are  understood  and  realized  from  large, 
complex  and  expensive  software  investments,  including  enterprise 
application  packages  such  as  SAR  Internet  related  applications  and 
knowledge  management  initiatives 

•  understanding,  managing  and  realizing  benefits  from  major  business 
process  re-engineering  programs 

•  managing  complex  portfolios  of  investment  programs  and  projects 

•  providing  a  focus  on  results  to  guide  major  organizational 
change  programs 

OMR's  Benefits  Realization  Approach  is  designed  to  provide  proac- 
tive management  of  the  benefits  realization  process.  And  only  by 
continuously  improving  the  benefits  realization  processes  will  informa- 
tion technology  be  recognized  as  delivering  demonstrable  business 
value  consistently  and  predictably. 


Look  for  more  infonnation  about  THE  INFORMATION  PARADOX  on  vvww.informationparadox.com 
or  ro  read  a  complete  book  chapter,  please  visit  http://adsecrions.biisinessweek.com 


This  summary  of  the  Information 
Paradox  is  sponsored  by 


Please  visit  our  sponsor's 
Web  site  at  www.dmr.ca 


The  Results  People 


How  much  of  your  IT  investment 
actually  hits  the  bulls-eye? 


Many  of  your  information  systems 
projects  will  probably  never  achieve 
the  dollar  results  hoped  for  Worse  still, 
a  number  of  your  investments  m  infor- 
mation technology  may  be  going  forward 
without  a  clear  sense  of  purpose. 

That's  why  DMR  has  nurtured  a 
way  of  managing  change  that  aims  to 
maximize  the  value  you  get  from  your 
information  technology  investments. 
DMR  can  help  you  achieve  tangible 


business  results,  just  as  we  have  over  the 
last  26  years  for  clients  m  telecommuni- 
cations, financial  services,  utilities  and 
many  other  sectors. 

That's  how  DMR  earned  its  reputation 
as  a  leading  mfomiation  technology  and 
management  consulting  fimi.'  To  tind 
out  more,  just  call  any  of  our  63  offices 
around  the  world.  Or  \ns\t  our  Web  site. 

www.dmr.com 


DMR 


I  Its  October,  1998,  Customer  Needs  and  Perceptions  Survey, 
JC  ranks  DMR  among  the  top  5  IT  services  firms  in  the  U.S. 


An  Amdahl  Company 

The  Results  People 
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What  if 
there  were 
no  dot?  / 

\  / 


No  dot  for  .com? 

It'd  be  like  asking, 
'hat  if  there  were  no 
IS  for  the  car?  No 
ilb  for  the  lamp? 

Simply  put,  there' d  be 
3  Net.  Which  is  where 
e  come  in. 

At  Sun,  our  systems 
id  technologies  power 
le  Net. 

Everything  we  make 
id  do  enables  it.  So 
asinesses  can  leverage 
,  Cash  in  on  it.  Whether 
ju're  a  Fortune  500* 
)mpany  distributing 
ita  throughout  your 
obal  organization  or  a 
ny  start-up  conducting 
commerce  on  the  Web. 

What's  more,  our 
va™  technologies  are 
ctending  the  whole 
Dtion  of  the  Net.  Out  to 
nart  cards,  cell  phones 
id  pagers.  And  soon 
at  to  vmstwatches 
id  thermostats,  too. 

There's  a  lot  going  on 
2hind  that  little  dot. 

We  think  you'd  miss 

if  it  weren't  there. 
i/Ve're  the  dot  in  .com: 

t^Sun 

microsystems 


Java 


©1999  Sun  Mictosyslems,  Inc  All  rights  re 


1  Sun,  Sun  Miaosystems,  ihe  Sun  Logo.  Java,  the  Java  Cotlee  Cup  Logo  anO  W 


e  naOemarks  or  registered  trademarks  o(  Sun  MicrosySterrs,  Inc  in  the  UnileO  States  ana  oltier 
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lie  new  Land  Rover  now  gets  continuous  weather  repoits. 

From  its  wheels. 


troducing  the  most  teclinologically 
K  aiiced  Laiid  Rover  ever. 

Wliether  you're  expecting  rain, 
ow,  sleet,  or  even  sunshine,  there's 
e  thing  the  forecast  ahvays  calls  for. 

The  all-new  Land  Rover  Discover)^ 
ries  II. 

It  now  comes  with  electronic 
ike  force  distribution.  A  feature  that 
designed  to  balance  front  and  rear 
aking  for  increased  driver  control. 


And  with  its  permanent  four-wheel 
drive  and  four-wheel  electronic 
traction  control,  it  makes  the  whole 


DISCOVERY  SERIES  II  $34,775* 


idea  of  canceling  school  because  of  the 
weather  seem  completely  unnecessary. 

Altogether,  it's  been  totally  reengi- 
neered  from  top  to  bottom.  It  even 
has  some  13,500  new  parts.  Not  to 
mention  another  remarkable  feature: 
a  starting  MSRP  of  $34,775''. 

So  call  1-800-FINE  4WD  or  visit 
us  at  www.Best4x4.LandRover.com. 
Because  there's  no  better  way  to  ride 
out  a  storm. 


Always  use  your  scuthuUs.  SRS/airbags  alont;  do  not  provide  sufficient  protection. 


t  STARTING  MSRP  OF  A  19Q0  DISCOVERY  SERIES  II  IS  $34,775  MSRP  OF  MODEL  SHOWN  IS  141  125  AND  INCLUDES  DUAL  SUNROOFS  LEATHER  APPEARANCE  &  PERFORMANCE  PACKAGES  BOTH  MSRPS  INCLUDE  $625  DESTINATION 
vRGE  AND  EXCLUDE  TAXES,  TITLE,  LICENSE  S.  OPTIONS  OPTIONAL  FEATURES  CURRENTLY  SUBJECT  TO  AVAILABILITY  ACTUAL  PRICE  DEPENDS  ON  RETAILER  &  SUBJECT  TO  CHANGE  SEE  RETAILER  FOR  DETAILS 
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B 

C 

D 

C 

Discount  &  Fashion  Retailing 

210 

449 

FRONTIER 

A 

D 

C 

D 

A 

D 

C 

B 

Telecommunications 

21 1 

308 

Duo  1 ruuwo 

p 

A 

A 

Food 

212 

344 

PERKIN-ELMER 

B 

B 

A 

c 

A 

D 

D 

D 

Electrical  &  Electronics 

213 

469 

GARDEN  RESTAURANTS 

A 

B 

C 

D 

C 

A 

D 

C 

Leisure  Time  Industries 

214 

116 

MEREDITH 

D 

C 

B 

C 

B 

A 

B 

A 

Publishing  &  Broadcasting 

215 

98 

HERSHEY FOODS 

C 

C 

D 

C 

C 

C 

B 

A 

Food 

216 

91 

WAIT  DKNFY 

Q 

Q 

B 

Q 

1  picriirpTimp  InHiiQtripQ 
i^ciouic  (line  iii<juoliicj 

217 

430 

TRW 

D 

D 

B 

C 

C 

B 

D 

A 

Conglomerates 

218 

213 

PHILIP  MORRIS 

C 

D 

D 

D 

D 

D 

B 

A 

Consumer  Products 

219 

59 

PARKER  HANNIFIN 

D 

C 

B 

B 

C 

B 

C 

B 

Manufacturing 

220 

373 

SCIENTIFIC-ATLANTA 

A 

B 

F 

D 

B 

A 

C 

C 

Telecommunications 
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PERFORMANCE  GRADES 


TOTAL 
RETURN 
(lYtAR) 

TOTAL 
RETLJRN 
(3  YEARS) 

SALES 
GROWTH 
(lYEAR] 

SALES 
GROWTH 
(3  YEARS) 

PROFIT 
GROWTH 

PROFIT 
GROWTH 

NET 

RETURN 
ON 

(lYEAR) 

(3  YEARS) 

MARGIN 

EQUITY 

221 

73 

BANKBOSTON 

D 

B 

B 

D 

D 

c 

B 

c 

222 

208 

AVON  PRODUCTS 

B 

6 

D 

D 

D 

D 

C 

A 

223 

447 

PHARMACIA  &  UPJOHN 

A 

C 

D 

F 

A 

D 

B 

C 

224 

164 

HUNTINGTON  BANCSHARES 

C 

B 

D 

B 

C 

C 

A 

C 

225 

435 

KMART 

A 

A 

C 

F 

A 

F 

F 

D 

226 

360 

CENTRAL  &  SOUTH  WEST 

C 

D 

C 

B 

A 

C 

B 

C 

227 

331 

DTE  ENERGY 

B 

D 

B 

D 

C 

C 

B 

C 

228 

436 

BRIGGS&STRATTON 

B 

D 

C 

D 

A 

C 

C 

A 

229 

169 

AETNA 

D 

D 

B 

B 

D 

A 

D 

D 

230 

319 

BAXTER  INTERNATIONAL 

B 

B 

C 

C 

C 

D 

D 

C 

231 

240 

TIME  WARNER 

A 

A 

B 

A 

D 

F 

F 

F 

232 

90 

KNIGHT-RIDDER 

D 

C 

C 

C 

D 

A 

B 

B 

233 

400 

DUN  &  BRADSTREET 

B 

C 

C 

D 

B 

A 

A 

F 

234 

273 

NACCO INDUSTRIES 

F 

C 

B 

D 

A 

B 

D 

B 

235 

IMS  HEALTH 

A 

INC 

B 

F 

D 

A 

A 

B 

236 

471 

EASTMAN  KODAK 

C 

D 

F 

F 

A 

F 

B 

A 

237 

141 

SHARED  MEDICAL  SYSTEMS 

F 

F 

A 

B 

B 

B 

C 

B 

238 

357 

CIRCUIT  CITY  GROUP 

A 

B 

B 

C 

C 

D 

F 

D 

239 

173 

AIR  PRODUCTS  &  CHEMICALS 

D 

D 

C 

C 

C 

B 

B 

B 

240 

386 

MEDIAONE  GROUP 

A 

A 

F 

C 

C 

F 

A 

D 

241 

— 

SLM  HOLDING 

C 

B 

F 

F 

C 

B 

A 

A 

242 

50 

BANKAMERICA 

C 

B 

D 

D 

D 

D 

B 

D 

243 

145 

CHUBB 

D 

D 

B 

D 

B 

C 

B 

C 

244 

120 

HOUSEHOLD  INTERNATIONAL 

C 

B 

C 

A 

D 

C 

C 

D 

245 

5 

COMPAQ  COMPUTER 

B 

A 

A 

A 

F 

F 

F 

F 

246 

— 

ELECTRONIC  DATA  SYSTEMS 

B 

F 

B 

C 

C 

D 

D 

C 

247 

298 

EDISON  INTERNATIONAL 

C 

C 

B 

C 

D 

D 

C 

C 

248 

272 

ROHM  &  HAAS 

C 

C 

F 

F 

B 

B 

A 

A 

249 

125 

FEDERATED  DEPARTMENT  STORES 

D 

D 

D 

D 

B 

A 

D 

C 

250 

262 

PPG  INDUSTRIES 

D 

D 

D 

D 

B 

C 

B 

A 

251 

473 

DELUXE 

C 

D 

D 

D 

A 

C 

C 

A 

252 

370 

PUBLIC  SERVICE  ENTERPRISE  GROUP 

B 

C 

F 

F 

B 

D 

B 

C 

253 

121 

XEROX 

B 

A 

C 

D 

F 

D 

D 

C 

254 

277 

CONAGRA 

C 

C 

D 

F 

C 

B 

D 

B 

255 

230 

CORNING 

A 

B 

D 

D 

D 

D 

B 

B 

256 

139 

PRAXAIR 

F 

D 

D 

B 

C 

B 

B 

B 

257 

217 

W.  W.GRAINGER 

C 

C 

C 

B 

C 

C 

C 

B 

258 

205 

UNUM 

D 

C 

B 

D 

C 

B 

B 

C 

259 

66 

HELMERICH&  PAYNE 

F 

D 

B 

A 

D 

A 

A 

D 

260 

409 

McDERMOTT  INTERNATIONAL 

F 

D 

F 

D 

A 

A 

C 

A 

INDUSTRY  GROUP 

Banks 

Consumer  Products 
Health  Care 
Banks 

Discount  &  Fashion  Retailing 

Utilities 

Utilities 

Manufacturing 

Nonbank  Financial 

Health  Care 

Publishing  &  Broadcasting 
Publishing  &  Broadcasting 
Nonbank  Financial 
Manufacturing 
Service  Industries 
Leisure  Time  Industries 
Office  Equipment  &  Computers 
Consumer  Products 
Chemicals 

Publishing  &  Broadcasting 
Nonbank  Financial 
Banks 

Nonbank  Financial 

Nonbank  Financial 

Office  Equipment  &  Computers 

Office  Equipment  &  Computers 

Utilities 

Chemicals 

Discounts  Fashion  Retailing 
Housing  &  Real  Estate 
Office  Equipment  &  Computers 
Utilities 

Office  Equipment  &  Computers 
Food 

Manufacturing 
Chemicals 
Service  Industries 
Nonbank  Financial 
Fuel 

Manufacturing 
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They're  not  only  the  Fastest  growing  Internet  companies, 
they  all  use  our  network  software.  Coincidence? 


A 

A  M  E  R.I  C  A 


PHome 

Network 


>  n  f  r  I  c  W  network 


Exodus 


intermedia 

COMMUNICATIONS 


No  matter  how  many  people  access  your  network,  or  how  much  inFormation  travels  across  it.  you  can 
get  dramatically  Faster  response  times  with  Inktomi  TraFFic  Server"— the  leading  network  caching  soFtware. 
What's  more,  as  your  network  continues  to  grow,  TraFFic  Server  provides  a  platForm  For  additional  services, 
such  as  streaming  video  and  audio.  With  this  kind  oF  scalability  and  Flexibility,  it  s  no  wonder  TraFFic  Server 
is  guickly  becoming  the  most  critical  part  oF  the  Internet  inFrastructure. 


Inktomi® 
Scaling       the  Internet" 

www.inktomi.com/  traFFic  1888INKTOMI 

•  1999  INKTOMI  CORPORATION  All  Riqhu  Rpscrved  Inktomi.  Traffic  Sprvpr.  Scalini;  tlie  Intrmn  and  thp  tn  cnlori-d  cub?  loqo  are  all  tradpniark-.  of  Inktomi  Corporation 
All  other  company  names  referenced  herein  are  the  trademaHts  or  registered  trademarks  of  their  respectwe  holders. 
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INDUSTRY  GROUP 


TOTAL 
RETURN 

TOTAL 
RETURN 

SALES 
GROWTH 

SALES 
GROWTH 

PROFIT 
GROWTH 

PROFIT 
GROWTH 

NET 

RETURN 
ON 

(lYEARl 

(3  YEARS) 

(lYEARI 

(3  YEARS) 

(lYEAR) 

(3  YEARS) 

MARGIN 

EQUITY 

261 

392 

LONGS  DRUG  STORES 

B 

c 

B 

c 

B 

c 

D 

D 

Health  Care 

262 

276 

FPL  GROUP 

C 

D 

C 

c 

C 

c 

B 

C 

Utilities 

283 

18 

SCHLUMBERGER 

F 

C 

D 

B 

D 

B 

B 

C 

Fuel 

264 

377 

LAIDLAW 

F 

F 

D 

B 

A 

A 

B 

D 

Transportation 

265 

412 

HASBRO 

C 

C 

D 

D 

A 

C 

C 

D 

Leisure  Time  Industries 

266 

299 

CONSOLIDATED  EDISON 

B 

C 

D 

D 

C 

C 

B 

D 

Utilities 

267 

— 

UNION  PLANTERS 

D 

C 

C 

A 

D 

A 

B 

D 

Banks 

268 

326 

DOMINION  RESOURCES 

C 

D 

F 

B 

A 

C 

B 

D 

Utilities 

269 

313 

GENUINE  PARTS 

D 

D 

B 

C 

C 

C 

C 

B 

Service  Industries 

270 

271 

FLEETWOOD  ENTERPRISES 

F 

D 

B 

C 

B 

B 

D 

B 

Housing  &  Real  Estate 

271 

INC 

3COM 

D 

F 

D 

A 

A 

C 

C 

D 

Office  Equipment  &  Computers 

272 

444 

EG&G 

C 

D 

F 

F 

A 

B 

C 

A 

Conglomerates 

273 

260 

BECTON, DICKINSON 

C 

C 

B 

D 

D 

D 

B 

C 

Health  Care 

274 

28 

GUIDANT 

A 

A 

A 

A 

F 

F 

F 

F 

Health  Care 

275 

161 

CONSOLIDATED  STORES 

F 

C 

D 

A 

B 

B 

D 

D 

Discounts  Fashion  Retailing 

276 

327 

AMEREN 

C 

D 

D 

B 

C 

C 

A 

C 

Utilities 

277 

198 

TORCHMARK 

D 

B 

C 

D 

B 

C 

A 

C 

Nonbank  Financial 

278 

75 

DOVER 

D 

C 

C 

D 

C 

C 

B 

B 

Manufacturing 

279 

340 

COASTAL 

C 

B 

F 

F 

B 

B 

C 

C 

Fuel 

280 

451 

WHIRLPOOL 

F 

F 

A 

C 

C 

B 

D 

C 

Consumer  Products 

281 

369 

FIRST  DATA 

B 

D 

F 

C 

A 

D 

B 

C 

Office  Equipment  &  Computers 

282 

397 

BALL 

B 

C 

A 

0 

D 

A 

F 

F 

Containers  &  Packaging 

283 

78 

SERVICE  CORP.  INTERNATIONAL 

F 

F 

B 

B 

D 

A 

A 

D 

Service  Industries 

284 

364 

TEXAS  INSTRUMENTS 

A 

A 

F 

F 

A 

0 

D 

D 

Electrical  &  Electronics 

285 

231 

CINERGY 

D 

D 

A 

A 

D 

D 

D 

D 

Utilities 

286 

247 

RALSTON  PURINA 

D 

D 

D 

F 

B 

C 

B 

A 

Food 

287 

241 

SAFECO 

D 

D 

A 

B 

D 

D 

C 

D 

Nonbank  Financial 

288 

325 

GPU 

C 

C 

D 

D 

B 

D 

B 

D 

Utilities 

289 

229 

KING  WORLD  PRODUCTIONS 

C 

D 

D 

C 

C 

C 

A 

C 

Leisure  Time  Industries 

290 

218 

PIONEER  HI-BRED  INTERNATIONAL 

F 

C 

D 

D 

C 

C 

A 

B 

Food 

291 

366 

HARRAH'S  ENTERTAINMENT 

0 

F 

A 

C 

B 

B 

C 

C 

Leisure  Time  Industries 

292 

159 

EXXON 

B 

B 

F 

F 

D 

C 

C 

C 

Fuel 

293 

323 

UST 

D 

D 

D 

D 

C 

C 

A 

A 

Consumer  Products 

294 

175 

SUPERVALU 

C 

C 

C 

D 

D 

C 

F 

C 

Food 

295 

103 

MARRIOTT  INTERNATIONAL 

C 

INC 

B 

F 

B 

B 

D 

C 

Leisure  Time  Industries 

296 

250 

RELIANT  ENERGY 

B 

C 

A 

A 

F 

F 

F 

F 

Utilities 

297 

495 

NOVELL 

A 

c 

A 

F 

C 

D 

B 

D 

Office  Equipment  &  Computers 

298 

1 '8 

MINNESOTA  MINING  &  MFG. 

D 

D 

D 

D 

D 

C 

B 

B 

Manufacturing 

299 

483 

WASTE  MANAGEMENT 

B 

B 

C 

A 

F 

F 

F 

F 

Service  Industries 

300 

187 

SHERWIN-WILLIAMS 

F 

D 

D 

B 

C 

C 

C 

C 

Housings  Real  Estate 
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pentium^n 


Heat.  Vibration.     Shock.  Gravity. 
All  conspire  to  destroy  the  things  that  stand  in  their  way. 
Every  PC  we  make  is  tested  against  these  Forces  oF  nature. 

For  our  notebooks,  it's  merely  preparation 
to  do  battle  with  the  most  malicious  menace  oF  all: 
 J:he  road. 


www.hp.cpm /pc 


ra  HEWLETT- 
KKM  PACKARD 


IP  OmniBook  XE:  Intel"  Mobile  Pentium'  II  processor  266PE  MHz  to  333  MHz  or  Intel  Celeron'"  processor  266  MHz'  Dual  Display  capable/ Starting  at  $1,499' 
Price  is  estimated  street  pnce.  Actual  price  may  vary.  InteL  the  Intelinside  Logo  and  Pentium  are  registered  trademaHis  and  Celeron  is  a  trademark  of  Intel  Corporation.  ©1999  Hewlett-Packard  Company.  All  rights  resereed. 


THE  S4&I^  Business  Week's  Performance  Rankings 


PERFORMANCE  GRADES 


301 

209 

302 

2  i 

303 

31 

304 

160 

oUO 

306 

352 

307 

251 

308 

263 

309 

463 

O  lU 

31 1 

295 

312 

80 

313 

85 

314 

433 

lit* 

ZD  / 

316 

381 

317 

414 

318 

348 

319 

441 

'son 

321 
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INDUSTRY  GROUP 

Banks 
Automotive 
Telecommunications 
Fuel 

Health  Care 
Utilities 

Service  Industries 

Utilities 

Food 

Office  Equipment  &  Computers 

Chemicals 

Manufacturing 

Utilities 

Service  Industries 
Fuel 

Publishing  &  Broadcasting 
Utilities 

Leisure  Time  Industries 

Utilities 

Manufacturing 

Health  Care 

Food 

Conglomerates 
Fuel 

Chemicals 
Consumer  Products 
Utilities 

Leisure  Time  Industries 
Utilities 

Office  Equipment  &  Computers 
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Automotive 
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Food 

Service  Industries 
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Nonbank  Financial 
Leisure  Time  Industries 
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low  Ixiicrs  R[[[iiii[ss  mm  of  [NfBsy  mm  new  iife  intii  i  m  m. 


After  100  yedrs,  California's  Kern 
River  oil  field  needed  a  little  help.  Even 
though  there  was  plenty  of  oil,  there  was 
no  way  to  get  all  that  oil  out. 

Then  some  of  the  bright  young 
minds  at  Texaco  came  up  with  a  new 
way  to  use  a  process  called  multi-zone 
steam  flooding,  and  turned  an  old  field 
into  a  veritable  fountain  of  youth. 


You  see,  the  oil  was  hidden  in  layers 
of  rock  and  sand.  They  forced  steam  into 
those  layers  and  heated  the  oil,  so  it  could 
separate  from  the  earth  and  be  pumped 
to  the  surface. 

Suddenly,  a  source  that  was  nearing 
the  age  of  retirement  is  producing  millions 
of  new  barrels  of  oil.  And  counting. 

By  rejuvenating  oil  fields  at  Kern 


River  and  elsewhere,  we  can  now  get 
astounding  amounts  of  additional  energy. 
All  the  tummy  lucks  and  liposuction 
in  the  world  couldn't  work  that  kind 
of  miracle. 

It's  all  part  of  our  relentless  search 
for  the  energy  to  keep  the  world 
running.  To  learn  more,  pay  us  a  visit 
at  www.texaco.com. 


^HiRLDflFfNlY. 
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World-ClasLeADERS 

Deliver 

World-Clas^, 

*"OLUTIONS 


"Now  WITH  SiEBEL,  Compaq  EXABLKS  HIOHLY  OPTIMIZKI). 

ENTKKHKISE-CI^VSS  SAI^ICS  I X  lOKMATIOX  SOI.ITTIOXS  TO  DK^VMATK 'AI.LV  IXCHKASK 

PRODT  JC3TIA  I  l'Y  ^VXD  PKOl  IT^UilLI  l^  '' 


COMPAQ 


Compaq"—  the  worldwide  leader  in  industry-standard  enterprise  computing  platforms.  Siebel  —  the 


worldwide  leader  in  global  sales  information  software  solutions.  Together,  Compaq  and  Siebel  size,  test, 
and  optimize  proven  sales  information  solutions  for  their  global  customers.  The  result  —  dramatic  and  rapid  increases  in 
sales  productivity,  profitability,  and  customer  satisfaction.  Join  the  many  world-class,  industry-leading  organizations, 
such  as  Compaq,  who  have  standardized  on  Siebel  and  provide  your  company  with  a  proven  competitive  advantage. 
To  learn  more,  call  us  at  1-800-273-9913  or  visit  Siebel  at  ww/w. siebel. com. 


SALES  •MARKETING  'SERVICE 


©1998  Siebel  Systems,  Incorporated.  Siebel  is  a  trademark  of  Siebet  Systems,  Incorporated  and  may  be  registered  in  certain  jurisdictions  Compaq  is  a  trademark  of  Compaq  Computer  Corporation. 
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Wausau,  the  programs  we've  developed  protect  all  types  of  businesses — from  the  most  common  to  the  rarest  of 
3eds — against  hazards  in  their  workplaces.  The  kinds  of  problems  that  could  lead  any  company  to  extinction, 
iusau  Insurance  Companies  •  2000  Westwood  Drive,  Wausau,  Wl  54401  •  www.wausau.conrt  •  A+  A.M.  Best  Rating 


What  can  we  do  to  help  you? 
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it's  easy  to  enjoy  the  same  AOL  benefits 
m  get  at  home,  at  work. 


It's  as  easy  as  1-2-3... 


 Step  1:  

'iinect  to  the  Internet  using  your  local  Internet 
rvice  Provider  or  by  using  the  Local  Area  Netwoi-k 
AN) Internet  Connection  at  work. 


Step  3: 


Step  2: 


art  up  your  AOL  software*  Before  signing-on  to  AOL, 

u  will  firet  need  to  reconfigure  your  AOL  connection 

tup  to  connect  via  TCP/IP.  Here's  how: 

On  the  Sign-on  screen,  click  "Setup." 

Choose  Create  a  location  for  use  with  new  access 

phone  numbers  or  an  ISP  option  and  click  "Next." 

In  the  "Add  Location"  window,  type  a  name  for  the 

location  (for  example,  TCP/IP  location). 

Choose  Add  a  custom  connection  (for  example 

TCP/IP)  and  click  "Next,"  A  TCP/IP  location  will 

be  created  automatically 


Sign-on  to  America  Online.  If  you  are  already  an  AOL 
member  use  your  existing  screen  name  and  password 
and  sign  on  ;is  normal.  If  you  are  not  an  AOL  member, 
you  can  download  the  current  software  through  our 
Web  site  at  www.aol.com  or  call  I-800-4-ONLINE  to 
get  software  delivei'ed  to  you. 

AOL  also  offers  a  special  pricing  plan  for 
customers  who  use  AOL  exclusively  via  TCP/IP 
The  Bring  Your  Own  Access  Plan  is  just  S9.95 
per  month  for  unlimited  use  of  America  Online.** 

Next  time  you're  looking  for  the  best  of  the 
Internet  and  more  at  work,  check  out  AOL. 


■  If  you  are  not  an  AOL  member  you  can  download  Ihe  cunenl  software  tfirougfi  our 
Web  site  at  wwwaol  com  or  call  1-800-4-ONLINE  to  get  software  delivered  to  you 

"Additional  cfiarges  apply  it  you  do  not  connect  through  TCP/IP 
Go  to  AOL  Keyword:  Billing  to  switch  to  this  plan 

©  1998  America  Online.  Inc 


To  receive  FREE 
AOL  software,  call 
1-800-4-ONLINE. 

A 

AM  E  R^l  C  A 

So  easy  to  use, 
no  wonder  it's  #/ 
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Discount  &  Fashion  Retailing 

465 

390 

PHELPS  DODGE 

D 

F 

C 

D 

IVletals&  Mining 

466 

453 

MILLIPORE 

D 

C 

D 

Electrical  &  Electronics 

467 

274 

BLACK  &  DECKER 

c 

F 

F 

Manufacturing 

468 

474 

ADVANCED  MICRO  DEVICES 

D 

D 

F 

Electrical  &  Electronics 

469 

492 

LOUISIANA-PACIFIC 

D 

F 

F 

Paper  &  Forest  Products 

470 

399 

HERCULES 

I  F 

F 

F 

Chemicals 

471 

305 

SONAT  r 

F 

A 

F 

Utilities 

472 

353 

UNION  PACIFIC  RESOURCES  GROUP 

F 

C 

F 

Fuel 

473 

443 

SPRINGS  INDUSTRIES 

F 

F 

D 

Manufacturing 

474 

237 

ANADARKO  PETROLEUM 

D 

C 

F 

Fuel 

475 

426 

SILICON  GRAPHICS 

C 

D 

F 

Office  Equipment  &  Computers 

476 

171 

ATLANTIC  RICHFIELD 

F 

F 

Fuel 

477 

407 

NEWMONT  MINING 

A 

F 

Metals&  Mining 

478 

461 

AMERADA  HESS 

F 

F 

Fuel 

479 

423 

REEBOK  INTERNATIONAL 

F 

F 

Consumer  Products 

480 

477 

MOORE 

D 

F 

Office  Equipment  &  Computers 

481 

350 

TEKTRONIX 

C 

F 

Electrical  &  Electronics 

482 

328 

DATA  GENERAL 

C 

F 

Office  Equipment  &  Computers 

483 

496 

HOMESTAKE  MINING 

C 

F 

Metals&  Mining 

484 

475 

RUSSELL 

D 

F 

Consumer  Products 

485 

288 

CABLETRON  SYSTEMS 

C 

F 

Office  Equipment  &  Computers 

486 

448 

CYPRUS  AMAX  MINERALS 

F 

F 

Metals&  Mining 

487 

194 

APACHE 

C 

F 

Fuel 

488 

487 

POLAROID 

F 

Leisure  Time  Industries 

489 

418 

ASARCO 

F 

Metals&  Mining 

490 

490 

INCO 

F 

Metals  &  Mining 

491 

393 

KERR-McGEE 

F 

Fuel 

492 

404 

NATIONAL  SEMICONDUCTOR 

F 

Electrical  &  Electronics 

493 

266 

HARNISCHFEGER INDUSTRIES 

F 

Manufacturing 

494 

489 

BATTLE  MOUNTAIN  GOLD 

F 

Metals  &  Mining 

INC 

INC 

PROVIDIAN  FINANCIAL 

A 

INC 

A 

INC 

A 

INC 

A 

A 

Banks 

INC 

363 

SEAGRAM 

B 

C 

F 

INC 

A 

INC 

C 

D 

Consumer  Products 

INC 

SEALED  AIR 

D 

INC 

A 

INC 

F 

INC 

D 

F 

Manufacturing 

INC 

INC 

UNILEVER  NV 

B 

B 

INC 

INC 

INC 

INC 

INC 

INC 

Food 

INC 

SPRINT  PCS  GROUP 

A 

INC 

INC 

INC 

F 

INC 

F 

F 

Telecommunications 

INC 

W.  R.  GRACE 

F 

INC 

D 

INC 

F 

INC 

F 

F 

Chemicals 
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Most  Actives 


Gainers  &  Losers 


Moving  the  Markets 
Daily  Stock  Brief 


cVe  giving  away  trade  secrets,  e^trade^  has  always  provided 

investors  with  valuable  information:  quotes,  charts,  research.  But 
now,  we're  giving  it  away  for  free.  You  don't  even  have  to  be  a 
customer.  Just  go  to  etrade.com  and  get  all  the  proprietary  info  you 
need  to  take  back  control  of  your  money.  E-^TRADE"! 
Still  from  $14.95  a  stock  trade.*  Isn't  it  time  you  looked 
for  number  one— with  the  number  one  place  to  invest  online.^ 


Someday,  we'll  all  invest  this  way. 


vw.etrade.com 


aol  keywordretrade 


1  800  ETRADE  1 


*Nasdaq,  limit,  and  stop  orders  are  $19.95.  For  listed  orders  over  5,000  shares,  add  Itf/share  to  the  entire  order.  Add  $15  for  broker-assisted  trades. 
;t  modem  and  touchtone  connect  fees  are  27({/minute,  but  with  a  credit  of  12  free  minutes  per  trade,  you  may  pay  nothing.  E*TRADE"^  rated  #1  online  investing 
site  by  the  Lafferty  Group  in  their  Q4  '98  Web-based  Financial  Services  Report.  ©1999  E*TRADE*  Securities,  Inc.  Member  NASD,  SIPC. 


How  DO  YOU  PREPARE  NATURAL  GAS 

for  a  lo^g  journey  to  some  cold,  remote  logation 

Chill  it,  of  course. 


Delivering  vast  quantities  of  natural  gas  over  great 
distances  gets  to  be  not  only  logistically  difficult, 
but  expensive.  So  Phillips  Petroleum  developed  a 
proprietary  means  of  producing  liquefied  natural 
gas,  a  process  that  chills  the  gas,  shrinking  it  over 
600  tirMes^:;tuniing4t  into  a  liquid  fprm  that  is 


economically  feasible  to  transport.  Phillips  licenses 
this  unique  process  to  develop  remote  sources  of 
natural  gas  around  the  world.  It's  a  valuable  tech- 
nology and  another  prime  example  of  what  it 
means  to  be  The  Performance  Company 

PHILLIPS  PETROLEUM  COMPANY  C££J) 


For  a  copy     our  annua]  report,  call  918-661-3700,  write  to:  Phillips  Annua/  Report,  B-4I,  Adams  Bldg.,  Bartlesville,  OK  /40p4, 

or  visit  us  at  www.phillips66.com.   ,         ,  ' 


Business  Week's 

Industry  Rankings 

OFTHES&P500 

The  S&P  500  represents  a  huge  universe,  accounting  for  some  70%  of  the  market 
capitahzation  of  all  U.S.  stocks.  To  find  out  how  each  of  the  companies  in  the 
index  measures  up  against  its  peers,  we  ranked  them  within  industry  groups, 
using  the  same  factors  that  go  into  the  overall  report  card  grades.  The  numbers 
sed  to  derive  those  grades  are  shown  in  these  tables,  along  with  a  wealth  of  additional 
nancial  information.  Each  company  s  rank  within  its  industry  is  listed  to  the  left  of  its 
ame,  followed  by  its  overall  rank.  Taken  together,  they  form  a  vivid  picture  of  how  well 
ach  company  harnesses  its  resources,  given  the  unique  constraints  of  its  industry. 


Glossary  &  Footnotes 

Companies  on  this  list  are  from  the  Standard 
&  Poor's  500.  Each  company  is  ranked  by 
eight  criteria:  one-year  total  return;  three-year 
total  return;  one-year  sales  growth;  three-year 
average  annual  sales  growth;  one-year  profit 
growth;  three-year  average  annual  profit 
growth;  net  profit  margins;  and  return  on 
equity,  with  additional  weight  given  to  a  com- 
pany's sales.  A  company's  composite  rank  is 
calculated  using  the  sum  of  all  of  its  ranks. 

MARKET  VALUE 

Share  price  on  Feb.  26,  1999,  multiplied  by 
the  latest  available  common  shares 
outstanding. 

ONE-YEAR  TOTAL  RETURN 

Annual  dividend  per  share,  reinvested,  plus 
Feb.  26,  1999,  price  per  share,  as  a  per- 
cent of  Feb.  27,  1998,  price  per  share. 

THREE-YEAR  TOTAL  RETURN 

Annual  dividend  per  share,  reinvested,  plus 
Feb.  26,  1999,  price  per  share,  as  a  per- 
cent of  Feb.  29,  1996,  price  per  share. 

SALES 

Latest  available  sales  through  the  most 
recent  12  months  ending  Jan.  31,  1999. 
Includes  all  sales  and  other  operating  rev- 
enues. For  banks,  this  includes  all  banking 
operations  revenues. 

THREE-YEAR  SALES  GROWTH 

Calculated  using  the  least  squares  method. 
Data  for  1998  and  1997  are  as  reported  by 
company  in  1999. 


PROFITS 

Latest  available  profits  through  the  most 
recent  12  months  ending  Jan.  31,  1999. 
Net  income  from  continuing  operations 
before  extraordinary  items. 

THREE-YEAR  PROFITS  GROWTH 

Calculated  using  the  least  squares  method. 
Data  for  1998  and  1997  are  as  reported  by 
company  in  1998.  If  results  for  the  earliest 
year  are  negative,  the  average  is  for  two 
years. 

NET  MARGINS 

Net  income  from  continuing  operations 
before  extraordinary  items  as  a  percent  of 
sales. 

RETURN  ON  INVESTED  CAPITAL 

Net  income  available  for  shareholders  as  a 
percent  of  debt  and  equity  funds. 

RETURN  ON  EQUITY 

Net  income  available  for  shareholders  divid- 
ed by  total  equity. 

RECENT  SHARE  PRICE 

Price  for  a  single  share  of  a  company's  most 
widely  traded  issue  of  common  stock  as  of 
the  close  of  trading  Feb.  26,  1999. 

HIGH/LOW  PRICE 

Trading  range  for  the  company's  common 
stock,  Feb.  27,  1998,  to  Feb,  26,  1999. 

P-E  RATIO 

Price-earnings  ratio  based  on  latest  12  months' 
earnings  and  Feb.  26,  1999,  stock  price. 

DIVIDEND  YIELD 

Annual  dividend  rate  as  a  percent  of  the 
Feb.  26  stock  price. 


EARNINGS  PER  SHARE 

Primary  earnmgs  per  share,  excluding  extra- 
ordinary profit  or  loss,  divided  by  number  of 
common  and  common  equivalent  shares. 

EARNINGS  PER  SHARE  ESTIMATES 

Analysts'  consensus  estimates  for  1999 
compiled  as  of  Feb.  18  by  l/B/E/S  Interna- 
tional Inc.,  New  York,  N.Y.  l/B/E/S  is  a  regis- 
tered trademark  of  l/B/E/S  International  Inc. 

(a)  Data  as  of  September,  1998. 

(b)  Data  as  of  October,  1998. 

(c)  Total  return  from  March  27,  1998. 

(d)  Total  return  from  Nov.  17,  1998. 

(e)  Two-year  growth  rate. 

(x)  Sales  include  excise  taxes, 
(y)  Sales  include  other  income, 
(z)  Sales  include  excise  taxes  and  other  income. 
NA=not  available.  NM=not  meaningful. 
NC=not  calculable.  INC=lncomplete. 
t  Because  business  week  is  owned  by 
McGraw-Hill,  the  S&P  500  Scoreboard  does  not 
include  a  forecast  of  the  company's  earnings. 

Note:  Data  compiled  by  Standard  &  Poor's 
Compustat,  a  division  of  The  McGraw-Hill 
Companies,  from  sources  such  as  statistical 
services,  registration  statements,  and  com- 
pany reports  that  spc  believes  to  be  reliable 
but  are  not  guaranteed  by  spc  or  business 
WEEK  as  to  correctness  or  completeness.  This 
material  is  not  an  offer  to  buy  or  sell  any 
security. 

Additional  data:  l/B/E/S  International  Inc., 
New  York,  N.Y  l/B/E/S  is  a  registered  trade- 
mark of  l/B/E/S  International  Inc. 
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MARKET  VALUE 


SALES 


PROFITABiLITY 


J 

FEB, 26 
1999 
$Mll 

TOTAL 
RETURN 
(1  YEAR] 

TOTAL 
RETURN 
(3  YEARS) 

12 

MONTHS 
1998 
$MIL, 

CHANGE 
FROM 
1997 

% 

3  YEAR 
AVERAGE 
CHANGE 

% 

12 

MONTHS 
1998 
SMIL 

FROM 
1997 

% 

'■ 

AV 
C 

1  Aerospace  &  Defense 

S  I  \\\  AVERACE 

1.5074.5 

-11.5 

42.8 

2099.3.0 

10 

16.6 

697.0 

38 

1 

1 

78 

GENERAL  DYNAMICS 

;  7634.2 

40.9 

115.7 

4970.0 

22 

17.0 

364.0 

15 

1 

2 

88 

UNITED  TECHNOLOGIES 

27878.3 

40.8 

142.2 

25715. Oy 

6 

4.0 

1255.0 

17 

1 

3 

185 

B.F.GOODRICH 

2536.6 

-29.3 

-2.8 

3950.8 

17 

23.9 

228.1 

102 

2 

4 

207 

BOEING 

33411.2 

-33.4 

-8.8 

56154.0 

23 

40.9 

1120.0 

NM 

3 

5 

351 

LOCKHEED  MARTIN 

1  14698.3 

-34.4 

3.6 

26266.0 

-6 

4.7 

1001.0 

-23 

1 

6 

413 

NORTHROP  GRUMMAN 

;  4288.1 

-54.0 

7.0 

8902.0 

-3 

9.0 

214.0 

-47 

2  Automotive 

INDISTK^ 

AM  H\(,E 

21087.5 

107.1 

49800.1 

-5 

8.7 

3872.7 

84 

2 

1 

26 

FORD  MOTOR 

72480.5 

60.1 

215.7 

144416.0 

-6 

2.0 

22071.0 

219 

7 

2 

29 

NAVISTAR  INTERNATIONAL 

2846.6 

41.6 

324.7 

8012.0 

19 

9.5 

322.0 

86 

3 

3 

112 

PACCAR 

\  3270.4 

-30.3 

102.3 

7894.8 

17 

20.5 

416.8 

21 

2 

4 

169 

DANA 

6255.2 

-28.8 

35.7 

12463.6 

5 

20.0 

534.1 

67 

2 

5 

302 

GENERAL  MOTORS 

54081.7 

23.2 

86.6 

161315. Oy 

-6 

1.5 

2956.0 

-53 

-1 

6 

332 

GOODYEAR  TIRE  &  RUBBER 

7181.2 

-32.0 

3.5 

12623.2 

-3 

-1.2 

682.3 

31 

7 

350 

COOPER  TIRE  &  RUBBER 

1496.9 

-12.8 

-18.7 

1876.1 

3 

8.3 

127.0 

4 

3  Banks 

INDUSTRY  AVERAGE 

•22i;}8.1 

8.0 

130.8 

80.53.4 

7 

19.7 

1034.3 

-3 

1 

1 

27 

MBNA 

f  18230.7 

2.7 

202.7 

4828.3a 

14 

28.1 

726.3a 

24 

- 
3 

2 

41 

BB&T 

[  11014.3 

24.4 

191.6 

3074.0 

11 

25.0 

501.8 

39 

3 

3 

50 

STATE  STREET 

;  12321.8 

25.1 

249.6 

3741. Oy 

24 

20.3 

435.9 

15 

2 

4 

57 

U.S.  BANCORP 

.  23451.5 

-14.0 

79.5 

7030.9 

8 

28.9 

1327.4 

58 

2 

5 

61 

FIRSTAR 

18320.1 

44.3 

322.0 

3345.4 

13 

71.1 

430.1 

-16 

5 

6 

68 

FIRST  UNION 

52365.2 

4.5 

92.8 

16394. Oy 

4 

23.7 

2891.0 

7 

7 

72 

BANK  ONE 

:  63263.8 

-2.1 

82.6 

24252. Oy 

5 

52.9 

3108.0 

5 

3 

8 

75 

WACHOVIA 

:  17266.6 

9.5 

97.9 

5893.4 

12 

18.6 

874.2 

47 

1 

9 

77 

NORTHERN  TRUST 

9939.8 

18.8 

255.0 

2319. 4y 

15 

13.3 

353.9 

14 

1 

10 

82 

MELLON  BANK 

.  17712.5 

10.9 

164.2 

5136. Oy 

11 

19.0 

870.0 

13 

11 

83 

NATIONAL  CITY 

22802.1 

10.2 

121.5 

6981.1 

10 

24.0 

1070.7 

-5 

2 

12 

90 

FIFTH  THIRD  BANCORP 

17633.5 

26.9 

203.1 

2637.9 

9 

23.0 

476.1 

3 

2 

13 

95 

SOUTHTRUST 

6699.0 

0.1 

149.2 

2875.9 

16 

22.3 

368.6 

20 

2 

14 

104 

CHASE  MANHATTAN 

67522.0 

31.1 

139.1 

28901.0 

6 

6.5 

3782.0 

2 

1 

15 

110 

REGIONS  FINANCIAL 

8377.3 

-2.2 

78.8 

2935.9 

14 

32.9 

421.7 

6 

3 

16 

113 

PNC  BANK 

15813.2 

-4.1 

87.4 

7328. Oy 

11 

5.6 

1115.0 

6 

3 

17 

121 

FLEET  FINANCIAL  GROUP 

24368.2 

11.0 

126.4 

8138. Oay 

12 

3.1 

1452.0a 

9 

1 

18 

124 

SUNTRUST  BANKS 

21816.5 

-6.4 

98.8 

6989.3 

10 

26.8 

971.0 

—  1 

2 

19 

125 

AMSOUTH  BANCORPORATION 

5550.2 

28.2 

193.2 

1615.7a 

6 

5.3 

262.7a 

16 

2 

20 

132 

WELLS  FARGO 

60419.1 

-8.5 

115.2 

19052. Oy 

6 

43.0 

1950.0 

-22 

3 

21 

138 

BANK  OF  NEW  YORK 

27011.3 

21.4 

188.4 

5300. Oy 

3 

2.0 

1 192.0 

8 

22 

139 

SYNOVUS  FINANCIAL 

6364.3 

2.6 

187.4 

1262. ly 

8 

11.7 

187.1 

13 

1 

23 

146 

MERCANTILE  BANCORPORATION 

7181.6 

-15.9 

65.4 

2729.4 

12 

23.1 

375.3 

52 

1 

24 

161 

SUMMIT  BANCORPORATION 

6711.4 

-20.1 

65.9 

2415.9 

6 

13.0 

465.8 

26 

2 
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INVESTMENT  DATA 


NET  RETURN  ON      RETURN  ON 

MARGIN  INVESTED  COMMON 
1997  CAPITAL  EQUITY 


RECENT 
SHARE 
PRICE 


12-MONTH 
HIGH/LOW 


P-E 
RATIO 


DIVIDEND 
YIELD 


ESTIMATED 
EARNINGS  EARNINGS 
PER  SHARE      PER  SHARE 
1998  1999 


2.6 

9.7 

13.9 

59 

«:{ /43 

20 

2.05 

2.97 

3.94 

7.8 

15.4 

17.2 

60 

62/40 

21 

1.46 

2.86 

3.08 

4.4 

17.9 

25.3 

124 

127/72 

25 

1.16 

5.05 

5.79 

3.4 

8.5 

14.6 

34 

56/27 

11 

3.22 

3.04 

3.50 

-0.4 

6.1 

9.1 

36 

56/29 

31 

1.57 

1.15 

1.77 

4.6 

6.2 

16.3 

38 

59/35 

14 

2.34 

2.63 

3.38 

4.4 

3.8 

7.4 

62 

139/57 

20 

2.57 

3.07 

6.13 

4.0 

10.5 

56.0 

47 

62  /33 

8 

2.21 

5.86 

4.86 

4.5 

14.9 

93.8 

59 

67/39 

3 

3.10 

17.76 

5.29 

2.6 

11.3 

38.8 

43 

44  in 

9 

0.00 

4.66 

4.31 

5.1 

9.1 

23.4 

42 

66/37 

8 

1.91 

5.30 

5.10 

2.7 

10.4 

18.7 

38 

62/31 

12 

3.29 

3.20 

4.47 

3.7 

2.5 

19.7 

83 

94  /47 

20 

2.42 

4.18 

8.67 

4.0 

13.3 

18.6 

46 

77/45 

11 

2.61 

4.31 

4.39 

6.8 

11.8 

14.6 

20 

25/15 

12 

2.13 

1.64 

1.77 

14..3 

8.1 

13.9 

56 

68  /38 

24 

2.36 

2.39 

3.39 

13.8 

8.6 

31.4 

24 

28/14 

25 

1.16 

0.97 

1.16 

13.0 

6.7 

18.2 

38 

41/26 

22 

1.85 

1.71 

1.94 

12.6 

13.5 

18.9 

77 

79/48 

29 

0.73 

2.66 

3.03 

12.9 

6.4 

22.2 

32 

47/26 

18 

2.41 

1.78 

2.23 

17.3 

8.2 

12.2 

84 

94/54 

43 

1.43 

1.95 

3.37 

17.2 

8.3 

16.6 

53 

66/41 

18 

3.53 

2.95 

4.02 

12.8 

7.2 

15.1 

54 

66/36 

21 

3.13 

2.61 

3.95 

11.3 

7.5 

16.7 

85 

97/73 

20 

2.30 

4.18 

4.97 

15.3 

10.4 

18.0 

89 

92/56 

29 

1.07 

3.04 

3.45 

16.6 

9.8 

19.0 

68 

80/45 

21 

2.13 

3.25 

3.61 

17.6 

7.0 

15.2 

70 

78/57 

22 

2.98 

3.22 

4.58 

19.1 

13.1 

15.0 

66 

75/48 

38 

1.21 

1.76 

2.35 

12.4 

9.5 

13.5 

40 

45/25 

18 

2.20 

2.25 

2.52 

13.6 

8.6 

15.5 

80 

83/36 

19 

1.81 

4.24 

5.13 

15.5 

12.0 

14.1 

38 

46/29 

20 

2.63 

1.88 

2.60 

16.0 

5.8 

18.2 

52 

67/39 

14 

3.15 

3.60 

3.88 

18.4 

7.7 

14.9 

43 

47/30 

17 

2.52 

2.52 

2.87 

1  15.4 

6.9 

11.9 

68 

88/54 

22 

2.03 

3.04 

3.91 

14.8 

12.1 

18.3 

47 

50/31 

22 

2.13 

2.17 

2.46 

13.9 

4.6 

9.2 

37 

44/28 

31 

2.01 

1.17 

2.22 

21.5 

13.5 

21.8 

35 

41/24 

23 

1.60 

1.53 

1.72 

14.2 

15.7 

18.4 

24 

26/17 

34 

1.23 

0.70 

0.80 

10.1 

9.4 

12.2 

46 

58/39 

19 

2.98 

2.41 

3.05 

16.3 

7.4 

17.1 

39 

54/31 

15 

3.11 

2.63 

2.85 

Bank  Eat  Bank 


What  a  \(*ar  for  the 
l)aiik.s."  A.S  if  big 
lo.s.ses  ffoiii  ri.sky 
ovcrsea.s  and  hedge- fund 
loaii.s  wcieni  eiiougli.  the 
iiidustiy  was  rocked  l)y 
mergers.  Half  of  the  six 
hank  names  on  last  years 
B\\  30  no  longer  exist. 
Of  the  three  on  this  years 
hst.  iK^ne  is  a  big  monev- 
center  hank.  (!re(hl-card 
giant  MB\ A  was  No.  27. 
ff)llowed  h\  hoi  regional 
BR.VT  at  No.  4l  and 
No.  50  State  Street, 
known  for  its  high-tech 
processing  skills. 


FOOTNOTES  TO  TABLES  APPEAR  ON  PAGE  141; 
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BEGINS  ON  PAGE  168 
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500 


MARKET  VALUE 


SALES 


PROFITABILITY 


FEB, 26 
1999 

$MIL, 


TOTAL 
RETURN 
(1  YEAR) 


TOTAL 
RETURN 

13  YEARS) 


CHANGE 
FROM 
1997 


3  YEAR 
AVERAGE 
CHANGE 


12  CHANGE 

MONTHS  FROM 
1998  1997 
SMIL  % 


25 

183 

COMERICA 

10327.1 

0.6 

175.8 

2940. 6y 

0 

1.1 

607.1 

14  1 

26 

184 

KEYCORP 

14591.6 

-5.0 

88.1 

6473.0 

7 

3.6 

996.0  8 

27 

221 

BANKBOSTON 

11928.1 

-16.5 

80.7 

6780.0 

11 

4.3 

792.0 

-10 

28 

224 

HUNTINGTON  BANCSHARES 

6714.4 

-0.1 

96.7 

2287.6 

2 

13.5 

301.8 

3 

29 

242 

BANKAMERICA 

113777.7 

-2.3 

89.5 

47428.0 

3 

4.3e 

5165.0 

-21 

30 

267 

UNION  PLANTERS 

"  6131.5 

-24.0 

62.2 

2526.3a 

9 

41.3 

193.4a 

-36  2 

31 

301 

J.  P.  MORGAN 

19502.1 

-3.4 

51.4 

13389. Oy 

3 

11.5 

963.0 

-34 

32 

370 

REPUBLIC  NEW  YORK 

4860.5 

-23.6 

60.7 

3234. Oy 

1 

10.1 

248.0 

-45 

33 

372 

BANKERS  TRUST 

8315.2 

-23.1 

54.2 

11471. Oy 

14 

16.8 

-6.0 

NM 

INC 

INC 

PROVIDIAN  FINANCIAL 

14390.6 

170.6 

NA 

2108.8 

73 

NA 

296.4 

55 

4  Chemicals 


S  I  |{\ 

w  1  K\(;i 

1 

239 

AIR  PRODUCTS  &  CHEMICALS 

2 

248 

ROHM  &  HAAS 

3 

256 

PRAXAIR  i 

4 

311 

DUPONT  I 

5 

325 

DOW  CHEMICAL  ' 

6 

366 

INTERNATIONAL  FLAVORS  &  FRAGRANCES 

7 

386 

MORTON  INTERNATIONAL 

8 

393 

UNION  CARBIDE 

9 

398 

MONSANTO 

10 

434 

EASTMAN  CHEMICAL 

11 

435 

NALCO  CHEMICAL 

12 

460 

GREAT  LAKES  CHEMICAL 

13 

470 

HERCULES 

INC 

INC 

W.R.GRACE 

l()7«)«.."> 

7366.4 
5181.5 
5511.7 
57756.8 
21774.3 
4381.3 
4360.3 
5841.3 
27530.2 
3742.0 
1842.0 
2301.5 
2601.6 
987.8 


-14.4 

-22.1 
-6.1 
-26.0 
-14.3 
11.6 
-7.2 
11.2 
-3.3 
-10.7 
-25.6 
-27.9 
-7.0 
-41.2 
-32.7 


12.4 

27.0 
43.9 
4.4 
43.8 
37.1 
-9.6 
37.8 
3.3 
91.2 
-28.3 
-3.5 
-35.2 
-50.9 
NA 


6142.1 
4958.8 

3720. Oy 
4833.0 
24767. Oz 
18441. Oy 
1407.3 
2498.3y 
5659.0 
8648.0 
4481. Oy 
1573.5 
1394.3 
2145.0 
1463.4 


0 

4 

-7 
2 
3 
-8 
-1 
-1 
-13 
15 
-4 
10 
6 
15 
-1 


-2.0 

8.9 
-1.2 
14.5 
-19.7 
-2.7 
-0.7 
-11.3 
-0.6 
0.6 
-3.7 
9.1 
-14.9 
-4.6 
NA 


512.7 
453.0 
425.0 
1648.0 
1310.0 
203.8 
189.9 
403.0 
-250.0 
249.0 
37.9 
48.6 
9.0 
-145.7 


5  Conglomerates 


-26 
5 

10 
2 

15 
-28 

-7 
-18 
-40 
NM 
-13 
-77 
-32 
-97 
NM 


IM)l 

AVE»\(;i, 

387.50.0 

-8.8 

161  16.0 

«> 

.'i.6 

1227.1 

17 

1 

44 

GENERAL  ELECTRIC 

327794.2 

30.8 

180.1 

100469. Oy 

11 

13.4 

9296.0 

13 

2 

162 

ALLIEDSIGNAL 

23172.1 

-1.3 

55.3 

15128.0 

5 

2.0 

1331.0 

14 

3 

203 

TEXTRON 

12462.0 

5.8 

108.9 

9683. Oy 

12 

3.5 

443.0 

19 

4 

217 

TRW 

5658.3 

-11.6 

17.3 

11886.5 

10 

7.7 

476.8 

NM 

5 

272 

EG&G 

1183.7 

0.4 

19.7 

1407.9 

-4 

0.0 

102.0 

233 

6 

323 

HARCOURT GENERAL 

3254.1 

-13.9 

10.5 

4309.4 

13 

12.2 

136.6 

NM 

7 

348 

PALL 

2636.1 

4.0 

-16.3 

1119.0 

5 

7.9 

80.9 

19  -. 

8 

376 

ALLEGHENY  TELEDYNE 

4065.8 

-21.4 

54.5 

3923.4 

-3 

-0.4 

241.2 

-27 

9 

422 

TENNECO 

5193.9 

-24.6 

-31.3 

7597.0 

5 

-3.7 

255.0 

-29  -: 

10 

456 

IKON  OFFICE  SOLUTIONS 

2079.7 

-56.1 

-62.2 

5636.5 

5 

14. Oe 

-91.4 

NM 

6  Consumer  Products 

INDUS  rRY  .WI.KA(;F, 

4.'> 

7'>.6 

<)<)44  4 

.'>..'> 

767.0 

1 

38 

MAYTAG 

5061.4 

26.3 

202.0 

4069.3 

19 

10.5 

286.5 

56  ' 

2 

SO 

CLOROX 

12271.8 

36.7 

194.8 

2834. 2y 

7 

11.1 

317.5 

20  : 

INVESTMENT  DATA 

NET 
MARGIN 
1997 

RETURN  ON 
INVESTED 
CAPITAL 

RETURN  ON 
COMMON 

EQUITY 

RECENT 
SHARE 
PRICE 
$ 

12-MONTH 
HIGH/LOW 
$ 

P-E 
RATIO 

DIVIDEND 
YIELD 

EARNINGS 
PER  SHARE 
1998 

ESTIMATED 
EARNINGS 
PER  SHARE 
1999 

18.1 

7.1 

19.4 

66 

73/47 

1  Q 
iO 

9  17 

9  79 

4.14 

15.2 

4.9 

16.2 

32 

45/23 

1  A 

9  99 

9 

14.4 

7.5 

16.2 

40 

59/26 

T  c; 
i  D 

Q  1  7 
O.  1  / 

9  1  7 

13.0 

5.2 

13.6 

32 

35/22 

9  c;9 

1.41 

i  .-7  J 

14.2 

5.6 

11.2 

65 

88/44 

9  7A 

9  Qn 

4  67 

13.0 

4.7 

6.5 

45 

64  /40 

/  /I  9 

T  R8 

1 .  UO 

9  Afi 

11.3 

2.3 

8.2 

111 

149/72 

OA 

9  C^R 
o.DO 

A  7  1 
4.  /  i 

14.0 

2.8 

7.0 

45 

73/36 

99 

9  9n 

9  (17 

3.83 

8.6 

-0.2 

-0.8 

87 

136/45 

-229 

4.60 

-0.38 

5.41 

15.7 

16.2 

36.9 

102 

109  /28 

50 

0.20 

2.04 

3.17 

8.0 

5.3 

12.6 

41 

60  /34 

2.27 

1  .6.T 

2.28 

*  10.3 

10.2 

18.5 

32 

45/29 

T  / 

9  19 
Z.  IZ 

9  9R 

9  9Q 

10.3 

23.7 

29.8 

31 

39/26 

1  9 
1  tL 

9  9n 

9  R9 

9  nn 

8.8 

7.3 

17.7 

35 

54/31 

lo 

1  .DU 

9  fin 

5.9 

10.2 

14.7 

51 

84/51 

OD 

9  79 

T  A9 
1 .4o 

9  7Q 

9.0 

10.5 

17.1 

98 

101/75 

1  / 

O.D4 

R  7fi 

A 

15.3 

21.2 

21.3 

41 

50/32 

99 

1  Qn 

9  n8 

9.1 

11.3 

13.0 

36 

36/21 

9/1 
Z4 

1   A  A 
1 .44 

1  Rn 
1  .ou 

1  fi7 

10.4 

9.5 

16.5 

44 

56/37 

T  c; 
1 D 

9  nR 

9  Q  T 

1  Qfi 

3.9 

-2.2 

-5.0 

46 

64  /34 

111 
-111 

n  9A 

n  Ai 

— U.4  1 

n  RA 

6.1 

6.9 

12.9 

47 

73/40 

1 D 

9  7  9 

9  19 

o.  1  o 

9  RR 

11.4 

2.2 

3.8 

28 

41  /26 

1  c\ 
l\J 

o.DD 

n  An 

9  1  n 

5.5 

3.1 

4.4 

39 

54/36 

47 

0.82 

0.82 

2.42 

17.4 

0.7 

1.3 

28 

51/25 

275 

3.93 

0.10 

2.30 

6.0 

-40.7 

-44.8 

13 

87/10 

-7 

0.00 

-1.95 

1.40 

7.1 

10.0 

22.3 

43 

/32 

23 

2.26 

1.88 

2.38 

9.0 

9.4 

25.0 

100 

105/69 

36 

1.40 

2.80 

3.20 

8.1 

20.5 

26.5 

41 

48  /33 

18 

1.64 

2.32 

2.63 

4.3 

5.4 

13.4 

78 

81/52 

29 

1.67 

2.68 

3.98 

-0.4 

14.3 

25.4 

47 

60/43 

12 

2.79 

3.83 

4.35 

2.1 

20.7 

27.0 

27 

34/19 

12 

2.11 

2.22 

1.57 

-3.8 

4.6 

14.7 

46 

62/42 

19 

1.75 

2.41 

2.33 

6.4 

9.1 

10.5 

21 

27/19 

33 

3.02 

0.65 

1.03 

8.2 

14.1 

18.0 

21 

30/14 

17 

3.10 

1.22 

1.66 

5.0 

4.5 

9.6 

30 

48  /28 

20 

4.01 

1.51 

2.37 

2.1 

-3.1 

-7.3 

14 

36/5 

-18 

1.13 

-0.80 

0.69 

8.5 

15.7 

22.0 

49 

61  /35 

30 

1.82 

1.61 

2.33 

5.4 

25.4 

56.4 

56 

66/40 

18 

1.28 

3.05 

3.43 

9.9 

19.3 

27.9 

118 

133/79 

39 

1.22 

3.01 

3.22 

Maytag  Repair 


HtMe  s  pi'oof  that  yoii 
(lou  t  have  to  he  hi  a 
gkuiioiir  iiidu-stiT  to 
achieve  <>lamoi(Jus  lesahs: 
Xhmau.  tlie  S4.1  hilhon 
aj)[)hance  maker,  chnihecl 
from  No.  13()  ui  last 
vear  s  raiikuigs  to  No.  38. 
Stroiiii  consumer  dejiiaiid 
and  iimovathe  products 
helpefl  raise  eaniiug^  an 
averag("  44%  over  three 
year.s.  while  reiurn  on  e(j- 
uitv  reached  50%  last 
vear.  Tluuiks  to  an  agi'ee- 
ment  with  Sears,  Roehnck 
to  cari  v  its  aj)j)hances — 
including  the  new  high- 
maigi n .  front-loadbig 
Ne] )l une — Ma\tag  should 
keep  cleamng  up. 


FOOTNOTES  TO  TABLES  APPEAR  ON  PAGE  141; 
ALPHABETICAL  INDEX  OF  COMPANIES 
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PROFtTABBJTY 

J 

cm  IP M 
il  YEAR) 

TOTAL 
RETURN 
(3  YEARS) 

MOfiTHS 
1998 
;  MIL 

IHANbE 
FROM 

3  YEAR 
AVERAGE 

CHANGE 

12 

MONTHS 
1998 
SMIL 

CHANGE 
FROM 
1997 

3 

89 

ECOLAB 

5162.4 

40.1 

174.4 

188,8.2 

15 

11.9 

154.5 

15 

4 

111 

ANHEUSER-BUSCH 

36650.7 

66.9 

147.7 

11245.8 

2 

2.7 

1233.3 

5 

5 

114 

COLGATE-PALMOLIVE 

24852.1 

5.9 

128.3 

8971.6 

-1 

2.5 

848.6 

15 

6 

117 

PROCTERS.  GAMBLE 

118712.8 

6.8 

128.3 

37602.0 

2 

2.7 

3956.0 

9 

7 

149 

PEPSICO 

55443.0 

4.3 

34.5 

22348.0 

7 

-8.4 

1993.0 

34 

8 

164 

COCA-COLA  ENTERPRISES 

10459.1 

-6.0 

231.1 

13414.0 

19 

27.2 

142.0 

-17 

9 

167 

GILLETTE 

59833.8 

0.9 

105.3 

10056.0 

0 

12.9 

1081.0 

-24 

10 

174 

BROWN-FORMAN 

4522.7 

21.0 

80.0 

2004.6 

6 

10.6 

197.8 

9 

11 

180 

VF 

5842.2 

3.1 

92.1 

5478.8 

5 

2.6 

388.3 

11 

12 

196 

COCA-COLA 

157275.8 

-6.1 

62.7 

18813.0 

0 

1.4 

3533.0 

-14 

13 

201 

ADOLPH  COORS 

2172.8 

93.1 

225.2 

1899.5 

4 

4.2 

79.6 

17 

14 

218 

PHILIP  MORRIS 

95203.4 

-6.6 

33.7 

57813.0 

3 

2.9 

5372.0 

-15 

15 

222 

AVON  PRODUCTS 

10927.4 

20.3 

120.2 

5212.7 

3 

5.1 

270.0 

-20 

16 

238 

CIRCUIT  CITY  GROUP 

5448.2 

40.9 

85.2 

8894.8 

16 

9.8 

118.8 

-4 

17 

280 

WHIRLPOOL 

3307.8 

-33.2 

-15.6 

10323.0 

20 

6.7 

310.0 

NM 

18 

293 

UST 

5497.6 

-12.1 

-3.6 

1423. 2x 

2 

2.4 

455.3 

4 

19 

326 

ALBERTO-CULVER 

1368.5 

-20.4 

39.1 

1853.9 

3 

9.7 

82.0 

4 

20 

341 

NIKE 

15096.2 

23.2 

68.7 

8949.6 

-9 

17.8 

238.2 

-70 

21 

344 

LIZ  CLAIBORNE 

2176.9 

-31.8 

11.1 

2535.3 

5 

7.0 

169.4 

-8 

22 

403 

TANDY 

5568.6 

26.0 

164.5 

4787.9 

-11 

-7.2 

61.3 

-67 

23 

426 

FRUIT  OF  THE  LOOM 

914.8 

-60.5 

-50.0 

2170.3 

1 

-4.3 

135.9 

NM 

24 

445 

ARMSTRONG  WORLD  INDUSTRIES 

1968.8 

-35.3 

-9.0 

2746.2 

25 

5.3 

-9.3 

NM 

25 

450 

RJR  NABISCO  HOLDINGS 

8871.8 

-14.8 

-1.3 

17037.0 

0 

1.9 

-577.0 

NM 

26 

479 

REEBOK  INTERNATIONAL 

910.2 

-48.3 

-38.4 

3224.6 

-12 

-1.8 

23.9 

-82 

27 

484 

RUSSELL 

£-  o .  u 

-26.2 

1180.1 

-4 

0.6 

1  n  A 

IN  IVI 

INC 

INC 

SEAGRAM 

Z4.U 

42.6 

9667.0 

-5 

NA 

COR  n 

7  Containers  &  Pack.4Ging 

INDISTKV 

Win  \(,i 

8161. 

-11.0 

41.2 

42.">8..") 

.'> 

?.<♦ 

110..1 

-34 

1 

195 

AVERY  DENNISON 

5449.4 

8.1 

110.7 

3459.9 

3 

3.6 

223.3 

9 

2 

282 

BALL 

1289.8 

30.3 

47.7 

2896.4 

21 

4.3 

32.0 

-45 

3 

357 

BEMIS 

1780.4 

-22.6 

18.6 

1848.0 

-2 

7.3 

111.4 

4 

4 

360 

TEMPLE-INLAND 

3332.5 

2.9 

59.6 

3740.1 

3 

2.9 

67.7 

33 

5 

368 

OWENS-ILLINOIS 

3718.9 

— o  /  .  D 

47.3 

5306.3 

14 

13.0 

6 

415 

CROWN  CORK  &  SEAL 

3400.4 

-4  / .  i 

-36.6 

8300.0 

-2 

16.3 

iuD.  i 

—00 

8  Discount  &  Fashion  Retailing 

iM)i  sun 

\\  KHA(.K 

2**.] 

1 7.").2 

2(1220.8 

1 1 

783. 1 

30 

1 

3 

GAP 

36875.4 

117.9 

456.8 

9054.5 

39 

26.8 

824.5 

54 

2 

13 

HOME  DEPOT 

87969.9 

87.4 

318.5 

30219.0 

25 

24.9 

1614.0 

39 

3 

19 

TJX 

8974.0 

47.7 

423.3 

7949.1 

8 

31.3 

433.2 

41 

4 

35 

WAL-MART  STORES 

191495.0 

86.9 

314.2 

137634.0 

17 

13.6 

4430.0 

26 

5 

37 

LOWE'S 

20916.3 

103.6 

288.2 

12244.9 

21 

19.8 

482.4 

35 

6 

43 

DAYTON  HUDSON 

27640.3 

63.1 

423.2 

30951. of 

12 

9.6 

962.0 

20 

7 

47 

KOHL'S 

10915.9 

72.1 

346.1 

3681.8 

20 

24.5 

192.3 

36 
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NET 
MARGIN 
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RETURN  ON 
INVESTED 
CAPITAL 

RETURN  ON 
COMMON 
EQUITY 

RECENT 
SHARE 
PRICE 
5 

12-MONTH 
HIGH/LOW 
$ 

P-E 
RATIO 

DIVIDEND 
YIELD 

EARNINGS 
PER  SHARE 
1998 

Lb>  1  IMA  1  tU 

EARNINGS 
PER  SHARE 

1999 

8.2 

18.2 

23.6 

40 

41/26 

35 

1.05 

1.15 

1.30 

10.7 

13.7 

28.9 

77 

78/45 

30 

1.46 

2.53 

2.80 

8.2 

18.7 

39.9 

85 

99/65 

33 

1.30 

2.61 

2.88 

9.9 

20.0 

30.0 

90 

95/65 

33 

1.27 

2.70 

2.84 

7.1 

19.1 

32.1 

38 

45/28 

29 

1.38 

1.31 

1.33 

1.5 

1.2 

5.8 

31 

42/23 

89 

0.52 

0.35 

0.30 

14.2 

15.7 

22.2 

54 

63/35 

57 

0.95 

0.95 

1.44 

9.5 

21.5 

22.5 

66 

77/54 

23 

1.79 

2.86 

3.22 

6.7 

14.6 

18.2 

49 

55/33 

16 

1.73 

3.10 

3.34 

21.9 

41.3 

44.9 

64 

89/54 

45 

1.00 

1.42 

1.48 

3.8 

9.1 

10.4 

60 

66/31 

28 

1.01 

2.12 

2.33 

11.2 

17.6 

33.2 

39 

60/35 

18 

4.50 

2.20 

3.26 

6.7 

51.7 

94.7 

42 

46  /25 

41 

1.73 

1.02 

1.67 

1.6 

5.7 

6.9 

54 

64/29 

46 

0.26 

1.19 

2.16 

-0.5 

8.4 

15.5 

44 

75/41 

11 

3.13 

4.06 

4.19 

31.3 

67.2 

78.9 

30 

36/25 

12 

5.68 

2.44 

2.67 

4.4 

11.5 

15.1 

24 

32/20 

18 

1.08 

1.37 

1.46 

8.0 

6.6 

7.4 

53 

55/31 

65 

0.90 

0.82 

1.92 

7.7 

16.7 

16.7 

34 

55/25 

13 

1.34 

2.57 

3.00 

3.5 

5.1 

6.5 

56 

64  /37 

103 

0.72 

0.54 

2.65 

-18.0 

9.7 

24.8 

13 

38/12 

7 

0.00 

1.88 

2.24 

8.4 

-0.5 

-1.0 

49 

90/47 

-214 

3.90 

-0.23 

5.89 

2.4 

-3.1 

-6.8 

27 

36/21 

-14 

7.51 

-1.91 

2.09 

3.7 

2.1 

4.5 

16 

33/13 

38 

0.00 

0.42 

1.20 

4.4 

-1.1 

-1.6 

20 

34/18 

-67 

2.87 

-0.29 

1.66 

2.7 

3.1 

5.2 

46 

50  /25 

25 

1.43 

1.84 

-0.57 

4.1 

.'5.4 

6.3 

40 

5^  /:i-> 

.'51 

2.33 

1 .30 

2.2« 

6.1 

17.2 

26.8 

54 

62/39 

25 

1.79 

2.15 

2.39 

2.4 

1.5 

4.4 

42 

49  /29 

46 

1.43 

0.91 

2.60 

5.7 

10.3 

16.6 

34 

47  /33 

16 

2.70 

2.09 

2.23 

1.4 

1.1 

3.3 

60 

67/43 

50 

2.14 

1.21 

1.61 

5.8 

1.3 

4.3 

24 

49/24 

34 

NA 

0.71 

2.35 

3.6 

1.3 

2.7 

28 

55  /24 

39 

3.60 

n  7 1 

2.49 

.S.I 

14.1 

18.1 

4.'$ 

r>2  /26 

24 

1 .03 

I.?*) 

1 .9.'> 

8.2 

39.8 

52.4 

65 

67/28 

47 

0.21 

1.37 

1.60 

4.8 

15.7 

18.5 

60 

62/32 

56 

0.20 

1.06 

1.29 

4.1 

29.8 

35.1 

29 

32/16 

22 

0.42 

1.29 

1.48 

3.0 

13.6 

21.0 

86 

90/47 

43 

0.36 

1.98 

2.22 

3.5 

10.9 

15.4 

59 

60/24 

44 

0.20 

1.36 

1.60 

2.9 

9.3 

19.2 

63 

66/31 

31 

0.64 

2.04 

2.25 

4.6 

13.0 

16.5 

69 

71/34 

58 

NA 

1.18 

1.39 

Strong  Stuff 


Aiii^f  hints  of  retiini- 
iiiii  t«»  .•strength  a 
year  ago.  retailers 
iia\'e  loaied  hark.  Seven 
retailer^  made  il  to  this 
Ncars  B\\  -30.  (iaj) 
clinihed       places  to 
\o.  3.  Even  giant 
\\'al-\far1  liit  the  \\M  at 
No.  35.  W  hat's  hehind  the 
l  e  n  a  i s  s  a  I  u '  ?  h  n  |  >  r f  > \'e  d 
nierchajidi.'^ing  lu^lps. 
But  with  jol)s  |)lentifnl 
and  optiniisni  lunning 
high,  constiniers  are 
sj>endijig  freely. 


FOOTNOTES  TO  TABLES  APPEAR  ON  PAGE  141; 
ALPHABETICAL  INDEX  OF  COMPANIES 
BEGINS  ON  PAGE  168 
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12 

CHANGE 

3  YEAR 

12  CHANGE 

^1                    ^1  TOTAL 

TOTAL 

MONTHS 

FROM 

AVERAGE 

MONTHS  FROM 

1999  RETURN 

RETURN 

1998 

1997 

CHANGE 

1998  1997 

^  — ■   ^  — ^                       $MIL  (lYEAR) 

(3  YEARS) 

SMIL, 

% 

SMIL  % 

8 

•~A 

LIMITED 

8033.9 

26.9 

1 19.4 

9346.9 

2 

5.9 

2053.6 

845 

9 

56 

OTA  n 1  P P 

STAPLES 

13561.5 

108.8 

283.5 

7123.2 

24 

33.6 

185.4 

10 

10 

58 

COSTCO 

17525.4 

64.3 

365.6 

24838.2 

1 1 

10.3 

466.2 

23 

1 1 

66 

DOLLAR  GENERAL 

6277.9 

1 .9 

235.8 

3221.0 

23 

22.3 

182.0 

26 

1 2 

134 

AUTOZONE 

5249.9 

15.7 

35.9 

3468.6 

24 

22.3 

231.7 

13 

13 

193 

MAY  DEPARTMENT  STORES 

1 3249.2 

-0.4 

49.4 

13413. Oy 

6 

6.9 

849.0 

9 

14 

209 

NORDSTROM 

5714.3 

41.6 

83.9 

5027. 9y 

4 

5.9 

206.7 

1 1 

15 

225 

KMART 

8626.3 

32. 1 

1 50.0 

33674.0 

5 

-0.4 

518.0 

108 

16 

249 

FEDERATED  DEPARTMENT  STORES 

7994.5 

-18.7 

26.0 

1 5833. Oy 

1 

1 .8 

685.0 

19 

17 

275 

CONSOLIDATED  STORES 

2757.8 

-38.8 

51.4 

4193.7 

3 

41.7 

109.4 

27 

18 

336 

SEARS, ROEBUCK 

15563.4 

-21.9 

-5.3 

41322.0 

0 

6.0 

1072.0 

-10 

19 

367 

J.  C.  PENNEY 

9186.9 

-46.7 

-14.2 

30678. Oy 

0 

13.4 

594.0 

5 

20 

394 

DILLARD'S 

2657.1 

-29.8 

-19.3 

7464.3  by 

12 

7.7 

172.2b 

-33 

21 

436 

PEP  BOYS-MANNY,  MOE  &  JACK 

1124.0 

-27.7 

-37.3 

2337.9b 

17 

15.0 

-3.9b 

NM 

22 

464 

TOYS  'R'  US 

3545.7 

-46.2 

-40.8 

11170.0 

1 

J. 

6.3 

-132.0 

NM 

9  Electrical  &  Electronics 


STRV  avkra(;k 

1<)1 18.7 

48.4 

6353.4 

5 

5.8 

346.7 

-37 

1 

32 

SOLECTRON 

10632.3 

84.8 

268.6 

6097.1 

52 

39.2 

217.8 

27 

2 

40 

INTEL 

199935.0 

33.9 

309.9 

26273.0 

5 

17.8 

6068.0 

-13 

3 

148 

EMERSON  ELECTRIC 

25122.2 

-8.1 

57.1 

13702.4 

8 

10.1 

1248.7 

9 

4 

170 

HONEYWELL 

8807.8 

-10.4 

38.5 

8426.7 

5 

8.0 

572.0 

21 

5 

175 

RAYTHEON 

18007.1 

-7.8 

11.7 

19840.0 

45 

18.3 

864.0 

64 

6 

212 

PERKIN-ELMER 

4718.9 

30.6 

111.1 

1382.5 

22 

5.6 

65.1 

70  • 

7 

284 

TEXAS  INSTRUMENTS 

34844.0 

54.5 

266.7 

8460.0 

-13 

-12.5 

407.0 

35 

8 

333 

COOPER  INDUSTRIES 

4526.2 

-19.8 

23.3 

3651.2 

7 

-12.1 

335.9 

8 

9 

355 

GENERAL  INSTRUMENT 

4983.4 

76.0 

73.4 

1987.8 

13 

-5.8 

55.5 

NM 

10 

379 

THERMO  ELECTRON 

2193.9 

-66.3 

-62.2 

3867.6 

9 

19.6 

176.8 

-26 

11 

382 

THOMAS  &BETTS 

2365.4 

-24.7 

24.8 

2230.4 

-1 

20.9 

87.5 

-46 

12 

383 

ANDREW 

1253.5 

-45.2 

-34.6 

840.4 

-4 

6.9 

98.7 

-11 

13 

395 

EATON 

4953.4 

-26.0 

28.6 

6625.0 

-12 

-0.1 

349.0 

-25 

14 

399 

RAYCHEM 

1772.8 

-46.9 

-28.0 

1774.4 

-2 

3.7 

131.5 

-46 

15 

400 

NATIONAL  SERVICE  INDUSTRIES 

1325.9 

-40.8 

-0.2 

2062.7 

3 

1.1 

107.8 

-1 

16 

401 

KLA-TENCOR 

4549.9 

12.3 

115.9 

926.1 

-21 

19.0 

24.9 

-82 

17 

405 

MOTOROLA 

42162.5 

27.4 

32.7 

29398.0 

-1 

3.2 

-962.0 

NM 

18 

424 

AMP 

11637.1 

23.6 

34.6 

5482.0 

-5 

1.9 

2.0 

NM 

19 

438 

LSI  LOGIC 

3636.4 

9.2 

-6.3 

1490.7 

16 

5.4 

-131.6 

NM 

20 

448 

MICRON  TECHNOLOGY 

14250.7 

73.6 

80.4 

2850.9 

-24 

-5.3 

-289.5 

NM 

21 

451 

HARRIS 

2485.1 

-37.3 

-0.3 

3748.4 

-4 

2.6 

117.9 

-46 

22 

453 

ROCKWELL  INTERNATIONAL 

8434.3 

-10.4 

22.0 

6758.0 

4 

-7.0 

-35.0 

NM  ' 

23 

466 

MILLIPORE 

1224.8 

-25.1 

-35.0 

699.3 

-8 

7.2 

9.9 

NM 

24 

468 

ADVANCED  MICRO  DEVICES 

2597.2 

-23.9 

-7.7 

2542.1 

8 

2.8 

-104.0 

NM 

25 

481 

TEKTRONIX 

913.5 

-55.5 

-32.6 

1933.1 

-5 

5.7 

-13.7 

NM 

26 

492 

NATIONAL  SEMICONDUCTOR 

1753.8 

-56.0 

-32.8 

2139.7 

-22 

-5.4 

-389.3 

NM  ' 
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INVESTMENT  DATA 


NET 
MARGIN 
1997 

RETURN  ON 
INVESTED 
CAPITAL 

RETURN  ON 
COMMON 
EQUITY 

RECENT 
SHARE 
PRICE 
$ 

12-MONTH 
HIGH/LOW 
$ 

P-E 
RATIO 

DIVIDEND 
YIELD 

EARNINGS 
PER  SHARE 
1998 

to  1  IMM  1  LU 

EARNINGS 
PER  SHARE 
1999 

2.4 

69.0 

88.1 

36 

39/21 

4 

1.69 

8.32 

1.68 

2.9 

9.7 

11.2 

29 

33/14 

72 

NA 

0.41 

0,66 

1.7 

11.6 

15.6 

80 

86/41 

39 

NA 

2.06 

2.28 

5.5 

24.6 

24.6 

30 

38  /20 

35 

0.43 

0.85 

1.02 

7.3 

11.3 

17.8 

35 

38/21 

23 

NA 

1.51 

1.70 

6.1 

10.8 

21.6 

59 

71/50 

17 

2.25 

3.46 

3.81 

3.8 

11.4 

16.6 

40 

44  /22 

29 

0.80 

1.41 

1.63 

0.8 

5.4 

8.7 

18 

21/11 

17 

0.00 

1.01 

1.20 

3.7 

7.7 

12.8 

38 

56/33 

13 

NA 

3.06 

3.30 

2.1 

7.4 

9.3 

25 

46/16 

26 

0.00 

0.97 

1.55 

2.9 

5.7 

18.9 

41 

65/39 

15 

2.27 

2.74 

3.68 

1.9 

3.9 

7.5 

36 

79/36 

16 

6.04 

2.19 

3.02 

3.9 

3.1 

6.2 

25 

45/24 

16 

0.64 

1.56 

2.88 

5.0 

-0.3 

-0.5 

18 

27/12 

-304 

1.43 

-0.06 

0.99 

4.4 

-3.2 

-4.0 

14 

31/14 

-28 

0.00 

-0.50 

1.64 

9.1 

5.1 

9.9 

46 

64  /30 

4.5 

1.36 

1 .04 

2.29 

A  "3 
4.0 

1  Q  1 

1  "7  1 

A  R 

/I  "7  /I  Q 
4/  /iO 

OU 

M  A 
IN  A 

n  on 
u.yu 

1    1  "2 
i .  i  o 

Z  /  .  i 

1  on 

144 /DO 

oD 

n  1  0 

.3.4D 

4,b/ 

y.  i 

1  7  O 
i  /.O 

on  Q 

zu.y 

D  / 

D  /  /04 

on 

o  oc 

o  oo 

"3  n  1 
o,U  i 

1  A  1 

99  ^ 

70 

/ 

1 

i  .DO 

A  QR 

H ,  _70 

3.9 

5.2 

8.2 

53 

61/41 

21 

1.50 

2.53 

3.75 

3.4 

9.9 

11.2 

95 

115/55 

74 

0.72 

1.28 

3.21 

3.1 

5.4 

6.2 

89 

105/45 

87 

0.38 

1.02 

2.96 

9.1 

8.0 

15.5 

44 

70/37 

15 

3.02 

2.93 

3.49 

-0.9 

3.7 

3.7 

29 

41/16 

89 

NA 

0.33 

0.93 

6.7 

3.6 

8.0 

14 

43/13 

13 

0.00 

1.04 

1.22 

7.2 

4.8 

8,6 

42 

64/33 

27 

2.69 

1.54 

3.29 

12.6 

17.9 

19.7 

15 

29/10 

13 

0.00 

1.14 

1.23 

6.1 

10.7 

17.0 

69 

100  /58 

14 

2.54 

4.80 

5.85 

13.5 

9.8 

17.0 

23 

45/21 

14 

1.58 

1.60 

1.80 

5.4 

15.6 

18.4 

32 

61/30 

13 

3.98 

2.55 

2.72 

11.9 

2.1 

2.1 

52 

65/21 

179 

0.00 

0.29 

0.57 

4.0 

-6.5 

-7,9 

70 

74/38 

-44 

0.68 

-1.61 

1,96 

8.0 

0.1 

0.1 

53 

54/28 

NM 

2.03 

0.01 

2,19 

12.5 

-6.4 

-8.7 

26 

30/11 

-28 

0.00 

-0.93 

0,72 

8.5 

-5.2 

-7.5 

58 

81/20 

-43 

0.00 

-1.34 

0.20 

5.6 

4.9 

7.2 

31 

55/28 

21 

3.08 

1.48 

2,64 

6.2 

-1.1 

-1.5 

44 

62/32 

-317 

2.30 

-0.14 

2,91 

-5.1 

2.3 

7.2 

28 

38/17 

127 

1.58 

0.22 

1.11 

-0.9 

-3.2 

-5.4 

18 

33/13 

-25 

0.00 

-0.72 

0.25 

3.5 

-1.8 

-2.3 

20 

48/14 

-53 

2.46 

-0.37 

2.24 

9.9 

-18.8 

-23.2 

11 

25/7 

-4 

0.00 

-2.36 

0.50 

High-Tech  Road 


Little-kiiow  Soleclroii. 
No.  32.  is  ;uiioiii>  the 
world  s  best  liigli-lech 
mariiilactiiicrs.  Never 
lieard  ol  it?  The  name 
means  ])lenly  To  the  likes 
of  Hewlett-Packard.  m\. 
( liseo  Systems,  and  Dell. 
I  hev  ve  oMlsoniced 
•  Miouiih  work  to  Solectron 
lo  fuel  eaiiiings  j^iowth 
avera£!;in<i'  .3()%  over  three 
\ears.  The  contract  mann- 
lactnrer  has  mastered 
[a(>!d  <!eli\('rv  ol  custom 
orders.  As  product  cvcies 
grow  tighter,  it  should  l>e 
in  even  more  dejnand. 


FOOTNOTES  TO  TABLES  APPEAR  ON  PAGE  141; 
ALPHABETICAL  INDEX  OF  COMPANIES 
BEGINS  ON  PAGE  168 
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p. 

m  mm  m 

MARKET  VALUE 

SALES 

PROFITABILmr 

111  1 

FEB  26 
1999 
$MIL 

TOTAL 
RETURN 
11  YEAR) 

TOTAL 

DCTI IDM 

(3  YEARS) 

12 
MONTHS 
1998 
$MIL, 

CHANGE 
FROM 
1997 

% 

3  YEAR 
AVERAGE 
CHANGE 

% 

12 

MONTHS 
1998 
$MIL 

CHANG[ 
FROM 
1997 

% 

10  Food 

INDLS 

ri{Y  AVERAGE 

13579.1 

7.2 

93.9 

12455.9 

7 

5.0 

440.4 

55 

1 

31 

SAFEWAY 

28066.5 

65.6 

286.6 

24484.2 

9 

15.8 

806.7 

30 

2 

122 

GENERAL  MILLS 

12335.6 

15.5 

54.3 

6128.7 

6 

5.6 

511.5 

31 

3 

O  1  OvU 

9416.1 

21.8 

80.2 

16152.5 

9 

7.9 

333.9  6 

4 

158 

nLDE.I\  1  OUIl  <3 

13996.7 

23.3 

61.2 

16005.1 

9 

8.2 

557.2 

10 

5 

1  7S 

X  /  o 

¥TIVI.  VVIMULul  Jl\> 

10798.2 

23.6 

66.3 

2004.7 

3 

4.6 

304.5 

12 

6 

1  R? 

1  Oil. 

19718.2 

-0.9 

74.2 

9308.6 

1 

0.7 

746.9 

91 

7 

i.  oo 

PRFH  MFVFR 

9969.7 

44.6 

432.6 

12892.2b 

115 

58.1 

-4.8  b 

NM 

8 

<vARA  1  FF 

24796.3 

-2.0 

78,2 

19985.0 

1 

2.9 

1 190.0 

NM 

9 

204 

AMERICAN  STORES 

9227.1 

34.9 

140.9 

19651.1 

3 

2.4 

330.9 

33 

10 

205 

KROGER 

16542.9 

53.1 

248,5 

28203.3 

6 

5.6 

449.8 

1 

1 1 

211 

13412.9 

-9.4 

54.5 

8374.3 

0 

-0.3 

640. 1 

49 

1 2 

215 

HERSHEY  FOODS 

8908.6 

-5.3 

73.0 

4435.6 

3 

6.5 

340.9 

1 

13 

254 

rONAGRA 

14711.3 

2.5 

51.9 

24154.3 

0 

-0.8 

635.6 

-5 

14 

?Rfi 

RAI  ^TDN  PURINA 

8484.2 

-16.6 

30.2 

4628.0 

2 

-13.2 

427.7 

14 

15 

PiriNFFR  HI-RRPn  INTFRNATinNAI 

5642.2 

-31.0 

36.6 

1832.0 

3 

5.4 

246.0 

4 

16 

294 

SUPERVALU 

2911.6 

4.8 

64,2 

17517.1 

4 

1.9 

188.6 

-19 

17 

309 

QUAKER  OATS 

7442.9 

3.4 

71.6 

4842.5 

-3 

-6.3 

284.5 

NM 

18 

322 

KELLOGG 

15003.5 

-10.9 

5.2 

6762.1 

-1 

-0.8 

502.6 

-11 

19 

334 

CAMPBELL  SOUP 

17883.7 

-26.5 

43.1 

6507.0 

-3 

-5.1 

629.0 

-25 

20 

369 

WINN-DIXIE  STORES 

6511.9 

-16.7 

38.4 

13866.0 

4 

3.2 

161.9 

-24 

21 

381 

ARCHER  DANIELS  MIDLAND 

8955.1 

-28.4 

-6.2 

16040,0 

8 

7.5 

360.3 

-21 

22 

392 

GREAT  ATLANTIC  &  PACIFIC  TEA 

1208.4 

5.1 

45.2 

10256.2 

1 

0,4 

34.7 

-53 

INC 

INC 

UNILEVER  NV 

46374.4 

14.3 

TOO  C 

NA 

NA 

NA 

NA 

NA 

11  Fuel 

^^[)LS^H^ 

\VI  K  \(,\ 

2l<i4*2.4 

-11 A 

11. 5 

16766.7 

-18 

4/6.6 

—6.) 

1 

259 

HELMERICH&  PAYNE 

'  "  806.1 

-42.8 

1.3 

628.7 

14 

25.5 

84.8 

-9 

2 

263 

SCHLUMBERGER 

26510.4 

-34.8 

38.9 

11815.6 

2 

17,0 

1014.2 

-27 

3 

279 

COASTAL 

6857.0 

2.2 

79.8 

7368.2 

-24 

-11,8 

482.9 

2 1 

4 

292 

EXXON 

161814.7 

6.9 

82.4 

103060. Oy 

-16 

-0,9 

5440.0 

-24 

5 

304 

CHEVRON 

50153.8 

-2.0 

52.0 

29956. Ox 

-26 

-0.6 

1  976.0 

-39 

6 

315 

USX-MARATHON  GROUP 

6039.5 

-38.2 

21.9 

21726. Ox 

39 

23.9 

310.0 

-32 

7 

324 

ROWAN 

726.8 

-69.4 

-20.7 

706.4 

2 

15.1 

124.5 

-20 

8 

363 

MOBIL 

64841.1 

18.5 

66.5 

53566. Oz 

-19 

-6,3 

1704.0 

-48 

9 

390 

SUNOCO 

2847.1 

-21,5 

14,8 

8583, Oz 

-18 

2,7 

280.0 

6 

10 

396 

HALLIBURTON 

12522.9 

-37.9 

8,5 

17353, ly 

7 

49.7 

-14.7 

NM 

11 

408 

ASHLAND 

3309.2 

-18.2 

30.5 

6581.0 

-41 

-16.1 

140.0 

-33 

12 

417 

TEXACO 

24889.3 

-13.7 

29.2 

31707. Oy 

-32 

-2,9 

503.0 

-77 

13 

420 

OCCIDENTAL  PETROLEUM 

5188.8 

-38.7 

-26.7 

6596.0 

-18 

-15.2 

325.0 

50 

14 

425 

BAKER  HUGHES 

5882.4 

-55.1 

-28.6 

6311.9 

12 

36.4 

-297.4 

NM 

15 

439 

ROYAL  DUTCH  PETROLEUM 

94081.0 

-16.9 

39.9 

56215.0 

-27 

-4.7 

210.0 

-96 

16 

444 

BURLINGTON  RESOURCES 

5742.5 

-26.7 

-7.5 

1637.0 

-18 

26.2 

85,0 

-73 
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INVESTMENT  DATA 

NET 
MARGIN 
1997 

RETURN  ON 
INVESTED 
CAPITAL 

RETURN  ON 
COMMON 

EQUITY 

RECENT 
SHARE 
PRICE 
$ 

12-MONTH 
HIGH/LOW 
$ 

P-E 
RATIO 

DIVIDEND 
YIELD 

EARNINGS 
PER  SHARE 
1998 

ESTIMATED 
EARNINGS 
PER  SHARE 
1999 

2.4 

22.8 

47 

'S'S  /36 

30 

1.64 

1  ..54 

i.'»« 

2.8 

15.2 

29.0 

58 

62  /34 

36 

NA 

1.59 

1.81 

6.7 

28.6 

259.3 

81 

85/59 

25 

2.73 

3.22 

3.92 

2.1 

13.9 

23.5 

28 

30/20 

29 

1.42 

0.99 

1.06 

3.5 

13.2 

21.3 

57 

67  /44 

25 

1.19 

2.30 

2.69 

14.0 

26.6 

26.6 

93 

104/71 

35 

0.86 

2.63 

2.82 

4.3 

13.9 

33.2 

55 

62/49 

27 

2.51 

2.03 

2.63 

1.8 

-0.1 

-0.2 

64 

65/37 

357 

0.00 

0.18 

1.95 

-2.9 

25.0 

57.4 

27 

32/22 

22 

1.84 

1.23 

1.26 

1.3 

5.7 

12.3 

34 

39/23 

28 

1.07 

1.20 

1.45 

1.7 

16.6 

NM 

65 

67/40 

38 

0.00 

1.70 

2.29 

5.1 

20.7 

66.4 

47 

61/43 

22 

2.09 

2.15 

2.45 

7.8 

17.1 

35.3 

62 

76/54 

27 

1.54 

2.34 

2.51 

2.8 

10.3 

20.8 

30 

34/23 

23 

2.38 

1.32 

1.65 

8.2 

13.1 

28.4 

27 

39/26 

20 

1.49 

1.32 

1.31 

13.4 

20.8 

21.0 

24 

43  /22 

24 

1.70 

0.98 

1.16 

1.4 

7.9 

14.9 

24 

29/20 

16 

2.19 

1.55 

1.72 

18.6 

27.3 

132.6 

55 

66/51 

28 

2.09 

1.97 

2.57 

8.3 

20.1 

56.5 

37 

45/29 

30 

2.54 

1.23 

1.46 

12.5 

31.0 

91.0 

40 

63/40 

29 

2.24 

1.39 

1.90 

1.6 

1 1.4 

1 1.8 

44 

59/29 

41 

2.33 

1.08 

1.22 

3.1 

3.8 

5.5 

15 

23/15 

25 

1.32 

0.61 

0.82 

0.7 

1.9 

3.8 

32 

35/22 

35 

1.27 

0.91 

1.86 

NA 

NA 

NA 

72 

88  /56 

NA 

1.39 

NA 

3.03 

6.2 

1.7 

6.0 

36 

110 

2.73 

0.33 

1  ..55 

16.9 

10.0 

10.6 

16 

34/16 

10 

1.72 

1.69 

1.12 

12.0 

8.9 

12.5 

49 

86/40 

27 

1.54 

1.81 

1.70 

4.1 

6.3 

14.2 

32 

39/25 

15 

0.78 

2.21 

2.29 

6.9 

12.7 

14.7 

67 

77  /62 

26 

2.46 

2.60 

2.80 

8.0 

9.0 

11.2 

77 

90/73 

26 

3.17 

3.01 

3.15 

2.9 

3.1 

7.9 

21 

41  /20 

20 

4.06 

1.05 

1.54 

22.5 

12.0 

17.0 

9 

33/9 

6 

0.00 

1.43 

0.25 

5.0 

7.1 

8.7 

83 

91  /62 

40 

2.74 

2.10 

3.14 

2.5 

10.6 

16.2 

30 

44/30 

10 

3.29 

2.95 

3.15 

4.7 

-0.3 

-0.4 

29 

57/25 

-950 

1.75 

-0.03 

1.29 

1.9 

3.9 

6.8 

45 

58/42 

25 

2.47 

1.81 

3.97 

5.7 

2.9 

4.6 

47 

65/46 

45 

3.87 

1.04 

2.12 

O  1 
C.I 

3.3 

8.8 

15 

30/15 

17 

6.67 

0.88 

0.15 

4.0 

-5.8 

-9.2 

18 

44/15 

-20 

2.56 

-0.92 

0,60 

6.3 

0.5 

0.6 

44 

60/40 

27 

3.11 

1.65 

1.73 

16.0 

1.8 

2.8 

32 

50/29 

67 

1.70 

0.48 

0.73 

Food  Fighter 


AT  Safew'uv.  if  the 
s()U]>  isii  T  .'^elliii*!,.  it  s 
gone.  By  chopping 
slow-moving  iteni.s  and 
j)aring  cost.s.  tlie  suj)er- 
niarket  giant.  No.  31.  lias 
hiked  earnhigs  at  a  35% 
average  foi"  three  years. 
Anothei-  reason  it  re- 
turned to  investors 
last  year:  its  a  leader 
in  the  indnstrvs  cijnsoh- 
dati(jn.  With  V^'al-Mart 
pnshing  into  the  foofl  l)iz. 
Safe\\av  has  to  keejj 
lilling  its  shopping  cart 
witli  acquisitions. 


FOOTNOTES  TO  TABLES  APPEAR  ON  PAGE  141; 
ALPHABETICAL  INDEX  OF  COMPANIES 
BEGINS  ON  PAGE  168 
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MARKET  VALUE 


SALES 


PROFITABILlI 


FEB  26 
1999 
$  MIL 

TOTAL 
RETURN 
(lYEAR) 

TOTAL 
RETURN 

(0  vr  A  DC  \ 

to  YLAKb) 

17 

446 

mill  1  mc  nr*Tnni  niRJi 

PHILLIPS  PETROLEUM 

9858.5 

-18 

6 

21.2 

1 8 

462 

UNOCAL 

6788.7 

-23 

6 

0.3 

1 9 

472 

UNION  PACIFIC  RESOURCES  GROUP 

2244.4 

-59 

5 

-64.2 

20 

474 

ANADARKO  PETROLEUM 

3361.8 

-14 

3 

2.5 

21 

476 

ATLANTIC  RICHFIELD 

1  "7  C  C  1  O 

1  /bbl.8 

-26 

5 

13.1 

22 

478 

AMERADA  HESS 

4100.3 

9  9 
—/lZ 

Q 

O 

-9.0 

23 

487 

APACHE 

1949.1 

-40 

8 

-21.3 

24 

491 

KERR-McGEE 

1350.2 

-56 

1 

-47.9 

12  Healthcare 

IM)l 

SI  i{v 

WK  RA(;i 

.•{6128.7 

'22 

..} 

1 1.^.8 

1 

10 

SCHERING-PLOUGH 

81972.7 

47 

8 

314.8 

2 

12 

WARNER-LAMBERT 

55469.4 

42 

4 

336.8 

3 

16 

MERCK 

192510.5 

29 

7 

1 59.7 

4 

25 

ELI  LILLY 

103918.8 

45 

2 

225.9 

5 

42 

BRISTOL-MYERS  SQUIBB 

125127.5 

27 

5 

215.7 

6 

45 

AMGEN 

31780.7 

135 

1 

109.0 

7 

51 

WALGREEN 

31933.4 

75 

4 

298.3 

8 

53 

PFIZER 

171227.0 

50 

2 

314.2 

9 

60 

CVS 

20654. 1 

43 

9 

294.4 

10 

64 

ABBOTT  LABORATORIES 

70333.5 

25 

6 

133.5 

11 

67 

CARDINAL  HEALTH 

19639.2 

32 

4 

170.8 

12 

86 

McKESSON  HBOC 

6781.7 

31 

2 

169.8 

13 

101 

ALZA 

4579.4 

39 

8 

61.6 

14 

106 

MEDTRONIC 

34559.6 

33 

5 

149.9 

15 

108 

AMERICAN  HOME  PRODUCTS 

78421.3 

29 

1 

1 57.5 

16 

116 

BIOMET 

4120.6 

23 

5 

96. 1 

17 

128 

C.  R.  BARD 

3104.5 

64 

6 

67.2 

18 

129 

JOHNSON  &  JOHNSON 

1 14823.6 

14 

8 

90.4 

19 

150 

RITE  AID 

10705.0 

29 

2 

175.9 

20 

223 

PHARMACIA  &  UPJOHN 

,  27688.8 

39 

8 

41.2 

21 

230 

BAXTER  INTERNATIONAL 

201 12.8 

26 

8 

79.1 

22 

261 

LONGS  DRUGSTORES 

1409.4 

16 

2 

71.5 

23 

273 

BECTON,  DICKINSON 

8341.6 

6 

1 

68.4 

24 

274 

GUIDANT 

17097.4 

55 

7 

381 .0 

25 

305 

HUMANA 

2922. 1 

-31 

2 

-28.6 

26 

321 

ST.  JUDE  MEDICAL 

2114.6 

-31 

2 

-33.4 

27 

331 

TENET  HEALTHCARE 

6104.5 

-47 

2 

-10.5 

28 

340 

SIGMA-ALDRICH 

2653.7 

-32 

6 

-5.5 

29 

349 

BAUSCH  &  LOMB 

3383.0 

37 

5 

67.3 

30 

353 

MALLINCKRODT 

-18 

4 

—  i  D  .  D 

31 

358 

UNITED  HEALTHCARE 

9243.9 

-18 

7 

-24.2 

32 

377 

ALLERGAN 

5350.3 

137 

9 

130.3 

33 

388 

COLUMBIA/HCA  HEALTHCARE 

11536.6 

-33 

9 

-50.6 

12 

MONTHS 
1998 
SMIL, 

CHANGE 
FROM 
1997 

% 

3  YEAR 
AVERAGE 
CHANGE 

% 

12 

MONTHS 
1998 
$MIL, 

1 
1 

11545.0 

-24 

-4.6 

237.0 

-5 

5479. Oy 

-10 

-6.4 

130.0 

-i' 

1841. Oy 

21 

7.8 

-883.1 

560. 2y 

-17 

9.8 

-42.2 

k 

10303.0 

-28 

-14.3 

-655.0 

6590.0 

-20 

-3.1 

-458.9 

875. 7y 

-26 

6  7 

-131.4 

1395.7 

1 

-9.7 

-227.2 

Hi. 

14 

16.7 

806.8 

8077.0 

19 

16.9 

1756.0 

5. 

10213.7 

25 

13.2 

1254.0 

26898.2 

14 

17.5 

5248.2 

9236.8 

16 

10.7 

2096.3 

18284.0 

9 

10.0 

3141.0 

2718.2 

13 

11.4 

863.2 

■. 

15838.0 

15 

14.0 

554.0 

13544.0 

23 

9.2 

1950.0 

_ 

15273.6 

11 

44.2 

396.4 

41 

12477.8 

5 

7.6 

2333.2 

1 

16621. 5y 

25 

25.0 

284.4 

1 

26152. 4y 

29 

38.3 

129.4 

-1 

584.5 

26 

20.8 

112.3 

N 

3700. 2y 

22 

21.5 

470.4 

_ 

13462.7 

-5 

0.3 

2474.3 

2 

705.3 

17 

1 1.2 

134.2 

1 

1164.7 

-4 

0.9 

252.3 

24 

23657.0 

5 

7.6 

3059.0 

—I 

12357.3 

14 

36.8 

204.7 

-1 

6893.0 

3 

-1.7 

691.0 

11 

6599.0 

8 

9.7 

315.0 

3266.9 

11 

7.0 

63.4 

h 

3184.2 

11 

4.7 

248.4 

1897.0 

43 

26.8 

-2.2 

NK 

9781.0 

22 

26.7 

129.0 

-21 

1016.0 

2 

10.4 

129.1 

13( 

10251.0 

10 

21.2 

386.0 

NN 

1194.3 

6 

7.7 

166.3 

( 

2362.8 

23 

6.1 

25.2 

-4? 

2533. Oy 

30 

9.1 

108.7 

N^ 

17355. Oy 

47 

42.1 

-166.0 

m 

1296.1 

13 

5.9 

-90.2 

18681.0 

-1 

1.7 

532.0 

192 
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EI 
197 

RETURN  ON 
CAPITAL 

RETURN  ON 
COMMON 
EQUITY 

RECENT 
SHARE 
PRICE 
$ 

12-MONTH 
HIGH/LOW 
$ 

P-E 
RATIO 

DIVIDEND 
YIELD 

EARNINGS 
PER  SHARE 
1998 

ESTIMATED 
EARNINGS 
PER  SHARE 
1999 

.3 

2.7 

5.1 

39 

53/38 

43 

3.52 

0.91 

1.98 

.0 

2.5 

5.9 

28 

42/28 

52 

2.84 

0.54 

0.92 

.0 

-19.8 

-121.3 

9 

25/8 

-3 

2.24 

-3.57 

-0.20 

9 

-1.8 

-3.9 

28 

45/25 

-67 

0.73 

-0.41 

0.00 

•3 

-5.3 

-8.7 

55 

85/54 

-27 

5.22 

-2.05 

1.95 

.1 

-8.2 

-14.8 

45 

61/44 

-9 

1.32 

-5.12 

0.45 

2 

-4.0 

-6.7 

20 

39/18 

-15 

1.40 

-1.34 

0.48 

.0 

1  n  ? 

-17.0 

29 

73  /29 

-6 

6.29 

^.78 

1.78 

.4 

22.7 

52 

62  /35 

47 

0.78 

1.11 

l.'>2 

.3 

43.8 

43.9 

56 

58/36 

47 

0.79 

1.18 

1.38 

.6 

26.6 

36.5 

69 

86/50 

46 

1.16 

1.48 

1.93 

.5 

27.7 

41.8 

82 

82/56 

38 

1.33 

2.15 

2.46 

.2 

30.2 

46.5 

95 

97/58 

51 

0.97 

1.87 

2.30 

.2 

35.4 

41.6 

63 

68/44 

41 

1.37 

1.54 

2.03 

.8 

33.6 

33.7 

62 

67/26 

38 

0.00 

1.64 

1.82 

.2 

18.8 

18.8 

32 

34/16 

58 

0.41 

0.55 

0.60 

.8 

21.3 

22.6 

132 

135/84 

89 

0.67 

1.48 

2.48 

.6 

11.7 

12.9 

53 

58/33 

54 

0.43 

0.98 

1.48 

.5 

34.7 

43.4 

46 

50/35 

31 

1.47 

1.51 

1.69 

.9 

9.9 

12.8 

72 

83/52 

47 

0.14 

1.53 

2.06 

.8 

4.3 

7.7 

68 

96  /52 

53 

0.35 

1.28 

2.95 

2 

8.2 

24.7 

53 

56/34 

42 

0.00 

1.26 

1.55 

.9 

16.1 

16.2 

71 

89/48 

81 

0.37 

0.87 

1.91 

.4 

18.3 

26.4 

60 

61./44 

32 

1.51 

1.85 

1.91 

.2 

16.6 

18.3 

37 

41/26 

31 

0.33 

1.19 

1.48 

.0 

34.7 

44.5 

56 

57/32 

13 

1.35 

4.51 

2.22 

.6 

20.3 

21.9 

85 

90/67 

38 

1.17 

2.23 

2.98 

.3 

3.3 

7.0 

41 

51  /30 

54 

1.11 

0.76 

1.78 

.8 

10.9 

12.0 

55 

60/38 

42 

1.98 

1.31 

1.82 

.9 

5.6 

11.7 

70 

71/52 

65 

1.65 

1.09 

2.84 

.0 

9.7 

9.9 

36 

45/26 

22 

1.55 

1.64 

1.81 

.7 

10.1 

14.7 

34 

50/31 

36 

1.02 

0.94 

1.57 

.3 

-0.3 

-0.4 

57 

60/30 

405 

0.04 

0.14 

1.35 

.2 

5.1 

7.6 

18 

32/12 

23 

0.00 

0.77 

1.47 

.5 

10.8 

16.7 

25 

40/19 

17 

0.00 

1.50 

1.74 

.2 

3.8 

10.0 

20 

41/19 

16 

0.00 

1.24 

1.94 

.7 

14.0 

14.0 

26 

42/25 

16 

1.10 

1.64 

1.77 

.6 

1.0 

3.0 

60 

64/38 

134 

1.72 

0.45 

2.68 

.7 

5.5 

10.4 

31 

40/20 

21 

1.49 

1.48 

2.27 

.9 

-5.0 

-5.3 

49 

74/30 

-44 

0.06 

-1.12 

2.93 

.2 

-10.1 

-13.0 

82 

87/35 

-59 

0.69 

-1.38 

2.50 

.0 

3.8 

7.0 

18 

35/17 

22 

0.45 

0.82 

1.32 

In  the  Pink 


B 


V  siicccssfuUv  lusiiic; 
\u'\l\  research  dol- 
lars w  iiii  j)ig  iiiar- 
kcliiii;  l»ii(lii('ls.  pharina- 
(  Ttiiical  makers  liave 
prodiKcd  a  stream  of 
}>l()<'kl)iisleis.  For  tlie 
(hird  \ ear'  rmmiug.  llial  s 
al!o\\<'<!  die  iiidirstr\'  1o 
iiralt  iiMH'c  diaii  its  share 
o!  sj»ols  ato|j  die  BW  ')(>. 
Scheriiiii-Plouuh  led  at 
No.  10.  I  hanks  to  22% 
margins  and  the  contin- 
ued stren^lli  of  its  S2.'A 
hillion  aniihislamine  ( llar- 
ifin.  As  No.  12.  Warjier- 
1  .amberl  \  aiilled  4<)  spots, 
lis  I  .i|»il(»r  clKtlesterol  ic- 
dncer  helj)ed  earnings 
irrow  -t-t%. 


FOOTNOTES  TO  TABLES  APPEAR  ON  PAGE  141; 
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/        ,        ^1                                             MARKET  VALUE 

SALES 

PROFITABILITY 

12 

CHANGE 

3  YEAR 

12  CHANGE 

^1  TOTAL 

TOTAL 

MONTHS 

FROM 

AVERAGE 

MONTHS  FROM 

^^F^                                             1999  RETURN 

RETURN 

1998 

1997 

CHANGE 

1998  1997 

 ^  ^              ^  ^                       $MIL  (lYEAR) 

(3  YEARS) 

SMIL, 

% 

% 

$  MIL  % 

34  4  02  HEALTHSOUTH 

35  409    BOSTON  SCIENTIFIC 

36  452    HCR  MANOR  CARE 


4914.8 
10412.4 
2479.2 


-57.0 
-11.3 
-49.0 


-33.6 
10.4 
-17.4 


4006.1 
2233.6 
2209.1 


28 
22 
-1 


25.5 
24.8 
57.9 


13  Housing  &  Real  Estate 


15  Manufacturing 


46.6 
-264.4 
13.7 


-86 
NM 
-91 


INDLf 

■i TRY  AVERAGE 

3646  6 

I  ^ 

t  1  8 

1  7-1  0 

— .iU 

1 

71 

CENTEX 

1  9 

1  DU.U 

4  /  4y  ,u  y 

9  R 

14, o 

907  Q 

2 

81 

MASCO 

—iL .  U 

A 

y  D  .4 

1  D 

14, o 

4  /o.U 

9  A 

Z4 

3 

133 

KAUFMAN  &  BROAD  HOME 

1  O  .1 

-1  Z.4 

CO  o 

d6.o 

Z44y  ,4 

oO 

i  y,u 

yo.o 

64 

4 

181 

PULTE 

d4,  D 

zoDD,  0  y 

1  A 

I  4 

lie 

1 1  ,b 

1  Uo 

5 

250 

PPG  INDUSTRIES 

Q  1  1  "7  Pi 

-i  /  .D 

/  D  i  U,U 

o 
Z 

2 ,  1 

oU  1  .U 

1 Z 

6 

270 

FLEETWOOD  ENTERPRISES 

1  J.  o  i  .U 

OQ  A 

Q  Q  Q  /I  Q 

0004,0 

i  D 

D ,  0 

lino 

1  i  u.y 

y 

7 

300 

SHERWIN-WILLIAMS 

/I  1  Q  Q  Q 

-zd.o 

1  o.y 

4y  J4.4 

1 

1  D,U 

07  O  Q 

z  /  ^.y 

IT 

D 

8 

414 

OWENS  CORNING 

1  7  9  c;  Q 

A  7 
4 .  / 

on  9 

Duuy  .u 

1  R 

i  D 

1  1  Q 
1  1  ,<5 

— Odd  .u 

IN  M 

14  Leisure  Time  Industries 

INDliSTRV  AVKRACK 

1457(..7 

37.7 

6(K)2.1 

3.« 

4;$*».5 

27 

1 

33 

CARNIVAL 

26497.4 

52.6 

227.0 

3009.3 

23 

14,2 

835.9 

25  ' 

2 

136 

MCDONALD'S 

57502,5 

56.4 

73,0 

12421.4 

9 

8,1 

1550.1 

-6 

3 

213 

DARDEN  RESTAURANTS 

3030.7 

63,8 

81,6 

3409.6 

7 

1,8 

120,9 

NM 

4 

216 

WALT  DISNEY 

72874.3 

-5.2 

64,1 

23226.0 

3 

20  6 

1717.0 

-13 

5 

236 

EASTMAN  KODAK 

21444.9 

3,4 

-0,6 

13406.0 

-8 

-4,2 

1390,0 

27700 

6 

265 

HASBRO 

4843.7 

3,1 

66,1 

3304.5 

4 

5,1 

206,4 

53 

7 

289 

KING  WORLD  PRODUCTIONS 

1892.1 

-0,9 

33,2 

705.2 

4 

5,8 

143,4 

0 

8 

291 

HARRAH'S  ENTERTAINMENT 

1693.4 

-20.8 

-38.5 

2004,0 

24 

7,6 

121,7 

13 

9 

295 

MARRIOTT  INTERNATIONAL 

8739.9 

-3.7  c 

NA 

7968,0 

10 

-6,7 

390,0 

20 

10 

318 

BRUNSWICK 

2106.3 

-31,3 

-1.0 

3945,2 

8 

11,2 

178,6 

18 

11 

328 

VIACOM 

31187.5 

84,1 

125.2 

12096.1 

13 

1,9 

-43.5 

NM 

12 

338 

MATTEL 

7735.8 

-37.0 

1,9 

4781,9 

-1 

9,2 

332.3 

15 

13 

362 

WENDY'S  INTERNATIONAL 

2979.2 

11.6 

36,6 

1948,2 

-4 

4.1 

123.4 

-5 

14 

364 

HILTON  HOTELS 

4123.6 

-22.4 

0,9 

1769,0 

20 

-6,4 

188,0 

3 

15 

385 

AMERICAN  GREETINGS 

1656.3 

-47.0 

-7,7 

2205,3 

0 

4,2 

177,0 

-6 

16 

406 

TRICON  GLOBAL  RESTAURANTS 

9505.1 

118.0 

NA 

8468,0 

-13 

-6,1 

445,0 

NM 

17 

429 

MIRAGE  RESORTS 

3517.8 

-14,7 

-15,6 

1523,7 

7 

4,6 

85.2 

-59 

18 

488 

POLAROID 

1050.3 

-46,7 

-43,0 

1845,9 

-14 

-6,1 

-51.0 

NM 

JI  SI  R^  \\  ERAGE 
1      85  INGERSOLL-RAND 

684.1.0 
7830.7 

-12.<> 

1,4 

47.4 

82.9 

.">  142.7 

8291.5 

17 

4.7 

12.5 

24*».*> 

509,1 

-13 

34 

2 

87 

ILLINOIS  TOOL  WORKS 

17191,9 

15.7 

114,7 

5647,9 

8 

9,9 

672,8 

15 

3 

94 

JOHNSON  CONTROLS 

5220,7 

12,6 

80,8 

13403.6 

17 

16,3 

352.1 

52 

4 

99 

TYCO  INTERNATIONAL 

48287,2 

47,3 

315,7 

13443,4 

27 

25,4 

910.3 

NM 

5 

105 

DANAHER 

6512,8 

34,3 

185,4 

2910,0 

17 

26,3 

182.9 

4 

6 

118 

NEWELL 

6910,5 

-5.8 

61,0 

3720.0 

12 

14,4 

396.2 

35 

7 

163 

CATERPILLAR 

16342,9 

-14.5 

45,8 

20977,0 

11 

9,8 

1513.0 

-9 
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INVESTMENT  DATA 

NET 
MARGIN 
1997 

RETURN  ON 
INVESTED 
CAPITAL 

RETURN  ON 
COMMON 
EQUITY 

RECENT 
SHARE 
PRICE 
$ 

12-MONTH 
HIGH/LOW 
$ 

P-E 
RATIO 

DIVIDEND 

YIELD 

EARNINGS 
PER  SHARE 
1998 

to  MMMI  tU 
EARNINGS 
PER  SHARE 
1999 

11.0 

0.7 

1.3 

12 

31/8 

106 

0.00 

0.11 

1.07 

7.2 

-19.1 

-32.2 

27 

41  /20 

-39 

NA 

-0.68 

1.03 

7.0 

0.7 

1.1 

22 

48/22 

186 

NA 

0.12 

2.05 

.").6 

-3.4 

15.2 

.31 

45  /25 

41 

1..S2 

0.76 

3.10 

3.4 

13.3 

18.3 

37 

46/26 

11 

0.44 

3.36 

3.96 

10.2 

12.0 

17.9 

26 

33/21 

19 

1.68 

1.39 

1.58 

3.1 

6.4 

20.1 

23 

35/17 

10 

1.33 

2.32 

3.12 

2.0 

6.8 

11.0 

24 

36/20 

10 

0.67 

2.30 

2.70 

9.7 

19.8 

27.8 

52 

77/49 

12 

2.92 

4.48 

4.03 

3.4 

12.3 

20.0 

32 

48/25 

10 

2.22 

3.10 

3.27 

5.3 

10.9 

15.9 

24 

38/19 

15 

2.00 

1.57 

1.73 

1.4 

-108.5 

NM 

32 

47/26 

-3 

0.94 

-12.44 

4.43 

.).') 

9.2 

11.7 

34 

44  /23 

27 

1.15 

1.27 

1.77 

27.2 

14.9 

20.4 

45 

49/19 

32 

0.81 

1.40 

1.63 

14.4 

10.0 

17.0 

43 

43/25 

38 

0.46 

1.11 

1.41 

-2.2 

9.2 

12.1 

22 

23/13 

27 

0.36 

0.82 

1.02 

8.8 

5.5 

8.6 

35 

43  /23 

43 

0.60 

0.82 

0.86 

0.0 

31.8 

35.5 

66 

89/60 

16 

2,66 

4.24 

5.04 

4.2 

8.8 

10.6 

25 

27/19 

25 

0.97 

1.01 

1.38 

21.0 

15.9 

15.9 

26 

31/21 

14 

0.00 

1.90 

2.14 

6.6 

4.4 

14.7 

17 

26/11 

14 

NA 

1.19 

1.41 

4.5 

11.4 

15.3 

36 

41/19 

25 

0.56 

1.46 

1.64 

4.1 

8.7 

12.7 

21 

36/12 

12 

2.35 

1.80 

2.37 

3.5 

-0.5 

-0.8 

88 

90/48 

-442 

NA 

-0.20 

1.04 

6.0 

11.6 

17.8 

26 

47/21 

24 

1.21 

1.10 

1.50 

6.4 

8.1 

11.5 

24 

25/18 

25 

1.00 

0.95 

1.23 

12.4 

2.4 

5.0 

16 

36/13 

22 

0.51 

0.71 

0.82 

8.5 

9.6 

13.1 

24 

54/22 

10 

3.21 

2.46 

2.95 

-1.1 

18.9 

NM 

62 

63/28 

22 

NA 

2.84 

2.67 

14.8 

2.2 

5.3 

20 

27/13 

43 

0.00 

0.45 

1.15 

-5.9 

-7.4 

-12.9 

24 

46/17 

-21 

2.51 

-1.15 

1.60 

6.0 

8.4 

i;i.2 

41 

/3() 

23 

1.86 

1.81 

2.73 

5.4 

9.2 

19.9 

48 

54  /34 

15 

1.26 

3.08 

3.42 

11.2 

15.7 

20.2 

69 

73/45 

26 

0.87 

2.67 

2.98 

2.0 

11.4 

16.5 

62 

65/41 

16 

1.63 

3.79 

4.03 

-4.9 

6.3 

12.5 

74 

80  /40 

48 

0.13 

1.55 

2.80 

7.1 

11.3 

14.2 

48 

55/28 

37 

0.12 

1.32 

1.78 

8.8 

12.0 

21.0 

43 

55/36 

18 

1.88 

2.38 

2.09 

8.8 

10.4 

29.5 

46 

61/39 

11 

2.63 

4.11 

3.64 

Cruisin 


Steaiiiiiiii  into  tlu> 
No. .).')  IxMlli  is  ( lurnl- 
val.  (lie  S3  billion 
criiise  sliij»  o|>erator.  A 
newcomer  (o  tlie  ScVF  SOO. 
(iai'iiival  managed  .stfong 
sales  and  eainings  growth 
in  the  past  year  and 
tinned  in  margins  ol 
28%.  It  stoked  the  en- 
gines with  ar(|nisit ions., 
including  ( lunard  Ijine. 
and  new  capacitVv  such  as 
the  Paradise — billed  as 
the  only  smoke-free  crnise 
ship  on  the  (!aril)l>ean. 
With  l>al»\  l)ooniers  (Alter- 
ing their  prime  cruise 
years.  (Jarnival  should 
have  the  wind  at  its  hack 
lor  some  time. 
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500 


MARKET  VALUE 


FEB  26  TOTAL 
1999  RETURN 

SMIL,  (lYEAR) 


TOTAL 
RETURN 

(3  YEARS) 


12 

MONTHS 
1998 
$MIL 


CHANGE 
FROM 
1997 

% 


3  YEAR 
AVERAGE 
CHANGE 

% 


PROFITABILITY 

12  CHANGE 

MONTHS  FROM 

1998  1997 

$  MIL  % 


8 

199 

CRANE 

1882.9 

-15.1 

58.9 

2268.5 

11 

8.6 

138.4 

23 

9 

219 

PARKER  HANNIFIN 

4027.1 

-19.0 

67.2 

4852.7 

11 

12.4 

315.3 

-1 

i 
,1 

10 

228 

BRIGGS  &  STRATTON 

1132.3 

13.2 

22.7 

1432.5 

7 

4.7 

92.1 

59 

1 

11 

234 

NACCO  INDUSTRIES 

714.4 

-31.8 

63.7 

2536.2 

13 

4.2 

102.3 

66 

12 

255 

CORNING 

12385.3 

34.2 

105.5 

3532. 4y 

-1 

1.8 

327.5 

-20 

13 

260 

McDERMOTT  INTERNATIONAL 

1176.3 

-49.0 

9.2 

3325.4 

-5 

1.4 

232.1 

2430 

14 

278 

DOVER 

7564.9 

-10.9 

58.6 

3977.7 

8 

0.8 

326.4 

0 

I 

15 

298 

MINNESOTA  MININGS.  MFG. 

29767.7 

-10.7 

27.4 

15021.0 

0 

3.9 

1213.0 

-43 

i 

16 

312 

DEERE 

7593.7 

-40.5 

-11.6 

13435. Oy 

1 

9.3 

868.0 

-12 

i 

i 

17 

320 

AEROQUIP-VICKERS 

1562.9 

-0.6 

99.2 

2149.5 

2 

4.4 

100.3 

-1 

ft 

« 

18 

345 

JOSTENS 

829.6 

3.6 

15.8 

770.9 

4 

4.7 

41.8 

-27 

] 

19 

352 

FORTUNE  BRANDS 

5151.6 

-21.8 

8.0 

4797.2 

8 

-5.7 

293.6 

607 

i 

20 

359 

STANLEY  WORKS 

2159.1 

-48.0 

-8.0 

2729.1 

2 

1.2 

137.8 

NM 

j 

21 

365 

RUBBERMAID 

4958.7 

16.4 

25.7 

2553.7 

6 

2.8 

82.9 

-42 

■j 

22 

384 

FMC 

1693.5 

-29.3 

-29.9 

4378.4 

3 

0.3 

185.3 

NM 

23 

389 

APPLIED  MATERIALS 

20462.4 

51.1 

211.2 

3476.5 

-24 

0.4 

113.0 

-84 

i 

24 

418 

MILACRON 

696.5 

-41.0 

-34.5 

1514.7 

5 

-4.3 

75.4 

9 

25 

421 

TIMKEN 

1098.7 

-43.3 

-14.7 

2679.8 

2 

6.6 

114.5 

-33 

i 

26 

428 

ITT  INDUSTRIES 

4245.2 

16.0 

58.2 

4492.7 

7 

-24.0 

-97.6 

NM 

j 

27 

431 

CUMMINS  ENGINE 

1570.3 

-27.3 

4.0 

6266.0 

11 

6.2 

-21.0 

NM 

28 

442 

TUPPERWARE 

1010.0 

-31.7 

NA 

1082.8 

-12 

-7.6 

69.1 

-16 

f 

29 

458 

SNAP-ON 

1863.9 

-31.7 

1.5 

1838. 6y 

5 

10.9 

-4.8 

NM 

r 

30 

461 

CASE 

1441.4 

-69.8 

-62.8 

6149. Oy 

2 

6.9 

64.0 

-84 

31 

467 

BLACK  &  DECKER 

4283.5 

-2.3 

49.7 

4559.9 

-8 

-1.3 

-754.8 

NM 

32 

473 

SPRINGS  INDUSTRIES 

592.7 

-38.7 

-16.3 

2180.5 

-2 

-0.7 

37.3 

-46 

33 

493 

HARNISCHFEGER INDUSTRIES 

351.9 

-77.7 

-78.8 

195L2 

-28 

-6.3 

-165.8 

NM 

INC 

INC 

SEALED  AIR 

4238.1 

-24.6 

NA 

2506.8 

37 

NA 

73.0 

-58 

16  Metals  &  Mining 


INDl 

SiH\ 

KM  w 

3 1 79..-> 

-20.7 

-.54. (t 

;?(>74.;{ 

-4 

0.4 

1 12.9 

1 

176 

ALCOA 

14869.3 

12.8 

50.8 

15339.8 

15 

6.5 

853.0 

6 

2 

194 

ENGELHARD 

2551.7 

0.4 

-7.5 

4174. 6y 

15 

13.8 

187.1 

292 

3 

371 

NUCOR 

3902.5 

-12.6 

-15.2 

4151.2 

-1 

7.1 

263.7 

-10 

4 

387 

BARRICK  GOLD 

6668.4 

-7.6 

-40.2 

1287.0 

0 

0.0 

301.0 

NM 

5 

391 

USX-U.S. STEEL  GROUP 

2241.5 

-24.9 

-14.2 

6184.0 

_9 

-1.0 

364.0 

-19 

6 

407 

PLACER  DOME 

2734.7 

-14.2 

-59.7 

1279.0 

6 

7.2 

105.0 

NM 

7 

416 

ALCAN  ALUMINUM 

5534.4 

-19.8 

-15.2 

7789.0 

0 

-4.9 

399.0 

-15 

8 

440 

FREEPORT-McMORAN  COPPER  &  GOLD 

1562.4 

-36.7 

-69.0 

1757.1 

-12 

-0.8 

153.8 

-37 

9 

441 

REYNOLDS  METALS 

2755.5 

-30.1 

-11.6 

5859. Oy 

-15 

-6.1 

152.0 

12 

10 

443 

WORTHINGTON  INDUSTRIES 

1173.5 

-23.0 

-35.4 

1689.9 

-6 

4.1 

80.3 

-7 

11 

457 

BETHLEHEM  STEEL 

1145.3 

-17.1 

-35.9 

4477.8 

-3 

-2.6 

120.1 

-57 

12 

465 

PHELPS  DODGE 

2808.2 

-20.6 

-12.7 

3063.4 

-22 

-8.6 

190.9 

-53 

13 

477 

NEWMONT  MINING 

2884.5 

-40.2 

-69.0 

1453.9 

-8 

32.7 

-360.5 

NM 

i4 

483 

HOMESTAKE  MINING 

1940.5 

-7.3 

-51.2 

797.8 

-18 

6.1 

-218.3 

NM 
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NET 
MARGIN 
1997 

RETURN  ON 
INVESTED 
CAPITAL 

RETURN  ON 
COMMON 
EQUITY 

5.5 

13.8 

21.5 

7.3 

13.1 

17.8 

4.3 

21.2 

30.1 

2.8 

9.3 

20.8 

11.5 

10.1 

21.4 

0.3 

14.0 

26.7 

8.9 

13.0 

17.2 

14.1 

15.3 

20.4 

7.4 

12.6 

21.3 

4.8 

1 1.8 

17.6 

1.1 

56. 1 

71.4 

0.9 

5.8 

7.1 

-1.6 

13.6 

20.6 

5.9 

6.9 

8.0 

-0.6 

8.7 

24.4 

15.3 

2.9 

3.5 

4.8 

9.3 

15.8 

6.5 

8.3 

10.8 

0.3 

-4.0 

-5.0 

3.8 

-0.8 

-1.6 

6.7 

15.9 

58.5 

8.6 

-0.5 

-0.6 

6.7 

1.1 

2.6 

4.6 

-43.8 

-131.5 

3.1 

3.8 

5.2 

2.3 

-9.9 

-24,9 

9.5 

0.1 

0.1 

-U.O 

4. 1 

6.0 

8.3 

14.6 

1.3 

13.8 

21.9 

7.0 

10.5 

13.0 

-9.6 

7.4 

8.4 

6.6 

12.7 

17.4 

20.6 

3.9 

5.4 

6.0 

5.4 

7.0 

12.3 

3.8 

19.6 

2.0 

4.7 

5.9 

4.8 

6.7 

10.9 

6.1 

3.7 

5.2 

10.4 

5.4 

7.4 

4.3 

-13.2 

-25.0 

-23.7 

-19.8 

-29.7 

INVESTMENT  DATA 

RECENT 

SHARE  12-MONTH 
PRICE  HIGH/LOW 
$  $ 


P-E 
RATIO 


DIVIDEND 

YIELD 


EARNINGS 
PER  SHARE 
1998 


ESTIMATED 
EARNINGS 
PER  SHARE 

1999 


27 

38/22 

14 

1.46 

37 

53/27 

13 

1.83 

49 

56/34 

13 

2.38 

88 

177/76 

7 

0.93 

54 

55/23 

38 

1.35 

20 

44/19 

5 

1.00 

34 

40  /26 

23 

1.24 

74 

98/66 

25 

3.02 

33 

64/28 

9 

2.69 

57 

72/22 

16 

1.55 

23 

27/19 

21 

3.76 

30 

42/25 

18 

2.92 

24 

57/24 

16 

3.54 

33 

37/22 

60 

1.94 

51 

82/48 

10 

0.00 

56 

72/22 

192 

0.00 

18 

34/15 

9 

2.70 

18 

42/14 

10 

4.07 

39 

41/30 

-43 

1.54 

41 

63/28 

-75 

2.68 

18 

29/11 

15 

5.03 

28 

46/26 

-353 

3.12 

20 

71/17 

26 

1.03 

DO  /oy 

-D 

u.yy 

33 

61  /32 

17 

3.97 

8 

35/6 

-2 

0.00 

51 

70/27 

NM 

0.00 

21 

32/17 

32 

1.77 

41 

45/29 

17 

1.99 

18 

23/16 

14 

2.25 

45 

61/35 

15 

1.08 

18 

24/13 

22 

1.02 

25 

43/20 

6 

3.94 

11 

18/8 

30 

0.91 

24 

35/19 

14 

2.47 

9 

21/9 

14 

0.00 

43 

68/42 

20 

3.28 

13 

20/10 

15 

4.41 

9 

17/7 

14 

0.00 

49 

72/42 

15 

4.12 

17 

35/13 

-8 

0.70 

9 

15/8 

-9 

1.09 

2.00 
2.84 
3.81 

12.53 
1.39 
3.75 
1.45 
2.97 
3.56 
3.56 
1.14 
1.67 
1.53 
0.55 
5.30 
0.29 
1.91 
1.82 

-0.90 

-0.55 
1.18 

-0.08 
0.76 

-8.22 
1.97 

-3.58 
0.04 


0.64 

2.42 
1.29 
3.00 
0.79 
3.92 
0.36 
1.71 
0.67 
2.18 
0.84 
0.64 
3.26 
-2.26 
-1.02 


2.30 
2.79 
3.63 
10.37 
1.73 
1.96 
1.74 
4.03 
2.37 
3.39 
1.70 
1.85 
2.14 
1.24 
5.86 
1.08 
2.24 
1.80 
2.48 
3.74 
1.39 
2.64 
0.75 
3.20 
3.28 
0.58 
1.73 


0.')1 

2.67 
1.40 
2.43 
0.86 
2.20 
0.35 
1.74 
0.58 
4.07 
1.11 
0.08 
0.90 
0.43 
0.01 


Clank,  Clank 


Hit  !>\  weak  [nice.s 
and  an  avalatirlie  ol 
clirap  imporls.  tlie 
mclals  iii(l(i.stry  ju.st 
(■(niMn  t  ,s('(>iii  1(>  lict  the 
lead  onl.  Sixlrcii  (»l  ei<j;li- 
Icrii  conipanics  on  our  lisi 
lo^t  nioncx  lor  sliaiohold- 
crs  over  I  lie  [»a.s|  x  car. 
liiirlmi  !a!!giiis!i<'d  in  ilir 
holloni  1 00  ol  our  lank- 
ini>>.  Amid  the  dowiidralt. 
Alcoa  manai^ed  1o  repeal 
as  die  lo)>  |>erfornier'  in 
llie  uron|).  Bv  ekinii,  onl 
uains  Ironi  eosl-enlling 
and  wiiiiiiinu;  eilieieneies 
Iroin  reeenllv  ae(|niied 
Alnmax.  (lie  alnniinuni 
maker  jum|»ed  from 
No.  22-+  lo  No.  n(). 
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THE  S&P  Business  Week's  Industry  Rankings 

500 


MARKET  VALUE 


PROFITABILITY 


FEB, 26  TOTAL 
1999  RETURN 
$MiL  (lYEAR) 


TOTAL 
RETURN 
(3  YEARS) 


12 

MONTHS 
1998 
SMIL. 


CHANGE 
FROM 
1997 

% 


3  YEAR 
AVERAGE 
CHANGE 

% 


12  CHANGE 

MONTHS  FROM 
1998  1997 
$  MIL  % 


15 

486 

CYPRUS  AMAX  MINERALS 

1025.7 

-26.8 

-50.1 

2558.0 

-24 

-5.0 

-75.0 

NM 

16 

489 

ASARCO 

560.1 

-34.2 

-48.4 

2233.1 

-18 

-10.2 

-130.6 

NM 

17 

490 

INCO 

2096.5 

-28.4 

-59.2 

1766. Oy 

-25 

-18.7 

-112.0 

NM 

18 

494 

BATTLE  MOUNTAIN  GOLD 

775.7 

-43.3 

-68.2 

276.6 

-20 

-12.4 

-241.3 

NM 

17  NoNBANK  Financial 

INDL  S  I  l{V  \V1.|{ 

1 88.").'). 6 

6.:i 

1  16.0 

1  '2040. 

1 1 
1  1 

14  0 
1  *t . 

1  IF  _  1 . •> 

O 

1 

8 

MORGAN  STANLEY  DEAN  WITTER 

51 193.2 

31.0 

249.4 

31 131.0 

15 

18.8 

3393.0 

31 

2 

15 

CAPITAL  ONE  FINANCIAL 

8385.0 

90.5 

386.8 

2599.8 

45 

35.8 

275.2 

45 

3 

18 

CHARLES  SCHWAB 

29844.1 

197.4 

568.0 

3388.2 

19 

24.1 

348.5 

29 

4 

21 

MARSH  &  Mclennan 

18213.5 

25.7 

138.7 

7190.0 

20 

26.0 

796.0 

99 

5 

39 

FREDDIE  MAC 

39887.0 

25.8 

195.9 

18048.0 

25 

23.1 

1700.0 

22 

6 

48 

WASHINGTON  MUTUAL 

23736.4 

-8.7 

1 13.0 

12291.6 

12 

26.0 

1486.9 

68 

7 

52 

FANNIE  MAE 

71722.9 

11.5 

133.9 

31498. 8y 

13 

12.1 

3444.4 

12 

8 

59 

AMERICAN  INTERNATIONAL  GROUP 

1 19629.2 

42.5 

167.0 

30846. 9y 

10 

8.9 

3765.6 

13 

9 

62 

PROGRESSIVE 

9303.4 

11.1 

181.8 

5292. 4y 

15 

21.9 

456.7 

14 

10 

79 

AON 

10024.1 

0.3 

81.3 

6492.9 

13 

25.5 

540.5 

33 

11 

91 

COUNTRYWIDE  CREDIT  INDUSTRIES 

4240.4 

-14.2 

85.6 

3975.0 

92 

40.6 

368.9 

12 

12 

97 

AMERICAN  EXPRESS 

48879.3 

21.6 

145.9 

19132. Oy 

8 

3.9 

2141.0  8 

13 

98 

AMERICAN  GENERAL 

18483.3 

28.8 

1 19.0 

10251.0 

15 

15.2 

764.0 

41 

14 

107 

CIGNA 

16208.9 

25.3 

111.5 

21121. Oy 

5 

3.9 

1292.0 

19 

15 

119 

LEHMAN  BROTHERS  HOLDINGS 

6023.9 

-15.7 

1 18.3 

19894.0 

18 

14.3 

736.0 

14 

16 

130 

TRANSAMERiCA 

9189.4 

26.9 

105.4 

6428.6 

12 

0.7 

707.0 

33 

17 

140 

HARTFORD  FINANCIAL  SERVICES  GROUP 

12397.8 

1 1.9 

123.4 

15022.0 

12 

7.4 

1015.0 

-24 

18 

141 

GOLDEN  WEST  FINANCIAL 

5341.4 

5.9 

89.0 

3100. 2y 

6 

8.4 

447.1 

26 

19 

142 

JEFFERSON-PILOT 

7187.5 

23.6 

95.6 

2610. 5y 

1 

18.8 

418.3 

13 

20 

144 

ALLSTATE 

30722.3 

-18.7 

82.0 

25879.0 

4 

4.2 

3294.0 

6 

21 

145 

ASSOCIATES  FIRST  CAPITAL 

28138.8 

2.1 

NA 

9376.8 

13 

15.5 

1223.5 

19 

22 

153 

H&R  BLOCK 

4408. 1 

-1.6 

38.8 

1423.6 

20 

-1.1 

196.4 

42 

23 

155 

CONSECO 

9370.9 

-35.3 

81.1 

7716.0 

17 

45.5 

630,7 

-24 

24 

157 

EQUIFAX 

5340.2 

6.0 

1 10.6 

1621.0 

19 

1.1 

193.4 

4 

25 

165 

MERRILL  LYNCH 

27578.6 

8.6 

177.9 

35853.0 

10 

19.7 

1264.0 

-35 

26 

166 

MBIA 

6113.5 

-14.9 

69.0 

906.9 

19 

26.6 

432.7 

7 

27 

168 

CITIGROUP 

67190.4 

6.8 

172.3 

76431.0 

6 

9.2 

5807.0 

-13 

28 

179 

BEAR  STEARNS 

5018.4 

-2.2 

1 15.2 

7900.2 

1 1 

22.4 

538.6 

-17 

29 

186 

LINCOLN  NATIONAL 

9566.5 

15.5 

88.9 

6087. 1  y 

24 

-2.3 

509.8 

2193 

30 

187 

MGIC  INVESTMENT 

3730.3 

-53.7 

17.7 

974.6 

12 

16.1 

385.5 

19 

31 

190 

PROVIDENT 

4429.2 

-8.0 

101.4 

3904. Oy 

10 

18.9 

254.0 

3 

32 

206 

FRANKLIN  RESOURCES 

8030.9 

-37.3 

68.5 

2512. 6y 

7 

24.0 

438.4 

-6 

33 

229 

AETNA 

10463.1 

-14.4 

1.8 

20505. 2y 

11 

17.0 

848.1 

-6 

34 

233 

DUN&BRADSTREET 

5653.1 

16.4 

71.4 

1934.5 

7 

3.5 

246.4 

13 

35 

241 

SLM  HOLDING 

7036.9 

5.2 

90.3 

3064.6 

-19 

-6.6 

501.5 

-1 

36 

243 

CHUBB 

9775.6 

-23.5 

30.8 

6786.8a 

11 

4.5 

707.0a 

18 

37 

244 

HOUSEHOLD  INTERNATIONAL 

19602.5 

-4.8 

90.0 

8707.6 

4 

23.2 

524.1 

-44 
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NET  RETURN  ON      RETURN  ON 

MRGIN  INVESTED  COMMON 
1997  CAPITAL  EQUITY 


INVESTMENT  DATA  

RECENT 

SHARE  12-MONTH 
PRICE  HIGH/LOW  P-E 

$  $  RATIO 


ESTIMATED 
EARNINGS  EARNINGS 
DIVIDEND       PER  SHARE      PER  SHARE 
YIELD  1998  1999 


2.1 

-2.3 

-4.2 

11 

18/9 

-11 

1.78 

-1.02 

-0.76 

5.3 

-4.3 

-8.6 

14 

28/13 

-4 

1.42 

-3.29 

-1.38 

0.7 

-2.3 

-3.2 

13 

21/8 

-15 

0.00 

-0.85 

-0.33 

-1.5 

-53.0 

-100.4 

3 

8/3 

-3 

1.48 

-1.08 

-0.07 

9.1 

«.2 

14.4 

61 

76  /4I 

l« 

1.40 

:i.2^ 

9.5 

8.8 

23.6 

91 

98  /37 

16 

1.06 

5.52 

5.25 

.0.6 

5.4 

21.7 

128 

140/52 

32 

0.25 

3.96 

5.15 

9.5 

21.0 

26.7 

75 

75/19 

88 

0.15 

0.85 

1.08 

6.6 

16.4 

22.3 

71 

73/43 

24 

2.26 

2.98 

3.31 

9.7 

1.6 

14.6 

59 

66/39 

25 

0.82 

2.31 

2.75 

8.0 

4.1 

15.8 

40 

52/27 

16 

2.30 

2.56 

3.39 

.1.0 

1.3 

21.9 

70 

76/50 

21 

1.54 

3.26 

3.66 

.1.9 

7.3 

14.6 

114 

120/65 

32 

0.20 

3.57 

3.98 

8.7 

14.3 

18.9 

129 

174/94 

21 

0.20 

6.11 

6.37 

7.1 

12.1 

17.7 

59 

76/48 

19 

1.90 

3.11 

3.43 

.5.9 

3.6 

15.2 

38 

56/29 

12 

0.85 

3.17 

3.67 

.1.2 

12.4 

22.8 

109 

119/67 

23 

0.83 

4.63 

5.36 

6.1 

4.6 

8.6 

73 

79/53 

25 

2.18 

2.96 

4.54 

5.4 

13.5 

15.8 

79 

86/57 

13 

1.53 

6.05 

5.37 

3.8 

1.9 

12.1 

53 

85/23 

10 

0.68 

5.19 

4.72 

9.3 

5.9 

13.5 

73 

74/46 

13 

1.38 

5.44 

4.02 

9.9 

10.6 

15.9 

54 

60/38 

13 

1.63 

4.30 

3.86 

.2.2 

11.1 

14.3 

94 

115/70 

12 

0.60 

7.74 

7.79 

.4.4 

11.0 

13.8 

68 

78/55 

17 

1.95 

3.91 

3.70 

.2.4 

17.6 

19.8 

37 

52/35 

9 

1.61 

3.94 

3.28 

.2.5 

1.7 

14.3 

41 

45/23 

23 

0.54 

1.75 

2.04 

.1.7 

19.5 

25.9 

45 

49/35 

26 

2.20 

1.77 

2.29 

.2.6 

4.8 

11.8 

30 

58/22 

16 

1.87 

1.90 

4.04 

.3.6 

15.5 

48.5 

38 

45/30 

28 

0.95 

1.34 

1.56 

6.0 

1.8 

12.5 

77 

109/36 

26 

1.25 

3.00 

4.33 

>3.2 

5.5 

11.4 

62 

81/46 

14 

1.30 

4.32 

4.96 

9.3 

3.8 

13.3 

59 

74/29 

24 

1.23 

2.43 

3.52 

9.2 

2.6 

11.4 

43 

61/25 

12 

1.40 

3.49 

3.10 

0.5 

7.3 

9.2 

95 

99/67 

19 

2.32 

5.02 

5.84 

57.2 

19.3 

23.5 

34 

75/24 

10 

0.29 

3.39 

3.75 

7.0 

5.8 

7.3 

33 

44/26 

18 

1.22 

1.82 

2.53 

19.9 

15.8 

18.5 

32 

58/26 

18 

0.69 

1.73 

1.84 

4.9 

5.7 

7.0 

74 

91/60 

14 

1.08 

5.41 

4.44 

12.1 

NM 

NM 

34 

37/22 

24 

2.16 

1.44 

1.73 

13.4 

4.9 

76.7 

43 

51/28 

15 

1.40 

2.95 

3.17 

9.8 

11.4 

12.8 

60 

89/54 

14 

2.07 

4.19 

4.33 

11.2 

1.5 

8.2 

41 

54/23 

39 

1.48 

1.03 

3.00 

On  the  Money 


What  (lt>  M(»r<iaii 
Stajiley  Dean  Wit- 
ter, Ca]>ital  Oiip  Fi- 
nancial, atid  (Iliailes 
Scliwab  have  in  com n ion? 
Each  hit  the  B\V  50  hy 
na\'i»;ating  shoals  that 
haltered  othei"  investment 
hawks  and  financial  insti- 
imions.  Mcjrgan.  No.  o, 
avoided  nnicli  of  last 
\f>ai  s  market  tnimoil  1»\ 
icchiciiiii  its  bond  invciito- 
ries.  Capital  One,  No.  \5, 
is  thrixina  in  the  crefUt- 
card  hiz  e\en  as  defanhs 
icinain  higli.  And  while 
competitors  dithered. 
Schwai).  No.  18.  came  to 
dominate  online  tiadijia. 
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MARKET  VALUE 


SALES 


im  mm  W 

^^^^^ 

FEB.  25 
1999 
SMIL 

TOTAL 
RETURN 
(1  YEAR) 

TOTAL 
RETURN 
(3  YEARS) 

258 

UNUM 

5192.6 

-12.0 

58.4 



39 

277 

TORCHMARK 

1  i/ 1\  o  n  ivin  n  i\ 

4646.3 

-17.0 

74.4 

40 

287 

SAFECO 

5477.6 

-20.9 

21.3 



41 

337 

CINCINNATI  FINANCIAL 

5854.4 

-20.8 

79.7 

42 

397 

LOEWS 

8889.3 

-21.2 

-5.0 

43 

411 

ST.  PAUL 

7668.7 

-25.0 

24.2 

18  Office  Equipment  &  Computers 

-  - 

IM)L 

STRV  \vr  i< a(;k 

38008. 5 

44.0 

J  I  Z.O 

— 

1 

1 

MICROSOFT 

376813.8 

77.1 

508, 5 

2 

2 

DELL  COMPUTER 

101838.9 

129.1 

3630.2 

— 

3 

4 

ORACLE 

53623.9 

126.9 

1/11  Q 
T  4  1 ,  o 

4 

5 

EMC 

51376.6 

171,2 

830,7 

zz 

5 

6 

COMPUWARE 

10348.5 

32,8 

872,8 

6 

7 

AMERICA  ONLINE 

82611.5 

486,2 

1 348,3 

7 

14 

CISCO  SYSTEMS 

153859.9 

122.7 

363,3 

8 

22 

BMC  SOFTWARE 

8872.3 

6.9 

193,3 

— 

9 

23 

SUN  MICROSYSTEMS 

37491.3 

104.3 

270,7 

10 

24 

GATEWAY  2000 

11341,8 

65.2 

392,8 

1 1 

65 

AUTOMATIC  DATA  PROCESSING 

24209,5 

31.2 

1 10,8 

12 

76 

INTERNATIONAL  BUSINESS  MACHINES 

158351.6 

63.6 

184,0 

13 

92 

COMPUTER  SCIENCES 

10580,9 

27.3 

82.5 

14 

93 

PITNEY  BOWES 

17227,6 

37.2 

179.3 

15 

115 

PEOPLESOFT 

4398,2 

-57.0 

42.2 

16 

152 

COMPUTER  ASSOCIATES  INTL. 

22627,4 

-11.0 

38.2 

17 

160 

CERIDIAN 

5139.7 

53.8 

56,6 

18 

172 

UNISYS 

7649.9 

66,8 

386,7 

19 

198 

HEWLETT-PACKARD 

67457.1 

0,2 

35,7 

- 

20 

202 

AUTODESK 

1881.7 

-14,8 

21 

237 

SHARED  MEDICAL  SYSTEMS 

1356.4 

-32,4 

-4.4 

1  ... 

22 

245 

COMPAQ  COMPUTER 

59677,6 

10,6 

250.3 

23 

246 

ELECTRONIC  DATA  SYSTEMS 

22903.7 

7.8 

-15.0 

24 

251 

DELUXE 

2718.9 

4,0 

20.3 

25 

253 

XEROX 

36172,9 

26,0 

166.8 

26 

271 

3COM 

11261.6 

-12,1 

-35.7 

27 

281 

FIRST  DATA 

16986.8 

12,8 

1  1  ? 

28 

297 

NOVELL 

6540.8 

84,2 

"^Q  n 

29 

310 

ASCEND  COMMUNICATIONS 

16690.3 

105,5 

70  fl 

30 

330 

APPLE  COMPUTER 

4711.9 

47,4 

u ,  o 

31 

347 

ADOBE  SYSTEMS 

2450.9 

-8.4 

^  o ,  o 

32 

356 

PARAMETRIC  TECHNOLOGY 

4111.0 

-49,2 

17^ 

—  i  /  ,  o 

33 

459 

SEAGATE  TECHNOLOGY 

7026.1 

18,5 

-11,7 

34 

475 

SILICON  GRAPHICS 

2990.0 

5,8 

-35,2 

35 

480 

MOORE 

928.7 

-31.2 

-40.0 

12 

MONTHS 
1998 

$MiL 


CHANGE 
FROM 
1997 


3  YEAR 
AVERAGE 
CHANGE 


PROFITABILITY 

12  CHANGE 

MONTHS  FROM 

1998  1997 

$  MIL  % 


4641,4 

12 

2215, 5y 

5 

6602,3 

38 

2054,3 

6 

21208, 3y 

5 

9137. 4y 

-5 

9417.0 

12 

16660.0 

27 

18243.0 

48 

/yDD.4 

OP, 
ZD 

3973.7 

35 

1496. 1 

45 

3305.0 

52 

9989.0 

37 

975.5 

33 

10517,6 

14 

7467.9 

19 

5074.7  y 

15 

81667.0 

4 

7398.8 

18 

4220,5 

8 

1313,7 

61 

5091,0 

14 

1 152.1 

8 

7208.4 

9 

47182.0 

6 

740. 2y 

20 

1 135.4y 

23 

31 169.0 

27 

16891.0 

1 1 

1931.8 

1 

19449.0 

7 

5571.7 

-1 

51 1 1.8y 

-2 

1117.7 

25 

1478.7 

27 

6073.0 

-7 

894.8 

-2 

1009.2 

-5 

6604.0 

-18 

2783.0 

-25 

2717.7 

3 

3.9 
1.3 

20,7 
7,4 
6,5 

23,2 

'20.t> 

31,7 
51,8 
31,6 
27,6 
37,3 
54,8 
50,2 
35,3 
18,1 
26.5 
16.6 

4.2 
18.2 

5,5 
79,5 
16,4 
-2.8 

4.3 
12.1 
11,6 
20,2 
27,8 
10.2 

1.3 

5,3 
41,4 

7,6 
-19.1 
103,1 
-19,6 

6,5 
33,0 
-7,6 

4,6 

1.8 


353.4 

-2 

324.3 

18 

351.9 

-18 

241.6 

-19 

464.8 

-41 

89.3 

-91 

1 

5360.0 

63 

1460.0 

55 

1087.0 

50 

793.4 

47 

302.4 

85 

254.0 

440 

1362.0 

3 

301.6 

86 

880.0 

22 

345.4 

215 

644,1 

18 

6328,0 

4 

304,5 

19 

567,9 

12 

143.2 

32 

569.0 

-48 

164.4 

364 

387.0 

NM 

2975.0 

-5 

90.6 

101 

70.8 

16 

■2743,0 

NM 

743,4 

2 

145.4 

226 

585.0 

-60 

304,0 

75 

465,7 

31 

116,8 

NM 

-19.7 

NM 

414,0 

NM 

105,1 

-44 

93.5 

-18 

-32.5 

NM 

-435.6 

NM 

-547.9 

NM 
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INVESTMENT  DATA 


NET 
MARGIN 
1997 

RETURN  ON 
INVESTED 
CAPITAL 

RETURN  ON 
COMMON 
EQUITY 

RECENT 
SHARE 
PRICE 
$ 

12-MONTH 
HIGH/LOW 
$ 

P-E 
RATIO 

DIVIDEND 
YIELD 

EARNINGS 
PER  SHARE 

1998 

ESTIMATED 
EARNINGS 
PER  SHARE 
1999 

8.9 

10.4 

13.2 

45 

63/42 

17 

1.32 

2.57 

3.29 

13.0 

10.1 

12.8 

33 

50/31 

14 

1.62 

2.29 

2.56 

9.0 

5.0 

6.3 

40 

56/37 

16 

3.48 

2.51 

3.03 

15.4 

4.5 

4.9 

35 

45/31 

25 

1.94 

1.41 

1.52 

3.9 

2.5 

4.4 

78 

108  /77 

19 

1.28 

4.06 

9.55 

1  n  4 

0.7 

1.2 

32 

47  /28 

147 

3.21 

0.22 

2.67 

7.6 

10.0 

Ib.K 

.'■)! 

64  /'iS 

6.3 

0.60 

o.ao 

1  .«.'•> 

29.7 

28.0 

28.0 

150 

176/79 

64 

0.00 

2.35 

2.56 

7.7 

51.5 

62.9 

40 

55/15 

76 

NA 

0.53 

0.74 

11.5 

32.7 

36.0 

37 

41/12 

50 

0.00 

0.74 

1.04 

18.3 

22.2 

23.9 

102 

110/34 

69 

0.00 

1.49 

1.97 

15.8 

29.1 

29.2 

28 

40/18 

37 

NA 

0.76 

1.15 

2.3 

13.7 

17.5 

89 

92/14 

342 

NA 

0.26 

0.32 

18.1 

14.8 

14.9 

98 

118/40 

119 

NA 

0.82 

1.47 

22.2 

28.6 

28.6 

41 

60/35 

31 

NA 

1.32 

1.90 

7.8 

21.5 

21.5 

97 

116/38 

44 

0.00 

2.21 

2.79 

1.7 

25.7 

25.8 

73 

85/36 

33 

NA 

2.18 

2.79 

12.4 

16.6 

17.3 

40 

43/30 

38 

0.77 

1.04 

1.13 

7.8 

18.1 

32.5 

170 

199/96 

26 

0.52 

6.57 

7.52 

4.1 

12.2 

13.2 

67 

75/46 

35 

0.00 

1.89 

2.55 

13.0 

15.5 

34.5 

63 

71/45 

31 

1.61 

2.03 

2.30 

13.3 

23.2 

21.6 

19 

57/17 

34 

NA 

0.55 

0.67 

24.7 

12.4 

22.2 

42 

62/26 

42 

0.19 

1.00 

2.60 

3.3 

26.7 

25.3 

36 

41/23 

32 

0.00 

1.11 

1.14 

12.9 

10.6 

20.4 

30 

37/14 

28 

0.00 

1.06 

1.34 

7.1 

15.5 

17.0 

66 

84  /47 

23 

0.96 

2.83 

3.37 

7.3 

19.7 

19.7 

40 

49/22 

22 

0.60 

1.85 

2.54 

6.6 

17.1 

17.7 

51 

87/40 

19 

1.65 

2.62 

3.08 

7.5 

-23.3 

-24.2 

35 

51/23 

-21 

0.23 

-1.71 

1.81 

4.8 

9.9 

12.6 

47 

54/30 

31 

1.29 

1.50 

1.88 

2.3 

21.2 

25.3 

34 

38/26 

19 

4.37 

1.80 

2.64 

8.0 

3.3 

12.0 

55 

63/39 

68 

1.45 

0.81 

2.70 

3.1 

10.1 

10.2 

31 

51/23 

38 

0.00 

0.83 

1.98 

6.8 

8.4 

11.8 

38 

39/20 

37 

0.21 

1.04 

1.73 

13.0 

7.7 

7.8 

19 

21/9 

59 

0.00 

0.33 

0.47 

10.7 

-1,5 

-1.5 

77 

93/31 

-769 

NA 

-0.10 

1.67 

13.4 

14.4 

21.5 

35 

47/22 

13 

0.00 

2.66 

2.60 

20.5 

20.4 

20.4 

40 

52/24 

26 

0.50 

1.55 

2.46 

10.8 

26.0 

26.0 

15 

36/9 

45 

NA 

0.34 

0.81 

-1.3 

-0.9 

-1.1 

29 

44/16 

-206 

0.00 

-0.14 

1.58 

0.7 

-24.1 

-31.0 

16 

21/7 

-7 

0.00 

-2.33 

-0.47 

2.1 

-86.8 

-89.8 

11 

18/9 

-2 

1.91 

-6.19 

0.54 

Sky-High  Tech 


E\('ii  ill  a  Toiiiili  veaiv 
TcrhiiolooT  roiiipaiiie.s 
nil(".  Microsoft.  No.  1 . 
s( iiinhlcd  in  court.  l)ut  it 
sold  ciioiiiili  software  to 
rack  iij)  (»•)%  earnings 
<>i()\vtli  and  -MVYo  inargins. 
Dell.  No.  2.  missed  the 
cliea}»-|>c  l»ooni.  wi  re- 
lumed ()■}%  on  e<jiiitv. 
Oracles  Asia  sales  were  in 
die  tank.  l)iit  a  recover\ 
in  database  sales  took  it 
Iroin  No.  102  to  No.  4. 
Sliareholdei'  returns  also 
sparkled  foi'  most.  Still, 
as  I'C  sales  >low.  tech 
growth  could  develoj)  a 
ulilch. 
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ALPHABETICAL  INDEX  OF  COMPANIES 
BEGINS  ON  PAGE  168 
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THE  S&P 

500 


Business  Week's  Industry  Rankin: 


MARKET  VALUE 


SALES 


FEB.  26 
1999 
$MiL 


TOTAL 
RETURN 

(lYEAR) 


TOTAL 
RETURN 

(3  YEARS) 


12 

MONTHS 
1998 
$MIL 


CHANGE 
FROM 
1997 


3  YEAR 
AVERAGE 
CHANGE 


PROFITABILiTY 

12  CHANGE 

MONTHS  FROM 

1998  1997 

SMIL  % 


36  482    DATA  GENERAL 

37  485    CABLETRON  SYSTEMS 


690.4 
1394.8 


-33.0 
-47.6 


-18.1 
-78.4 


1462.4 
1377.7 


-6 


7.5 

10.2 


19  Paper  &  Forest  Products 


-139.4  NM 
-495.1  NM 


INDUSTRY 

AVERAGE 

()r>44.0 

-7.;$ 

21.<^ 

7201.;$ 

0 

-2.1 

211.9 

198 

1 

177 

KIMBERLY-CLARK 

25600.0 

-13.3 

31.7 

12297.8 

-2 

-2.9 

1177.0 

33  j 

2 

208 

FORT  JAMES 

6584.5 

-33.8 

19.4 

7301.1 

1 

1.5 

500.2 

379  ' 

3 

354 

GEORGIA-PACIFIC  GROUP 

6548.7 

27.0 

75.1 

13223.0 

2 

-2.4 

111.0 

NM 

4 

374 

WILLAMETTE  INDUSTRIES 

4043.9 

0.7 

46.9 

3700.3 

6 

-1.1 

89.0 

22 

5 

380 

WEYERHAEUSER 

11093.9 

15.3 

45.3 

10766.0 

-4 

-2.6 

294.0 

-14 

6 

404 

INTERNATIONAL  PAPER 

12894.0 

-7.7 

25.8 

19541.0 

-3 

-0.4 

213.0 

NM 

7 

410 

UNION  CAMP 

4626.7 

15.9 

57.8 

4502.9 

1 

3.1 

19.3 

-76 

8 

412 

BOISE  CASCADE 

1749.9 

-4.4 

-7.0 

6162.1 

12 

6.8 

-28.4 

NM 

9 

430 

MEAD 

3127.4 

-9.1 

29.4 

3772,2 

1 

-11.1 

140.1 

-14 

10 

449 

POTLATCH 

1006.3 

-16.1 

-4.4 

1565  9 

0 

-0.7 

37.2 

3 

11 

454 

CHAMPION  INTERNATIONAL 

3536.6 

-27.2 

-6.3 

5653.0 

-1 

-6.3 

75.3 

NM 

12 

463 

WESTVACO 

2263.7 

-28.3 

-14.8 

2834.5 

-4 

-4.6 

124.7 

-22 

13 

469 

LOUISIANA-PACIFIC 

1997.0 

-13.7 

-13.8 

2297.1 

-4 

-6.5 

2.0 

NM 

20  Publishing  &  Broadcasting 

INDUSTRY  AVER.4GK                                     I8()8().  1 

24.4 

140.8 

4217.2 

8 

:i98.8 

.'■>70 

1 

63 

GANNETT 

17881.9 

-0.4 

95.7 

5121.3 

8 

10.6 

999.9 

40 

2 

73 

COMCAST 

26230.4 

103.1 

265.7 

5145.3 

15 

14.8 

1007.7 

NM 

3 

120 

McGRAW-HILL 

10768.6 

47.4 

168.8 

3729.1 

6 

9.0 

341.9 

18 

4 

131 

TRIBUNE 

7875.2 

3.8 

106.5 

2980.9 

10 

10.2 

414.3 

5 

5 

151 

CLEAR  CHANNEL  COMMUNICATIONS 

14909.2 

32.6 

374.1 

1350.9 

94 

77.6 

54.0 

-15 

6 

171 

NEW  YORK  TIMES 

5653.3 

-4.1 

138.0 

2936.7 

2 

7.0 

286.6 

9 

7 

214 

MEREDITH 

1696.3 

-20.8 

57.9 

1030.9 

11 

6.3 

86.7 

15 

8 

231 

TIME  WARNER 

78045.0 

91.8 

207.8 

14582.0 

10 

22.8 

168.0 

-44 

9 

232 

KNIGHT-RIDDER 

3935.4 

-9.4 

52.9 

3091.9 

7 

5.6 

305.6 

-23 

10 

240 

MEDIAONE  GROUP 

33070.6 

69.3 

161.1 

2882.0 

-25 

8.8 

1430.0 

NM 

11 

316 

CBS 

26037.9 

19.2 

103.2 

6805.0 

27 

9.1 

-12.0 

NM 

12 

423 

TIMES  MIRROR 

4526.3 

-8.2 

69.5 

3009.1 

4 

-5.6 

93.4 

-58 

13 

455 

DOW  JONES 

4411.3 

-6.7 

28.9 

2158.1 

-16 

-1.3 

8.4 

NM 

21  Service  Industries 

INDUSTRY  AVERACK 

ry.iA 

7208.9 

17 

27.6 

197.2 

95 

1 

30 

OMNICOM  GROUP 

11176.1 

46.3 

237.5 

4092.0 

31 

21.6 

285.1 

28 

2 

34 

PAYCHEX 

6933.3 

24.0 

164.8 

1103.4 

29 

40.0 

119.4 

36 

3 

36 

INTERPUBLIC  GROUP 

10197.8 

38.6 

175.8 

3968. 7y 

14 

25.6 

309.9 

55 

4 

74 

ENRON 

21497.3 

40.9 

88.9 

31260.0 

54 

50.6 

703.0 

570 

5 

235 

IMS  HEALTH 

11315.3 

53.0 

NA 

1186.5 

12 

-4.4 

178.5 

-24 

6 

257 

W.  W.  GRAINGER 

4237.3 

-6.8 

35.4 

4341.3 

5 

10.5 

238.5 

3 

7 

269 

GENUINE  PARTS 

5385.6 

-16.7 

14.8 

6614.0 

10 

7.6 

355.8 

4 

8 

283 

SERVICE  CORP.  INTERNATIONAL 

3964.0 

-58.9 

-30.2 

2875.1 

13 

19.3 

342.1 

-9 
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INVESTMENT  DATA 

NEI 
MARGIN 
1997 

RETURN  ON 
INVESTED 

CAPITAL 

RETURN  ON 
COMMON 

EQUITY 

RECENT 
SHARE 
PRICE 
$ 

12-MONTH 
HIGH/LOW 
$ 

P-E 
RATIO 

DIVIDEND 

YIELD 

EARNINGS 
PER  SHARE 

1998 

ESTIMATED 
EARNINGS 
PER  SHARE 
1999 

3.2 

-22.6 

-34.4 

14 

22/7 

-5 

0.00 

-2.85 

0.52 

13.6 

-48.5 

-48.5 

8 

16/7 

-3 

NA 

-3.06 

0.39 

1.0 

.3.7 

7.4 

40 

.tI  /29 

41 

2.4.'> 

0.97 

1 .3() 

7.0 

18.8 

29.6 

47 

59  /36 

22 

2.20 

2.13 

2.77 

1.4 

10.6 

47.2 

30 

53/27 

13 

2.01 

2.27 

2.63 

-0.7 

1.6 

3.3 

73 

81  /37 

60 

1 .37 

1.22 

1.16 

2.1 

2.3 

4.4 

36 

41  /23 

46 

1.76 

0.80 

1.02 

3.1 

3.4 

6.4 

56 

62  /37 

38 

2.87 

1 .47 

1.76 

-0.8 

1.1 

2.4 

42 

62  /36 

60 

2.38 

0.70 

0.94 

1.8 

0.6 

1.0 

67 

70/34 

239 

2.69 

0.28 

1.00 

-0.6 

-1.4 

-3.3 

31 

40  /22 

-37 

1.93 

-0.85 

0.38 

4.4 

3.9 

6.2 

30 

37  /26 

23 

2.10 

1.34 

1.46 

2.3 

2.3 

4.0 

35 

4o  /31 

O  "7 

c  no 

1   o  o 

1    O  "7 
1.3/ 

-9.6 

1.2 

2.4 

37 

58/26 

47 

0.54 

0.78 

0.76 

5.4 

3.4 

5.8 

23 

33/21 

18 

3.90 

1.23 

1.40 

-4.2 

0.1 

0.2 

18 

24/16 

919 

3.05 

0.02 

1.03 

1.5 

8.2 

8.6 

61  /.35 

0.96 

1  ..53 

1.43 

15.1 

19.3 

25.6 

64 

75  /48 

18 

1.26 

3.50 

3.19 

-4.1 

10.4 

24.9 

71 

78/33 

28 

0.13 

2.50 

-0.40 

8.2 

16.3 

22.9 

55 

59/36 

32 

1.57 

1.72 

t 

14.5 

10.9 

19.7 

66 

75  /45 

22 

1.09 

3.01 

2.85 

9.1 

0.8 

1.4 

60 

65  /31 

273 

0.00 

0.22 

0.42 

9.2 

14.0 

18.5 

31 

41  /21 

21 

1.23 

1.49 

1.65 

8.2 

15.6 

22.4 

34 

49  /27 

21 

0.89 

1.61 

1.64 

2.3 

-1.7 

-3.4 

65 

67  /34 

-208 

0.28 

-0.31 

0.34 

13.8 

10.3 

19. 1 

50 

60  /41 

16 

1.59 

3.1 1 

2.99 

-21.5 

6.9 

10.7 

55 

58  /32 

26 

NA 

2.10 

-1.35 

-2.4 

-0.1 

-0.2 

37 

38/18 

NM 

0.00 

-0.02 

0.37 

7.7 

2.9 

4.7 

56 

66/49 

67 

1.43 

0.83 

2.98 

■31.2 

1.1 

1.4 

47 

59/42 

522 

2.04 

0.09 

2.09 

1.6 

10.9 

8.t) 

.3H 

r>2  /29 

.31 

1 .82 

1.29 

2.00 

7.1 

12.9 

26.7 

66 

68  /37 

39 

0.91 

1.68 

1.93 

10.3 

31.3 

31.3 

42 

55/33 

59 

0.85 

0.72 

1.01 

5.8 

17.7 

25.1 

75 

81  /45 

34 

0.80 

2.21 

2.56 

0.5 

3.9 

9.9 

65 

69/41 

32 

1.54 

2.02 

2.33 

£.iL.  i 

l\J.iL 

36 

39  /25 

67 

0.23 

0.53 

0.99 

5.6 

16.7 

18.3 

45 

55/36 

18 

1.35 

2.44 

2.66 

5.7 

15.3 

17.7 

30 

38  /28 

15 

3.47 

1.98 

2.16 

14.8 

5.4 

11.4 

15 

47/15 

12 

2.34 

1.31 

1.31 

Quiet  Giants 


Tliev  nia\  be  I  lie 
})i(Tocsi  acl  <  oni|)Hriies 
voii  \  ('  iievei'  lirard  ol. 
luit  Oiniiicom  Gr(jiij>  and 
liiler|»ul)lic  Group  domi- 
iiate.  Tliesc  two  coiisolida- 
lor^.  wliicli  owii  .siicli  l>io- 
iiaine  s1k)|),s  a.s  BliDo 
\Voi]d\\  id('  and  Mc(iaini- 
Ericksoi)  Vi'cjiidwide,  have 
hiiilt  glol)al  iielw'ojks  l)y 
l)ii\iiig  liol  agencies  while 
lakitig  care  not  to  over- 
|>a\.  ()\  (m  Icn crage.  or  over- 
manage  crealhe  talent. 
Re.siilt.s:  stellar  gro^\1ll  and 
sharelioldei'  retuiiis  of 
4()%  at  Omnicom.  .No.  30. 
and  39%  at  Inteiptihlic. 
No.  36.  over  the  past  >  ear. 
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XHE  Si&P  Business  Week's  Industry  Rankin: 

500 


MARKET  VALUE 


FEB, 26  TOTAL 
1999  RETURN 
SMIL  (lYEAR) 


TOTAL 
RETURN 
(3  YEARS) 


CAI  PC 

PROFITABILITY 

12            CHANGE        3  YEAR 
MONTHS          FROM  AVERAGE 
1998             1997  CHANGE 
$MIL               %  % 

12  CHANGE 
MONTHS  FROM 
1998  1997 
SMIL.  X 

12703.5         6  179.2 

-766.8  NM 

5283. 8y     25  26.9 

159.9  141 

5018.4         3  -7.8 

294.6  126 

13489.9       -5  12.5 

231.6  67 

4451.7      -21  -8.5 

340.8  14 

4536.8       12  12.9 

-31.5  NM 

9 

299 

WASTE  MANAGEMENT 

28430.0 

10 

307 

CENDANT 

14103.9 

11 

314 

R.  R.  DONNELLEY 

4672.3 

12 

335 

FLUOR 

2659.3 

13 

343 

BROWNING-FERRIS  INDUSTRIES 

5032.5 

14 

447 

FOSTER  WHEELER 

509.0 

17.5 
-55.8 
-11.7 
-24.2 

-3.1 
-50.7 


128.8 

-23.8 
1.5 
-45.2 
14.0 
-68.6 


22  Telecommunications 


INDl  sri{v 

\\  \  K \<;i. 

r)0 1  ?-).« 

">!.(» 

i:{().9 

16247.;{ 

7 

1'J65.(» 

11 

1 

9 

SBC  COMMUNICATIONS 

103424.3 

42.8 

109.5 

28777.0 

8 

29.6 

4068.0 

143 

2 

11 

TELLABS  " 

15572.3 

32.6 

238.9 

1660.1 

38 

37.8 

398.3 

51 

3 

17 

AIRTOUCH  COMMUNICATIONS 

52188.2 

102.9 

193.8 

5181.0 

44 

48.6 

725.0 

62 

4 

20 

AMERITECH 

71844.4 

60.6 

149.6 

17154.0 

7 

8.4 

3606.0 

57 

5 

28 

BELLSOUTH 

90675.0 

55.6 

153.5 

23123.0 

12 

8.8 

3527.0  8 

6 

49 

BELL  ATLANTIC 

90820.1 

32.4 

95.5 

31565.9 

5 

29.6 

2990.8 

22 

7 

69 

LUCENT  TECHNOLOGIES 

133696.9 

87.8 

NA 

30627.0 

13 

12.8 

1578.0 

233 

8 

70 

SPRINT  FON  GROUP 

36959.7 

48.6 

188.2 

16016.9 

8 

7.8 

1540.1 

12 

9 

96 

AT&T 

144020.0 

37.5 

109.2 

53223.0 

3 

1.4 

5235.0 

23 

10 

102 

ALLTEL 

16473.8 

34.0 

96.3 

5194.0 

14 

20.8 

525.5 

-11 

11 

103 

U  S  WEST 

26811.1 

6.4 

91.6 

12378.0 

8 

9.7 

1508.0 

-1 

12 

126 

GTE 

62553.4 

23.8 

69.6 

25473.0 

10 

8.5 

2492.0 

-11 

13 

200 

MCI  WORLDCOM 

150966.4 

1 16.0 

319.0 

17678.0 

139 

68.9 

-2540.0 

NM 

14 

210 

FRONTIER 

6177.7 

33.7 

32.8 

2593.6 

9 

5.0 

177.5 

458 

15 

220 

SCIENTIFIC-ATLANTA 

2558.3 

86.0 

94.2 

1 160.6 

-4 

2.0 

83.7 

24 

16 

303 

NORTHERN  TELECOM 

38523.3 

9.7 

149.9 

17575. Oy 

14 

18.3 

-537.0 

NM 

17 

346 

NEXTEL  COMMUNICATIONS 

8594.4 

1.7 

98.8 

1846.8 

150 

120.9 

-1518.9 

NM 

INC 

INC 

SPRINT  PCS  GROUP 

13305.6 

106.5  d 

NA 

1225.4 

NA 

NA 

-1089.6 

NM 

23  Transportation 

IMJL  STHY  AVKI{  \(;i: 

8884.1 

-4.1 

.Vi.8 

9.W.5.4 

3 

7.5 

.551.7 

-8 

1 

55 

SOUTHWEST  AIRLINES 

10132.8 

57.7 

121.4 

4164.0 

9 

13.1 

433.4 

36 

2 

84 

FDX 

14064.2 

49.6 

157.4 

16355.8 

7 

19.5 

515.7 

54 

3 

109 

BURLINGTON  NORTHERN  SANTA  FE 

15538.8 

1.1 

29.4 

8941.0 

7 

12.1 

1155.0 

31 

4 

123 

DELTA  AIR  LINES 

8605.9 

7.8 

56.9 

14402.0 

3 

5.8 

1078.0 

15 

5 

147 

AMR 

10108.7 

-12.4 

26.4 

19205.0 

6 

4.1 

1306.0 

34 

6 

192 

US  AIRWAYS  GROUP 

4141.0 

-25.2 

180.7 

8688.0 

2 

5.1 

538.0 

-48 

7 

264 

LAIDLAW 

2538.2 

-46.7 

-17.7 

3493.4 

2 

13.7 

349.3 

390 

8 

375 

NORFOLK  SOUTHERN 

10480.1 

-17.6 

9.8 

4221. Oy 

0 

-2.7 

630.0 

-10 

9 

378 

RYDER  SYSTEM 

1951.9 

-24.9 

13.9 

5188.7 

6 

0.0 

159.1 

-1 

10 

419 

CSX 

8567.5 

-27.8 

-6.1 

9898.0 

-7 

-1.1 

537.0 

-33 

11 

432 

UNION  PACIFIC 

11595.8 

-6.7 

9.1 

10553.0 

-5 

13.5 

-633.0 

NM 
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INVESTMENT  DATA 

NET 
1997 

D  C  Tl  ID  M  HM 

Kt 1 UKN  UN 
INVESTED 
CAPITAL 

DCTI  IDM  riM 

COMMON 
EQUITY 

RECENT 

onMnt 

PRICE 
$ 

iZ-IVIUn  1  n 

HIGH/LOW 
$ 

P-E 
RATIO 

DIVIDEND 
YIELD 

tnrtHllNoo 

PER  SHARE 
1998 

ESTIMATED 

LMnlNllNuo 

PER  SHARE 
1999 

-8.6 

-5.3 

-17.5 

49 

58/35 

-37 

0.08 

-1.31 

3.01 

1.6 

1.0 

3.3 

17 

42/7 

92 

0.00 

0.18 

1.07 

2.7 

12.4 

22.9 

34 

48/34 

16 

2.45 

2.08 

2.21 

1.0 

12.7 

15.2 

35 

53/34 

12 

2.27 

3.00 

3.00  ' 

5.3 

10.6 

24.6 

32 

39  /26 

16 

2.41 

1 .97 

2.15 

0.1 

-2.6 

-5.5 

13 

32/12 

-16 

6.72 

-0.77 

1.67 

7.5 

9.0 

12.5 

62 

69  /:u 

64 

1.54 

0.97 

1 .62 

6.3 

16.0 

31.8 

53 

60/35 

26 

1.77 

2.05 

2.38 

!1.9 

28.9 

28.9 

80 

93/31 

39 

0.00 

2.07 

2.43 

.2.5 

4.3 

5.6 

91 

99/42 

85 

NA 

1.07 

1.39 

.4.4 

21.9 

33.1 

65 

69/41 

20 

1.94 

3.25 

2.64  : 

.5.9 

14.0 

21.9 

47 

50  /30 

26 

1.63 

1,78 

1.88 

8.1 

9,4 

23.7 

58 

61/40 

31 

2.67 

1.87 

3.00 

1.7 

19.9 

28.5 

102 

120/52 

87 

0.16 

1.17 

2.32  i 

9.2 

10.7 

17.0 

86 

88/28 

24 

1.17 

3.55 

3.75 

8.2 

17.4 

21.8 

82 

100/48 

28 

1.61 

2.91 

3.30  ■ 

.3.0 

7.8 

16.0 

60 

67/38 

32 

2.04 

1.89 

2.56 

.3.3 

16.0 

199.7 

53 

66/47 

19 

4.01 

2.84 

3.29 

.2.0 

9.9 

30.4 

65 

72/47 

25 

2.90 

2.57 

3.49 

3.3 

-4.2 

-5.7 

83 

86  /37 

-41 

0.00 

-2.02 

1.97 

1.3 

8.3 

17.4 

36 

39/24 

35 

2.47 

1.02 

1,21 

5.6 

13.0 

13.1 

32 

35/12 

31 

0.19 

1.06 

0.66 

5.4 

-4.2 

-4.9 

58 

69/27 

-59 

0.52 

-0.99 

2.22 

i2.2 

-17.5 

-92.3 

30 

34  /15 

-5 

NA 

-5.99 

-4.53 

NA 

-9.6 

-29.1 

32 

40/13 

-12 

NA 

-2.63 

-4.73 

6^ 

9.§ 

12.2 

4S 

57/30 

15 

1.27 

2.90 

3.4,'$ 

8.3 

15.0 

19.1 

30 

32/15 

24 

0.10 

1.23 

1.31 

2.2 

9.1 

12.0 

95 

98/44 

27 

0.00 

3.49 

4.63  1 

10.6 

8.9 

14.9 

33 

36/27 

14 

1.45 

2.43 

2.62  1 

6.7 

17.8 

24.9 

61 

72/41 

9 

0.16 

6.87 

6.62  1 

5.4 

12.4 

19.9 

55 

90/46 

7 

0.00 

7.48 

5.83  ; 

12.0 

19.8 

74.8 

47 

83  /35 

8 

0.00 

5.60 

6.16 

2.1 

6.3 

11.0 

8 

17/7 

7 

2.41 

1.06 

0.81 

16.6 

4.7 

10.6 

28 

42/26 

17 

2.90 

1.65 

1.89 

3.3 

4.5 

14.5 

27 

41/19 

13 

2.22 

2.16 

2.63  : 

7.5 

4.4 

9.1 

39 

61/36 

16 

3.06 

2,51 

2.75 

3.9 

-3.5 

-8.3 

47 

58/37 

-18 

1.71 

-2.57 

2.43 

Wedding  Bells 


M 


erger  main  a  i  ,s  a 
big;  reason  six  tele 


|)lioiie  companies 
hit  tlie  BW  50.  Ameritech 
is  iiiai  rying  SBC:,  GTE  is 
iiiergiiig  with  Bell 
Atlantic,  and  Vodafone  is 
Ituviiig  AirTouch.  Mean- 
while, No.  28  BellSonth 
jumped  53  places  as 
shareholders  l)enetited 
from  takeover  specnlation. 
Stock  runn]>s  across  the 
industry  signal  that 
investors  exjiect  more 
merge  js. 


FOOTNOTES  TO  TABLES  APPEAR  ON  PAGE  141; 
ALPHABETICAL  INDEX  OF  COMPANIES 
BEGINS  ON  PAGE  168 
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XHE  S&P  Business  Week's  Industry  Ranking! 

500 


MARKET  VALUE 


FEB, 26  TOTAL 
1999  RETURN 
SMIL.  (lYEAR) 


TOTAL 
RETURN 

(3  YEARS) 


MONTHS 
1998 

SMIL, 


CHANGE  3  YEAR 
FROM  AVERAGE 
1997  CHANGE 


24  Utilities 


PROFrTABIUTY 


12  CHANGE 

MONTHS  FROM 

1998  1997 

SMIL  % 


IM>lf 

KY  AVERAGE 

6848.1 

2. A 

41 

.9 

6229.8 

14 

l.i.7 

393.9 

1 

1 

46 

AES 

6693.8 

-15.5 

203 

6 

2398.0 

70 

53.5 

307.0 

63 

2 

100 

DUKE  ENERGY 

20571.7 

6.2 

31 

9 

17609. 7y 

8 

53.1 

1260.3 

29 

3 

127 

FIRSTENERGY 

6934.3 

6.3 

49 

9 

5055.9 

79 

25.7 

441.4 

44 

4 

135 

PP&L RESOURCES 

3998.0 

20.1 

25 

3 

3786. Oy 

23 

10.7 

404.0 

26 

5 

137 

PECO  ENERGY 

7981.6 

85.2 

50 

3 

5210.5 

13 

7.6 

532.8 

58 

6 

143 

ENTERGY 

6964.8 

2.4 

19 

6 

11494. 8y 

21 

23.3 

739.1 

198 

7 

156 

COLUMBIA  ENERGY  GROUP 

4217.4 

0.8 

80 

2 

6551. ly 

30 

36.9 

269.2 

-2 

8 

159 

TEXAS  UTILITIES 

12005.6 

10.4 

23 

1 

14736. ly 

85 

36.0 

740.0 

12 

9 

173 

NEW  CENTURY  ENERGIES 

4532.1 

-8.4 

35 

2 

3610. 9y 

8 

18.4 

347.3 

27 

10 

191 

PG&E 

12049.3 

8.5 

44 

8 

19942. Oy 

29 

30.4 

719.0 

-4 

11 

197 

ONEOK 

839.6 

-21.2 

37 

4 

1908. 7y 

56 

20.4 

103.5 

74 

12 

226 

CENTRAL  &  SOUTH  WEST 

5275.2 

-1.2 

9 

9 

5468. Oy 

4 

18.3 

449.0 

36 

13 

227 

DTE  ENERGY 

5748.6 

13.2 

33 

6 

4221. Oy 

12 

4.9 

450.0 

5 

14 

247 

EDISON  INTERNATIONAL 

8994.1 

-4.3 

66 

6 

10207. 9y 

11 

6.8 

706.0 

-5 

15 

252 

PUBLIC  SERVICE  ENTERPRISE  GROUP 

8612.5 

24.7 

67 

5 

5931. Oy 

-3 

0.3 

653.0 

14 

16 

262 

FPL  GROUP 

9304.3 

-8.4 

29 

1 

6661. Oy 

5 

6.0 

679.0 

7 

17 

266 

CONSOLIDATED  EDISON 

10793.9 

15.1 

72 

7 

7093. Oy 

-1 

2.8 

729.7 

2 

18 

268 

DOMINION  RESOURCES 

7512.6 

3.1 

19 

1 

6086. 2y 

-16 

12.9 

571.4 

31 

19 

276 

AMEREN 

5119.9 

3.1 

6 

8 

3318. 2y 

0 

16.9 

399.1 

0 

20 

285 

CINERGY 

4631.1 

-11,6 

14 

8 

5876.3 

34 

25.3 

267.5 

-29 

21 

288 

GPU 

5102.6 

4.4 

41 

1 

4248.8 

3 

3.9 

397.0 

14 

22 

296 

RELIANT  ENERGY 

7624.8 

9.1 

42 

6 

11488. 5y 

67 

47.6 

-141.1 

NM 

23 

306 

CAROLINA  POWER  &  LIGHT 

6034.3 

0.0 

26 

6 

3130.0 

4 

1.3 

399.2 

3 

24 

308 

SOUTHERN 

17487.4 

6.7 

23 

7 

11441.9 

-9 

9.0 

1001.5 

-1 

25 

313 

WILLIAMS 

15824.9 

15.1 

149 

0 

7678.6 

-7 

46.5 

159.8 

-65 

26 

317 

NORTHERN  STATES  POWER 

3941.6 

-1.1 

23 

7 

2819.2 

3 

3.1 

282.3 

19 

27 

319 

UNICOM 

7720.8 

15.9 

31 

9 

7151.3 

1 

1.2 

567.1 

NM 

28 

327 

CONSOLIDATED  NATURAL  GAS 

5269.3 

-0.9 

42 

6 

2760. 4y 

-13 

-6.9 

287.7 

-10 

29 

329 

AMERICAN  ELECTRIC  POWER 

7964.3 

-8.5 

14 

4 

6345.9 

8 

3.5 

547.1 

-14 

30 

339 

SEMPRA  ENERGY 

5040.3 

-8.5 

36 

6 

5525. Oy 

8 

9.9 

294.0 

-32 

31 

342 

BALTIMORE  GAS  &  ELECTRIC 

3823.3 

-14.5 

6 

7 

3358. ly 

2 

4.6 

327.7 

16 

32 

361 

PACIFICORP 

5351.0 

-21.7 

1 

0 

6386. lay 

50 

22.5 

99.0a 

-71 

33 

373 

NICOR 

1818.8 

-3.8 

61 

1 

1465. ly 

-26 

0.4 

116.4 

-9 

34 

427 

PEOPLES  ENERGY 

1204.2 

-1.2 

28 

0 

1066.8 

-16 

0.7 

67.3 

-30 

35 

433 

EASTERN  ENTERPRISES 

864.8 

-9.8 

22 

1 

935.3 

-9 

-0.3 

50.8 

-9 

36 

437 

NIAGARA  MOHAWK  POWER 

2740.2 

14.2 

95 

0 

3826.4 

-4 

-0.8 

-120.8 

NM 

37 

471 

SONAT 

2785.3 

-39.1 

-17 

9 

3709.8 

-15 

25.7 

-530.5 

NM 
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INVESTMENT  DATA 

NET 
MARGIN 
1997 

RETURN  ON 
INVESTED 
CAPITAL 

RETURN  ON 
COMMON 
EQUITY 

RECENT 
SHARE 
PRICE 
$ 

12^M0NTH 
HIGH/LOW 
$ 

P'E 
RATIO 

DIVIDEND 

YIELD 

EARNINGS 
PER  SHARE 
1998 

ESTIMATED 
EARNINGS 
PER  SHARE 
1999 

7.1 

4.2 

'>.2 

•^r^ 

4;$  /;5 1 

18 

4.U4 

13.3 

3.9 

17.9 

37 

58/23 

22 

0.00 

1.67 

2.01 

6.0 

7.7 

14.8 

57 

71/55 

17 

3.87 

3.42 

3.56 

10.8 

3.2 

7.3 

29 

34/27 

15 

5.13 

1.95 

2.45 

10.4 

7.4 

20.1 

25 

29/21 

11 

3.93 

2.29 

2.04 

7.3 

7.0 

15.5 

36 

42/20 

15 

2.81 

2.32 

2.84 

2.6 

4.0 

9.2 

28 

32/23 

9 

4.25 

3.00 

2.05 

5.4 

6.8 

13.9 

51 

61/45 

16 

1.58 

3.21 

3.78 

8.3 

2.9 

8.5 

42 

48/38 

15 

5.42 

2.79 

3.19 

8.2 

6.9 

14.0 

41 

52/40 

13 

5.72 

3.05 

3.35 

4.9 

3.9 

8.5 

32 

35/30 

17 

3.81 

1.88 

2.12 

4.9 

4.0 

5.8 

27 

44/26 

18 

4.66 

1.46 

2.30 

6.3 

5.6 

11.6 

25 

31/24 

12 

7.01 

2.07 

2.03 

11,4 

5.6 

11.9 

40 

49/36 

13 

5.20 

3.05 

3.13 

8.0 

4.8 

11.9 

26 

31/25 

14 

4.08 

1.84 

1.96 

9.4 

5.8 

12.2 

38 

43/32 

14 

5.68 

2.79 

2.79 

10.0 

8.2 

12.4 

51 

73/50 

13 

4.04 

3.85 

3.98 

9.9 

6.8 

11.2 

47 

56/41 

15 

4.58 

3.04 

3.14 

6.0 

4.6 

8.9 

39 

49/38 

14 

6.68 

2.75 

2.99 

12.0 

6.7 

11.5 

37 

44  /37 

13 

6.81 

2.82 

2.90 

8.5 

5.0 

9.9 

29 

40/28 

18 

6.17 

1.65 

2.61 

8.4 

4.7 

10.6 

40 

47/35 

13 

5.17 

3.03 

3.27 

6.2 

-1.3 

-2.9 

27 

33/25 

-54 

5.59 

-0.50 

2.04 

12.8 

7.0 

13.2 

40 

50/39 

15 

5.02 

2.75 

3.09 

8.0 

4.1 

9.3 

25 

32/25 

18 

5.35 

1.40 

1.86 

5.5 

1.4 

3.5 

37 

37/20 

106 

1.62 

0.35 

1.10 

8.7 

6.0 

10.7 

26 

31/25 

14 

5.54 

1.84 

2.01 

-2.5 

3.7 

9.7 

36 

41/32 

15 

4.50 

2.34 

2.54 

10.0 

8.1 

12.1 

55 

60/42 

18 

3.53 

3.00 

3.59 

10.9 

5.1 

10.6 

42 

53/41 

15 

5.77 

2.81 

3.27 

8.4 

5.0 

9.4 

21 

29/21 

17 

7.43 

1.24 

1.76 

8.6 

4.9 

9.6 

26 

35/25 

12 

6.56 

2.06 

2.39 

8.0 

0.9 

1.9 

18 

25/18 

69 

6.00 

0.26 

1.21 

6.4 

8.9 

15.3 

38 

44/37 

16 

3.88 

2.42 

2.83 

7.6 

5.3 

9.0 

34 

40/32 

18 

5.78 

1.90 

2.53 

5.5 

5.2 

9.3 

38 

45/38 

17 

4.37 

2.24 

2.98 

4.6 

-1.6 

-4.2 

15 

17/11 

-15 

0.00 

-0.95 

0.29 

5.0 

-21.7 

-39.9 

25 

45/24 

-5 

4.27 

-4.82 

1.46 

Supercharged 


Wlio  .says  a  utility 
has  to  l)e  l)oiiiig? 
Ah.s.  at  No.  -i6. 
I  urns  in  elcM'ti  iiViDg  re- 
suhs  l)V  acting  inoTe  like 
a  ulol)al  pownhoiise  than 
a  local  |)o\\er  company. 
With  more  than  00  oener- 
aling  j»lants  Irom  Ka- 
zakhstan to  Brazil,  it 
scorn  s  the  glohe  lor  ac- 
<|iiisitions  as  i>overnnients 
|»ri\atize.  That  has  hel|>ecl 
sales  singe  l>v  70%  and 
earnings  hv  03%  over  tlie 
|»ast  year.  But  hivestors 
hewaie:  Retnrns,  up  tnore 
than  200%  over  three 
\ears,  fell  16%  over  the 
past  12  months  as  global 
economic  woes  spread. 


FOOTNOTES  TO  TABLES  APPEAR  ON  PAGE  141; 
ALPHABETICAL  INDEX  OF  COMPANIES 
BEGINS  ON  PAGE  168 
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489 

ASARCO  (16) 

498 

395 

464 

310 

ASCEND  COMMUNICATIONS  (18) 

1 35 

445 

448 

A 

408 

ASHLAND  (11) 

383 

21 1 

345 

64 

ABBOTT  LABORATORIES  (12) 

35 

1 1 5 

32 

145 

ASSOCIATES  FIRST  CAPITAL  (17) 

78 

149 

68 

347 

ADOBE  SYSTEMS  (18) 

416 

486 

378 

96 

AT&T  (22) 

12 

12 

10 

468 

ADVANCED  MICRO  DEVICES  (9) 

409 

377 

461 

476 

ATLANTIC  RICHFIELD  (11) 

127 

137 

490 

320 

AEROQUIP-VICKERS  (15) 

453 

403 

385 

202 

AUTODESK  (18) 

439 

491 

392 

46 

AES  (24) 

268 

387 

251 

65 

AUTOMATIC  DATA  PROCESSING  (18) 

97 

257 

129 

229 

AETNA  (17) 

1 90 

55 

101 

134 

AUTOZONE  (8) 

312 

325 

295 

239 

AIR  PRODUCTS  &  CHEMICALS  (4) 

252 

263 

1 59 

195 

AVERY  DENNISON  (7) 

303 

326 

298 

17 

AIRTOUCH  COMMUNICATIONS  (22) 

52 

251 

1 17 

222 

AVON  PRODUCTS  (5) 

181 

247 

275 

326 

ALBERTO-CULVER  (6) 

459 

423 

402 

158 

ALBERTSON'S  (10) 

1 56 

88 

1 44 

416 

ALCAN  ALUMINUM  (16) 

299 

1 78 

205 

B 

176 

ALCOA  (16) 

148 

91 

98 

425 

BAKER  HUGHES  (11) 

286 

219 

479 

376 

ALLEGHENY TELEDYNE  (5) 

363 

304 

290 

282 

BALL  (7) 

463 

354 

427 

377 

ALLERGAN  (12) 

307 

461 

458 

342 

BALTIMORE  GAS  &  ELECTRIC  (24) 

371 

330 

239 

162 

ALLIEDSIGNAL  (5) 

100 

93 

57 

138 

BANK  OF  NEW  YORK  (3) 

85 

244 

70 

144 

ALLSTATE  (17) 

74 

39 

22 

72 

BANK  ONE  (3) 

40 

45 

24 

102 

ALLTEL  (22) 

137 

249 

1 55 

242 

BANKAMERICA  (3) 

18 

1 3 

]  ] 

101 

ALZA  (12) 

338 

497 

371 

221 

BANKBOSTON  (3) 

171 

200 

108 

478 

AMERADA  HESS  (11) 

362 

210 

483 

372 

BANKERS  TRUST  (3) 

234 

1 29 

442 

276 

AMEREN  (24) 

320 

333 

204 

128 

BARD(C.R.)  (12) 

388 

469 

283 

7 

AMERICAONLINE  (18) 

27 

334 

281 

387 

BARRICKGOLD  (16) 

269 

462 

259 

329 

AMERICAN  ELECTRIC  POWER  (24) 

239 

2 1 8 

1 47 

494 

BATTLE  MOUNTAIN  GOLD  (16) 

491 

499 

475 

97 

AMERICAN  EXPRESS  (17) 

56 

64 

33 

349 

BAUSCH&LOMB  (12) 

380 

388 

428 

98 

AMERICAN  GENERAL  (17) 

1 1 7 

1 39 

1 09 

230 

BAXTER  INTERNATIONAL  (12) 

1 12 

208 

247 

385 

AMERICAN  GREETINGS  (14) 

451 

399 

326 

41 

BB&T  (3) 

1 80 

344 

164 

108 

AMERICAN  HOME  PRODUCTS  (12) 

29 

1 03 

31 

179 

BEAR  STEARNS  (17) 

325 

1 76 

149 

59 

AMERICAN  INTERNATIONAL  GROUP  (17) 

1 5 

26 

1 6 

273 

BECTON,  DICKINSON  (12) 

233 

340 

285 

204 

AMERICAN  STORES  (10) 

2 1 0 

60 

238 

49 

BELL  ATLANTIC  (22) 

24 

20 

26 

20 

AMERITECH  (22) 

33 

78 

]  7 

28 

BELLSOUTH  (22) 

25 

49 

1 9 

45 

AMGEN  (12) 

72 

368 

97 

357 

BEMIS  (7) 

443 

424 

372 

424 

AMP  (9) 

172 

239 

437 

211 

BESTFOODS  (10) 

1 58 

1 67 

1 30 

147 

AMR  (23) 

197 

63 

60 

457 

BETHLEHEM  STEEL  (16) 

471 

280 

363 

125 

AMSOUTH  BANCORPORATION  (3) 

298 

H  JO 

116 

BIOMET  (12) 

360 

493 

350 

474 

ANAOARKO  PETROLEUM  (11) 

Jo  1 

467 

BLACK  &  DECKER  (15) 

JO  1 

Z  1 0 

383 

ANDREW  (9) 

464 

488 

387 

153 

BLOCK  (H&R)  (17) 

346 

451 

309 

111 

ANHEUSER-BUSCH  (6) 

65 

131 

67 

22 

BMC  SOFTWARE  (18) 

220 

481 

258 

79 

AON  (17) 

198 

214 

148 

207 

BOEING  (1) 

69 

10 

74 

487 

APACHE  (11) 

435 

487 

465 

412 

BOISE  CASCADE  (19) 

446 

222 

450 

330 

APPLE  COMPUTER  (18) 

333 

228 

199 

409 

BOSTON  SCIENTIFIC  (12) 

192 

394 

477 

389 

APPLIED  MATERIALS  (15) 

111 

324 

370 

228 

BRIGGS  &  STRATTON  (15) 

472 

450 

391 

381 

ARCHER  DANIELS  MIDLAND  (10) 

216 

86 

221 

42 

BRISTOL-MYERS  SQUIBB  (12) 

14 

69 

23 

445 

ARMSTRONG  WORLD  INDUSTRIES  (6) 

433 

365 

443 

174 

BROWN-FORMAN  (6) 

343 

410 

308 

500 


L 
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43 

BROWNING-FERRIS  INDUSTRIES  (21) 

324 

281 

234 

327 

CONSOLIDATED  NATURAL  GAS  (24) 

311 

364 

265 

18 

BRUNSWICK  (14) 

429 

303 

323 

275 

CONSOLIDATED  STORES  (8) 

399 

291 

375 

09 

BURLINGTON  NORTHERN  SANTA  FE  (23) 

144 

157 

73 

333 

COOPER  INDUSTRIES  (9) 

342 

320 

235 

.44 

BURLINGTON  RESOURCES  (11) 

291 

436 

397 

350 

COOPER  TIRE  &  RUBBER  (2) 

455 

422 

356 

201 

COORS  (ADOLPH)  (6) 

426 

419 

405 

C 

255 

CORNING  (15) 

165 

322 

240 

58 

COSTCO  (8) 

128 

42 

173 

85 

CABLETRON  SYSTEMS  (18) 

458 

458 

484 

91 

COUNTRYWIDE  CREDIT  INDUSTRIES  (17) 

353 

299 

216 

34 

CAMPBELL  SOUP  (10) 

123 

213 

134 

199 

CRANE  (15) 

438 

393 

346 

15 

CAPITAL  ONE  FINANCIAL  (17) 

231 

373 

273 

415 

CROWN  CORK  &  SEAL  (7) 

379 

168 

379 

B7 

CARDINAL  HEALTH  (12) 

1 14 

82 

270 

419 

CSX  (23) 

228 

145 

151 

33 

CARNIVAL  (14) 

88 

347 

102 

431 

CUMMINS  ENGINE  (15) 

452 

220 

449 

06 

CAROLINA  POWER  &  LIGHT  (24) 

284 

341 

203 

60 

CVS  (12) 

109 

92 

208 

61 

CASE  (15) 

456 

223 

414 

486 

CYPRUS  AMAX  MINERALS  (16) 

478 

375 

457 

63 

CATERPILLAR  (15) 

138 

54 

49 

16 

CBS  (20) 

90 

198 

445 

D 

07 

CENDANT  (21) 

154 

246 

334 

71 

CENTEX  (13) 

424 

272 

303 

169 

DANA  (2) 

277 

116 

152 

26 

CENTRAL  &  SOUTH  WEST  (24) 

310 

242 

182 

105 

DANAHER  (15) 

273 

353 

321 

60 

CERIDIAN  (18) 

319 

470 

332 

213 

DAROEN RESTAURANTS  (14) 

389 

327 

362 

54 

CHAMPION  INTERNATIONAL  (19) 

377 

234 

407 

482 

DATA  GENERAL  (18) 

496 

448 

468 

04 

CHASE  MANHATTAN  (3) 

36 

32 

15 

43 

DAYTON  HUDSON  (8) 

82 

25 

90 

04 

CHEVRON  (11) 

55 

30 

37 

312 

DEERE  (15) 

248 

105 

95 

43 

CHUBB  (17) 

202 

199 

119 

2 

DELL  COMPUTER  (18) 

21 

70 

52 

07 

CIGNA  (17) 

139 

53 

61 

123 

DELTA  AIR  LINES  (23) 

226 

98 

78 

37 

CINCINNATI  FINANCIAL  (17) 

287 

408 

289 

251 

DELUXE  (18) 

403 

417 

340 

85 

CINERGY  (24) 

336 

231 

277 

394 

DILLARD'S  (8) 

405 

184 

328 

38 

CIRCUIT  CITY  GROUP  (6) 

304 

159 

365 

216 

DISNEY  (WALT)  (14) 

31 

48 

41 

14 

CISCO  SYSTEMS  (18) 

10 

144 

56 

66 

DOLLAR  GENERAL  (8) 

276 

339 

322 

68 

CITIGROUP  (17) 

38 

7 

7 

268 

DOMINION  RESOURCES  (24) 

250 

227 

141 

51 

CLEAR  CHANNEL  COMMUNICATIONS  (20) 

147 

459 

418 

314 

DONNELLEY  (R.R.)  (21) 

334 

260 

261 

80 

CLOROX  (6) 

168 

361 

245 

278 

DOVER  (15) 

249 

298 

241 

79 

COASTAL  (11) 

262 

186 

167 

325 

DOW  CHEMICAL  (4) 

105 

68 

59 

96 

COCA-COLA  (6) 

9 

66 

18 

455 

DOW  JONES  (20) 

345 

402 

435 

64 

COCA-COLA  ENTERPRISES  (6) 

191 

106 

343 

227 

DTE  ENERGY  (24) 

290 

288 

180 

14 

COLGATE-PALMOLIVE  (6) 

94 

155 

100 

100 

DUKE  ENERGY  (24) 

110 

73 

63 

56 

COLUMBIA  ENERGY  GROUP  (24) 

356 

212 

276 

233 

DUN&BRADSTREET  (17) 

295 

415 

287 

188 

COLUMBIA/HCA  HEALTHCARE  (12) 

174 

67 

154 

311 

DUPONT  (4) 

45 

43 

44 

73 

COMCAST  (20) 

89 

252 

83 

83 

COMERICA  (3) 

194 

350 

136 

E 

145 

COMPAQ  COMPUTER  (18) 

44 

23 

499 

52 

COMPUTER  ASSOCIATES  INTL.  (18) 

103 

256 

142 

433 

EASTERN  ENTERPRISES  (24) 

487 

483 

419 

92 

COMPUTER  SCIENCES  (18) 

188 

185 

254 

434 

EASTMAN  CHEMICAL  (4) 

372 

279 

284 

6 

COMPUWARE  (18) 

193 

443 

256 

236 

EASTMAN  KODAK  (14) 

107 

108 

55 

!54 

CONAGRA  (10) 

149 

46 

131 

395 

EATON  (9) 

328 

204 

227 

155 

CONSECO  (17) 

206 

179 

132 

89 

ECOLAB  (6) 

317 

421 

337 

!66 

CONSOLIDATED  EDISON  (24) 

184 

193 

115 

247 

EDISON  INTERNATIONAL  (24) 

214 

142 

121 
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272 

468 

453 

383 

246 

Fl  FrTRONIC  DiTA  SYSTFMS  (18) 

101 

80 

1 1 1 

5 

FMC  ( 1  81 

53 

300 

1 07 

148 

EMERSON  ELECTRIC  (9) 

92 

100 

66 

194 

ENGELHARD  (16) 

411 

292 

318 

74 

ENRON  (21) 

106 

22 

122 

143 

ENTERGY  (24) 

1 27 

1 1 T 

157 

EQUIFAX  (17) 

309 

437 

310 

292 

EXXON  (11) 

7 

4 

3 

F 

52 

FANNIE  MAE  (17) 

34 

21 

20 

84 

FDX  (23) 

155 

84 

1 58 

249 

FEDERATED  DEPARTMENT  STORES  (8) 

237 

90 

1 24 

90 

FIFTH  THIRD  BANCORP  (3) 

126 

371 

1 70 

281 

FIRST  DATA  (18) 

134 

255 

1 75 

68 

FIRST  UNION  (3) 

51 

83 

29 

61 

FIRSTAR  (3) 

1 19 

331 

1 92 

127 

FIRSTENERGY  (24) 

259 

258 

1 86 

121 

FLEET  FINANCIAL  GROUP  (3) 

96 

1 70 

53 

270 

FLEETWOOD  ENTERPRISES  (13) 

473 

329 

374 

335 

FLUOR  (21) 

404 

102 

296 

384 

FMC  (15) 

449 

283 

320 

26 

FORD  MOTOR  (2) 

32 

2 

] 

208 

FORTJAMES  (19) 

270 

1 88 

1 66 

352 

FORTUNE  BRANDS  (15) 

318 

269 

264 

447 

FOSTER  WHEELER  (21) 

499 

276 

451 

262 

FPL  GROUP  (24) 

207 

203 

126 

206 

FRANKLIN  RESOURCES  (17) 

236 

382 

187 

39 

FREDDIE  MAC  (17) 

60 

71 

43 

440 

FREEPORT-McMORAN  COPPER  &  GOLD 

(16)  454 

433 

338 

210 

FRONTIER  (22) 

279 

374 

325 

426 

FRUIT  OF  THE  LOOM  (6) 

483 

401 

349 

OTHER  RANKINGS 


G 


RANK  COMPANY  (INDUSTRY  GROUP) 

167  GILLETTE  (6) 

141  GOLDEN  WEST  FINANCIAL  (17) 

185  GOODRICH  (B.F.)  (1) 

332  GOODYEAR  TIRE  &  RUBBER  (2) 

288  GPU  (24) 

INC  GRACE  (W.R.)  (4) 

257  GRAINGER  (W.W.)  (21) 

392  GREAT  ATLANTIC  &  PACIFIC  TEA  (10) 

460  GREAT  LAKES  CHEMICAL  (4) 

126  GTE  (22) 

274  GUIDANT  (12) 


H 


396  HALLIBURTON  (11) 

323  HARCOURT GENERAL  (5) 

493  HARNISCHFEGER  INDUSTRIES  (15) 

291  HARRAH'S  ENTERTAINMENT  (14) 

451  HARRIS  (9) 

140  HARTFORD  FINANCIAL  SERVICES  (17) 

265  HASBRO  (14) 

452  HCR  MANOR  CARE  (12) 
402  HEALTHSOUTH  (12) 
182  HEINZ(H.J.)  (10) 

259  HELMERICH&  PAYNE  (11) 

470  HERCULES  (4) 

215  HERSHEY  FOODS  (10) 

198  HEWLETT-PACKARD  (18) 

364  HILTON  HOTELS  (14) 

13  HOME  DEPOT  (8) 

483  HOMESTAKE  MINING  (16) 

170  HONEYWELL  (9) 

244  HOUSEHOLD  INTERNATIONAL  (17) 

305  HUMANA  (12) 

224  HUNTINGTON  BANCSHARES  (3) 


MARKET  VALUE  SALES 


43 

143 

77 

308 

342 

183 

413 

302 

297 

255 

1 14 

125 

321 

287 

207 

481 

447 

470 

355 

285 

291 

466 

138 

426 

418 

456 

420 

41 

41 

30 

133 

420 

438 

162 

77 

447 

386 

286 

348 

500 

413 

471 

450 

41 1 

361 

414 

310 

366 

164 

94 

81 

331 

335 

305 

415 

398 

432 

329 

297 

421 

1 13 

151 

110 

490 

496 

399 

408 

404 

434 

218 

282 

233 

37 

14 

27 

359 

431 

316 

26 

29 

45 

436 

489 

473 

222 

166 

140 

115 

160 

156 

392 

146 

355 

265 

392 

257 

63 

GANNETT  (20) 

124 

254 

86 

3 

GAP  (8) 

64 

154 

103 

456 

IKON  OFFICE  SOLUTIONS  (5) 

431 

236 

459 

24 

GATEWAY  2000  (18) 

175 

183 

230 

87 

ILLINOIS  TOOL  WORKS  (15) 

132 

235 

127 

78 

GENERAL  DYNAMICS  (1) 

246 

262 

218 

235 

IMS  HEALTH  (21) 

176 

467 

324 

44 

GENERAL  ELECTRIC  (5) 

2 

5 

2 

490 

INCO  (16) 

430 

432 

462 

355 

GENERAL  INSTRUMENT  (9) 

326 

412 

417 

85 

INGERSOLL-RAND  (15) 

241 

169 

162 

122 

GENERAL  MILLS  (10) 

166 

224 

160 

40 

INTEL  (9) 

3 

36 

6 

302 

GENERAL  MOTORS  (2) 

49 

1 

28 

76 

INTERNATIONAL  BUSINESS  MACHINES 

(18)  8 

6 

5 

269 

GENUINE  PARTS  (21) 

305 

205 

222 

366 

INTERNATIONAL  FLAVORS  (4) 

348 

454 

307 

354 

GEORGIA-PACIFIC  GROUP  (19) 

271 

1 1 1 

373 

404 

INTERNATIONAL  PAPER  (19) 

161 

61 

301 
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36    INTERPUBLIC  GROUP  (21) 

195 

301 

250 

27 

MBNA  (3) 

120 

268 

116 

128    ITT  INDUSTRIES  (15) 

352 

278 

460 

260 

McDERMOTT  INTERNATIONAL  (15) 

469 

332 

294 

136 

MCDONALD'S  (14) 

46 

117 

47 

T 

J  Iv 

120 

McGRAW-HILL  (20) 

185 

313 

232 

200 

MCI  WORLDCOM  (22) 

11 

72 

498 

42    JEFFERSON-PILOT  (17) 

253 

372 

196 

86 

McKESSON  HBOC  (12) 

264 

38 

353 

2S    JOHNSON  &  JOHNSON  (12) 

17 

47 

25 

430 

MEAD  (19) 

387 

309 

344 

94    JOHNSON  CONTROLS  (15) 

313 

109 

224 

240 

MEDIAONE  GROUP  (20) 

70 

355 

54 

;45    JOSTENS  (15) 

489 

490 

422 

106 

MEDTRONIC  (12) 

68 

318 

172 

33    KAUFMAN  &  BROAD  HOME  (13) 

486 

385 

388 

82 

MELLON  BANK  (3) 

125 

253 

94 

122    KELLOGG  (10) 

146 

201 

163 

146 

MERCANTILE  BANCORPORATION  (3) 

254 

366 

215 

91    KERR-McGEE  (11) 

461 

455 

474 

16 

MERCK  (12) 

4 

35 

9 

84    KEYCORP  (3) 

151 

215 

87 

214 

MEREDITH  (20) 

448 

478 

396 

77    KIMBERLY-CLARK  (19) 

91 

120 

72 

165 

MERRILL  LYNCH  (17) 

83 

17 

62 

189    KING  WORLD  PRQDUCTIONS  (14) 

437 

494 

341 

188 

MEYER(FRED)  (10) 

199 

112 

441 

01    KLA-TENCOR  (9) 

339 

484 

429 

187 

MGIC  INVESTMENT  (17) 

373 

482 

214 

25    KMART  (8) 

224 

18 

157 

448 

MICRON  TECHNOLOGY  (9) 

153 

359 

478 

:32    KNIGHT-RIDDER  (20) 

369 

343 

252 

1 

MICROSOFT  (18) 

1 

81 

4 

47    KOHL'S  (8) 

182 

319 

312 

418 

MILACRON  (15) 

495 

442 

406 

05    KROGER  (10) 

136 

34 

181 

466 

MILLIPORE  (9) 

465 

495 

433 

298 

MINNESOTA  MINING  &  MFG.  (15) 

76 

95 

69 

T 

Lj 

429 

MIRAGE  RESORTS  (14) 

378 

441 

398 

363 

MOBIL  (11) 

39 

11 

42 

64    LAIDLAW  (23) 

412 

323 

226 

398 

MONSANTO  (4) 

84 

162 

476 

19    LEHMAN  BROTHERS  HOLDINGS  (17) 

285 

58 

1 14 

480 

MOORE  (18) 

482 

369 

487 

25    LILLY  (ELI)  (12) 

19 

152 

34 

8 

MORGAN  STANLEY  DEAN  WITTER  (17) 

54 

24 

21 

54    LIMITED  (8) 

235 

150 

35 

301 

MORGAN  (J. P.)  (3) 

1 16 

110 

89 

-86    LINCOLN  NATIONAL  (17) 

203 

226 

161 

386 

MORTON  INTERNATIONAL  (4) 

349 

384 

314 

144    LIZ  CLAIBORNE  (6) 

425 

379 

329 

405 

MOTOROLA  (9) 

59 

31 

495 

!51    LOCKHEED  MARTIN  (1) 

150 

37 

85 

:97    LOEWS  (17) 

219 

52 

176 

N 

:61    LONGS  DRUG  STORES  (12) 

457 

336 

415 

;69    LOUISIANA-PACIFIC  (19) 

432 

391 

436 

234 

NACCO  INDUSTRIES  (15) 

496 

378 

382 

37    LOWE'S  (8) 

108 

122 

168 

435 

NALCO  CHEMICAL  (4) 

441 

439 

423 

>38    LSI  LOGIC  (9) 

375 

444 

466 

83 

NATIONAL  CITY  (3) 

102 

196 

80 

69    LUCENT  TECHNOLOGIES  (22) 

13 

28 

46 

492 

NATIONAL  SEMICONDUCTOR  (9) 

445 

405 

481 

400 

NATIONAL  SERVICE  INDUSTRIES  (9) 

462 

407 

377 

M 

29 

NAVISTAR  INTERNATIONAL  (2) 

396 

172 

244 

173 

NEW  CENTURY  ENERGIES  (24) 

340 

321 

229 

153    MALLINCKRODT  (12) 

422 

380 

376 

171 

NEW  YORK  TIMES  (20) 

294 

351 

266 

!95    MARRIOTT  INTERNATIONAL  (14) 

223 

173 

210 

118 

NEWELL  (15) 

261 

314 

209 

21   MARSH  &  Mclennan  (i7) 

121 

190 

106 

477 

NEWMONT  MINING  (16) 

394 

449 

480 

81     MASCO  (13) 

217 

284 

171 

346 

NEXTEL  COMMUNICATIONS  (22) 

227 

425 

497 

138    MATTEL  (14) 

242 

271 

237 

437 

NIAGARA  MOHAWK  POWER  (24) 

401 

307 

463 

93    MAY  DEPARTMENT  STORES  (8) 

160 

107 

99 

373 

NICOR  (24) 

442 

446 

368 

38    MAYTAG  (6) 

322 

296 

267 

341 

NIKE  (6) 

145 

156 

292 

'!66    MBIA  (17) 

281 

485 

191 

209 

NORDSTROM  (8) 

292 

259 

304 
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375 

NORFOLK  SOUTHERN 

189 

289 

1 33 

1 17 

PROCTER  &  GAMBLE  (6) 

16 

16 

14 

317 

NORTHERN  STATES  POWER  (24) 

368 

362 

271 

62 

PROGRESSIVE  (17) 

208 

245 

177 

303 

NORTHERN  TELECOM  (22) 

61 

74 

486 

190 

PROVIDENT  (17) 

344 

305 

282 

77 

NORTHERN  TRUST  (3) 

200 

390 

223 

INC 

PROVIDIAN  FINANCIAL  (3) 

152 

406 

260 

413 

NORTHROP  GRUMMAN  (1) 

350 

158 

300 

252 

PUBLIC  SERVICE  ENTERPRISE  GROUP  (24)  225 

229 

128 

297 

NOVELL  (18) 

272 

474 

367 

181 

PULTE  (13) 

477 

358 

384 

371 

NUCOR  (16) 

370 

294 

278 

309 

QUAKER  OATS  (10) 

251 

266 

269 

500 


O  R 


420 

OCCIDENTAL  PETROLEUM  (11) 

315 

209 

242 

286 

RALSTON  PURINA  (10) 

229 

274 

193 

30 

OMNICOM  GROUP  (21) 

178 

295 

268 

399 

RAYCHEM  (9) 

444 

430 

351 

197 

ONEOK  (24) 

488 

418 

381 

175 

RAYTHEON  (9) 

122 

59 

96 

4 

ORACLE  (18) 

50 

174 

76 

479 

REEBOK  INTERNATIONAL  (6) 

485 

333 

430 

414 

OVi/ENS  CORNING  (13) 

447 

261 

491 

110 

REGIONS  FINANCIAL  (3) 

232 

352 

195 

368 

OWENS-ILLINOIS  (7) 

374 

243 

360 

296 

RELIANT  ENERGY  (24) 

247 

128 

469 

370 

REPUBLIC  NEW  YORK  (3) 

330 

337 

286 

T 

441 

REYNOLDS  METALS  (16) 

400 

232 

339 

1 

V 

150 

RITE  AID  (12) 

186 

119 

306 

112 

PACCAR  (2) 

385 

177 

197 

450 

RJR  NABISCO  HOLDINGS  (6) 

221 

79 

488 

361 

PACIFICORP  (24) 

306 

217 

386 

453 

ROCKWELL  INTERNATIONAL  (9) 

230 

202 

453 

348 

PALL  (5) 

407 

473 

403 

248 

ROHM  &  HAAS  (4) 

316 

315 

179 

356 

PARAMETRIC  TECHNOLOGY  (18) 

361 

480 

389 

324 

ROWAN  (11) 

492 

492 

358 

219 

PARKER  HANNIFIN  (15) 

365 

265 

246 

439 

ROYAL  DUTCH  PETROLEUM  (11) 

23 

9 

302 

34 

PAYCHEX  (21) 

260 

475 

364 

365 

RUBBERMAID  (15) 

327 

376 

401 

137 

PECO  ENERGY  (24) 

238 

248 

153 

484 

RUSSELL  (6) 

494 

468 

444 

367 

PENNEY  (J. C.)  (8) 

212 

27 

138 

378 

RYDER  SYSTEM  (23) 

434 

250 

336 

427 

PEOPLES  ENERGY  (24) 

467 

477 

412 

115 

PEOPLESOFT  (18) 

347 

460 

342 

r 

1 

436 

PEP  BOYS-MANNY,  M0E&  JACK  (8) 

474 

389 

439 

k_ 

) 

149 

PEPSICO  (5) 

48 

50 

36 

287 

SAFECO  (17) 

302 

207 

225 

212 

PERKIN-ELMER  (9) 

332 

457 

413 

31 

SAFEWAY  (10) 

79 

44 

104 

53 

PFIZER  (12) 

6 

101 

38 

189 

SARA  LEE  (10) 

95 

56 

71 

191 

PG&E  (24) 

169 

57 

118 

9 

SBC  COMMUNICATIONS  (22) 

20 

33 

13 

223 

PHARMACIA  &  UPJOHN  (12) 

81 

197 

123 

10 

SCHERING-PLOUGH  (12) 

28 

171 

40 

465 

PHELPS  DODGE  (16) 

397 

346 

313 

263 

SCHLUMBERGER  (11) 

87 

125 

82 

218 

PHILIP  MORRIS  (6) 

22 

8 

8 

18 

SCHWAB  (CHARLES)  (17) 

75 

328 

228 

446 

PHILLIPS  PETROLEUM  (11) 

201 

126 

293 

220 

SCIENTIFIC-ATLANTA  (22) 

410 

471 

400 

290 

PIONEER  HI-BRED  INTERNATIONAL  (10) 

296 

429 

288 

459 

SEAGATE  TECHNOLOGY  (18) 

257 

206 

452 

93 

PITNEY  BOWES  (18) 

131 

290 

143 

INC 

SEAGRAM  (6) 

118 

148 

135 

407 

PLACER  DOME  (16) 

402 

463 

380 

INC 

SEALED  AIR  (15) 

354 

383 

408 

113 

PNC  BANK  (3) 

141 

187 

75 

336 

SEARS,  ROEBUCK  (8) 

143 

15 

79 

488 

POLAROID  (14) 

476 

426 

456 

339 

SEMPRA  ENERGY  (24) 

323 

238 

263 

449 

POTLATCH  (19) 

480 

440 

425 

283 

SERVICE  CORP.  INTERNATIONAL  (21) 

367 

357 

231 

250 

PPG  INDUSTRIES  (13) 

213 

182 

105 

237 

SHARED  MEDICAL  SYSTEMS  (18) 

460 

472 

409 

135 

PP&L  RESOURCES  (24) 

366 

308 

201 

300 

SHERWIN-WILLIAMS  (13) 

358 

264 

274 

256 

PRAXAIR  (4) 

300 

267 

194 

340 

SIGMA-ALDRICH  (12) 

406 

466 

331 
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SILICON  GRAPHICS  (18) 

390 

363 

482 

406 

TRICON  GLOBAL  RESTAURANTS  (14) 

204 

164 

184 

141 

SLM  HOLDING  (17) 

256 

345 

165 

217 

TRW  (5) 

293 

124 

169 

158 

SNAP-ON  (15) 

440 

428 

440 

442 

TUPPERWARE  (15) 

479 

476 

410 

32 

SOLECTRON  (9) 

187 

225 

299 

99 

TYCO  INTERNATIONAL  (15) 

57 

104 

91 

171 

SONAT  (24) 

398 

316 

485 

108 

SOUTHERN  (24) 

129 

130 

84 

u 

95 

SOUTHTRUST  (3) 

267 

356 

217 

55 

SOUTHWEST  AIRLINES  (23) 

198 

293 

189 

57 

U.S.  BANCORP  (3) 

99 

194 

58 

73 

SPRINGS  INDUSTRIES  (15) 

497 

400 

424 

319 

UNICOM  (24) 

243 

191 

145 

7C 

SPRINT  FON  GROUP  (22) 

63 

87 

48 

INC 

UNILEVER  NV  (10) 

58 

NR 

NR 

NC 

SPRINT  PCS  GROUP  (22) 

159 

465 

496 

410 

UNION  CAMP  (19) 

337 

277 

431 

121 

ST.  JUDE  MEDICAL  (12) 

428 

479 

354 

393 

UNION  CARBIDE  (4) 

289 

233 

202 

11 

ST.  PAUL  (17) 

244 

153 

393 

432 

UNION  PACIFIC  (23) 

173 

134 

489 

159 

STANLEY  WORKS  (15) 

427 

367 

347 

472 

UNION  PACIFIC  RESOURCES  GROUP  (11) 

420 

427 

494 

56 

STAPLES  (8) 

157 

192 

319 

267 

UNION  PLANTERS  (3) 

280 

381 

31 1 

SO 

STATE  STREET  (3) 

167 

31 1 

188 

172 

UNISYS  (18) 

245 

189 

212 

61 

SUMMIT  BANCORPORATION  (3) 

266 

386 

174 

358 

UNITED  HEALTHCARE  (12) 

209 

76 

472 

23 

SUN  MICROSYSTEMS  (18) 

62 

135 

92 

88 

UNITED  TECHNOLOGIES  (1) 

80 

40 

64 

90 

SUNOCO  (11) 

395 

163 

272 

462 

UNOCAL  (11) 

263 

240 

352 

24 

SUNTRUST  BANKS  (3) 

104 

195 

88 

258 

UNUM  (17) 

278 

273 

220 

:S4 

SUPERVALU  (10) 

393 

75 

315 

192 

US  AIRWAYS  GROUP  (23) 

357 

161 

150 

39 

SYNOVUS  FINANCIAL  (3) 

275 

464 

317 

103 

US  WEST  (22) 

88 

118 

50 

54 

SYSCO  (10) 

205 

85 

236 

293 

UST  (6) 

301 

452 

178 

315 

USX-MARATHON  GROUP  (11) 

283 

51 

249 

T 

391 

USX-U.S.  STEEL  GROUP  (16) 

421 

221 

219 

03 

TANDY  (6) 

297 

270 

416 

V  WX  YZ 

m 

TEKTRONIX  (9) 

484 

416 

446 

11 

TELLABS  (22) 

142 

435 

206 

180 

VF  (6) 

288 

241 

21 1 

160 

TEMPLE-INLAND  (7) 

382 

312 

41 1 

328 

VIACOM  (14) 

73 

123 

455 

!31 

TENET  HEALTHCARE  (12) 

282 

140 

213 

75 

WACHOVIA  (3) 

130 

230 

93 

)22 

TENNECO  (5) 

314 

181 

280 

35 

WAL-MART  STORES  (8) 

5 

3 

12 

\yi 

TEXACO  (11) 

93 

19 

137 

51 

WALGREEN  (12) 

71 

89 

146 

m 

TEXAS  INSTRUMENTS  (9) 

67 

165 

200 

12 

WARNER-LAMBERT  (12) 

47 

141 

65 

59 

TEXAS  UTILITIES  (24) 

170 

96 

112 

48 

WASHINGTON  MUTUAL  (17) 

98 

121 

51 

:03 

TEXTRON  (5) 

163 

147 

185 

299 

WASTE  MANAGEMENT  (21) 

77 

113 

493 

179 

THERMO  ELECTRON  (9) 

423 

306 

327 

132 

WELLS  FARGO  (3) 

42 

65 

39 

182 

THOMAS  &BETTS  (9) 

417 

396 

395 

362 

WENDY'S  INTERNATIONAL  (14) 

391 

414 

359 

:71 

3COM  (18) 

177 

237 

255 

463 

WESTVACO  (19) 

419 

360 

357 

131 

TIME  WARNER  (20) 

30 

97 

330 

380 

WEYERHAEUSER  (19) 

179 

133 

262 

)23 

TIMES  MIRROR  (20) 

341 

348 

390 

280 

WHIRLPOOL  (6) 

384 

136 

248 

21 

TIMKEN  (15) 

475 

370 

369 

374 

WILLAMETTE  INDUSTRIES  (19) 

364 

317 

394 

19 

TJX  (8) 

215 

175 

190 

313 

WILLIAMS  (24) 

140 

180 

335 

!77 

TORCHMARK  (17) 

335 

397 

243 

369 

WINN-DIXIE  STORES  (10) 

274 

99 

333 

m 

TOYS  'R'  US  (8) 

376 

132 

467 

443 

WORTHINGTON  INDUSTRIES  (16) 

470 

434 

404 

30 

TRANSAMERICA  (17) 

211 

216 

120 

178 

WRIGLEY(WM.)JR.  (10) 

183 

409 

253 

31 

TRIBUNE  (20) 

240 

349 

198 

253 

XEROX  (18) 

66 

62 

139 

Finance 


COMEBACKS 


THE  REINCARNATION 
OF  PETER  COHEN 

The  RJR  dealmaker  is  back,  savoring  the  fruits  of  an  OUvetti  strategy  he  helped  set  up 


COHEN:  Gone  are 
the  swagger  and 
the  pinstripes 


As  the  former  chief  executive  of 
Sheai'son  Leliman  Hutton  Inc.,  Pe- 
ter A.  Cohen  knows  a  tiling  or  two 
about  liistoiy-making  takeovers.  In 
1988,  he  helped  igiiite  the '$25  bilHon  bat- 
tle for  R.JR  Nabisco  Inc.,  the  ugliest  cor- 
porate tussle  ever  to  take  place  in  the 
U.  S.  Ovei-  a  decade  later,  when  his  old 
Lehman  Brothers  Inc.  friend  Ruggiero 
Magnoni  phoned  fr-om  Milan  in  late  Feb- 
iTiaiy,  Cohen  had  a  chance  to  be  in  on 
another  piece  of  histoiy.  Magnoni  told 
him  that  Italy's  scrappy  Olivetti  was 
readying  a  $fiO  billion  hostile  bid  for  tele- 
phone giant  Telecom  Italia — wliich  would 
be  the  biggest  Eui'opean  takeover  ever 
attempted. 

Cohen,  a  longtime 
Olivetti  director,  had 
just  enough  time  to 
catch  the  last  flight 
from  New  York  to 

Milan  for  an  emergency  boai'd  meeting  to 
approve  the  offer  Later,  a  jet-lagged  Co- 
hen and  other  members  of  the  manage- 
ment team  celebrated  the  audacious  bid 
in  a  nearby  restaui-ant.  As  the  dinner 
was  ending,  an  ebullient  Cohen  ap- 
proached Magnoni,  a  48-yeai-old  Milanese 
financier  and  the  key  banker  on  the  deal. 
"Ruge,"  saifl  Cohen.  "This  is  youi'  rjr." 
WALL  STREET  PARIAH.  If  they're  lucky, 
Magnoni  and  Olivetti  will  fare  better 
than  Cohen  and  K.JR  Nabisco  did.  R.JR 
Nabisco  was  nearly  destroyed  by  debt, 
and  Cohen's  botched  bid  attempt  made  it 
his  personal  Waterloo.  Barbarians  at  the 
Gate,  the  best-.seller  about  the  deal,  paint- 
ed Cohen  as  a  thuggish  and  ai'rogant 
dealmeister  who  symbolized  a  greedy, 
out-of-control  Wall  Street.  Right  after 
the  RIR  debacle  came  Cohen's  devastating 
fall  fi'om  gi'ace:  He  was  forced  out  of 
Sheai'son,  the  financial  colossus  he  had 
created.  Shortly  after'  his  exit,  Shearson 
annoimced  $1  billion  in  losses.  Overnight, 
the  Master  of  the  Universe  was  a  Wall 
Sti'eet  pariah.  "I  was  fu'ed  on  the  fi-ont 
page  of  The  New  Yark  Times"  he  says. 

Now  a  humbler,  somewhat  bitter,  yet 
seemingly  wiser  Cohen  has  reemerged 
with  a  far  more  positive  story  to  tell. 


Cohen  says  he  isn't  officially  advising 
Olivetti  on  its  bid  for-  Telecom  Italia.  But 
he  does  take  ci-edit  for  per-suading  Car-lo 
De  Benedetti,  foi'mer  head  of  Olivetti,  to 
make  a  $152  million  investment  in  1988  in 
Omnitel,  an  Italian  cellulai-phone  busi- 
ness that  is  now  worth  about  SIO  billion. 
Olivetti's  plan  is  to  sell  Omnitel  and  oth- 
er telecommunications  inter-ests  to  pro- 
vide the  ef{uity  for-  Olivetti's  $40  billion 
bid  for-  Telecom  Italia.  "Tlie  story  is  that 
things  that  wer'e  done  10  year's  ago  set 
the  stage  for  this  deal,"  says  Cohen,  re- 
ferring to  his  role.  While  De  Benedetti 
wouldn't  comment.  Iris  son  confirms  Co- 
hen's claim.  "The  fii'st  pei'son  to  put  cel- 
lular- on  the  table  was  Peter,"  says  Rodol- 
fo  De  Benedetti,  the  eldest  son  of  Carlo 


and  nranaging  director  of  the  family's  i- 
lan-based  investment  company. 

Cohen  has  also  come  to  terrns  wi 
Iris  traumatic  loss  of  power  and  pr-esi 
Cohen,  who  blames  Iris  bitter'  divor\< 
stress  ft'om  job  woes,  is  set  to  m;i 
Brooke  Goodman,  mother  of  Iris  1-yi 
old  daughter.  And  he  has  quietly  esl 
lished  his  own  investment  busint 
Ramius  Capital,  where  one  of  his  p. 
ner's  is  for-mer  Salomon  Br-other-s  Pi  ' 
dent  Thomas  Strauss.  Ramius,  namei  I 
ter  the  renegade  captain  in  Tlie  II 
for  Red  October,  has  25  employees  , 
manages  abovrt  $500  million. 

Cohen  has  even  made  peace  with  f 
man  he  once  blamed  for-  his  fall:  James ). 
Robinson  III,  ex-head  of  Amer-ican  k- 


174  BUSINESS  WEEK  /  MARCH  29,  1999 


II  HIS  FALL  FROM  GRACE  ii  It  was  like  a  death, 
hat  happened.  But  I'm  still  young,  and 
tere's  lots  I  want  to  do     -  peter  cohen 


ss  Co.,  which  owned  Sheai'son.  De- 
,e  Robinson's  sacking  of  Cohen,  he's 
f  an  investor  in  a  Ramius  partner- 
).  "Peter  was  vei-y  smait  in  the  ways 
vVall  Street,  and  I'm  delighted  he's 
ag  well,"  says  Robinson,  who  now 
s  an  Internet  ventui'e-capital  ftrm. 
vohen's  Italian  connection  dates  to 
3,  when  Shearson  bought  Lehman 
Brothers.  Cohen,  the  chief 
executive  of  Sheai'son,  inher- 
ited Lehman's  historic  i-oster 
of  relationships  with  Italian 
companies  such  as  Fiat,  Ban- 
ca  di  Roma,  and  Olivetti.  By 
the  early  1980s,  the  New 
Yorker  was  a  regular  visitor' 
to  Italy,  was  studying  Ital- 
ian, and  even  launched  an 
Italy  Fund. 

Cohen  still  savore  his  Ital- 
ian gloiy  days.  One  24-hour 
stint  in  Italy  in  the  mid- 
1980s,  Cohen  recalls,  began 
with  lunch  outside  Tuiin  at 
the  sumptuous  mansion  of 
Fiat  patriai'ch  Gianni  Agnelli. 
Cohen  then  flew  across 
Italy — in  a  Gulfstream  lent 
to  him  by  Olivetti  Chau"man 
Carlo  De  Benedetti — for  din- 
ner in  Ravenna  with  agro- 
chemicals  magnate  Raul  Gai"- 
dini.  The  next  morning,  he 
flew  to  Rome  for  limch  with 


PETER  A.  COHEH 


'BE  52 

3UCATION  BS, 


Ohio  State;  MBA,  Columbia 


AREER  1970  to  1990,  CEO  of  Shearson 
;hman  Hutton;  in  1991,  started  Republic 
jcurities  for  Republic  Bank;  in  1994, 
unched  Ramius  Capital  LLC,  which  man- 
jes  about  $500  million. 

HIENDS  Jules  Kroll,  Jerry  Reinsdorf, 
ichard  LeFrak,  Marshall  Cogan,  Carlo 
3  Benedetti,  Leonard  Boxer. 

ARITAL  STATUS  Divorced  from  first 
ife,  Karen,  with  whom  he  has  two  chil- 
en,  now  in  their  20s.  Engaged  to  Brooke 
Dodman,  with  whom  he  has  a  daughter. 

OBBIES  Gardening,  golf,  reading. 


EAST  FAVORITE  BOOK  Barbarians  at 
le  Gate. 

DATA:  BW 


tire  chieftain  Leopoldo  Pu'eUi  before  hoj> 
ping  back  on  the  plane  for  supper  in  Mi- 
lan with  De  Benedetti.  "We  had  deals 
going  with  more  or  less  all  of  them," 
says  Cohen. 

But  none  would  be  more  important 
for  Cohen  than  De  Benedetti.  Ten  years 
Cohen's  senior,  the  Tui"in-bom  engineer 
walked  away  fi"om  the  top  sjx)t  at  Fiat  in 
1976  after  just  150  days.  He  then  bought 
failing  typewriter  maker  Olivetti  and 
magically  transfoirned  it  into  Eiu'ope's 
leading  computer  manufacturer. 
De  Benedetti  was  shaking  up  the  staid 
business  cultm-e  of  an  entire  continent — 
the  way  Cohen  was  on  Wall  Street. 
"ON  A  FAMILY  LEVEL"  By  the  mid-1980s, 
Cohen  and  De  Benedetti  were  deeply 
entwined  in  joint  business  deals,  from 
fund-management  companies  to  real  es- 
tate ventures.  But  they  were  also  fast 
friends  who  were  linked  by  theii"  shai'ed 
Jewish  backgi-ound:  De  Benedetti  would 
talk  to  Cohen  about  how  he  had  nar- 
rowly escaped  the  Nazis  in  World  War 
II.  Back  in  New  York,  Cohen  not  only 
found  a  job  in  Shearson's  mergers  unit 
for  De  Benedetti's  son  Rodolfo  but  also 
arranged  a  stint  at  New  York's  Mt. 
Sinai  Hospital  for  son  Edoardo,  who 
had  just  become  a  doctor.  Marco, 
De  Benedetti's  middle  son,  was  em- 
ployed at  Wasserstein  Perella  &  Co. 
"We  were  all  very  close,  on  a  family 
level,  with  Peter,"  says  Rodolfo. 

One  De  Benedetti  trip  to 
New  York  to  see  his  sons  in 
1987  was  especially  momen- 
tous. Discussing  Olivetti's  fu- 
ture with  De  Benedetti  while 
walking  down  Fifth  Avenue  on 
a  rainy  March  afternoon,  Co- 
hen suggested  that  Olivetti 
make  a  bid  for  a  license  to  op- 
erate cellular  phones  in  Italy. 
"I'm  a  computer  company,  not 
a  phone  company,"  replied 
De  Benedetti.  "No,"  said  Co- 
hen. "You're  a  computer  as- 
sembler, and  the  economics  are 
turning  against  you."  Cohen 
then  aiTanged  for-  De  Benedet- 
ti to  meet  with  George  Blu- 
menthal,  then  chairman  of  Cel- 
lular Communications. 

WitMn  months,  De  Benedetti 
gave  the  green  light  for  Olivetti 
to  laimch  a  cellular-phone  unit, 
Omnitel.  Lehman  took  an  inter- 
est in  the  joint  ventui'e,  later 
putting  up  $4  million.  Omnitel 


DE  BENEDETTI:  Cohen  persuaded  him 
to  move  Olivetti  into  celhilar 

began  to  grow  explosively  once  the  Ital- 
ian government  allowed  it  to  opei-ate  in 
1994,  and  that  gave  Olivetti  a  new  lease 
on  Ufe.  In  1995,  Lehman  sold  its  stake  for 
$250  million.  "Omnitel  was  Peter's  idea 
from  the  beginning,"  says  Lehman's 
Magnoni,  who  helped  sti-ucture  the  orig- 
inal deal.  Cohen  is  still  close  to  Ohvetti's 
new  chief,  Roberto  Colaninno,  a 
De  Benedetti  Heutenant,  and  Lehman's 
Magnoni,  who  is  a  Cohen  protege. 

The  swagger  that  once  made  Cohen  a 
poster  chOd  for  Wall  Street  aiTogance  is 
long  gone.  Pin-striped  suits  have  given 
way  to  casual  loiit  sliiits.  The  only  re- 
minders of  the  Cohen  who  was  Wall 
Street  I'oyalty  ai'e  his  ever-present  cigar 
and  photos  in  his  Manhattan  office,  hke 
one  of  him  and  Margaret  Thatcher.  A 
devoted  father,  he  dotes  on  his  two 
grown  chikh'en  and  infant  daughter. 

Cohen's  Street  savvy  is  clear  from 
his  eclectic  mix  of  investments.  His  firm 
aims  for  steady  returns  in  the  12% 
range  fi'om  merger  and  conveitible-bond 
arbitrage,  buying  and  selling  distressed 
secuiities,  and  making  mai-kets  in  a  few 
NASDAQ  stocks  such  as  Yahoo!  Inc.  and 
Amazon.com.  Ramius  also  owns  some 
multifamily-unit  dwellings  in  New  York 
City's  Queens  and  the  Bronx,  and  is 
building  a  320-unit  building  in  Hoboken, 
N.J.  Cohen  is  an  adviser  to  Foamex 
Intl.,  a  struggling  polyurethane-foam 
maker  Cohen  even  has  a  hand  in  ex- 
panding a  little  New  York  take-out 
restaurant  chain  called  Hale  &  Hearty 
Soup.  "It  was  like  a  death,  what  hap- 
pened," he  says.  "But  I'm  still  young, 
and  there's  lots  I  want  to  do."  At  least  on 
Wall  Street,  there  is  life  after  death. 

By  John  Rossant  in  Rome,  ivith  Leah 
NatJmns  Spiro  in  New  York 
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COMMENTARY 

By  Mike  McNamee 

REINING  IN  HEDGE  FUNDS:  HOW  TO  BREAK  THE  IMPASSE 


Six  months  after  Long-Term  Cap- 
ital Management's  near-collapse, 
Washington's  regulators  are  qui- 
etly but  fiercely  debating  the  lessons 
to  be  learned. 

In  one  camp,  Securities  & 
Exchange  Commission  Chair- 
man Arthur  Levitt  Jr.  insists 
that  tougher  regulation  of 
hedge  funds  is  needed  to  prevent 
a  repeat  of  the  financial-system 
risks  exposed  when  ltcm's  $125 
billion  portfolio  tottered  on  the 
brink.  In  the  other  comer 
stands  Federal  Reserve 
Chairman  Alan  Greenspan, 
who  argues  that  lenders 
were  so  burned  by  the 
LTCM  affair-  that,  with 
some  extra  prodding  by 
regulators,  they'll  watch 
hedge  funds'  borrowing 
and  risky  trading  far 
more  effectively  than  any- 
one in  Washington  could. 

Stuck  in  the  middle: 
Ti'easury  Seci'etai-y  Robert 
E.  Rubin.  Top  regulators 
say  the  Treasury  chief 
sympathizes  with  Levitt — 
and  has  put  out  word  that 
it  might  be  a  good  idea  to 
make  hedge  funds  report 
their  complex  cuiTency  and 
interest-rate  trades  to  the 
authorities.  But  Rubin  is  also 
swayed  by  the  Fed's  insistence 
that  stiffer  U.  S.  rules  could  drive 
the  big  funds  offshore.  He  also 
knows  the  GOP  Congress  won't  grant 
sweeping  new  powers  to  rein  in 
funds.  Result:  Stalemate.  The  hedge- 
fund  report  that  Rubin  promised  to 
deliver  to  Congress  by  February  has 
shpped  to  late  April — or  maybe  June. 

Who's  right?  Greenspan  is — but 
his  prescription  is  incomplete.  Given 
rapidly  changing  financial  markets, 
regulators  may  have  to  depend  on 
mai-ket-based  regulation.  Still,  regu- 
lators need  safeguards  to  stiffen 
bankers'  resolve  to  manage  risks 
properly — and  to  make  it  clear  that 
lenders  will  pay  the  price  the  next 
time  an  LTCM  crashes. 

Hedge  funds  escape  regulation 
now  because  they're  pitched  to  a  few 
wealthy,  sophisticated  investor-s  who 


can  take  care  of  themselves.  The  de- 
bate isn't  over  any  losses  investors 
might  suffer  but  the  thr-eat  these 
fimds'  highly  lever^aged,  complex 
trades  pose  to  the  financial  system  at 
large.  When  ltcm  was  foundering, 
the  Federal  Re- 


Levitt  wants 
regulation,  Greenspan 
doesn't.  The  solution: 
Let  lenders  do  the  job 


serve  Bank  of  New  York  feared  that 
unwinding  the  fir'm's  huge  positions 
would  drive  global  mar-kets  down  so 
far  so  fast  that  many  innocent  in- 
vestors would  be  sucked  into  the 
whirlpool. 

Making  hedge  funds  report  trading 
positions  to  regulator's — favor-ed  by 
Levitt — wouldn't  curb  those  risks. 
Even  if  the  sec  could  closely  monitor 


some  600  lar-ge  hedge  funds,  the 
agency  would  be  hard-pressed  to 
weigh  the  risks  of  each  fimd's  cot- 
plex,  fast-moving  tr-ading  strateg 
Quarterly  or-  even  monthly  positi  i 
reports  would  be  outdated  long  b- 
fore  they  wer-e  filed. 
PUBLIC  AND  PRIVATE  MOVES.  Bet 
to  forgo  the  false  security  of  federj 
monitoring  in  favor  of  private-seor 
watchdogs  whose  own  money  is  c 
risk.  Hedge-fund  investors  ar-e  fox- 
ing managers  to  disclose  more  abilt 
their  positions  and  strategies.  "In 
vestors  have  a  right  to  keep  tab 
on  what's  going  on  in  the  port 
lio,"  says  Seth  Tobias,  gener 
partner  at  Cir-cle  T  Partn( 
a  $190  million  New  York 
based  hedge  fund. 
Lenders,  too,  need  to 
maintain  vigilance.  An 
SEC-backed  group  of 
banker's,  chaired  by  for 
mer  New  York  Fed  Pru- 
dent E.  Gerald  Conigai 
will  recommend  ways  tlr 
banks  and  br'okers  could 
better-  undei'stand  and  mi- 
itor  the  risks  they're  takii 
when  they  lend  to  hedge 
funds.  Regulator's  must  fol 
low  through  by  leaning  on 
lender's  to  demand  far  mor-( 
thor-ough  reporting. 
A  financial  penalty  would 
help  drive  the  message  home. 
The  Fed  and  its  counter'parts  in 
other-  nations  are  considering  requ 
ing  banks  to  set  aside  extra  capitat- 
12%  of  loan  value  vs.  the  usual  8%'- 
for  loans  to  highly  leveraged 
bor'rower's  such  as  hedge  funds. 
Linking  capital  levels  to  the  qualit. 
of  a  bank's  risk-measurement  sys- 
tems would  make  that  move  even 
more  effective. 

The  answer  to  hedge  fund  risks 
isn't  new  regulation,  but  better  bar- 
ing. In  the  case  of  LTCM,  lenders  i 
awed  by  the  hedge  fund's  cadr-e  of  j 
PhDs  forgot  to  mind  their  ABCs.  j 
Washington's  goal  should  be  to  maH^ 
sur-e  that  lenders  remember- — and  i- 
ply — the  lessons  of  ltcm. 

McNamee  covers  financial  instiU 
Hons  from,  Washin{jton. 
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«OWJOB 
I  COLORADO 

•istors  are  out  millions  to  notorious  S&L  player  Michael  Wise 


ere  is  no  better  place  to  go  Ashing 
)r  money  than  Aspen,  Colo. 
Celebrities  buy  second  homes  here, 
>rs  and  bankers  build  mansions 
s  the  valley,  chief  executives  re- 
lere.  Every  winter  weekend,  the 
opes  are  jammed  with  some  of  the 
.hiest  people  in  America, 
pen  was  a  perfect  place  for  Michael 

You  might  remember  Wise:  He 
he  financial  mastermind  behind  SO- 
lo  Banking  Savings  &  Loan,  the 
er  S&L  that  collapsed  in  1988,  sad- 
taxpayers  with  a  $1  bilHon 
\lthough  by  no  means  the 
st  blowout  of  the  s&L  deba- 
iilverado  was  one  of  the 
memorable.  Its  cast  of  char- 
s  included  the  usual  flashy 
estate  developers,  hap- 
egulatoi's,  and  most 
ly,  Neil  M.  Bush— 
;hird  son  of  the 
3r  President, 
1  Wise  recruited 

on  the  Silvera- 
lard. 

verado's  col- 
left  Wise  bank- 
and  banned 
banking.  But 

i  some  of  his  in- 

y  brethren  who 

ail  terms.  Wise 

cleared  of  federal 
charges  in  1993. 

ill,  he's  baaack. 

fall,  Wise  admitted 

ing  approximately 

lillion  from  well- 
ed Aspenites  who 

ted  in  Cornerstone 

ite  Capital,  an  in- 

nent  firm  Wise  set 

I  1992  to  make  real 

e  loans.  The  U.  S. 

[716/8  ofSce  in  Den- 
alleges    that  the 

mt  is  $8.7  million, 
it  charged  Wise  with  two 

:s  of  wire  fi-aud  on  Mar.  8.  He 
get  up  to  10  year's  in  jail  and 
of  $500,000.  Wise's  lawryer, 
Lozow,  is  negotiating  a  plea 

.:  His  lawyer  says:  "It's  a 
er  of  how  much  time"  he'll  do 


bargain  vdth  the  U.S.  Attorney.  "It's  a 
matter  of  how  much  time  he's  going  to 
do,"  he  says. 

With  Wise's  track  record,  why  would 
anyone,  let  alone  assumedly  sophisticat- 
ed investors,  trust  him  with  their  mon- 
ey? Charisma.  By  all  accounts,  Wise 


term  funding  to  purchase  real  estate. 
Each  of  the  limited-liability  cor-porations 
set  up  for  the  loans  was  given  a  first 
lien  on  the  property,  and  the  loans  were 
typically  for  less  than  50%  of  the  ai> 
praised  value  of  the  property. 
HAND  IN  THE  TILL  Wise,  however,  could- 
n't leave  well  enough  alone.  Since  1995, 
according  to  the  U.  S.  Attorney,  he  had 
been  working  a  fairly  crude  Ponzi 
scheme — pocketing  money  from  some 
investors  and  paying  them  off  with 
money  from  new  investors.  On  a  $1  mil- 
hon  loan,  for  example,  Wise  would  sell 
12  shares  in  the  limited-hability  corpo- 
ration to  investors  for  $100,000  apiece 
and  keep  $200,000  himself.  All  12  in- 
vestors would  get  their  hefty  interest 
payments  and  happily  tell  their  friends 


TALE  OF  A  SGAMSTER 


1979  Wise  becomes  president 
of  Denver-based  Mile  High  Savings. 
Changes  its  name  to  Silverado 
in  1980.  Assets  ultimately  grow  to 
$2.3  billion. 

1988  Silverado  is  closed  by 
regulators.  Bailout  costs 
taxpayers  $1  billion. 

1991-1993  Hit  by  legal 
action.  Wise  and  others 
pay  $50  million  to  set- 
tle civil  suit.  Acquitted 
of  criminal  charges. 
Declared  bankruptcy. 


1992  Sets  up  Cornerstone 
Private  Capital  in  Aspen  to  make 
high-interest-rate  loans  on 
Colorado  real  estate. 

SEPT.  1998  Partner  Thomas 
McCloskey  discovers  fraud,  Wise 
admits  embezzling  $6  million  from 
the  company;  44  people  lose 
money. 

MARCH  1999  U.S.  Attorney  files  a 
complaint  against  Wise  charging 
two  counts  of  wire  fraud.  Wise's 
lawyer  and  U.S.  Attorney  begin 
negotiating  a  plea  bargain. 


DATA:  BUSINESS  WEEK 


could  charm  a  door  off 
its  hinges.  "He  was 
perfect,"  says  one  in- 
vestor,  who,  along 
with  her  husband, 
sunk  $3  million  into 
Cornerstone.  "He 
was      like  Mr. 
Rogers,  but  better 
dressed."  So  much 
for  sophistication. 
But     even  savvy 
lawyers  and  profes- 
sional investors  who 
knew  about  Silvera- 
do were  impressed 
with  the  three-inch- 
thick  loan  prospec- 
tuses    Wise  was 
churning  out. 
His  product  line  was 
high-interest-rate  loans  on  Col- 
orado real  estate.  It  was  a  veiy 
good  business,  says  Tom  Mc- 
Closkey, who  went  into  partner- 
ship with  Wise  in  eai'ly  1997.  The 
loans  were  made  to  borrowers 
with  spotty  credit  histories  who 
otherwise  couldn't  secure  short- 


about  the  brilliant  new  financier  in  As- 
pen. Comei-stone  had  about  $120  milhon 
in  loans  outstanding. 

"Here  was  a  guy  who  was  cheating 
half  his  fiiends,"  says  McCloskey.  Not 
surprisingly,  many  feel  deeply  betrayed. 
"It's  not  just  the  money.  He  was  oui" 
fiiend.  Oui*  chikh'en  grew  up  with  his — 
it's  horrible,"  says  an  investor  Adds  an- 
other: "They  ought  to  string  him  up." 

McCloskey,  meanwhile,  has  been  moi> 
ping  up  the  mess.  While  many  investors 
say  they  were  tempted  to  sue  Mc- 
Closkey, most  have  settled  vrith  him — ui 
some  cases,  for  as  little  as  38(2  on  the 
dollar.  McCloskey  says  he  has  already 
paid  out  $4.9  million  to  about  40  of  the 
44  people  burned  in  the  fraud.  A  re- 
ceiver hir-ed  by  McCloskey  says  as  much 
as  $5.1  miUion  is  missing. 

Many  investors  still  can't  figure  out 
how  they  allowed  themselves  to  be  so 
thoroughly  duped.  "He  made  you  think 
you  were  dealing  vdth  Chase  Manhat- 
tan," says  one.  Dovra  the  road.  Wise 
can  expect  to  have  daily  dealings  vnth  a 
different  kind  of  very  secure  institution. 

By  Andrew  Osterland 
in  Aspefi,  Colo. 
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INVESTMENT  BANKS  

GOLDMAN'S  QUIET  MAN 
GETS  HIS  SHOT 

Hank  Paulson  takes  over  at  a  crucial  time 


M 


I arch  16  was  a  glori- 
ous day  at  85  Broad 
Street,  the  New  York 
headquarters  of  Goldman 
Sachs  Group  LP.  That's 
when  the  venerable  Wall 
Street  investment  bank  filed 
its  long-awaited  registration 
statement  with  the  Secuii- 
ties  &  Exchange  Commis- 
sion to  go  public. 

Buried  inside  was  the 
juiciest  aspect  of  the  deal. 
A  mere  221  partners  will 
divvy  up  $11.8  billion,  as- 
suming the  fiiin  sells  for  $24 
billion,  the  high  end  of  the 
anticipated  price  range. 
Partners  will  not  be  able  to 
sell  their  stock  for  as  long 
as  five  yeai-s.  Still,  the  niun- 
bers  are  mind-boggling:  ju- 
nior partners  will  get  $15 
million  in  stock,  while  a  few 
top  partners  are  expected 
to  get  about  $200  million. 

One  of  those  will  be  Hen- 
ry M.  Paulson  Jr.,  Goldman's 
new  CEO,  whose  payday 
represents  17  years  at  the 
firm.  Paulson  may  have  the 
toughest  job  of  any  leader  in  Goldman's 
130-year  history.  He  must  hold  the  fii-m 
together  as  it  makes  the  difficult  tran- 
sition from  a  private  partnership  to  a 
pubHc  company.  At  the  same  time,  he 
vrill  lead  a  major  expansion  of  Goldman. 
Once  the  fu-m  goes  public,  it  is  expected 
to  acquii-e  money  managei-s  and  other  fi- 
nancial institutions,  plus  move  into  the 
retail  brokerage  business  by  using  the 
Intemet  to  distribute  stocks. 

Despite  his  big  new  job,  Paulson  is 
not  well  known  on  Wall  Street.  In  fact, 
in  the  upheaval  following  the  abnipt 
ouster  of  Jon  S.  Corzine  on  Jan.  11, 
Paulson's  heii's  apparent,  John  A.  Thain 
and  John  L.  Thomton,  got  more  atten- 
tion than  the  nondescript  Paulson  did. 

But  after  four  years  in  CoiTine's  shad- 
ow, Paulson  is  ready  to  take  the  helm. 
He  is  an  old-fashioned,  customer-orient- 
ed investment  banker.  Within  Goldman 
Sachs,  he  is  seen  as  a  "cultui'e  canier," 


In  the  Nixon  White 

House,  Paulson 
was  an  aide  to  John 
Ehrlichman 


someone  who  epitomizes  the  Goldman 
way.  But  instead  of  an  Annani-cla(l,  cell- 
phone-toting, smooth-talking  investment 
banker,  Paulson  is  a  modest  ch-esser  who 
weai's  penny  loafers  and  a  plastic  Casio 
watch  and  has  an  unpretentious,  Mid- 
western manner.  He  lives  in  a  1,200- 
square-foot  apartment  on  New  York's 
Upper  West  Side,  neai'  Lincoln  Center. 
"He's  a  straight  shooter.  He  doesn't 
mince  words.  He  will  ailiculate  his  views 
with  great  ferocity  and  often,"  says  Ed- 


wai'd  M.  Liddy,  the  cliief  executive  ni 
cer  of  Allstate  Insurance  Co. 

Paulson  and  his  paitners  are  alsc 
ing  against  the  grain  by  sharing 
wealth  more  broadly.  The  partners 
ed  out  of  pragmatism,  not  altruism, 
taking  $5  billion  out  of  their  pod 
and  distributing  it  to  every  single  on 
the  fuTn's  13,000  employees,  the  \k 
ners  hope  they  can  keep  the  firm 
gether,  make  sure  people  keep  work 
hard,  and  retain  their  best  staff.  E 
ployees  will  get  stock  wo 
half  of  their  last  year's  cc 
pensation,  plus  a  bonus 
the  most-valued  employe 
"It  certainly  is  someth 
that  has  never  been  d( 
on  the  Street  before,"  s 
Joan  Zimmerman,  a  M 
Street    headhunter  w 
G.  Z.  Stephens. 
GRID  STAR.  Paulson  \ 
born  in  Barrington,  111 
Chicago  suburb,  and  he  i 
has  a  house  there  bmlt 
land  he  bought  from  his 
ther,  who  ovmed  a  wh( 
sale  jewelry  business.  P; 
son  was  a  star  foot! 
player  at  Dartmouth  C 
lege,  got  an  mba  from  H 
vard,  married  his  colk 
sweetheait,  Wendy,  and  1 
a  grown  son  and  a  daugh 
After  Hai-vai'd  came  a  st 
at  the  Defense  Dept.  P; 
son  then  worked  for  1 
Nixon  White  House  as 
aide  to  John  Ehrliclmian.  a 
1974,  he  started  in  Goi- 
man's   Chicago   office  <c 
avoid  the  rat  race  of 
New  York  investment-banking  worli^ 
Ultimately,  Paulson  moved  to  N 
York.  In  1988,  he  became  co-head  of 
vestment  banking.  He  was  anointed 
the  fu-m's  No.  2  in  1994,  with  the  titk 
president  and  chief  operating  officer, 
ter  Stephen  Friedman  abruptly  step} 
down  as  senior  paitner.  In  Jime,  19 
he  became  co-('eo  with  Corzine. 

Paulson  couldn't  be  more  differi 
from  Corzine,  lus  bearded,  persona 
predecessor  "He's  not  a  warm  and  c 
dly  guy,"  says  one  employee.  Pauls 
is  also  said  to  have  a  bigger  ego  than 
ther  Corzine  or  Robert  E.  Rubin,  i 
U.  S.  Treasuiy  Secretary  who  was  Gk 
man's  senior  partner  A  Christian 
entist,  Paulson  is  also  an  outdoorsn 
who  birds  and  fly-fishes.  Such  leisui 
pm'suits,  though,  will  likely  be  off 
calendai-  for  some  time. 

By  Leah  Nathans  Sp 
in  New  Y( 
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The  Morgan  Stanley  Dean  Witter  Roth  IRA. 


Once  you  put  your  money  into  a  Roth  IRA,  you'll  never  pay  taxes  on  it  again* 
Not  on  the  money  it  earns.  Not  when  you  take  it  out.  But  how  do  you  know 
if  a  Roth  IRA  is  right  for  you? 

Talk  to  one  of  our  Financial  Advisors.  They'll  use  our  exclusive 
tool,  IRAdvisor  '^^',  to  analyze  your  situation  and  tell  you  if  you  qualify 
for  a  Roth  IRA.  Call  toll-free  1-800-THE-DEAN  for  the  office 
nearest  you.  And  be  sure  to  ask  for  a  copy  of  our  free  brochure, 
"The  Morgan  Stanley  Dean  Witter  Roth  IRA  Guide." 

*As  long  as  you  follow  IRS  njles  and  leave  the  money  in  for  at  least  5  years 
and  don't  start  withdrawals  until  you're  59  1  /2. 


MORGAN  STANLEY  DEAN  WITTER 

Measuring  success  one  investor  at  a  time'" 


gan  Stanley  Dean  Witter  is  not  a  tax  advisor.  Investors  are  urged  to  consult  with  their  personal  tax  advisors 
irding  the  effects  of  the  new/  legislation  on  their  situations  as  well  as  the  tax  consequences  of  any  investment 
sions  they  may  make. 

gan  Stanley  Dean  Witter  is  a  service  mark  of  Morgan  Stanley  Dean  Witter  &  Co. 
'ices  are  offered  through  Dean  Witter  Reynolds  Inc.,  member  SIPC. 
999  Dean  Wilier  Reynolds  Inc. 


Inside  Wall  Street 


BY  GENE  G.  IWARCIAL 

A  BUY  RATING  ON 
THIS  BOND-RATER? 

Duff  &  Phelps  Credit  Rating  (dcr) 
may  be  on  the  block.  That's  the 
buzz  in  bond-rating  circles. 

Credit-rating  agencies  are  strictly 
regulated  by  the  Securities  &  Ex- 
change Commission.  Of  such  outfits, 
Duff  is  the  only  pure  play.  Compared 
with  the  biggies  in  the  business,  how- 
ever, it  is  pint-size,  with  just  one-sixth 
the  revenues  of 
RISING  HIGH       Moody's  Investors 
ON  DEAL  RUMORS     Service  or  Stan- 
dard &  Poor's,  a 
unit  of  The  Mc- 
Graw-Hill Compa- 
nies (BUSINESS 
week's  corporate 
parent).  To  be  a 
force  in  the  busi- 
ness. Duff  needs 
more  size,  say  in- 
dustry watchers. 

Whispers  are 
that  Duff  has  held 
informal  talks 
with  at  least  one 
of  the  following 
two  companies:  Thomson  BankWatch, 
a  unit  of  Toronto  publishing  giant 
Thomson,  and  A.  M.  Best,  which  rates 
only  the  claims-paying  ability  of  insur- 
ance companies.  Several  weeks  ago, 
A.  M.  Best  announced  it  would  start 
rating  insurance  companies'  corporate 
debt  as  well.  So  it  may  be  seeking  that 
capability  from  Duff.  Last  year,  there 
was  talk  that  German  publisher  Ber- 
telsmann tried  to  cut  a  deal  with  Duff. 

It  takes  years  to  develop  a  credit- 
rating  franchise.  One  reason:  It  is  dif- 
ficult to  get  an  sec  designation  to  op- 
erate a  rating  agency  in  the  U.  S.  The 
easy  route  for  a  foreign  company  is  to 
acquire  a  firm  already  in  the  business. 
Fitch  Investors  Service  was  acquired 
in  1997  by  France's  Fimalac,  principal- 
ly for  its  credit-rating  license.  Duff  has 
tried  to  create  a  global  presence,  and  it 
now  has  offices  in  32  countries — and 
has  active  ratings  on  debt  issues  in  50 
countries. 

Duff  shares  have  been  on  the  rise, 
up  from  40%  in  mid-October  to  52%  on 
Mar.  16.  One  analyst  expects  Duff  to 
earn  $3.50  a  share  this  year  and  $4.14 
in  2000,  compared  with  1998's  $3.45. 
Duff  didn't  comment,  but  Thomson 
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DIGITAL  UVA 
STOCK  PRICE 

WEEKLY  CLOSE 


BankWatch  President  Greg  Root  says 
the  company  is  "exploring  all  oppor- 
tunities in  the  business  that  are  best 
for  us."  A.M.  Best  President  Arthur 
Snyder  didn't  return  calls. 

WHY  DIGITAL  LAVA 
COULD  ERUPT 

ot  every  Internet  company  that 
goes  pubhc  blasts  off.  Digital  Lava 
(dgv),  initially  offered  at  TA  a  share 
on  Feb.  17,  headed  south  and  now 
trades  at  5Kfi.  Blame  it  on  lack  of  hype 
or  a  technology  that  investors  may 
have  found  diffi- 
cult to  compre-      THE  IPO  THAT 
hend.  But  some      HEADED  SOUTH 
bulls  aren't  wor- 
ried. They  think 
alUances  and  con- 
tracts for  Digital's 
video-publishing 
software  will  fire 
up  the  stock. 

"Digital  is  a 
very  undervalued 
play  on  the  future 
of  video  applica- 
tions on  computer 
networks,"  says 
Brian  Hathaway 
of  Hathaway  In- 
vestment Advisers,  which  owns  more 
than  230,000  shares.  Digital  develops 
software  for  creating  videos  used  for 
training,  research,  and  Net  marketing. 

With  Digital's  flagship  product, 
vPrism,  creators  of  videotape  can  de- 
velop programs  for  interactive  multi- 
media appHcations  for  desktop  com- 
puters. Digital's  Video  Visor  lets  users 
edit  and  manipulate  video  linked  with 
other  types  of  information,  allowing  in- 
tegration of  digital  video  and  audio 
content  with  other  types  of  info  typi- 
cally stored  on  the  Internet  or  intranet. 

Digital's  partners  include  Microsoft, 
RealNetworks,  and  Sihcon  Graphics. 
Digital  is  a  vendor  for  NetShow,  Mi- 
crosoft's software  for  viewing  stream- 
ing media  over  the  Internet  or  in- 
tranet. Digital  also  licenses  Microsoft's 
Internet  Explorer  kit.  Microsoft's  lead 
product  manager,  Gary  Schare,  says 
AVlndows'  media  technologies,  combined 
with  Digital's  video  pubHshing,  "pro- 
vides our  customers  with  powerful  so- 
lutions suited  for  communication  and 
learning-on-demand  applications." 

Digital  CEO  Joshua  Sharfman  sees 
the  company's  ties  with  Microsoft  just 
"scratching  the  surface."  One  money 
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manager  speculates  that  Microsoft  mi 
incorporate  Digital's  video  software 
its  suite  of  products. 

Ray  Dirks,  director  of  research 
Security  Trading  Capital,  expects  tl 
company  to  turn  a  profit  next  year  ar 
earn  72(2  a  share  on  estimated  re^ 
enues  of  $18.7  million,  vs.  an  estimatt . 
1999  loss  of  78(2  a  share,  on  sales  if 
$4.1  million. 


LENSMAKERS  MAY 
BE  EYEING  COOPER 

Now  that  Cooper  Cos.  (coo)  has  she 
its  Hospital  Group  of  America  uni 
analysts  beUeve  the  company  will  Y 
more  appealing  to  investors,  helpin 
yank  the  stock  out  of  its  depressioi 
But  a  big  cause  of  its  weakness  is  tF 
pricing  pressure  in  its  contact-lens  bus 
ness,  fed  by  fears  that  laser  treatment 
will  cut  into  the  contacts  market. 

Cooper,  which  hit  28  in  early  Nm 
vember,  is  down  to  14.  "The  stock  f 
extraordinarily  cheap,"  says  Jeff  He| 
shey  of  Awad  Asset  Management,  par" 
of  Raymond  James  Financial,  whic 
owns  nearly  5%  of  the  stock.  He  thinl* 
the  recent  drop  makes  Cooper  vulnei 
able  to  a  takeover  by  a  larger  lens 
maker,  such  as  Johnson  &  Johnson  c 
Bausch  &  Lomb.  Trading  at  11  time 
his  estimated  1999  earnings  of  $1.40 
share,  the  stock,  Hershey  says,  is  ui 
dervalued.  Based 


CONTACTS  ARE 
UNDER  PRESSURE 


on  a  conserva- 
tive estimate  of 
its  assets,  Coop- 
er is  worth  21  a 
share  and  more 
in  a  buyout,  he 
adds. 

Cooper  de- 
rives nearly  50% 
of  its  revenues 
from  its  Cooper- 
Vision  unit, 
which  produces  a 
soft  toric  lens 
that  corrects 
astigmatism. 
Cooper's  other 
unit,  CooperSurgical,  makes  medicj 
devices  for  women's  health  care,  in 
eluding  gynecological  instruments.  To; 
Cooper  brass  were  traveling  and  couli 
not  be  reached  for  comment. 
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For  more  coverage  of  the  markets, 
visit  our  Web  site  at  businessweek.com 


180  BUSINESS  WEEK  /  MARCH  29,  1999 


cial  Issues 


NG 


GOLDEN  (YEARS) 
PPORTUNITY 

ig-term-care  policies  may  be  the  next  big  thing  for  insurers 


Vho's  going  to  foot  the  bill  if 
you  wind  up  in  a  niu'sing  home 
in  your  last  years?  As  Ameri- 
cans live  longer,  the  chances 
Ksing  that  they  will  need  some  fomi 
ing-term  care  late  in  life.  That  can 
n  a  crushing  financial  burden  on  to- 
s  seniors  as  well  as  their  baby 
ner  children.  Long-term-care  (ltc) 
ranee  offers  one  answer.  But  rela- 
ly  few  people  buy  such  policies  on 
r  own.  And  only  a  handful  of  com- 
es offer  coverage  as  part  of  their 
loyee  benefit  packages, 
hat  may  be  about  to  change.  Both 
ddent  Clinton  and  congTessional  Re- 
icans  ai-e  offering  new  incentives  to 
)urage  purchase  of  the  policies, 
ved  into  the  Administration's  fiscal 
)  budget  is  a  measiu'e  for  the  feder- 
overnment  to  offer  private  ltc  in- 
mce  to  its  own  employees  and  their 
ilies.  And  the  GOP  wants  to  make 
premiums  fully  tax-deductible, 
g-term-care  insurance  "could  really 
■  off  if  the  federal  government  starts 
io  it,"  says  Paul  Fronstin,  a  health- 


care expert  at  the  Employee  Benefit 
Research  Institute  in  Washington. 

If  the  proposals  become  law,  they 
could  spark  new  interest  in  LTC  insur- 
ance and  perhaps  prompt  Corporate 
America  to  add  such  policies  to  the 
standard  panoply  of  employee  benefits. 
Already,  some  companies  say  there's 
growing  interest  among  employees  in 
long-term  care.  And  they  expect  more 
as  the  nation's  76  mil- 
lion baby  boomers 
edge  toward  retire- 
ment. Soon,  "more 
people  will  be  affect- 
ed by  eldercare  issues 
than  by  child-care," 
says  Susan  Holik, 
vice-president  for  hu- 
man resom-ces  at  Fan- 
nie Mae,  the  Washing- 
ton mortgage  giant. 

The  concept  of  ltc 
insurance  isn't  much 
different  from  life  or 
most  other  tyi^es  of  in- 
surance:   It  insures 


LONG-TERM  CARE: 
GROWING  DEMAND 


DATA:  HEALTH  INSURANCE  ASSN 


''■g  SENIOR  CIRCLE 
Ever-rising  costs,  aging 
boomers,  and  new  laws 
may  boost  demand  for 
long-term-care  policies 

against  the  risk  of  individuals 
incurring  costly  custodial 
care  at  home  or  at  a  nursing 
facility  should  they  become 
disabled — either  tlu'ough  old 
age,  illness,  or  accident.  Nei- 
ther Medicare  nor  supple- 
mental Medigap  insurance 
covers  those  costs,  which  run 
$40,000  a  year  or  more,  so 
families  must  shoulder  the 
biu'den  themselves.  They  can 
turn  to  Medicaid,  but  only 
after  they  run  through  their 
own  nest  egg. 

Not  eveiyone  is  convinced 
that  private  insurance  is  the 
right  answer.  The  American 
Association  of  Retired  Per- 
sons argues  that  at  least  home  care 
should  be  covered  by  Medicare,  as  are 
other  health-care  costs  for  the  elderly. 
That  way,  everyone  who  needs  cover- 
age could  get  it,  and  the  risk  pool 
would  be  that  much  larger,  thereby 
lowering  costs.  Says  aaki'  lobbyist  John 
Rother:  "Private  insurance  is  a  very 
inefficient  solution." 
BIG  TARGET.  Still,  coiporate  benefits  man- 
agers expect  heightened  awareness  of 
LTC  insui-ance  as  the  fh'st  boomers  hit 
55  in  two  yeai's.  That's  the  age  at  which 
people  start  taking  a  serious  look  at  re- 
tirement and  confront  issues  that  will 
aiise  in  old  age,  experts  say.  Age  55  "is 
the  beginning  of  oui'  target  market"  for 
LTC  coverage,  says  Elizabeth  Geor- 
gakopoulos,  head  of  long-term  care  at 
Travelers  Insiu-ance.  Although  the  num- 
ber of  LT('  policies  has  jumped  fivefold  in 
a  decade,  only  5  million  exist  today 
(chart),  vs.  163  million  gToup  life  insm'- 
ance  policies.  An  inter- 
nal estimate  by  Port- 
land (Me.)-based  unum 
Coip.,  a  major  pro\ider 
of  LTC  insui'ance,  esti- 
mates the  potential 
market  at  $20  billion, 
vs.  barely  $1  billion  in 
policies  sold  so  far. 
"That  is  an  immense 
marketing  opportuni- 
ty," says  Nancy  Magee, 
unum's  vice-president 
for  long-temi  care. 

The  numbers  re- 
main small  partly  be- 
cause LTC  policies  are 
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IS  THIS  INSURANCE 
RIGHT  FOR  YOU? 


Is  long-term-care  (ltc)  insurance 
worth  buying?  It's  a  tough  call. 
Nursing-home  costs  average 
$40,000  a  yeai' — and  can  be  twice 
that  in  markets  such  as  New  York. 
They  can  quickly  break  you.  Yet  LTC 
insurance  itself  can  be  pricey,  espe- 
cially if  you're  already  retired  when 
you  buy.  The  policies  make  sense 
mostly  for  middle-class  people  who 
can't  afford  to  bear  the  risk  them- 
selves but  don't  qualify  for  Medicaid. 

Today,  policies  are  offei'ed  by  most 
of  the  big  insurers,  such  as  Travel- 
ers, CNA,  and  John  Hancock,  as  well 
as  more  specialized  companies, 
such  as  u.NUM.  The  policies  are 
loaded  with  variables  such  as 
daily  benefits,  length  of  cover- 
age, and  deductibles. 

Not  everyone  needs  LTC  in- 
surance. A  65-year-old  man  has 

only  a  14%  chance  of  spending       ,  , 

.     *     .  *       home  stays 
more  than  a  year  m  a  nursmg   -  - 

home,  according  to  a  1991  New 

England  Journal  of  Medicine 

estimate.  For  women,  the  odds 

are  higher,  but  less  than  30%>. 

Still,  many  middle-income 
families  may  want  to  consider  a 
policy.  Medicaid  covers  nursing- 
home  care,  but  only  after  you 
have  depleted  your  assets  (ex- 
cluding home  and  car).  So  re- 
tirement-age couples  with  less 
than  .$150,000  in  savings  may  be 
better  off  paying  out  of  their 
pocket  rather  than  buying  a 
costly  LTC  policy.  That  also  applies  if 
your  annual  income  is  $.30,000  or  less. 

By  the  same  token,  if  you  have  a 
seven-figure  nest  egg,  you  should  be 
able  to  pay  nursing-home  costs  out  of 
your  savings.  "If  people  have  liquid 
assets  of  $1  million  or  more,  they  can 
probably  self-insure,"  says  St.  Louis 
financial  planner  Eileen  Dorsey. 
AGE  FACTOR.  Don't  just  think  about 
dollars,  though,  ltc  insurance  makes 
more  sense  if  your  relatives  have  a 
history  of  ailments  that  require  ex- 
tended care.  "If  you  have  diabetes  or 
Alzheimer's  in  yom'  family,  you 
should  react  very  differently  than  if 
your  relatives  drop  dead  of  lieart  at- 
tacks at  age  92,"  says  Anne  Werner, 
president  of  United  Seniors  Health 
Cooperative,  a  Washington  nonp)'ofit. 


Also,  consider  your  age.  The 
younger  you  are,  the  cheapei-  the 
premiums.  At  45,  a  decent  pohcy 
i"uns  $500  a  year.  Youi"  premiuiu  will 
be  locked  in  at  a  45-year-old's  rate. 
But  you'll  make  the  payments  for  30 
years,  and  they'll  nse  with  inflation. 

Wait  until  70,  and  pi-emiums  can 
be  six  times  higher.  "I  recommend  it 
as  early  as  age  50,"  says  James  M. 
Knaus,  a  Ti"oy  (Mich.)  financial 
planner.  "But  only  if  clients  don't 
have  higher  priorities,  such  as 
their  kids'  education." 
You'll  need  to  decide  how 


WHAT  TO  TAKE 
INTO  CONSIDERATION 

KIND  OF  CARE  The  best 
pohcies  cover  both 
home  care  and  nursing- 


COVERAGE  AMOUNT 

PoNcies  offer  a  range 
of  benefits  from 
$50/day  for  a  year  or 
$200/day  for  a  hfetime. 
Is  the  extra  benefit  worth 
the  extra  cost? 

INFLATION 

PROTECTION  You  may 

need  this,  especially  if 
you  buy  young. 
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much  daily  coverage 
you  want  and  how 
long  the  benefits 

should  nm.  Make  sure  you'll  be  cov- 
ered for  home  care,  although  many 
pohcies  pay  only  half  the  daily  maxi- 
mum for  such  services.  Also  consider 
the  deductible,  or  "elimination  peri- 
od." That  is  the  number  of  days  of 
care  you  will  have  to  pay  before  the 
policy  kicks  in.  If  you  can  handle, 
say,  100  days,  you'll  save  a  lot. 

Also,  get  an  inflation  rider,  espe- 
cially if  you're  young.  And,  as  al- 
ways, watch  the  fine  print.  Long- 
term  care  is  a  major  obligation,  and 
it  pays  to  make  sure  you're  getting 
the  coverage  you  expect. 

By  Howard  Gleckman 
in  Washmgton 


so  complex.  Also,  most  individuals  b 
policies  fi'om  insurance  agents,  who 
not  market  them  veiy  aggTessively.  0 
big  reason:  The  first-year  commissi 
on  a  policy  for  a  50-year-old  may  r 
only  .$100 — not  enough  to  warrant 
time-consuming  sales  process.  Insun 
would  gain  a  huge  marketing  advj 
tage  if  Corporate  Ameiica  jumps  ir 
the  game,  allowing  them  to  sell  ma 
policies  at  once. 

Currently,  few  large  employers  vi( 
LTC  as  an  essential  benefit.  Some  1,5 
employers  offered  ltc  policies  in  19! 
the  last  year  for  which  data  are  av£ 
able,  according  to  the  Health  Insi 
ance  Association  of  America,  a  tra 
group.  By  1998,  less  than  one-third 
the  largest  companies  offered  plai 
according  to  consultants  William 
Mercer  Inc. 

Few  employers  pick  up  any  of  t 
cost  for  an  ltc  policy.  But  they  do  pj 
along  the  advantage  of  gi-oup  rates 
employees  (and  most  employers  cont 
ue  to  administer  the  policies  for  retire 
so  they  can  retain  the  price  advantag 
What's  more,  simply  presenting  e 
ployees  with  the  option  in  then-  benel 
enrollment  package  every  year  woi 
vastly  boost  awareness  of  the  concef 
NEEDS  TEST.  Even  when  offered  t 
policies,  employees  so  far  have  be 
slow  to  jump  at  LTC  msurance.  Merck 
Co.  has  offered  the  covei-age  since  19 
But  less  than  10%  of  its  18,500  eligil 
employees  have  signed  on.  "People  thi 
of  it  as  old-age  insurance,"  says  Wen 
Miller,  Merck's  head  of  benefits  resear 
"They  tend  to  be  overinsured  in  h 
yet  don't  have  key  elements  of  inco 
protection,  such  as  long-term  care." 

Still,  benefits  managers  and  insurt 
say  employees  are  paying  more  att< 
tion.  At  P^annie  Mae,  only  15%  of  3,i 
workers  have  bought  coverage.  E 
"tliis  is  sometliing  we're  staiting  to  h( 
about  from  employees,"  says  Hoi 
Even  some  younger  employees  £ 
thinking  about  LTC,  in  part  because 
covers  catastrophic  injuries  as  well 
the  debilities  of  old  age.  Jayn  Atkins 
business  manager  at  Fannie  Mae,  is  oi 
38,  but  she  pays  $9.47  every  two  we( 
for  an  ltc  policy  that  will  cover  up 
$130  a  day  in  nursing-home  costs  ; 
the  rest  of  her  life.  "If  anything  h; 
pens,  at  least  I  know  my  daily  net 
will  be  taken  care  of,"  she  says. 

Sooner  than  they'd  like,  boomers  i 
going  to  have  to  think  hard  about  h 
to  finance  their  long-term  care  nee 
The  question  is  whether  LTC  insurai 
will  be  part  of  the  answer  for  mc 
than  a  handful. 

By  Howard  Gleckman  in  Washingt 
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Just  Like  Everyone's  Kids: 
Above  Average 


A  Report 

Card 

For  Ami 

iRICAN 

Century  Funds 

1  

I  Yctv 

3  Years 

5  Years 

Life  of  Fund 

Moniiiigstar  Ratiin:^ 

American  Century 
Income  &  Growth 

277% 

28.7% 

23.7% 

215% 

***** 

LipPER  Growth  & 
Income  Funds* 

15.6% 

21.3% 

18.4% 

17,4% 

N/A 

I  Year 

3  Years 

5  )ears 

Life  of  Fiiihi 

Moniiii;;^star  Ratiiif; 

American  Century 
Equtty  Growth 

25.5% 

29.5% 

23.9% 

19.8% 

***** 

LipPER  Growth 
Funds* 

22.9% 

22.2% 

18.6% 

N/A 

Average  annual  total  returns  and  Moriungstar  perfornianee  ratings  as  of  December  33,  1998.  Funds  rated  for  the  overall 
and  3-year  period  among  2,802  domestic  stock  funds  and  for  the  5-year  period  among  1,702  domestic  stock  fimds. 


Morningstar  rates  American  Century's 
Income  &  Growth  Fund  and  Equity  Growth 
Fund  among  the  top  10%  of  domestic  stock 
funds  for  risk-adjusted  performance.  And 
while  past  performance  doesn't  guarantee 


future  results,  these  two  investment 
opportunities  have  a  history  of  getting 
good  report  cards.  For  more  information 
about  these  funds,  ask  your  investment 
professional  or  contact  American  Century. 


Please  ask  for  a  prospectus  ivith  more  complete  information,  including  charges  and  expenses.  Be  sure  to  read  it 
carefully  before  you  invest  or  send  money,  f^aturally,  past  perforuuuwe  can't  guarantee  future  results. 

Morningstar  proprietary  ratings  reflect  risk-aajusted  performance  for  hwestor  Class  Shares  as  of  12/31/98.  These  rafnigs  may 
change  monthly,  and  are  calculated  from  the  fund's  three-,  five-  ami  ten-year  {when  available)  average  annual  total  returns  in 
excess  of  90- day  Treasunj  bill  returns,  with  appropriate  fee  adjustments  and  a  risk  factor  reflecting  fund  performance  below 
90-day  Treasury  bill  returns,  htcome  and  Growth  and  Equity  Growth  have  five-star  ratings  for  three'and  five  years  out  of  2,802 
and  1,702  domestic  stock  fimds.  The  top  ten  percent  of  the  fimds  in  an  investment  category  receive  five  stars'. 

'For  the  period  ending  December  31,  1998,  as  provided  by  Upper,  Inc.  Data  quoted  represents  past  performance.  Investment 
return  and  principal  value  will  fluctuate,  and  redemption  'vahte  may  be  more  or  less  than  original  cost.  Funds  Distributor,  Inc. 
©1999  America)!  Century  Services  Corporation  ^  bwk408-iid 


American 
Century 


www.americancentury.com 


1  -  8  0  0  -  3  4  5  -  2  0  2  1 


0 


Sports  Business 


SAS  Institute  Inc. 

SAS  is  a  registered  tradernark  of  SAS  Institute  Inc. 


MAN  DOWN:  The  title  "official  healthcare  provider"  can  bring  in  millions 


West  is  paying 
million  over  12 


If  you  believe  the  ailist's  sketches, 
Pacific  Bell  Park  will  be  the  Versailles 
of  major  leagaie  ballyaixls.  Set  to  open 
in  April,  2000,  the  future  home  of  the 
San  Francisco  Giants  will  pamper  fans 
with  cushy  seats,  ch'eamy  bayside  vistas, 
and  one  very  unusual  amenity:  a  full- 
sei-vice  medical  clinic.  Giants  fans  will  be 
able  to  leave  their  seats  not  only  for  a 
hot  dog  or  brew  but  also  for  an  X-ray 
or  a  throat  culture. 

Catholic  Healthcare 
the  Giants  a  cool  $15 
years  for  the  stadi- 
um space  and  other 
marketing  goodies 
The  investment  is 
already  looking 
smart.  c:hw  reports 
that  business  at  its 
sports  medicine  clin- 
ics is  up  14%  over 
last  year.  "This  rela- 
tionship has  enabled 
us  to  make  a  leap 
that  would  have  tak- 
en  us   close   to  10 
years,"    says  Wade 
Rose,   a   CHW  vice- 
president. 

Not  that  long  ago, 
agi'eements  like  the  Gi- 
ants-CHW  alliance  were 
unheard  of  in  pro 
sports.  Teams  cut  deals 


with  breweries  and  deli-meat  comf|, 
nies,  not  the  team  doctor  Now  healtif 
care  provider's  are  paying  spoils  ft'ai 
chises  enormous  sums  to  estabh 
relationships  they  can  promote.  Teai 
that  have  sold  the  title  of  "offic: 
health-care  provider"  include  the  Orla 
do  Magic  of  the  National  Basketb; 
Assn.;  the  Jacksonville  JagTiars,  Te 
nessee  Titans,  and  Philadelphia  Eagl 
of  the  National  Football  League;  and, 
course,  baseball's  Giants.  "These  coi 
_     parties  ai'e  saying  in 
feet:  'When  your 
voiite  athletes  ai-e  si 
or  hurt,  we  take  ca 
of  them.  Shouldn't 
be    taking  care 
you?' "    says  Se 
Brenner,  editor 
Tea))i  Marketing  h 
poii,  a  sports  markf 
ing  newsletter. 

Nowadays,  almc 
every  major  spoi 
franchise  has  at  le? 
one  health-ca 
sponsor- — and  ma: 
major  j)roviders  a 
in  the  game.  Bl 
Cross  Blue  Shiel 
Columbia/Hf'A 
Healthcai'e,  ai 
CIGNA  all  have  h 
sponsorship  ties 


TARGETING  JOCKS:  CHW's  Sports- 
niedictne  business  is  up  H% 
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■ww.accpac.com 
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www.compuware.com 
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www.gm.com 
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Honeywell  Inc. 
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www.iberia.com 

IBM 

www.ibm.com 
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www.intel.com/ 
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www.kiawah.com 

Kinko's  Corporation 
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Lexus 
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www.oneworldalliance.com 

Onsale 

www.onsale.com 
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www.oracle.com 
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www.parker.com 

Pratt  &  Whitney  Canada 

www.pwc.ca 
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www.principal.com 


Quantum 

www.quantum.com 

Rockwell  Collins 

www.collins.rockwell.com 

Royal  &  Sun  Alliance 

www.  royal-usa.com 

SAS  Institute 

www.sas.com/ 

Seagate 

www.seagate.com 

Shangri-La  Hotels  &  Resorts 

vww.Shangri-La.com 
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www.sharp-usa.com/ 

Siebel  Systems,Inc. 

www.siebel.com 

Singapore  Telecommunications 
www.singtel.com 
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www.star-alliance.com 
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BusinessWeek 


www.businessweek.com 


How  everything  Irom 
oiflinestofQsHoodis 
being  influenced  by 
people  ond  principles 
Irom  the  enlerlQinment 
world.  Michael  I.  Wolf. 
Senior  Parlner, 
BoozAiienS  Hamilton 
shows  how  every 
business  is 
show  business. 


.Hetal(esyouona 
pop  culture  tour, 
uncovering  the  lessons 
ol  Michael  lordon. 
Madonna,  Viagro, 
e-commerce  and  sports 
utility  vehicles..." 

ludyMcGrath, 
PresideDliilMTy 


www.entertainmenteconomy.com 


"TV  I  MBS 


BOOKS 


"The  story  off  Home  Depot  ...  is  practically  the 
stuff  of  retail  legend."  —  The  New  York  Times 


How  One  Company 
Revolutionized  an 
Industry  Through 

the  Relentless 
Pursuit  of  Growth 


IIVS 

HO 


Go  behind 
the  scenes 
at  Home 
Depot  ••• 

and  discover  the  secrets 
of  their  success.  Inside 
Home  Depot  reveals 
practical  lessons  that 
readers  can  apply  to 
any  Industry. 


Available  at  Bookstores  Everywhere 
Visit  us  at  www.books.mcgraw-liill.com 


A  Dnnstoti  uf  TltfMcGraw  Hill  Companies 


Sports  Business 


sports  teams.  Healthsouth  Corp.,  a  ik 
tionwide  provider  with  a  gi-owing  spoil 
medicine  practice,  is  affiliated  with  ' 
franchises  in  all  four  major  spoi 
leagues,  according  to  Team  Marketu, 

For  the  franchises,  health-care  agi-ti( 
ments  are  simply  smart  business.  Tj 
light  deal  can  turn  what  had  beenf 
team  expense — medical  care  for  pla^ 
ers — into  a  profit  center.  In  the  case 
the  Giants,  the  revenue  is  badly  needt 
The  team  is  pi-ivately  financing  its  n* 
.$:306  million  ballpark.  "We're  using  a 
of  creative  techniques  to  get  the  pa 
built,"  says  Lany  Baer,  Giants  cliief  ( 
erating  officer. 

While  these  deals  appear  to  be  w 
win,  they  are  not  without  risl 
Nashville's  Baptist  Hospital  Inc.  becai 
a  freespending  backer  of  the  Tita 
when  the  fi-anchise  moved  to  Tenness 
from  Houston  in  1997.  But  since  t 
nonprofit  hospital  staggered  to  a  $ 
million  loss  in  1998,  its  multimillion-d 
lar  deal  to  be  the  Titans'  exclusi 
health-care  provider  has  come  und 
scratiny.  Baptist  is  seeking  to  renego 
ate  the  sponsorship  agTeements. 

Beyond  exposure  and  profit,  some 
the  medical  community  say  the  ms 
riage  of  spoils  teams  and  health-cj 
gi'oups  can  be  troubling.  "In  the  end, 
not  an  appropriate  use  of  our  funds  as 
nonprofit,  research-oriented  hospita 
says  Toby  Gordon,  a  vice-president 
.Johns  Hopkins  Hospital  in  Baltimore 
SOUR  GRAPES?  As  the  price  of  spc 
sorship  gi'ows,  questions  also  aiise  ab( 
the  criteria  teams  use  to  select  thi 
physicians.  Are  they  seeking  out  t 
fuiest  medical  minds  or  the  highest  b 
ders?  "If  I'm  a  baseball  player  anc 
know  the  team  doctor  is  there  prima 
ly  because  he  put  up  money,  I'd  woi 
some  of  his  decisions  might  not  be 
my  best  interests,"  says  Dr.  William 
Straw,  the  Giants'  team  doctor  for 
years  before  his  gi'oup,  Palo  Alto  M( 
ical  Foundation,  was  dumped  last  f 
in  favor  chw.  Straw  says  Palo  A 
Medical  refused  the  Giants'  proposal 
remain  with  the  team  in  part  because 
was  uneasy  about  being  the  team's  d' 
tor  and  one  of  its  major  sponsors 
the  same  time.  Says  Rose  of  chw:  T 
Giants  "would  not  engage  with  an  i 
ganization  to  provide  health  cai'e  unl( 
they  were  absolutely  sure  they  W6 
going  to  get  the  best." 

Baer  of  the  Giants  acknowledges  t 
potential  for  abuse.  But  he  adds  tl 
responsible  franchises  won't  allow  ri 
deals  to  influence  health-care  decisio 
A  team  that  does  that,  he  says, 
putting  its  core  asset  at  risk — player 
By  Mark  Hym 
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A  ^f^e^ial  Interview  Series  from 

e  Pusfriess  V¥®elc  Aiviericas  Summit 


ir 


I  I  HI  b  1 1  c  televisiy  u  statioit 


uced  by  WPBT2/Miami 
isociation  with 

IDGE 


Nationally  Underwritten  by: 
Compaq  Computer  Corporation,  A.G.  Edwards,  Inc. 

and  The  Franklin  Templeton  Group. 


Personal  Business 


EDITED  BY 
AMY  DUNKIN 


Click,  Click,  and  Away! 

You  canplan-and  book-a  trip  without  leaving  cyberspace 


If  I  had  used  a  travel  agent  to  plan  oiu'  latest 
family  vacation,  I  would  have  driven  her 
crazy.  "What  do  you  mean,  a  dude  ranch  in 
Wyoming?"  I  can  imagine  her  asking.  "I 
thought  you  wanted  a  resort  in  the 
Cai'ibbean."  And  I  doubt  we  would  have  fi- 
nally decided,  on  something  of  a  whim,  to 
spend  10  days  in  Pans  and  Provence.  But 
it's  easy  to  be  mercurial  when  you've  got  a 
world  of  travel  resom-ces  available  at  the  click  of  a 
mouse. 

Just  as  it's  changing  everything  else  it  touches, 
the  Internet  is  alteiing  the  way  families  plan  then' 
vacations.  Not  only  has  technology  made  travel 
planning  more  convenient,  it  has  made  it 
easier  for  consumers  to  explore  more  oj)- 
tions  and  to  be  more  adventuresome," 
says  Suzanne  Cook,  senior  vice-presi- 
dent of  research  for  the  Ti'avel  Industiy 
Association  of  America.  A  tia  survey 
reports  that  33.8  million  travelers  used 
online  resources  for  planning  trips  in 
1998,  up  fi-om  11.7  million  in  1997. 
I'm  a  part  of  that  trend.  In  recent  yeai"s,  I've 
spent  more  hours  than  I  cai-e  to  admit  in  front  of 
a  screen  arranging  everything  from  a  weekend 
in  Pennsylvania  Dutch  countiy  to  a  two-week  stay 
in  a  seaside  cottage  in  Ireland.  ("There's  our 
house,"  my  nine-year-old  cried  out  when  she  fii'st 
spotted  it.  "It  looks  just  like  it  did  on  the  com- 


VACATION  SITES  TO  VISIT 


SITE 

DISNEY 

www.disney.com 

FAMILY  TRAVEL  FORUM 

www.familytravelforum.com 

GREAT  OUTDOOR  RECREATION 
PAGES  www.gorp.com 

PARKNET 

www.nps.gov 

THE  DUDE  RANCHERS'  ASSN. 

www.duderanch.org 

TRAVEL  WITH  KIDS 

travelwithkids.miningco.com 


DESCRIPTION 

Easy-to-use  reservation  and  information  site 
for  families  who  want  a  Disney  vacation 

Articles  about  family  travel,  chat  boards, 
links  to  travel  wholesalers 

Information  about  national  parks,  forests, 
wilderness  areas,  wildlife  refuges 

National  parks  information,  including  maps 
and  campground  reservations 

Links  to  more  than  100  dude  ranches  in  12 
Western  states 

Links  to  sites  for  family  vacations,  organized 
I  v  destination  and  interest 


f( 


puter.")  I've  used  the  Net  to  peek  inside 
hotel  rooms,  take  virtual  tours  of  resorts, 
check  snow  condition  at  ski  areas,  and  get 
driving  directions  fi'om  my  home  to  a  hotel. 

My  most  recent  foray  into  travel  cyber- 
space— the  one  that  will  end  in  France  next 
month — began  with  the  goal  of  booking  a 
week  at  an  all-inclusive  Caribbean  resort. 
Taking  a  guess  at  the  Web  address,  I 
keyed  in  www.clubmed.com,  and  sure 
enough,  Club  Med's  site  appeared.  After 
clicking  on  "village  directory"  and  "good 
deals,"  I  homed  in  on  the  resort  that 
seemed  suited  to  our  family.  I  filled  in 
rate  recjuest  foiTn,  and  by  the  next  morning, 
teamed  that  a  weeklong  stay  for  the  fom-  o: 
us  would  cost  about  $5,000,  including  air 
fare.  At  that  point,  I  could  have  entered  m; 
credit  card  number,  hit  "send,"  and  tha 
would  have  been  that.  But  curiosity  got  tl 
better  of  me:  Where  else  could  we  go 
that  kind  of  money? 
ELUSIVE  AIRFARE.  I  logged  onto  Sabre's  Tra 
elocity  (www.travelocity.com),  which  along  wi 
crosoft's  Exi)edia  (vvww.expedia.com),  Pi-eview 
el  (www.previewtravel.com),  and  Internet 
Network  (www.itn.com),  are  the  lai'gest  onlin 
el  booking  sites.  After  you  register,  each  le 
check  ah-  fai'es,  aiTange  cai'  rentals,  book  hote 
even  pm'chase  complete  vacation  packages. 

In  less  than  10  minutes  I  had  compai'ed  fs 
at  least  a  dozen  domestic  and  international 
nations.  To  my  surprise,  Ti-avelocity's  "lo 
finder"  came  back  with  a  $;i52  round-trip  air 
Paris,  cheaper  than  to  any  of  the  othei-  pla 
checked.  But  the  next  day  when  I  logged 
buy  the  tickets,  my  bargain  was  gone.  En 
the  identical  information  I'd  used  befor 
cheapest  fare  I  could  now  find  was  $553. 
inventories  ai-e  changing  constantly,"  cautior 
ry  Jones,  chief  information  officer  of  the 
Gi-oup.  "Wlien  you  see  a  gTeat  ahfare,  gral 

Increasingly,  some  of  the  best  deals  in 
travel  are  available  on  the  Web.  Site 
www.bestfare.com  offer  deeply  discounted 
idator  fares  provided  by  bulk  resellers, 
more,  airlines,  eager  to  elimmate  travel 
commissions,  tiy  to  liu'e  people  to  theu-  site 
special  prices.  Most  also  offer  last-minute  b 
fares:  They'll  notify  you  by  E-mail  of  low- 
tickets  to  cities  you  have  specified. 

Ultimately,  I  ended  up  buying  our  ticlf 
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over  the  phone,  for  $411  each.  Then  I 
onto  the  next,  more  engaging  phase  of  my 
figuring  out  what  to  do  once  we  got  there. 
:  stop  was  the  French  Govemment  Tourist 
site,  which  I  located  thi'ough  the  Touiism 

Worldwide  Directory  (www.towd.com). 
;  site  (www.francetouiism.com)  is  somewhat 
nes,  little  more  than  an  electronic  version  of 

guidebook.  By  contrast,  the  Insli  Tomist 

site  (www.ii'eland.travel.ie),  wliich  I'd  used 
last  summer's  trip,  is  remarkably  compre- 
.  We  were  able  to  make  reservations  at 
l-breakfasts,  check  out  exteriors  and  interi- 
lousands  of  cottages,  view  video  clips  of  the 
,  even  create  a  custom  brochure  for  our 
)y  clicking  on  the  hotels,  restaiu-ants,  and  at- 
is  we  wanted  to  visit. 

•O  SOUND.  Beyond  official  tourism  sites, 
uidebook  pubhshers — Fodor's,  Lonely  Plan- 
Rough  Guides,  to  name  a  few — nm  Web 
at  provide  at  least  some  of  the  infonnation 
e  in  their  books.  (I  found  www.fodors.com 
jlpful.)  Thousands  of  tour  wholesalers  and 
•avel  agents  have  also  created  Web  sites  of- 
a  range  of  services.  Another  resource  is 
travel  "magazines,"  sponsored  by  consor- 
if  hotels  and  tourist  attractions. 
DUgh  it's  wise  to  remember  that  their  in- 
on  may  not  be  objective,  some  sites  are 


quite  useful.  At  one  point, 
we  considered  going  to  a 
dude  ranch  and  found  several 
online  magazines  linking  us 
to  ranch  resorts.  We  also  flirt- 
ed with  the  idea  of  Key  West 
because  one  commercial  site 
(www.keywest.com),  with  its 
pinlc  and  turquoise  colors  and 
calypso  music  blaring 
through  our  PC  speakers, 
made  the  South  Floi-ida  city 
seem  especially  allui'ing. 

Of  all  the  electronic  re- 
soiu'ces  I've  used,  the  one  I've 
most  enjoyed  is  the  ability  to 
connect  with  other  travelers. 
Online  sei*vices,  special  interest 
forums,  and  travel  booking 
sites  loin  chat  rooms  and  mes- 
sage boards  where  fellow 
travelers  offer  recommenda- 
tions and  share  expertise. 
(Several  sites,  including  Ya- 
hoo! and  America  Online, 
have  message  boaixls  devoted 
specifically  to  family  travel.) 

Minutes  after  posting  a 
cjueiy  on  Independent  Ti-aveler 
boards  of  aol  ("Suggestions 
for  a  family  traveling  to 
France?),  responses  started 
piling  in  from  Francophiles 
around  the  world.  "I'd  head 
south,"  wrote  George.  "The 
weather  in  Provence  is  won- 
derful in  April."  A  fi-equent 
visitor  to  Paris  E-mailed  me  a  giiide  he  had  wint- 
ten.  And  a  woman  with  children  the  same  ages  as 
mine  sent  me  Web  links  to  the  places  she  had 
searched  while  making  arrangements  to  rent  a 
gtte,  a  rural  vacation  home.  On  one  of  them, 
www.ivacation.com,  we  found  a  house  in  the 
Provence  village  of  Venasque  that,  after  a  few  E- 
mails  with  the  owner,  we  decided  to  rent  for  a 
week. 

Finding  a  hotel  in  Paris  was  more  frustrating.  I 
visited  about  a  dozen  hotel  booking  sites,  some  ixm 
by  large  chains  and  others  by  gi'oups  of  smaller, 
independent  properties.  The  number  of  choices 
ovei-whelmed  me.  I  ended  up  picking  a  23-room 
hotel  in  the  Marais  district  simply  because  I  liked 
the  photo  of  the  stone  walls  in  the  breakfast  room. 

If  there's  a  dovmside  to  travel  planning  on  the 
Net,  it's  the  almost  hmitless  supply  of  infonnation 
without  an  objective  source  to  help  you  sort 
tlirough  it.  I've  logged  more  than  20  houi'S  putting 
together  this  trip  and  there's  more  to  do.  I'll  be 
online  again  checking  out  exchange  rates,  train 
schedules,  and  weather  maps. 

Of  course,  it's  possible  to  plan  a  perfectly  won- 
derful vacation  on  the  Internet  in  a  lot  less  time 
than  I  spent.  But  for  me,  part  of  the  enjoyment 
of  traveling  is  in  the  planning.  Already,  this  va- 
cation has  been  lots  of  fun,  and  I  haven't  left 
my  desk.  Mary  C.  Hickey 


TRAVEL  TIP 

BASICS  AND 
BARGAINS 

■  When  you're  plan- 
ning your  trip,  remem- 
ber that  many  online 
travel  sites  provide 
special  deals  and  dis- 
counts to  Internet 
users.  Hertz,  for  exam- 
ple, is  offering  20% 
off  many  rates  on  car 
rentals  through  May 
31  (www.hertz.com/ 
spec/index.html).  And 
don't  forget  to  use  the 
Net  to  check  foreign- 
exchange  rates 
(www.xe.net/currency), 
get  detailed  maps 
(www.mapquest.com), 
and  find  out  the 
weather  forecast  for 
your  destination 
(www.weather.com). 
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Aspen  Without 
The  Skis 

Summer  hnngs  a  bounty  of  low-cost family  fun 


Most  people  think  of  Aspen,  Colo.,  as  a 
winter  playground  for  the  rich  and  fa- 
mous. Many  are  surprised  to  discover 
it's  also  a  summer  haven  for  family  va- 
cationers. In  fact,  "summer  activities  and 
visitor  numbers  rival  those  in  winter," 
says  Patti  Hecht,  spokeswoman  for  the  Aspen 
Chamber  Resort  Assn.  (970  925-1940).  But  you 
don't  liave  to  be  a  millionaire  to  enjoy  yourself. 
Many  activities  are  fi'ee  or  inexpensive, 
and  lodgings  start  at  a  reasonable  $80  a 
night.  And  you  couldn't  ask  for  a  more 
ilelightful  climate.  Daytime  tempei-atui'es 
average  in  the  mid-70s  to  low  80s.  Tine, 
rainstorms  do  blow  through 
many  afternoons.  But  they 
leave  as  fast  as  they  come. 

I  can  attest  to  Aspen's  allure.  My 
family  has  been  going  there  since  I 
was  a  toddlei',  and  now  I  bring  my 
own  children  every  summer  (and  win- 
ter) to  visit  their  Grandpa  Kenny,  a 
year-round  resident.  Although  five- 
month-old  Cameron  is  about  to  make 
his  first  visit,  two-year-old  Lee  is  al- 
ready an  old  Aspen  hand. 

The  center  of  this  old  silver-mining 
town  is  now  a  brick-paved  pedestrian 
mall  of  restaurants  and  shops.  No  day 
would  be  complete  without  a  stop  ' 
the  "dancing  fountain"  on  Mill  Strei  i . 
near  a  large  gi-assy  field  called  Wagw-r 
Park,  where  jets  of  water  shoot  up 


GOTCHA: 

love  Mill 
"dancing 


FREE  SHOW:  Performers  from  the  Aspen  Mus 
Festival  provide  entertainme^it  all  summer 

:  unexpectedly  at  different  intei-vals.  Kids  love  i 
jump  ovei'  the  jets  when  they're  dormant,  tryi 
(often'  unsuccessfully)  to  avoid  getting  soaki 
They  also  like  to  watch  geysers  of  water  cai 
balloons  high  into  the  air. 

If  you  can  pull  yom-  cliildren  away  fi'om  t  i 
fountain  or  the  busy  playground  neai'by,  the  n- 
also  sei-ves  as  a  stage  foi-  jugglers,  balloon  aitit 
and  musicians,  many  from  the  well-known  Asj; 
Music  Festival  that  nms  eveiy  June  through  / 
gust  (970  925-3254;  www.aspen.com/amf).  Ce 
brating  its  50th  year  this  summer,  it  featui 
classical  peifonnances,  both  indoors  and  alfivs 
Tickets  i-ange  fi-om  free  to  $38. 
HIKING  AND  BIKING.  Of  course.  Aspen  is  knd' 
for  its  mountains.  To  get  yoiu'  family  to  the  t 
in  a  hmry.  take  a  ride  on  the  Silver  Queen  (ii 
dola,  a  five-minute  walk  from  the  fountain, 
gets  you  to  the  11,212-foot  summit  of  Asp 
Mountain  in  just  18  minutes.  If  you  favor  a  nn ' 
leisurely  approach,  visit  the  Maroon  Bells.  Th 
three  majestic  peaks  tower  over  a  miirorli 
lake  and  make  a  popular  destination  for  adu 
and  cluldren  aUke.  Tlie  road  to  the  Bells  is  clu^ 
to  private  cars  during  summer  days,  but  vi 
can  get  there  from,  town  by  catching  a  bus  tl 
takes  you  on  a  20-minute  scenic  ride  to  the  ^ 
roon  Lake  trailhead.  Lakeside  is  a  perfect  pi; 
to  eat  a  picnic  lunch.  Then  you  can  head  off 
any  of  several  trails.  Lee's  little  legs  could 
possibly  keep  up  vdth  ours,  so  he  rode  on  i 
husband  Neil's  back  in  a  kiddie  pack  we  renti 
Families  with  older  children  can  enjoy  m( 
strenuous  hikes  that  start  in  town.  T'he  tv 
mile  Ute  traO  featm-es  a  series  of  switchbacks 
a  scenic  lookout,  wliile  the  six-mile  Hunter  Ci't 
trail  follows  the  boulder-studded  creek  to 
alpine  meadow.  Up  Castle  Creek  Road,  10  mi 
from  Aspen,  is  the  more  rigorous  .six- mile  Catl 
dral  Lake  trail. 

For  bikers,  trail-a-bikes  and  hurleys  (sni 
bikes  01'  buggies  that  attach  to  the  back  of  yt 
bike)  make  it  possible  to  bring  along  a  child 
any  age.  Last  summer,  we  packed  Lee  in  a  bi 
ley  and  left  from  the  Aspen  Post  Oft 
for  a  10-mile  roundtrip  ride  to  Wod 
Creek  via  the  Rio  Grande  Ti-ail  alu 
the  Roaiing  Fork  River.  An  houi-  lat 
we  were  eating  lunch  on  the  patio  i 
the  Woody  Creek  Tavern. 

Even  when  it  rains,  you  can  fi 
things  to  do  with  the  kids.  The  . 
pen  Center  for-  Envir-onmental  Stud 
(970  925-5756)  has  a  wildlife  musei 
and  naturae  talks  for  a  small  fee,  ;ii 
the  Pitkin  County  Library  (970  9: 
4025)  offers  tree  stor}1;elling  and  ii 
sical  perfoi'mances. 

The  only  pi-oblem  we  have  when 
visit  Aspen  is  that  we  don't  have  ti 
to  do  everything  we  want  to  do.  1 1 
good  news  is  that  I  always  know  we 
coming  back.  Toddi  Guti 


Children 
Street's 
fonntain 
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id-Friendly  Eateries 
%h  No  Golden  Arches 

fast-food  and  thenw  dining 


.  ecently,  my  11-yeai-old  son.  Will,  turned  to 
I  me  at  breakfast  and  announced:  "You're 
Fa  foodie,  Dad,  and  I'm  a  foodie,  but  I  don't 

Itliink  Mom's  a  foodie."  Ha\ing  a  cliild  with 
sophisticated  culinary  tastes  has  its  ad- 
vantages when  it  comes  to  eating  out  en 
'It.  But  it  doesn't  mean  we  always  feast  on 
r,  foie  gi'as,  and  sweetbreads.  Believe  me,  all 
;  members  of  my  family  have  logged  many 
5  under  the  Golden  Aixhes.  But  we're 
mited  to  fast-food  options  and  theme 
.m'ants  when  we  travel  togethei*. 
hat  compels  Will  and  his  cronies  to 
apany  me  to  eating  spots  that  liave 
r  advertised  on  television'?  Fii'st,  I 
them  the  place  we're  going  to 

the  best  of  sometliing.  Then  I  make  sure 
liliai-  item,  such  as  hambm-gers  or  pancakes, 
ars  on  the  menu  as  a  fallback.  I  also  call 
i  to  make  sm'e  there  are  no  wMte  linen 
cloths,  captains,  or  sommeliers — features 
don't  usually  mix  well  with  cliildren.  Lastly, 
to  pick  places  that  offer  a  theatrical  aspect 
e  dining  experience.  If  there's  also  a  fim  eat- 
itual  or  two  tlu'OWTi  in,  so  much  the  better. 
K  SERVICE.  At  Lombardi's  Pizza  in  New 
,  wluch  bills  itself  as  the  oldest  pizzeria 
rica  (it  opened  in 
),  owner  John 
do  loves  to  show 
the  huge  coal-fii-ed 
.  oven  his  dehcious 
bake  in  (table). 
!  the  oven  heats  up 
OF,  a  pie  is  finished 
^ht  minutes,  mean- 
;'ve  heard  precious 
"When's  the  food 
y  to  be  ready?" 
es  there.  An  addetl 
s  is  that  in  summer, 
cio  puts  tables, 
s,  and  umbrellas  on 
oof,  above  the  well- 
ated  oven, 
linese  and  Japanese 
are  also  big  with 
and  his  pals,  and 
can  get  them  both 

mLY  STYLE:  Bnnicli 
27npanite  in 
Angeles 


prepared  surprisingly  well  at 
Ruby  Foo's  Dim  Sum  & 
Sushi  Palace  on  Manhattan's 
Upper  West  Side.  Laid  out 
by  restam-ant  designer  Da\id 
Rockwell,  this  multilevel 
space  \nth  two  sushi  bars  is 
filled  with  Asian  artifacts 
ranging  from  oversize  Chi- 
nese m"ns  and  hats  to  gongs 
and  Mao  posters. 

As  soon  as  he  sits  do\\Ti, 

  Will — ah-eady  a  fi-equeiit  \asi- 

tor  in  this  recently  opened  eatery — declai'es:  "I'll 
have  the  usual."  The  usual  is  tamaiind-glazed 
ribs,  one  Califomia  roll  (crab  meat,  avocado,  and 
rice  rolled  in  dried  seaweed),  and  one  New  York 
roll  (smoked  and  fresh  salmon,  cream  cheese 
with  chives,  and  Bermuda  onion).  He  has  never 
shown  the  slightest  interest  in  the  liand  roll 
combination  of  tuna,  raisins,  boursin  cheese, 
olives,  and  almonds.  "Some  foods  are  not  meant 
to  be  mushed  together,"  Will  says. 

Even  Will  recently  noticed  the  paucity 
of  Asian  waiters  at  Ruby  Foo's,  so  when 
he  wants  a  more  authentically  ethnic 
eating  experience,  we  head  to  Joe's 
Shanghai  Restaurant  in  lower  Manhat- 
tan's Chinatown.  (Tvvo  branches  are  in 
Queens,  and  another  is  opening  in  midtowi  Mim- 
hattan.)  There,  we  have  both  been  introduced  to 
the  joys  of  soup  dumpUng-s.  WHien  the  dumpling's, 
filled  with  rich  broth  and  minced  crab  and  pork, 
arrive  at  yom'  table,  yom'  waiter  will  show  you 
the  ait  of  eating  them.  You  place  a  dumpling  on 
a  wide  ceramic  spoon  and  poke  a  hole  in  it  with 
your  chopstick,  allowing  much  of  the  soup  inside 
to  spiut  out.  You  then  sip  the  soup  off  the  s]30on 
before  taking  a  bite  of  the  dumpling. 

On  a  recent  tvlv  in  Southern  Cahfoi'iiia  witli 


TRAVEL  TIP 

AinHENTIC 
ETHMC 

■  Seek  out  ethnic 
neighborhoods  when 
you're  eating  with 
kids.  Chinatowns  hold 
special  allure.  In  addi- 
tion to  the  interesting 
food,  there's  always  a 
lot  going  on.  from  in- 
triguing shops  to 
open-air  markets  with 
bustling  street  life. 
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TRAVEL  TIP 

STREETCAR 
FARE 

■  Turn  a  visit  to  New 
Orleans'  Camellia  Grill 
into  a  family  outing. 
Instead  of  hailing  a 
taxi  or  going  by  rental 
car  from  downtown, 
travel  via  streetcar 
along  picturesque  St. 
Charles  Avenue.  You 
can  stop  to  visit  the 
Tulane  University  cam- 
pus along  the  way. 


Will  and  liis  tiieiid  Louisa,  we  foiuul  the  only  fuie 
dining  establishment — as  defined  by  tlie  white 
tablecloths — that  they've  ever  thought  was  cool. 
Campanile  is  housed  in  a  nifty  bilevel  space  in 
Los  Angeles  in  what  were  Charlie  Chaplin's  of- 
fices 50  years  ago.  Chefs  and  co-owners  Mark 
Peel  and  Nancy  Silveiton  adore  children.  They 
have  three  of  their  own,  two  of  whom  spent 
their  fii'st  few  years  living  above  the  restau- 
rant. They  have  gone  out  of  their  way  to  make 
their  restaurant  elegant,  unpretentious, 
and  kid-friendly. 

MESSY  DOGS.  On  Monday  nights,  the 
restaurant  serves  up  family-style  meals 
on  large  communal  platters  featuring 
such  comfort  foods  as  brisket,  fried 
chicken,  and  lasagna.  On  Thursday 
nights,  Silveiton  presides  over  the  making  of 
giilled  cheese  sandwiches  of  eveiy  imaginable 
variety  in  the  bar.  At  Saturday  and  Sunday 
bnmch,  you'll  find  wonderful  fruit  crisps,  along 
with  world-class  French  toast,  pancakes,  and 
egg  dishes. 

If  the  tablecloths  throw  your  kids,  head  to 
the  Apple  Pan  in  Westwood.  There,  you'll  find 
prepared-to-ordei',  kid-size  burgers  and  fresh- 
baked  pies.  For  an  even  more  authentic  Los 
Angeles  eating  experience,  head  to  Pink's  chili- 
dog  stand.  Yes,  the  dogs  ai'e  messy,  but  they  are 
tasty.  Plus,  at  a  place  like  Pink's,  you  can  be 


NEW  YORK 

Joe's  Shanghai 

9  Pell  St. 
(bet.  Bowery  and  Mott), 

212  233- 


Lombardi's  Pizza 

32  Spring  St.  (bet. 
Mott  and  Mulberry), 
212  941-7994 

Ruby  Foo's  Dim  Sum 
&  Sushi  Palace 

2182  Broadway  (77th 
St.),  212  724-6700 


LOS  ANGELES 

Apple  Pan 

10801  W.  Pico  Blvd. 
(East  of  Westwood 
Blvd.),  310  475-3585 

Campanile 

624  S.  La  Brea  Ave. 
(bet.  6th  and  Wilshire 
Blvds.),  323  938-1447 

Pink's 

709  N.  La  Brea  Ave. 
(Melrose  Ave.), 
213  931-4223 


CHICAGO  QUEUE:  Lo^f  sure  no  cliildren  wil 
M if cliel I's  se)Tes  doughnut  cuse  you  of  taking  i 
holes  to  tliose  who  wait    to  someplace  too  fai, 

  Chicago    has  tl; 

quintessential  family  restaui'ants  I  know  of 
Lou  Mitchell's,  a  breakfast  hash  house,  the  d 
ble-yoke  eggs  an-ive  at  your  table  in  indi\  ii 
cast-iron  pans.  If  the  children  want  sometli 
more  sugary,  opt  for  the  malted  milk  waffle- 
the  French  toast  made  with  Greek  sweet  brt 
Even  if  your  family  ends  up  waiting  for  a  ta 
the  kids  can  content  themselves  with  the  A 
Duds  and  doughnut  holes  the  restaiu-ant  iia 
out  to  the  hungiy  folks  on  line. 

At  Gold  Coast  Dogs,  kids  get  to  top  tl 
boiled  or  chargrilled  Vienna  beef  hot  dog  m 
then-  choice  of  raw  onions,  cheese,  giilled  onii 
mustard,  ketchup,  hot  peppei's,  relish,  pick 
or  celeiy  salt.  And  the  Italian  beef  sandwiches 
Mr.  Beef  will  please  diners  of  any  age.  I  I 
consist  of  thin-sliced  roast  beef  soaked  in  a  i 
lic-inftised  gi'avy,  piled  just  high  enough  o 
soft  roll. 

I  have  fed  Will  a  steady  diet  of  blues,  j; 
and  soul  music  from  the  time  he  was  2,  s 
can't  wait  to  take  him  to  Beale  Street  and  Gr; 
land  in  Memphis.  While  in  Memphis,  v-^e 
certainly  stop  at  Interstate  Barbecue 
spaghetti  with  smoked  pork  shards  and  1 
beque  sauce  (2265  South  Third  St., 
775-2304),  and  at  Charlie  Verge's  K 
dezvous  for  dry-iubbed  ribs  coated  \> 
paprika  and  other  spices  (52  South  > 
ond  St.,  901  523-2746). 

While  New  Orleans  is  known  | 
marily  as  an  adults-only  convention  < 
it's  also  a  fabulous  place  to  take  children  to  ^ 
and  listen  to  incredible  American  musicians 
rhythm  and  blues  singer  Irma  Thomas,  and 
funky  instrumental  group,  the  Meters.  I've 
ready  got  my  Will  itinerary  mapped  out.  Fi 
we  sample  the  beignets,  cloud-like  pieces 
fried  dough  sprinkled  wnth  powdered  sugar 
Cafe  du  Monde  (800  Decatur  St.,  504  525-45 
Then  come  biscuits  with  "debris"  (pan  drippi 
vdth  meat  shards)  at  Mother's  (401  Poydi 
504  523-9656);  a  fried  oyster  or  shrimp  loal 
the  ornately  tiled  Casamento's  (4330  Magaz 
504  895-9761);  and  pecan  waffles  at  Came 
Grill  (626  S.  Carrollton, 
866-9573). 

Dining  at  places 
these  guarantees  you  wi 
shell  out  money  on  $2C 
shirts,  $15  baseball  c? 
and  $100  waiTnup  jackefc 
themed  restaiu'ants.  In  f 
the  only  unifying  theme 
these  child-friendly  est 
lishments  is  they  all  se 
non-prefabricated  food  m 
from  scratch  by  pec 
right  in  the  kitchen.  " 
somebody  say  McDonald 
No,  at  least  not  on 
road.  Ed  Lei 


CHICAGO 

Gold  Coast  Dogs 

159  N.  Wabash  Ave. 
312  917-1677 

Lou  Mitchell's 

565  W.  Jackson  Blvd 
(Jefferson  St.), 
312  939-3111 

Mr.  Beef 

666  N.  Orleans  St. 
312  337-8500 
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Fine 


Tuning 


ot  a  clear  view? 

istomers,  partners  and  employees  need  access 
important  information.  It's  available  in  corporate 
plications,  ERP  systems,  and  data  warehouses 
multiple  platforms  and  legacy  systems  - 
t  to  mention  the  Web.  Now  you  just  need  a 
nple  way  to  capture  what's  relevant  to 
ur  business  and  keep  everyone  focused. 

he  Cyberprise™  Corporate 
iformation  Portal 

all  Data's  Cyberprise  solution  fulfills  the 
omise  of  intelligent  information  delivery 
'ough  a  single,  uncluttered  interface, 
/berprise  technologies  rapidly  transform  your 
isting  systems  and  applications  into  powerful, 
[ernet-ready  enterprise  solutions  for  access  to  critical 
brmation.  Now  everyone  can  focus  on  the  relevant  business 
ita  they  need  without  the  distraction  of  information  overload. 

i/er  70%  of  Fortune  1000  companies  have  entrusted  Wall  Data  with 

sir  application  access  needs  for  more  than  16  years.  Learn  how 

all  Data  can  successfully  extend  your  organization  to  the  Internet  today 

ontact  us  at  888-786-2268  or  visit 
fww.walldata.com  for  more  information. 


wvvw.WallData.com 


lAfm  I 


)|999  Wall  Data,  Incorporated.  All  rights  reserved.  Cyberprise  and  the  Wall  Data  logo  are 
liistered  trademarks  of  Wall  Data  in  the  U.S.  and/or  other  countries. 


The  iSSS 
Business  Week 


Annual  Repo 


BusinessWeek 


Promote  your  annual  report  to  nearly 
6  million  readers*  worldwide  in  Business  Week's 
May  1 7  issue  featuring  the  eagerly  awaited 
First  Qnm~ter  Profits  special  editorial  report. 
Target  your  message  to: 

•  1.1  million  top  executives* 

•  621,000  institutional  investors** 

Plus,  the  1999  Annual  Report  Directory 
features  an  enhanced  reader  service  program 
for  maximum  response! 

Closes  April  S!  Reserve  space  now. 
For  more  information,  contact  Jeff  Provol 
or  AJex  Heros: 

Phone:  1-800-424-3090 
Fax:  1-312-464-0512 


*1V'»S  F.ill  MRI;  Business  Week  estimate  fur  intcin.uion.il. 

F.ill  MRI,  *■  V>'»i  Purchase  Influence  in  American  Business. 


Most  Read.  Best  Read.  Worldwide. 
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DUCTION  INDEX 


PRODUCTION  INDICATORS 


hange  from  last  week;  0.0% 
hange  from  last  year:  4.5% 


PRODUCTION  INDEX 

Mar.  6=142.0 
  1992=100   


Mar.  July  Nov  Mar 

1998  1998  1998  1999 

3  index  IS  a  4-week  moving  average 

production  index  stood  at  142.0  for  the  ttiird  week  in  a  row.  The  unaveraged 
;  fell  1%,  to  141.5,  from  143.0  in  the  previous  week.  After  seasonal 
,tment,  coal  output  was  down  4.1%  with  a  72.5%  decrease  in  Louisiana, 
freight  traffic  fell  2%,  lumber  dropped  1.1%,  and  oil  dipped  0.9%,  all  due 
>ather-related  problems  in  the  East.  Auto  production  and  electric  power  were 
off.  Steel  production  was  up  2.6%,  and  trucks  increased  fractionally. 

)duction  index  copyright  1999  by  The  McGraw-Hill  Companies 


m 


ING  INDICATORS 


LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%CHa 

1  LEADING  INDEX  (3/r)  1992=100 

121.3 

121.9 

0.9 

CK  PRICES  (3/12)  S&P  500 

1294.59 

1275.47 

21.1 

PORATE  BOND  YIELD.  Aaa  (3/12) 

6.58% 

6.66% 

-1.6 

E¥  SUPPLY,  M2  (3/1)  biihons 

$4,456.7  $4,459.2r 

8.1 

lAL  CLAIMS,  UNEMPLOYMENT  (3/5)  thous 

289 

288r 

-3.3 

TGAGE  APPLICATIONS,  PURCHASE  (3/12) 

246.4 

259.8 

13,4 

TGAGE  APPLICATIONS,  REFINANCE  (3/12) 

1,153.3 

1,241.3 

-13.8 

'Ces:  Economic  Cycle  Research  Institute,  Standard  &  Poor's, 
've,  Labor  Dept.,  Mortgage  Bankers  Assn   (Index:  March  16. 

Moody's,  Federal 
1990=100) 

PERESTRATES 

ERAL  FUNDS  (3/16) 

LATEST 
WEEK 

4.77% 

WEEK 
AGO 

4.74% 

YEAR 
AGO 

5.47% 

IMERCIAL  PAPER  (3/16)  3-month 

4.81 

4.80 

5.47 

TIFICATES  OF  DEPOSIT  (3/17)  3  month 

4.89 

4.90 

5.58 

;D  MORTGAGE  (3/12)  30  year 

7.13 

7.21 

7.22 

USTABLE  MORTGAGE  (3/12)  one  year 

5.78 

5.80 

5.86 

HE  (3/12) 

7.75 

7.75 

8.50 

ces:    Federal  Reserve,  HSH  Associates,  Bloomber 

g  Financial 

Markets 

STEEL  (3/13)  thous.  of  net  tons 

LATEST 
WEEK 

1 ,943 

WEEK 
AGO 

2,044# 

YEARLY 
%  CHG 

-8.3 

AUTOS  (3/13)  units 

123,304 

1 15,202r# 

5.1 

TRUCKS  (3/13)  units 

163,875 

154,245r# 

18.5 

cLECTRIC  rOWEn  (3/13)  millions  of  kilowatt-hrs. 

65,531 

63,625# 

1.8 

CRUDE-OIL  REFINING  (3/13)  thous.  of  bbl./day 

14,357 

14,354# 

-1.5 

COAL  (3/6)  thous.  of  net  tons 

21,459# 

22,632 

-6.5 

LUMBER  (3/6)  millions  of  ft. 

499. 1# 

504.3 

4.5 

RAIL  FREIGHT  (3/6)  billions  of  ton-miJes 

26.7# 

27.3 

0.8 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports,  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept  ,  V»/V\/PAi,  SFPA2,  Association  of 
American  Railroads 

PRICES 

GOLD  (3/17)  $/troy  oz. 

LATEST 
WEEK 

284.700 

WEEK 
AGO 

291.800 

YEARLY 
%  CHG 

-2.0 

STEEL  SCRAP  (3/16)  #1  heavy,  $/ton 

77.00 

77.00 

-43.2 

COPPER  (3/12)  e/ib. 

65.9 

66.0 

-21.6 

ALUMINUM  (3/12)  e/ib 

57.0 

57.0 

-18.0 

COTTON  (3/12)  strict  low  middling  1-1/16  in.,  e/lb.  60.87 

59.96 

-5.5 

OIL  (3/16)  $/bbl. 

14.16 

13.55 

9.0 

CRB  FOODSTUFFS  (3/16)  1967=100 

189.61 

190,63 

-17.5 

CRB  RAW  INDUSTRIALS  (3/16)  1967=100 

252.74 

252.91 

-17.2 

Sources:  London  Wednesday  final  setting.  Chicago  market,  Metals 
market.  NYMEX,  Commodity  Research  Bureau 

Week,  Memphis 

FOREIGN  EXCHANGE 

BRAZILIAN  REAL  (3/17) 

LATEST 
WEEK 

1.8750 

WEEK 
AGO 

1.8650  1 

YEAR 
AGO 

.1339 

BRITISH  POUND  (3/17) 

1.63 

1.63 

1.67 

CANADIAN  DOLLAR  (3/17) 

1.52 

1.52 

1.42 

EUROPEAN  EURO  (3/17) 

1.1018 

1.0943 

NA 

JAPANESE  YEN  (3/17) 

118.18 

119.79  130.04 

KOREAN  WON  3/17) 

1228.7 

1234.0  1484.0 

MEXICAN  PESO  (3/17) 

9.670 

9.775 

8.557 

TRADE-WEIGHTED  DOLLAR  INDEX  (3/17) 

108.7 

109,4 

1 10.2 

Sources:    Maior  New  York  banks    Currencies  expressed  in  units  per  U  S.  dollar,  except 
for  British  Pound  and  European  Euro  in  dollars.  Trade-v^eighted  dollar  via  J  P.  Morgan 

r  data  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart):  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
■ment.   l=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn  3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


THE  WEEK  AHEAD 


«LE  GOODS  ORDERS 

lesday,  Mar.  24,  8:30  a.m.EST>-  New 
s  taken  by  durable-goods  manufactur- 
robably  fell  by  about  1.5%  in  Febru- 
iccording  to  the  median  forecast  of 
omists  surveyed  by  Standard  &  Poor's 
a  division  of  The  McGravy-Hill  Compa- 
At  the  same  time,  unfilled  orders 
likely  unchanged  in  February,  after 
asing  1.6%  in  January.  The  expected 
in  new  orders  follows  a  3.6%  jump  in 
ary,  led  by  a  huge  gain  in  the  volatile 
aft  sector.  Even  excluding  planes, 
ings  for  capital  goods  have  remained 
strong,  although  some  economists 
expected  a  slowdown  in  business 
ding,  especially  for  high-tech  equip- 


ment. So  far,  the  evidence  is  slight.  Busi- 
ness spending  on  equipment  rose  at  an 
annual  rate  of  19.2%  in  the  fourth  quarter. 
High-tech  spending  rose  24%. 

UNEMPLOYMENT  CLAIMS 

Thursday,  Mar.  25,  8:30  a.m. est  ^  New 
claims  for  state  unemployment  benefits 
filed  during  the  week  ended  Mar,  20  proba- 
bly remained  well  below  the  300,000 
mark,  although  bad  weather  may  have 
raised  claims  in  the  Midwest  and  Plains 
states.  Jobless  claims  have  been  running 
below  300,000  since  the  end  of  January,  a 
sign  of  extremely  tight  labor  markets.  The 
four-week  moving  average  is  at  a  10-year 
low.  Analysts  are  looking  for  an  upward 


trend  in  claims  as  the  first  sign  that  labor 
markets  are  loosening. 

EXISTING  HOME  SALES 

Thursday,  Mar.  25,  10  a.m.EST^  Existing 
houses  probably  sold  at  an  annual  rate  of 
4.95  million  in  February,  says  the  s&p  mms 
forecast.  The  expected  sales  rate  would  be 
down  from  the  record  5.07  million  homes 
sold  in  January.  Solid  income  and  job  gains, 
coupled  with  still-low  mortgage  rates,  have 
kept  housing  demand  quite  strong  into  early 
1999.  Mild  weather  in  January  and  Febru- 
ary also  helped.  Still,  demographics  argue 
that  house  sales  in  1999  will  not  repeat  the 
record  pace  of  1998,  when  4.8  million 
existing  homes  changed  hands. 
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Index  to  Companies 

This  index  gives  tiie  starting  page  for  a  story  or  feature  with  a  significant 
reference  to  a  company.  Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


A  

Abbott  Laboratories  (ABT)  58 
ABC  (DIS)  96 

Advanced  Micro  Devices  (AMD)  35 
AES(AESC)  167 
Agouron  Pharmaceuticals 
(AGPH)  60 

AirTouch  Communications 
(ATI)  185 
Alcatel  (ALA)  76 
Alcoa  (AA)  157 
Alexa  Internet  20 
Allianz  50 

Allstate  Insurance  178 
Alumax  157 

Amazon.com  (AMZN)  96. 174 
American  Airlines  (AMR)  8 
Amencan  Express  (AXP)  32.174 
America  Online  (AOL)  12,35.44, 

98. 110, 188 

Amentech  (AIT)  98,165 
AMG  Data  Service  32 
Andersen  (Arthur)  57 
AT&T(n  98 
Attachmate  42 
Awad  Asset  Management  180 

B 

Banana  Republic  (GPS)  98 
Banca  di  Roma  174 
BancBoston  Robertson  Stephens 
(BKB)  44 
Bangkok  Bank  57 
BankAmerica  (BAC)  143 
BankBoston  (BKB)  44 
Banque  Nationale  de  Pans  50 
Baptist  Hospital  184 
Barnes  &  Noble  (BKS)  42 
Bausch  &  Lomb  (BCD  180 
BB&T(BBK)  143 
BBDO  Worldwide  163 
Bear  Steams  (BSC)  60 
Bell  Atlantic  (BEL)  165 
BellSouth  (BLS)  47,165 
Bentley  Systems  42 
Berkshire  Hathaway  (BRM)  6 
Bertelsmann  180 
Best  (A  M  )  180 
Bestfoods  (BfO)  no 
Birinyl  Associates  32 
Biztone  com  86 
Blue  Mountain  Arts  20 
Boeing  (BA)  6 
Boston  Chicken  (BOST)  96 

C 

Cabletron  Systems  (CS)  68 
Cambndge  Energy  Research  38 
Cantor  Fitzgerald  36 
Capital  One  Financial  (COF)  98, 
110, 159 


Carnival  (CCD  98,155 
Catholic  Healthcare  West  184 
CBS  (CBS)  96 
Celera  Genomics  6 
Cellular  Communications 
(CCIL)  174 
Chancellor  Media  44 
Charter  Communications  44 
Chase  Manhattan  (CMB)  8 
Chevron  (CHV)  32 
Chubb (CB)  110 
Circle  T  Partners  178 
Cisco  Systems  (CSCO)  96, 98. 149, 

180 

Citigroup  (C)  32,40 
Cleveland  Indians  28 
Club  Med  188 
CNA  Financial  (CNA)  182 
Coca-Cola  (KO)  8,35 
Colgate-Palmolive  (CL)  8 
Columbia/HCA  Healthcare 
(COL)  184 

Commerz  International  Capital 

Management  32 
Compaq  Computer  (CPQ)  44, 76. 

98 

Compuware  (CPWR)  98 
Conseco  (CNC)  98 
Cooper  (COO)  180 
Cornerstone  Private  Capital  1 77 
Credit  Lyonnais  50 
Credit  Suisse  First  Boston  50. 98 
Cunard  Line  155 
Cybersmith  6 

D 

DaimlerChiysler(DCX)  48.54,74 
Dataquest  76 

Dell  Computer  (DELL)  12,13,98, 
149, 161 

Deloitte  Touche  Tohmatsu  57 
Deutsche  Bank  (DBK)  36 
Digital  Equipment  (CPQ)  98 
Digital  Lava  (DGV)  180 
Dillard's  (DDS)  64 
DiMassimo  Brand  Advertising  8 
Dirks  180 

DMR  Consulting  Group  78 
Donaldson  Lufkin  Jenrette  (DU)  44 
Ddv»  Jones  (DJ)  103 
Duff  &  Phelps  Credit  Rating 
(OCR)  180 

E 

eBay (EBAY)  98 
Edwards  (AG )  (AGE)  32 
800-CEO-READ  42 
Electronic  Data  Systems  (EDS)  78, 
110 

Ell  Lilly  (LLY)  44.58 
EMC  (EMC)  13.98,103 


Ernst  &  Young  83 
Exec-U-Net  8 
Exxon  (XON)  32,90 

F 

Fannie  Mae  (FNM)  98.110 
Fiat(FIA)  174 
Fidelity  Investments  36 
Fimalac  180 
First  Union  (FTU)  143 
Fitch  Investors  Service  180 
Fleet  Financial  Group  (FLT)  44 
Ford(F)  12,40.48,54.98 
Fox  (NWS)  96 
Freddie  Mac  (FWG)  98 
Frontier  44 
Fujitsu  76 

G 

Gap  (GPS)  8.98.103.110.147 
Geico  Insurance  (GEO  96 
General  Electnc  (GE)  83, 98 
General  Motors  (CM)  29, 35 
Gillette  (G)  74,98 
Global  Crossing  44 
Goldman  Sachs  32,36,38,98.178 
Goodrich  (B  E)  (GR)  110 
Go2Net  (GNET)  44 
Green  Tree  Financial  98 
GTE (GTE)  165 
Guidant(GDT)  103 

H 

Halliburton  (HAL)  98 
Hancock  (John)  182 
Hathaway  Investment 
Advisers  180 

Healthsouth  (HRC)  98.184 
Hewlett-Packard  (HWP)  32. 44. 78. 
149 

Hicks  Muse  Tate  &  Furst  44 
Hitachi  (HIT)  76 
Hoechst  50 

Home  Depot  (HQ)  98.110 
Horizon  Media  96 
Hospital  Group  of  Amenca  180 
HSBC  49. 76 

Hughes  Electronics  (GMH)  198 
Human  Genome  Sciences  (HGSI)  6 


IBM  (IBM)  32.39,40,74.76,83, 
149 

Incyte  Pharmaceuticals  (INCY)  58 
ING  Baring  Furman  Selz  54 
Intel  (INTO  32,  35,  39,  44,  83,  98, 
110 

Intelligent  Sports  Technology  63 
International  Business 
Development  42 
International  Data  Group  74 
Internet  Travel  Network  188 


Interpublic  Group  163 
Invesco  Funds  Group  64 

J 

Jacksonville  Jaguars  184 

Japan  Airlines  49 

Johnson  &  Johnson  (JMJ)  180 

K 

Keefe  Bruyette  &  Woods  40 
Kohls  (KSS)  64 
KPMG  Peat  Warwick  57 

L 

Ladenberg  Thalmann  32 
LAI  International  57 
Lear (LEA)  44 
Lee  Apparel  64 

Lehman  Brothers  (LEH)  36,174 
Levi  Strauss  64 
LIN  Television  (LNTV)  44 
Lockheed  Martin  (LMT)  6 
Long-Term  Capital 
Management  176 
Lotus  Development  (IBM)  180 
Lucent  Technologies  (LU)  76 

M 

Macy's(FO)  84 

May  Department  Stores  (MAY)  84 
Maytag  (MYG)  98, 145 
MBNA(KEB)  98,143 
McCann-Enckson  Wortdwide  183 
McDonald's  (MCD)  63,191 
McGraw-Hill  (MHP)  141,195 
MCI  WortdCom  (WCOM)  98 
McKinsey  83 
Mercer  (William  M )  40 
Merck  (MRK)  58,110,181 
Merrill  Lynch  (MER)  36. 49, 60, 98 
Microsoft  (MSFT)  12.20,32,35.42. 
44,  74,  83,98,110,161,180,188 

Millenia  III  42 
Mitsubishi  Electric  76 
Moody's  Investors  Service 
(DNB)  180 

Morgan  Stanley  Dean  Witter 
(MWD)  49,103,159 

N 

Navistar  International  (NAV)  98 
NBA  184 
NBC  (GE)  98 
NEC  78 

Nesting  Bird  Yurt  8 
NetCard  86 

Netscape  Communications 
(NSCP)  20,44 
New  York  Yankees  28 
NFL  184 

Nissan  (NSANY)  48, 54 
Nomura  Jafco  86 
Northern  Telecom  {NT}  76 
Nn  (NTT)  76, 83 


O 

Old  Navy  (GPS)  98 
Olivetti  50,174 
Omnicom  Group  163 
Omnitel  174 

Oppenheimer  Main  Street  Growth 
&  Income  Fund  32 
Oracle  (ORCL)  83,98, 161 

P 

PaineWebber  (PWJ)  32,35 
Panbas  50 
Paychex  (PAYX)  12.98 
Penney  (J.C.)  (JCP)  84 
PepsiCo  (PEP)  8.110 
Petroleum  Finance  38 
Pfizer  (PEE)  58.98 
Philadelphia  Eagles  184 
Possis  Medical  (POSS)  63 
Power  (J  D  )  48 
Preview  Travel  188 
PricewaterhouseCoopers  57 
Pmdential  Insurance  74 
Prudential  Securities  32. 36 

Q  

Quick  &  Reilly  44 
R 

Ramius  Partners  174 
Rand  180 

Raymond  James  Financial  180 
RealNetwor1(s  (RNWK)  180 
Red  Hook  Ale  Brewery  68 
Regional  Financial  Associates  40 
Renault  48.54 
Rhone-Poulenc  50 
RJR  Nabisco  (RN)  174 

S 

Safeway  (SWY)  98.151 
Salomon  Smith  Barney  (0  38, 64 
San  Diego  Padres  28 
San  Francisco  Giants  184 
SBC  Communications  (SBC)  98, 
165 

Schaeffer's  Investment 
Research  32 

Schering-Plough  (SGP)  98,153 
Schlumberger  (SLB)  98 
Schwab  (Charles)  (SCH)  98, 103. 
159 

Seagate  Technology  (SEG)  83 
Sears (S)  32. 84, 145 
Securities  Data  98 
Semcor  74 

Shell  Chemicals  (RD)  180 
Siemens  50, 78 
Silicon  Graphics  (SGI)  180 
Silverado  Banking  Savings  & 
Loan  177 
Simplot(J  R  )  63 

SmithKline  Beecham  (SBH)  58, 60 


Snapper  74 

Society  Asset  Management  v. 
Societe  Generale  50 
Solectron  (SLR)  149 
Sony(SNE)  13,49.96 
Standard  &  Poor's  (MHP)  38,  t 

103, 141, 155, 180, 195, 198 
State  Street  (STD  6, 60, 143 
Stephens  (GZ)  178 
Sun  Microsystems  (SUNW)  83 

T 

Takeda  Pharmaceuticals  60 
Target  (DH)  64 
Tech  Data  50 
Telecom  Italia  (Tl)  50, 174 
Tennessee  Titans  184 
Textron  (TXT)  110 
Thomson  180 
Time  Warner  (TWX)  8,42 
Travelers  (C)  40, 98 
Travelers  Property  &  Casualty 
(TAP)  181.182 

Turner  Entertainment  (TWX)  9 
U 

UAL (UAL)  6 
Unisys  (UlS)  39 
United  Technologies  (UTX)  44 
UNUM(UMN)  181.182 
U.S.  Bancorp  Piper  Jaffray 
(USB)  36 

V 

Van  Wagoner  Capital 
Management  110 
Ventacar  98 

Vodafone  Group  (VOD)  165 
Volkswagen  54 
Volvo  (VOLVY)  98 

W 

Wal-Mart  Stores  (WMD  12,9! 

147, 151 
Walt  Disney  (DIS)  13 
Warner  Books  (TWX)  42 
Warner-Lambert  (WLA)  58,60 
Washington  Mutual  (WAMU)  ! 
Wasserstein  Perella  174 
Watson  Wyatt  Wortdwide  40 
WB(TWX)  96 
Wells  Fargo  (WFC)  143 
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000— which  the  Dow 
es  industrial  average 
ifly  touched  on  IVlar.  16 — 
:rshadowed  a  generally 
lyant  week  in  the  global 
rkets.  The  big  winner 
Idwide  was  Mexico,  where 
Mexican  Bolsa  index  is 
a  currency-adjusted  26% 
the  year  to  date.  U.  S. 
id  prices  fell  on  Mar.  17, 
!  to  concern  that  recent 
porate  debt  sales  might 
uce  demand  for  Treasury 
urities.  Crude  oil  prices 
ged  on  Mar.  17  to  a  five- 
nth  high. 
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-0.5 
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%  change 
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1.2 
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-1.5 
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FUNDAMENTALS 
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S&P  500  Dividend  Yield 

1.23% 
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1.43% 
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34.3 
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24.2 

21.3 
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6.95 
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83.57 

94.34 

93.82 
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6.58 

6.67 

6.78 

TAXABLE  EQUIVALENT 

6.26 

6.29 

7.52 

7.55 

EQUITY  FUNDS 
Leaders 

Four-week  total  return 


% 


Laggards 

Four-week  total  return  % 


EQUITY  FUND  CATEGORIES 
Leaders 

Four-week  total  return 


% 


Laggards 

Four-week  total  return  % 


Morningstar,  Inc. 


Amerindo  Technology  D 
Internet 

Lexington  Troika  Russia 
Fidelity  Sel.  Energy  Serv. 
TCW/DW  Mid-Cap  Equity  D 
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52-week  total  return 

Internet 

Amerindo  Technology  D 
ProFunds  UltraOTC  Inv. 
Munder  NetNet  A 
Grand  Prix 


44.6  Pacific  Adv.  Small  Cap  A  -13.9 

28.3  Frontier  Equity  -13.1 

23.8  Munder  Fram.  Health  C  -12.6 
19.6  ProFunds  Ultrashort  OTCInv.  -12.3 

17.9  ProFunds  UltraBear  Serv.  -9.9 


Laggards 

52-week  total  return 
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Latin  America 
Japan 

Diversified  Pacific/Asia 
Natural  Resources 
Communications 

Leaders 

52-week  total  return 


13.7  Small-cap  Value 

12.5  Small-cap  Blend 

9.5  Real  Estate 

7.9  Precious  Metals 

7.4  Small-cap  Growth 


% 


Laggards 

52-week  total  return 


-1.9 
-1.1 
-0.9 
0.2 
0.5 
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326.7  Lexington  Troika  Russia  -76.5 

170.1  American  Heritage  -59.2 

148.8  Vontobel  Eastern  Europ.  Eq.  -52.8 

136.2  State  St.  Kes.  Glob.  Res.  B  -50.0 

119.9  Potomac  OTC/Short  -50.0 


Technology  49.1  Latin  America  -34.7 

Communications  39.7  Diversified  Emerging  Mkts.  -25.9 

Large-cap  Growth  30.3  Natural  Resources  -23.4 

Japan  16.5  Small-cap  Value  -20.2 

Large-cap  Blend  15.2  Small-cap  Blend  -18.3 


a  are  as  of  market  close  Wednesday,  Mar.  17,  1999,  unless  ottierwise  indicated.  Industry 
include  S&P  500  companies  only.  Fundamentals,  tectinical  indicators,  Bloomberg  mon- 


ey flow  analysis,  and  mutual  fund  returns  are  as  of  Mar  16.  For  a  more  detailed  explanation,  write 
to  us  or  E-mail  figures@businessweek.com.  NA=Not  available  "Vanguard  Index  500  Fund 
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Editorials 


A  10,000  DOW  ISN'T  SO  SCARY 


■  priced  to  perfection.  That's  the  Dow  Jones  industrial  av- 
i   erage  at  10,000.  It's  a  celebration  of  prosperity,  a  five-dig- 
it vote  of  confidence  in  the  American  Dream.  It  is  also  a  num- 
ber that  gives  many  policymakers  vertigo.  To  them,  a  10,000 
Dow  validates  the  notion  that  stock  prices  are  crazy  and 
that  we  are  in  the  midst  of  a  financial  bubble.  They  say  the 
Federal  Reserve  should  pop  it  gently  now — with  higher  in- 
terest I'ates — before  the  bubble  bursts,  destroying  the  wealth 
of  consumei-s  and  sending  the  economy  into  recession.  Look  at 
Japan,  they  say.  Look  at  the  U.  S.  in  the  Depression. 

Our  advice  to  the  Fed:  Hold  on  to  those  pins.  It  may  well 
turn  out  that  this  is  a  bubble,  but  it  is,  to  cjuote  John  May- 
nard  Keynes,  "a  bubble  on  a  sea  of  enteiprise"  that  is  gen- 
erating strong  gi-owth,  new  jobs,  rising  tax  revenues — and  lit- 
tle inflation.  Economists  have  consistently  underestimated 
the  strength  of  U.  S.  gi-owth  for  tlii'ee  years  now,  in  much  the 
same  way  they've  guessed  way  wrong  about  the  market. 
Each  quarter,  they  are  "surprised."  Less  than  tkree  months 
into  the  year,  economists  are  already  revising  their  scenarios 
for  1999,  boosting  projected  growth  rates  from  2.1%  to  more 
than  3.5%.  Economists  are  having  a  hard  time  getting  their 
minds  around  this  business  expansion — the  longest  in  peace- 
time histoiy,  with  inflation  falling  and  productivity  rising  so 
late  in  the  cycle.  Odds  are,  they  are  also  missing  something 
about  the  stock  market  and  how  it  should  be  valued. 

What  about  those  sky-high  stock  prices?  Most  valuation 
models,  including  the  one  the  Fed  uses,  put  the  Standard  & 

Poor's  500-stock  index,  cuirently  at  1306,  at  about  25%  o\ 
valued.  Fed  Chairman  Alan  Greenspan  warned  against 
rational  exuberance"  back  in  the  fall  of  1996,  when  the  E 
was  at  6500,  so  the  market  and  the  models  have  diverged 
some  time.  Again,  each  quartei',  economists  and  policymak 
are  "sui'pi'ised"  at  the  strength  of  the  market. 

A  reasonable  person  might  conclude  that,  just  as  the 
economic  models  seem  to  be  broken,  valuation  models 
busted,  too.  Standard  &  Poor's  dri  has  a  new  analysis  t 
shows  that  reported  corporate  earnings  and  profits  be 
to  diverge  at  the  beginning  of  the  decade.  Comparing  ei 
ings  per  share  vdth  the  National  Income  &  Product 
counts  definition  of  profits  suggests  that  earnings  are  be 
underestimated  by — guess  what — 20%  to  25%.  What's  up? 
blames  changes  in  accounting  inles.  Since  1990,  compar 
have  had  to  account  for  options,  i-etiree  benefits,  and  ot 
factors  in  ways  that  have  reduced  reported  earnings.  If  dr 
right,  the  price-earnings  ratio  today  is  only  26  on  a  pre-1 
basis,  not  31.  High,  but  not  that  high. 

So  the  Fed  shouldn't  let  a  10,000  Dow  scare  it.  The  mo( 
for  understanding  either  the  economy  or  the  stock  mar 
aren't  working  well,  and  prosperity  isn't  something  to  tin 
with  lightly.  The  last  time  central  banks  tried  to  let  the 
out  of  bubbles  in  Amei'ica  and  Japan,  they  precipitated 
very  catastrophes  they  were  attempting  to  avoid.  Many 
pects  of  the  U.  S.  economy  seem  to  be  perfect — at  least 
the  moment.  Per-haps  the  stock  market  simply  reflects  tl 

MARKETS  ALONE  CAN'T  SHAPE  FOREIGN  FOLIC 

id  a  mistaken  belief  that  globalization  had  replaced 
JLF  geopolitical  strategy  in  the  post-cold-war  world  blind  the 
Clinton  Administration  to  the  dangers  of  Chinese  espionage? 
Did  an  economic  imperative  in  U.  S.  foreign  policy  lead  to  a 
decision  to  allow  Hughes  Electronics  Corp.  to  make  Chinese 
rockets  more  accurate  and  keep  a  shaip  buildup  of  shoit-term 
missiles  facing  Taiwan  fi'om  setting  off  alamis?  Of  all  the  con- 
jec'rm-e  surrounding  the  spy  case  and  the  forthcoming  Cox 
Commission  report  on  Chinese  espionage,  the  notion  that 
markets,  not  strategic  national  interests,  now  detennine  in- 
ternational relations  is  the  most  provocative. 

The  Clinton  Administration's  effort  to  make  economics  a  fo- 
cus of  foreign  pohey  was  a  breakthrough.  Opening  markets, 
promoting  exports,  and  taking  CEOs  on  trips  abroad  boosted 
growth.  But  in  hindsight,  the  policy  shift  may  have  gone 
too  far  Indeed,  policymakers  may  have  been  seduced  by  the 
notion  that  bond  traders  had  become  more  powei-ful  than 
army  generals,  that  markets  were  more  potent  than  mis- 
siles, that  national  sovereignty  was  being  ceded  to  the  In- 
ternet and  the  forces  of  international  economic  competition. 

The  cold  wai-  may  be  over,  but  any  student  of  the  19th  cen- 

tury  understands  that  nations  will  always  have  strategic 
ter'ests — even  as  they  do  business  with  each  other.  Reduc 
foreign  policy  to  economics  or  to  social  welfare  (as  in  Hi 
Bosnia,  and  Somalia)  can  lead  to  the  kind  of  trouble 
U.  S.  now  finds  itself  in  with  both  China  and  Russia. 

There  is  nothing  more  important  to  America  in  Asia  tha 
stable  relationship  with  Cliina:  But  it  is  proving  an  elusive  g 
China  wants  power-  and  r-espect — and  believes  a  strong  ec 
omy  and  military  will  give  it  both.  It  sees  the  U.  S.  as  a  ri 
ModerTiizing  Cliina's  long-r-ange  missiles  in  the  name  of  help 
U.  S.  aer'ospace  companies  doesn't  nrake  sense  in  this  cont( 

Neither  does  expanding  NATO.  Of  all  the  thr-eats  to  An 
ica,  Russia's  loose  nukes  are  paramount.  Bringing  Pola 
Hungary,  and  the  Czech  Republic  into  NATO  actually  imp; 
the  security  of  the  U.  S.:  Russia,  wondering  why  nato  is 
panding  after  the  cold  war  is  over,  will  not  implement 
start  II  treaty  to  r-educe  nuclear  weapons  or  sign  start 

U.  S.  foreign  policy  must  be  rebalanced.  Globalizat 
should  be  added  to  geopolitics.  It  cannot  replace  it.  In  this 
balancing,  ther-e  is  a  chance  for  a  new  bipartisan  approaci 
China  and  a  new  focus  on  what's  important  in  Russia. 
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We  see  the  future 

of  coTTiTTiunlcations 


Some  will  tell  you  the  future 

of  communications  is  all  about 

one  kind  of  network. 

We  see  a  bigger  picture  than  that. 

(We're  optimists.) 

The  future  is  about  the  Internet, 

data,  voice,  optical  and 

wireless  working  together. 

With  unlimited  potential. 

We  have  the  vision  and  know-how 

to  give  you  the  network  you  need. 

Along  with  the  software  and 

service  to  make  it  all  work. 

Give  us  a  call.  We'd  like  that. 

We  make  the  things  that  make 
communications  work. 
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comparisi  faster  order 

cycles  and  les.,  pdpeiwork. 

Visio  reduced  processing  costs  from 
$49  to  $5.45  per  requisition -saving 
$1  million  in  the  first  year  alone. 


n  addition  to  saving  money,  MasterCard  also  slashed  the  time  required  to  fill  purchase 
orders  from  4  days  to  less  than  IV:  days.  Clarus  Corporation,  a  Microsoft'  Certified 
Solution  Provider  (MCSP),  delivered  these  efficiencies  with  its  E-Procurement  package, 
Dowered  by  Windows  NT-  Server  and  the  BackOffice"  family.  MasterCard  chose  a 
Vlicrosoft-based  solution  because  it  integrated  well  with  its  existing  information  systems 
5nd  suppliers  and  offered  flexibility  for  future  growth.  Your  company  can  realize  similar 
benefits  with  a  Microsoft-based  corporate  purchasing  solution.  To  locate  the  right  MCSP,  or 
:;o  get  the  free  Digital  Nervous  System:  Commerce  Solutions  CD, 
:all  888-674-6686  or  visit  www.microsoft.com/dns/  Microsoft 
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EDITED  BY  ROBERT  McNATT 


l-WAY  PATROL 

TAKING  YOUR 
ROAD  SHOW  ONLINE 

IMA(;iNE  THAT  A  BEVY  OF 
brokers  and  corporate  prin- 
cipals are  pitching  you  to 
invest  in  a  company.  The 
company  is  private,  not  pub- 
he,  its  funding  needs  small — 
$1  million  to  $10  million. 
But  instead  of 
being  in  some 
nondescript 
hotel,  you're  at 
home,  online,  attending  a  vir- 
tual "off-road  show." 

That's  the  idea  behind  the 
new  "pnvate  ecjuity  market- 
place" being  offered  by  San 
Francisco-based  OffRoad  Cap- 
ital. It  will  be.  claims  founder 
Stejjhen  Pelletier,  the  fii'st  fir- 
ganized  online  meeting  place 
where  high-net-worth  in- 
vestors can  find  oppoitunities 
in  small,  rapidly  gi'owing  com- 


OFFROAD- 


CAP 


panies  that  have  passed  the 
startup  stage.  The  interactive 
environment  will  offer  cjuar- 
terly  online  q&as  with  CEos,  fi- 
nancial data,  and  chat  rooms 
for  investors  to  compare 
notes.  And  all  companies  will 
have  investor  exit  strategies. 

OffRoad,  which  starts  op- 
erations this  summer,  boasts, 
among  its  directors,  former 
Securities  &  Exchange  Com- 
m  i  s  s  i  0  n  e  r 
Steven  Wall- 
man.  More 
established  fi- 
nanciers, however,  are  doubt- 
ful about  successfully  com- 
peting, online,  with  the  small 
investment  banks  that  do 
similar  funding.  It  will  take 
time  to  "prove  they  can  real- 
ly pull  this  off,"  says  Hans 
Sevenens,  coordinator  of  The 
Band  of  Angels,  Silicon  Valley 
financiers.  OffRoad  is  betting, 
though,  that  its  time  has 
come.  Jomi  Oleck 


T  A 


FED  WATCH 

TRIMMING  RED  TAPE 
ON  STUDENT  LOANS 

CAN  SILICON'  VALLEY  FIX  THE 

much  maligned  federal  stu- 
dent  loan  program 
Highway  1,  the  consor- 
tium set  up  to  help  Al 
Gore  &  Co.  reinvent 
government,  will  give 
it  a  go.  Its  mission:  im- 
prove services  and  cut 
costs  by  putting  most  student 
loan  i^rocessing  and  payments 
online.  Right  now,  80%  of 
that  work  is  processed  on 
paper,  20%  electronically. 
Highway  1  wants  to  reverse 
that  within  five  years. 

The  deal,  expected  to  be 
sealed  later  this  spring,  will 
put  technologies  from  IBM, 
Eastman  Kodak,  Microsoft, 
Cisco  Systems,  and  others  to 
the  test.  All  belong  to  the 
nonprofit  gi'oup  set  up  to  help 
U.  S.  officials  such  as  Gore — 
Mr.  Information  Superhigh- 
way— make  government 


GORE:  Zapping  bure 


agencies  more  fliicK'UL.  1  he 
gTouj)  has  bipartisan  support 
and  will  work  with  the  Edu- 
cation Dept.  for  free. 

At  the  Veterans  Adminis- 
tration, Highway  1  boasted 
that  it  reduced  response  time 
to  clients  from  6  months  to 
fewer  than  30  days  by  com- 
puterizing records.  But  edu- 
cation experts  say  that  with 
$150  billion  in  loans,  7.000  col- 
leges, and  4,000  lenders,  the 
student  loan  progi-am  is  too 
complicated  for  a  quick  fix. 
But  even  a  slow  fix  may  be 
0.  K.    David  G.  McDonougli 


TALK  SHOW  ui  also  want  to  thank  my  parents  in  VergaioJ 
who  gave  me  the  greatest  gift:  poverty" 

— Roberto  Bemgni,  who  won  Oscars  for  Best.  Actor  and  Best  For- 
eign Film 


CULTURE  CLASHES 

COLOR  BOEING 
RED-FACED  

BOEING   IS   NOT  THE  FIRST 

company  that  comes  to  mind 
when  one  thinks  of  decorat- 
ing expertise.  But 
when  it  has  to,  the 
big  aerospace  com- 
pany can  do  up  a 
house  with  the 
best  of  them. 

Five  hundred 
gxiests  are  expect- 
ed to  watch  the 
televised  liftoff  of 
Boeing's  troubled 
Sea  Launch  rocket 
program,  a  joint 
project  with  Rus- 
sian, Uki'ainian,  and 
Norwegian  part- 
ners to  launch  com- 
munications  satellites.  The 
fii'st  launch,  fi'om  a  converted 
oil  rig  jjlatform  in  the  Pacific 
Ocean  1,400  miles  south  of 
Hawaii,  is  set  for  Mar  27.  So 
Boeing  hired  Hollywood  de- 
sigTier  David  Banta,  who  did 


SEA  LAUNCH: 

Decorating  glitch 


the  backstage  rooms  at 
year's  Oscars,  to  decorat 
Long  Beach  (Calif.)  wa 
house    where    the  gue 
would  view  the  launch. 
Banta  made  the  mistake 
decorating  in  black,  a 
luck  color  in  Russia. 

Russians  were  fi 
ous.  How  to  av 
an  incident?  Boe 
had  Banta  hurri 
ly  redo  the  ho 
in  a  new  shad 
"orbital  blue." 

Sea  Laun 
could  use  so 
good  luck.  It 
already  earr 
Boeing  a  $10  r 
lion  federal  fine 
sharing  classil 
technology  w, 
foreign  gove 
ments.  Sixteen  ( 
er  sea  launches  are  in 
works  if  this  one  succeeds 
failure  could  scuttle  the 
billion  program.  But  if 
happens,  it  won't  be  beca 
the  cuitains  didn't  match 
sofa.  Seanna  Brou 


THE  DEAL  MILL 


NOW  NOKIA  IS  NET  CRAZY 


FINLAND  S   NOKIA   V{)\{\\  IS 

not  happy  with  being  the 
hottest  wireless  phone  com- 
pany on  the  planet.  Chair- 
man Jorma  Ollila  told  busi- 
ness WEEK  he  is  going 
shopping  for  Internet-ori- 
ented companies.  While  he 
is  not  giving  out  details, 
analysts  speculate  that  his 
list  could  include  the  likes 
of  3Com's  PalmPilot,  British 
computer  maker  Psion  FLC, 
oi'  Qubit  Technology,  an 
upstart  U.  S.  company  that 
makes  a  magazine-size 
device  for  browsing  the 
Internet. 

Ollila  has  already  looked 
for  companies  that  can  biing 
an  Internet  dimension  to 
Nokia  and  keep  the  company 
gTowing.  Last  year,  revenues 
soared  51%.,  to  $15.7  billion. 
In  the  past  18  months,  Nokia 


has  purchased  four  sr 
North  Amei'ican  compai 
specializing  in  E-comme 
Internet  routers,  and 
Internet  telephony — 
all  for  less  than 
$500  million.  Now, 
OUila's  boai'd  has  ap- 
proved a  plan  to  is- 
sue some  $9  billion 
of  new  stock,  and 
Ollila  says  he  plans 
to  use  a  sizable 
chunk  of  that 
money  for  an  ac- 
quisition or  two. 
"Watch  this 
space,"  he  says. 
The  companies 
most  likely  to  pop 
up  on  his  radar  screen  W( 
be  those  that  build  his  s 
ware  portfolio  in  mobile  ; 
terns  as  well  as  handheld 
bile  devices.    Stephoi  Be 


BRRIN 

Nokia 
callin 
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New  pd  power 
for  the  Net. 


The  new  Pentium®  III  processor. 

More  power  for  your  network,  the  Internet  and  beyond. 


It's  a  wired  world.  That's  why  you 
need  the  new  Intel®  processor  designed 
for  the  Net:  the  Pentium"^  III  processor. 
It  gives  you  more  power  to  run  today's 


pentium®//!    Net-based  applications.  And  more  power 
on  the  client  can  mean  less  stress  on  the  Net.  The 
Pentium  III  processor  also  helps  you  keep  track  of  your 


networked  resources.  And,  working  in  concert  with  a 
Pentium*-  III  Xeon'"  processor-based  server,  you  have  a 
powerful  combination  for  your  connected  business.  To 
learn  more  about  the  Pentium  III  processor. 


visit  us  on  the  Web,  where  you'll  also 
find  information  on  Intel®  products  and 


year  2000.*  [  ►www.intel.com/Pentiumlll  The  Computer  Inside.'" 


Up  Front 


DRAWN  &  QUARTERED 


PRODUCT  PEEK 

COMING  SOON:  SON 
OFPUYSTATION 

BRACE    YOURSELF.  HERE 

comes  the  next  game  fad 
from  Japan.  Youngsters  are 
in  a  mad  rush  there 
for  Pocket  Station, 
a  new  mobile  ver- 
sion of  Sony's  pop- 
ular PlayStation. 
Sony  introduced 
Pocket  Station  in 
Japan  in  January. 
Each  month  it  plans 
to  make  a  million  of 
the  little  gadgets, 
which  play  games  that 
formerly  could  only  be 
viewed  on  televisions  hooked 
up  to  PlayStation  consoles. 

The  miniatiu'e  units,  which 
cost  $25,  ai'e  connected  to  the 
main  console  to  download 
games,  which  have  to  be  in  a 
new  format  to  work  on  Pock- 


et Station.  So  far,  game- 
makers  have  published  new 
versions  of  22  titles,  including 
Final  Fantasy  and  Street 
Fighter.  Tlie  device  is  ah-eady 
in  short  supply.  Yusuke  Kajii, 
spokesman  for  Sony  Comput- 
er Entertainment  (SCE),  says 
overseas  sales  will  start 
once  domestic  demand 
is  satisfied. 

These  go-anywhere 
'i\  gadgets  signal  the 
dawn  of  a  new  era, 
\  where  kids'  game 
machines  are  be- 
^  coming  mobile,  just 
like  their  parents' 
computers.  scE,  in 
fact,  sees  Pocket  Station 
as  a  new  kind  of  personal 
digital  assistant  that,  with  ap- 
propriate software,  can  com- 
bine games  with  more  con- 
ventional data,  such  as  dates 
and  phone  numbers.  That's  a 
hybrid  it  expects  to  be  on  the 
market  soon.  Miki  Tanikawa 


VACATION  NATION 

HOW  ONTARIO  HOOKS 
YANKEE  ANGLERS 

FISHING   FOR  FRESHWATER 

walleyes  is  best  at  dawn, 
when  the  big  guys  feed.  But 
if  you  reel  in  an  early-mom- 
ing  walleye  or  sauger  in  some 


Canadian  waters,  count  on 
hanging  ai'ound  untO  the  next 
day.  Ontario  requires  U.  S. 
sportsmen  to  spend  the  night 
if  they  want  to  keep  their 
catch  from  either  of  Lake  Su- 
perior's headwaters,  Lake  of 


the  Woods  or  Rainy  Lake. 
The  rule  has  resort  owners 
and  fishing  guides  in  nearby 
Minnesota  hopping  mad. 

Not  just  that — they're 
complaining  to  Washington 
about  the  loss  of  business. 
Sportfishing  means  $700  mil- 
lion a  year  for  northern  Min- 
nesota, and  guides  and  inns 
there  say  they're  losing 
a  chunk  of  that  because 
of  the  "unfair"  provin- 
cial rule.  On  Mar  16, 
the  Minnesotans  filed 
a  formal  complaint 
with  U.S.  Trade  Rep- 
resentative Charlene 
Barshefsky  after  Gover- 
nor Jesse  Ventura  called 
to  complain. 

It  could  get  worse: 
Ontario  is  thi'eatening  to 
extend  the  iTiles  to  Lake 
Superior  and  areas  within 
300  miles  of  the  border  Min- 
nesota says  that  would  vio- 
late the  North  American 
Free  Trade  Agreement;  Cana- 
da calls  it  a  consei'vation  mea- 
sure. Until  the  two  nations 
woi'k  it  out,  anglers  had  best 
pack  a  toothbrush  with  their 
tackle.        Paul  Magnusson 


Th^lik  goodness 
ttiey  let  us  travel 
\tj  train  ...I  hear 
the  airlines 
treat  yovv  like 
oattlc... 


Y2K  WORRIES 

DEBUGGING 
YOUR  PORTFOLIO 

PERHAPS  THE   ONLY  THING 

more  annoying  than  the  Y2K 
bug  is  watching  the  "experts" 
wring  their  hands 
over  the  problem 
vrithout  saying  what 
an  investor  is  to  do 
about  it.  At  last,  re- 
lief may  be  at  hand. 

Harold  Evensky, 
a  financial  planner 
in  Coral  Gables, 
Fla.,  has  packaged 
a  software  pro- 
gram with  a  90- 
page  paperback,  Y2K  and  Yonr 
Money.  The  combo  (Sitting 
Duck  Press,  $14.90,  including 
shipping;  800  819-2347)  aims 
to  guide  people  toward  a  ra- 
tional response.  Evensky  com- 
pai'es  Y2K  to  a  huiricane  spin- 
ning at  sea — not  a  i-eason  to 


Y2K 

AND 

YOUR  MONEY 


move  to  Kansas  but  \ 
something  to  be  ignored, 
am  not  suggesting  that  j 
'bet  the  market  vrill  go  do\ 
because  of  Y2K,"  he  says, 
stead:  "Consider  tvmi  how  j 
would  react  to  the  increas 
negative  publicity  and 
creased  volatil 
that  are  likely 
occur." 

Evensky's  W 
dows-only  softw; 
doesn't  recomme 
stocks  but  d( 
help  you  determ 
how  much  of  y( 
equity  assets  to 
vert  to  cash  dur 
Y2K  mania.  It 
helps  you  figure  the  cost 
that  "insurance"  and  emp 
sizes  the  need  for  a  long 
term  asset  allocation  once 
storm  passes.  Evensky  'c 
suggests  picking  a  date 
reinvesting.  His  choice?  ]\ 
6,  2000.  Robert  Bar 


THE  BIG  PICTURE 


THE  POVERTY  MARKET 

Goods  and  services  aimed  value  of  market 

at  the  poor  are  expected  to 
total  $15  billion  in  2003, 
a  26%  rise  since  1998. 


RENT-TO- 
OWN  STORES 


PAWNSHOPS 

MONEY 
TRANSFERS 

PAYDAY 
ADVANCE  LOANS 

CHECK-CASHING 


MONEY  ORDERS 


TOTAL 

$12.1  Billion 

■03:  $15.2  BILLION 
2    3    4  5 
►  BILLIONS  OF  DOLLARS 

DATA  MARKETDATA  ENTERPRI 


FOOTNOTES  American  households  that  owned  mutual  funds  in  1997:  37.4%;  that  owned  them  in  1980:  5.7% 
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DATA:  INVESTMENT  COMPANY  INSTI 


Power  for  the 
Wired  Enterprise. 


Introducing  the  Intel"  Pentium"  III  Xeon  " 
processor.  Performance  for  enterprise  servers. 


We're  living  in  a  wired  world.  And  since  your 
server  is  at  the  heart  of  it,  the  power  and 
stability  of  Intel'  Architecture  is  more  important 
than  ever.  Specifically  designed  for  today's 
connected  enterprise,  the  Pentium"  III  Xeon""  processor  is  our 
highest  performing  processor  for  servers.  Working  together  with 


Pentium*/// 
xeon,'7 


Pentium'  III  processor-based  PCs,  it  provides  the  performance 
and  reliability  you  need  to  run  your  critical  e-business 
applications.  From  back-end  database  hosting  to  transaction 
processing.  On  UNIX  and  NT.  To  learn  more 
about  the  Pentium  III  Xeon  processor,  visit  us 

on  the  Web.       www.intel.com/Pentiumin/Xeon        The  Computer  Inside.'" 


Intel 


Not  everyone  can  wait  10  years  for 
a  new  drug  to  come  to  market. 
WeVe  helping  make  sure  they  don't  have  to. 


Join  us.  Together  we  can  change  the  world: 


PRICemTERHOUsEQOPERS  ^ 


The  introduction  of  new  pharmaceuticals.  New  alliances,  new  processes  and  innovative 
technologies  for  drug  development.  At  PricewaterhouseCoopers,  we're  helping  pharmaceutical 
companies  develop  and  launch  the  next-generation  drugs  into  a  changing  customer  marketplace 
faster  and  more  cost  effectively.  It's  thinking,  which  is  helping  the  industry  pursue  its  vision 
for  the  future  health  of  people  around  the  world.  ~  pwcglobal.com 

©  1999  PricewaterhouseCoopers  LLP.  PricewaterhouseCoopers  refers  to  the  U.S.  firm  of  PricewaterhouseCoopers  LLP  and  other  members  of  the  worUwiik  PricewaterhouseCoopers  organisation. 
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PROUD  AND  HONORED 


At  BUSINESS  WEEK,  we  strive  to 
give  our  readers  thoughtful  and 
insightful  analysis  that  they  are 
simply  not  able  to  get  anywhere 
else.  That's  why  we  are 
honored  to  report  that 

BUSINESS  WEEK  has 

been  named  a  finalist  for 
the  National  Magazine 
Awards  in  the  category 
of  issues  devoted  to  a 
single  topic.  The  vdnner 
of  the  award  will  be  an- 
nounced on  Apr.  28. 

This  year,  we  were 
cited  for  our  gi'ound- 
breaking  special  double 
issue  in  August,  1998.  on 
"The  21st  Century  Econo 
my."  BUSINESS  week  Economics  Edi- 
tor Michael  J.  Mandel  led  a  team  of 
more  than  30  reporters  and  editors 
in  exploring  the  future  of  the  econo- 
my over  the  next  10  years.  The  issue 
included  20  stories,  examining  nearly 
every  aspect  of  the  changing  U.  S. 
economy — from  the  coming  of  nano- 
technology  to  new  management 
models  to  key  policy  issues  such  as 


IPICIAl  DOUIll  IIIUI 


FINALIST:  Among 
si)igle-topic  issues 


the  global  economy,  education,  and 
immigi'ation. 

The  latest  nomination  continues 
BUSINESS  week's  Striking  record  of 
consistency  in  the  Na- 
tional Magazine  Awai'ds, 
the  most  important  hon- 
ors in  the  magazine 
world.  In  the  general  ex 
cellence  category,  for  ex 
ample,  the  magazine  has 
been  a  finalist  5  times  ir 
the  past  8  years,  and  8 
times  out  of  the  past  13, 
We  won  the  general  ex- 
cellence prize  in  1994 
and  1996.  No  other  busi- 
ness m.agazine  comes 
close  to  this  outstanding 
performance. 

We  are  proud  to  have  this  recogn; 
tion  of  our  journalistic  excellence. 
But  the  real  benefits  go  to  you,  our 
readers. 

Editor-in-Chi( 


DON'T  DIS  3M'S  PLAN 
TO  REV  UP  GROWTH 


"3M:  The  heat  is  on  the  boss"  (Man- 
agement, Mar  15)  represents  a  triumph 
of  anonymous  gossip  and  fabrication 
over  the  factual,  balanced,  and  well-re- 
searched reporting  we  expect  of  busi- 
ness WEEK.  The  leadersliip  of  3M  is  ful- 
ly aware  that  oui'  perfonnance  has  not 
met  our  expectations,  and  it  has  taken 
action  to  regain  gi'owth  momentum.  A 
good  example  is  the  action  plan  an- 
nounced last  July.  I  personally  partici- 
pated in  the  decision-making  process 
which  led  to  that  announcement.  I  can 
report — on  the  record — that  the  plan 


had  the  unanimous  consent  of  the 
nior-management  team. 

In  an  interview  vrith  BUSINESS  m 
in  late  Febniary,  3M  ceo  Livio  D. 
Simone  spoke  at  length  about  inv( 
ment  in  new  technology  platfoims 
new  products.  None  of  his  comme 
on  the  topic  is  included  in  the  st( 
Instead,  we  hear  from  anonym 
sources  about  his  alleged  "failure 
fund  important  products  for  fut 
gTowth."  In  fact,  3M  invests  more  t! 
$1  billion  annually  in  r&d  and  genera 
more  than  30'7c  of  its  sales  from  pr 
ucts  new  in  the  last  foui-  years. 

I  am  aware  that  business  week 
a  policy  of  coiTecting  "errors  of  fact." 
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;he  more  relevant  issue  is  how  you 
act  errors  of  fiction. 

J.  Marc  Adam 
Vice-Pi"esident 
Marketing  &  Public  Ai^airs 
3M 

St.  Paul.  Minn. 

}  HAS  SOME 

ER  HUNGRY  RIVALS  

rhe  rivals  looking  to  eat  EMC's 
h"  (Cover  Story,  Mar.  15)  proves 

one  man  can  make  a  difference, 
'ever,  as  impressed  as  I  am  with 
lael  C.  Ruettgers'  uncompromising 
ership  and  his  sales  team's  effec- 
less,  I  suspect  that  emc  has  an  en- 
ering  department  at  least  partially 
onsible  for  its  success.  A  "can-do" 
ude  will  take  you  only  so  far. 
Iso,  I  wonder  why  you  failed  to  in- 
i  Data  General  Corp.  and  Network 
liance  Inc.  in  your  list  of  companies 
icted  to  challenge  emc  in  the  fu- 

Both  sell  leading-edge  data-storage 
nology  directly  to  end  users  and 
iigh  the  sales  organizations  of  mus- 
•  OEM  partners  such  as  Dell  Com- 
r  Corp.  and  Hewlett-Packard  Co. 

Sun  Microsystems  Inc.  and  Com- 
Computer  Corp.  to  the  competitive 

and  one  has  to  wonder  if  Ruettgere 
eciates  what  he's  up  against.  Squar- 
)ff  against  this  level  of  competition 
make  him  realize  how  easy  it  has 

to  compete  against  IBM. 

John  McPhail 
Winchester,  Mass. 

jngratulations  for  hitting  the  stoiy 
he  mark.  I  remember  Ruettgers 
ng  EMC  in  1988,  just  a  few  months 
I  started  with  the  company  as  one 
eir  newest  sales  recruits  right  out 
liege.  That  next  yeai;  as  emc  svrang 
ntly  from  being  a  gi-eat  startup  to 
st  collapsing  to  literally  being  res- 
2ted  from  the  ashes,  was  one  of  the 
■  intense  of  my  career, 
aettgers  has  done  an  incredible  job, 
let's  not  forget  Dick  Egan  and 
;r  Marino,  the  emc  founders  who 
up  and  gave  Mike  the  most  valu- 
tool  any  new  leader  can  ask  for: 
jrate  culture.  I  have  never  seen  or 
;ed  for  another  firm  that  had  incul- 
i  such  an  aggressive,  do-what-it- 
3-to-win  culture  as  what  Dick  and 
!r  created.  In  the  ensuing  decade, 
tgers  has  figured  out  how  to  ma- 
that  gem,  yet  still  keep  the  $5  bil- 
riant  instilled  with  one  of  the  most 
essive  attitudes  in  the  industiy. 

Ross  B.  Garber 
Chaii-man 
Vignette  Corp. 
Austin,  Tex. 


NET  LOVERS 
WANT  MORE  SPEED 


As  any  serious  Net  user  can  tell  you, 
you  soon  reach  a  point  where  you  have 
to  have  a  dedicated  phone  line  ("Can 
Road  Runner  get  up  to  speed?"  Media, 
Mar.  15).  Waiting  for  your  significant 
other  to  get  off  the  phone  with  Mom  so 
you  can  check  E-mail  or  do  some  stock- 
market  research — and  then  monopolize 
the  line  for  hours — is  not  an  option  if 
you  value  domestic  tranquility. 


The  cost  of  a  dedicated  phone  line 
plus  the  Internet  service  provider  fee 
comes  very  close  to  the  $40-a-month 
flat  fee  that  cable-modem  services 
charge.  To  anyone  who  uses  the  Inter- 
net, the  $5  or  $10  per  month  difference 
is  well  below  the  radar,  and  getting  an 
"always  on"  blazingly  fast  connection  in 
exchange  is  a  deal  we'll  take — now. 

I'm  lucky  enough  to  live  in  one  of 
the  original  test-market  areas  for  At 
Home  Coip.'s  cable-modem  service,  and 
I  have  been  a  subscriber  since  they  first 


The  Law  of  the  Absolutely  Unexpected  is  always  with  us.  That's 
why  buying  energy  or  communications  from  Williams  is  smart. 

Watch  your  step.  The  unseen  pitfalls  of  deregulation  in  energy  and 
communications  can  trip  up  your  company's  plans.  Call  Williams. 
As  the  nation's  only  leader  in  both  businesses,  we  offer  you  the 
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Nothing  slioithi  Lonie  hitiuei'ii  a  chihl  and  a  good  I'diuation.  Not  aen  ini/cs  oj  barren  daert.  So  thanks  to  distaiuc-h'arning  programs  enabled  by 
sateUite  teihnology.  millions  of  students  in  remote  towns  all  over  the  world  can  now  get  the  sohd,  well-rounded  education  thcv  deserve.  It's  just  one  ex 


''hes  is  leading  the  way  in  creating  limitless  communication.  From  higli-sjieed  internet  access  to  Inisiness 
hig  to  the  digital  home  entertainment  oj  DIRECTV,'^  we're  turning  the  planet  into  a  close-knit  community. 


GHES 
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CORRECTIONS  &  CURIFIGATIONS 

In  "The  tremors  from  online  trading  in 
Europe"  (International  Business,  Mar.  15), 
TIBCO  was  misidentified  as  TIBC. 

The  meeting  referred  to  in  the  opening  para- 
graph of  "3M:  The  heat  is  on  the  boss," 
(Management,  Mar.  22)  took  place  on  Aug. 
26,  not  Aug.  27. 

In  "Unequal  pay  strikes  out,"  (Economic 
Trends,  Mar.  29),  the  academic  affiliation 
of  Matt  Bloom,  author  of  the  management 
study  cited,  should  have  been  Notre  Dame 
University,  not  Purdue  University. 


dropped  their  hang  tag  on  my  door.  But 
cable-modem  sei-vice  is  just  not  available 
in  large  areas  of  the  country.  I've  just 
sold  my  house.  I'm  moving  five  miles 
away,  and  I'm  already  shedding  tears 
because  I'm  going  to  lose  my  megabits- 
per-second  connection. 

Todd  Maddison 
Seattle 

MALAYSIA  KNOWS  ITS  WAY 
AROUND  HIGH  TECH  

"Mahathir's  high-tech  folly"  (Infor- 
mation Technology,  Mar  29)  is  sensa- 
tionally misleading.  It  belittles  the 
Malaysian  leadership  and  undermines 
the  credibility  of  the  Multimedia  Super 
Corridor  (msc).  The  article  is  slanted 
and  sparse  on  the  facts  on  the  achieve- 
ments made  by  the  Multimedia  Devel- 
opment Coii^.  in  attracting  investments. 
Considering  that  we  started  accepting 
applications  only  at  the  beginning  of 
1997,  I  think  Prime  Minister  Mahathir 
has  far  from  failed  to  attract  high-tech 
companies.  The  MSC  aimed  to  attract 
only  50  world-class  companies  by  2003. 
Getting  29  by  March,  1999,  is  a  gi-eat 
achievement  by  any  standard.  And  the 
number  of  companies  in  operation  in- 
creased fi'om  94  in  1997  to  139  in  Mai-ch 
of  this  year 

You  also  mentioned  "blatant  rever- 
sal" by  the  Malaysian  Prime  Minister 
on  the  government's  commitment  to 
noncensorship  of  the  Internet  as  well 
as  its  business-friendly  positioning.  Let 
me  underscore  the  fact  that  as  recently 
as  last  week,  the  Prime  Minister  has 
reiterated  that  he  has  never  wavei'ed 
from  promises  made  in  the  Bill  of  Guar- 
antees. He  has  in  fact  reinforced  his 
stand  on  the  noncensorship  of  the  In- 
ternet. He  has  instnacted  the  relevant 
government  agencies  to  put  together 
the  necessai-y  legal  and  administrative 


arrangements  to  strengthen  the  en- 
forcement of  intellectual-property  rights. 

Othman  Yeop  Adbullah 
Executive  Director 
Multimedia  Development  Corp. 

Singapore' 

IN  INTERNET  TRADING. 

ADVICE  IS  MISSING  

"Who  needs  a  broker?"  (Cover  Stoiy, 
Feb.  22)  predicts  the  demise  of  broker- 
ages. I'd  like  to  predict  a  different  out- 
come. The  theory  that  onhne  trading  is 
easier  for  individual  investors  and  will 
replace  traditional  brokerages  confuses 
two  terms:  trading  and  investing.  Trad- 
ing— buying  and  selling  equities — is  a 
commodity.  Investing,  by  contrast,  is 
the  planned  use  of  money  to  maximize 
return.  Trading  is  a  component  of  in- 
vesting, but  as  a  sole  investment  strat- 
egy, it's  unlikely  to  produce  significant 
long-term  returns.  We  read  stories 
every  day  that  many  Internet  day 
traders,  especially  neophytes,  are  learn- 
ing that  sad  lesson. 

Advice  is  the  cuirency  that  makes  a 
difference  to  customers,  and  it's  not  a 
commodity.  It's  built  upon  professional 
guidance  specific  to  the  needs  of  each 
customer  It  requires  understanding  a 
customer's  desires,  time  frames,  risk- 
comfort  level,  and  lifestyle.  It's  not  sim- 
ply information — you  can  access  infor- 
mation on  the  Internet.  And  it's  fine  for 
opinions  on  books  or  movies,  but  it's  no 
basis  for  making  investment  decisions 
upon  which  your  financial  future  relies. 

We  are  confident  that  the  continuing 
increase  in  household  financial  assets, 
abetted  by  the  generational  transfer  to 
baby  boomers  and  their  children,  will 
continue  to  diive  customers  seeking  pro- 
fessional financial  advice  to  traditional 
brokerage  firms  like  us.  And  we  recog- 
nize that  some  customers  enjoy  the 
"gambling"  aspect  of  trading  stocks  on 
the  Internet,  because  they  understand 
that  trading  and  investing  ai-e  not  equal. 

Robert  H.  Yevich 
President 
Tucker  Anthony  Inc. 

New  York 

SHOULD  THE  FED 

WAIT  ON  Y2K?  

After  reading  "Serene  at  the  Fed?" 
(News:  Analysis  &  Commentary,  Mar. 
15)  I'm  convinced  that  the  Federal  Re- 
ser^ve  Board  should  not  touch  interest 
rates  at  all  during  1999.  For  the  past 
few  months,  we  have  seen  only  volatili- 
ty in  the  major  indexes.  A  rate  increase 
could  send  the  markets  tumbling,  at  a 


time  when  we  need  strong  increas 
because  of  the  impact  the  Y2K  problt 
may  have  on  our  economy.  If  the  U. 
economy  goes  into  a  recession,  combii 
with  weaknesses  in  Europe  and  As 
we're  looking  at  a  potentially  very  lo 
period  of  low  growth  worldwide.  '. 
stead,  the  Fed  should  leave  rates  wh< 
they  are  now  until  we  know  the  full 
feet  of  Y2K. 

Myles  Sin 
Bethpage,  N. 

DOLLARIZING  IS 

BAD  FOR  LOCAL  MORALE  

I  strongly  oppose  the  idea  of  "doll 
izing"  as  a  better  way  to  rescue  a  p( 
countiy's  economy  from  sinking  ("W 
countries  shouldn't  break  their  cm-rei 
promises,"  Economic  Viewpoint,  M 
15).  Giving  up  the  sovereign  cuirer 
means  giving  up  the  country's  abil 
to  design  its  macroeconomic  policy 
its  people.  If  the  country  uses  the  d 
lar^ — well,  it  can  give  some  sort  of  c< 
fidence  to  the  foreign  investors  but  i 
necessarily  to  its  own  people. 

Bowon  K 
Se( 


FINDING  US  ONLINE 


The  full  text  of  Business  Week,  the  Business  Week 
Daily  Briefing,  and  seven  years  of  BW  archives  are 
available  on  the  World  Wide  Web  at: 


www.businessweek.com 

and  on  America  Online  at  Keyword  BW. 
To  sign  up  for  BW  on  AOL,  call  (800)  641-4848 
and  mention  Business  Week. 
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Mom  u)ooldve- 
loved  -thi^  aioard. 
Even  if  ^he  didn'-f- 
.nou)  loha-f  i-t  mean-t". 


Yoo  mat^  have  hea.rd  hou)  mtj  fa-tiner  £.+ari-&d 
from  scra+ch  in  -tine  '^0^  +o  crea+e 
dis-t"ioc+ivel(^  mellou)  bourbon  u^hisl^Lj,  recogniz-ed 
bLj  connoisseors  around  -tine  u)orld.  Mi^  moiiner  s 
con-fribotions  are  a  li-t-fle  less.  lcnou)n. 

Aside  from  relinquishing  her  Ici-tchen  for  use 
as  mt^  Dad's  -tes+  lab,  she  u)as  iine  one 
u)ho  came  up  u)i-tin  -the  dis+inc+ive  design  of 
-the  Maimer's  Mark,  paclcage.  And  nou),  nearli^ 
40  clears  la+er,  she  seems  -to  be  ge-t+ing 
some  u)ell -deserved  credi-t. 

In  a  recen-t  compe-ti-tion,  a  panel  of  loorld- 
renoLoned  graphic  designers 
--•'vi,^.      ]Udged  her  liquor 
paclcage 
design  as 
one  of 
-the"fces-t  t)" 
in  -the 
en+ire  loor Id. 

Among  o-tiner 
commen-ts,  a  Neu)  YorL 
yjdge  no-ted  -tha-t  "Evertj 
bo-tiie  is  manuallLj  inver-ted 
in  u)ax,  lohich  acts  as  a  seal 
and  becomes  a 
clever  design 
fea-ture  as  -the 
loax  drips  doton 
-tVie  uprigh-t  bo-t+le. 
This  -tendril  e-H^ec-t 
means  each  bo-t-tle  is 
genuinelcj  unique.  Hmmm. 

Of  course,  Mom  loould've 
never  used  u)ords  lik-e 
-tha-t  -to  describe  her  idea. 

Dot  a-t  leas-t  she  s  ge-t^-ing 
some  recogni+ion,  hou^ever 
long  overdue. 

I  jus-t  couldn'-t  be  prouder,  because, 
as  cjou  notA)  k-nou),  i-t's  qui-te  an 
accomplishmen-t  -to  be  loorld 
renoioned  for  (^our  -tendril  effec-t. 


Maker's 

iv)Mark? 


Visi-t  us  a-t  u)(a)u). maimer smarlii-.com 

MaLe-f's  Mart  Dis+ille.ftj,  Lore+i-o,  tCY  ^400^7,         Ale /Vol.  (90  ProofX  i^olltj  Ma+ored 


Question: 

What  did  the  CEO 

say  to  the  GIO?  ; 

Answer: 
Nice  site,  but 
what  does  it  do 

brour 
business? 


sometimes  technology  falls  short  of  its  promise.  Maybe  it's 
'our  first  site.  Or  you've  tried  to  build  your  brand  online.  Or 
'ou  just  can't  get  your  sales-order  application  to  connect  with 
'our  manufacturing  system.  It  takes  a  lot  of  experience  to 
jnderstand  what  works  and  what  doesn't.  At  USWeb/CKS, 
ve've  handled  over  3,000  client  engagements.  We  create, 
)uild  and  deploy  successful  sites  that  combine  e-commerce, 
argeted  marketing,  customer  management  and  more. 
Contact  us  to  find  out  how. 


1 3C  Worldwide 

irough  the  BBC  Worldwide 
3b  site,  customers  in  196 
)untries  can  find  winich  of 
e  BBC's  2756  products  are 
ailable  in  tfieir  country, 
id  winere  to  find  tfiem. 


'  arner/Chappell 

e  extended  the  reach  of 
e  world's  largest  publisher 
music  by  developing 
arnerchappell.com  and  the 
iline  accessibility  to  over 
le  million  song  titles. 


:ean  Spray  Cranberries 

jr  Internet  solution  gave 
anberry  growers  secure 
;cess  to  vital  crop-receipt 
ita  in  a  matter  of  hours,  rather 
an  days.  The  end  result: 
ihanced  efficiencies  and  a 
Jtter  partnership. 

h 

3k  for  our  latest  white  paper: 

)ur  Ways  to  Survive  and 
irive  in  the  Digital  Economy 

USWeb  CKS 

Transforming  business  in 
the  digital  economy. 


)  offices  worldwide 

)  Fortune  100  clients 

ontact  us  at: 

58/87  9  3241  ext.  130 

12/995  8964  [International] 

ww.uswebcks.com 


Books 


THE  BUSINESS  WEEK  BEST-SELLER  LIST 


HARDCOVER  BUSINESS  BOOKS 


1  THE  9  STEPS  TO  FINANCIAL  FREEDOM  by  Suze  Orman 
(Crown  •  $23)  Practical  and  "spiritual"  steps  for  managing 
money. 

2  THE  MOTLEY  FOOL'S  RULE  BREAKERS,  RULE  MAKERS  by 

David  and  Tom  Gardner  (Simon  &  Schuster  •  $25)  Investing 
in  upstarts  and  in  established  companies. 

3  HOW  TO  GET  STARTED  IN  ELECTRONIC  DAY  TRADING  by 

David  S.  Nassar  (McGraw-Hill  •  $24.95)  Trading  stocks 
moment  by  moment  via  PC. 

4  DIRECT  FROM  DELL  by  Michael  Dell  with  Catherine  Fredman 
(HarperBusiness  •  $26)  Dell  Computer's  CEO,  on  tiis  life  and 
business. 

5  THE  ROARING  2000s  by  Harry  S.  Dent  Jr.  (Simon  & 
Schuster  •  $25)  Why  the  good  times  won't  go  away. 

6  PUSHING  THE  ENVELOPE  by  Harvey  Mackay  (Ballantine  • 
$24.95)  A  chatty  and  amusing  guidebook  for  success. 

7  RULES  FOR  REVOLUTIONARIES  by  Guy  Kawasaki  with 
Michele  Moreno  (HarperBusiness  •  $25)  Storming  the  digital 
barricades,  by  Apple's  former  "chief  evangelist." 

8  NET  WORTH  by  John  Hagel  III  and  Marc  Singer  (Harvard 
Business  School  •  $24,95)  On  the  emerging  business  of  the 
"infomediary,  "  by  two  McKinsey  consultants. 

9  THE  ELECTRONIC  DAY  TRADER  by  Marc  Friedfertig  and 
George  West  (McGraw-Hill  •  $34.95)  Hopping  in  and  out  of 
the  market  electronically 

10  THE  INNOVATOR'S  DILEMMA  by  Clayton  M.  Christensen 
(Harvard  Business  School  •  $27.50)  Anticipating  new 
technologies'  disruptive  effects. 

11  SELLING  THE  INVISIBLE  by  Harry  Beckwith  (Warner  •  $16) 
A  collection  of  bite-size  lessons  on  marketing. 

12  GOLDMAN  SACHS  by  Lisa  Endlich  (Knopf  •  $27.50)  The 
investment  bank's  life  and  times,  by  a  former  trader. 

13  HOW  TO  BECOME  CEO  by  Jeffrey  J.  Fox  (Hyperion  •  $15.95) 
Succinct  rules  for  getting  ahead. 

14  HIDE  YOUR  ASSETS  AND  DISAPPEAR  by  Edmund  J.  Pankau 
(HarperCollins  •  $22)  Get  lost — and  shake  your  creditors, 
says  a  private  eye. 

15  THE  EMPERORS  OF  CHOCOLATE  by  Joel  Glenn  Brenner 
(Random  House  •  $25.95)  It's  not  all  kisses  between 
Hershey  and  Mars. 


PAPERBACK  BUSINESS  BOOKS 


1  THE  MILLIONAIRE  NEXT  DOOR  by  Thomas  J.  Stanley,  PhD, 
and  William  D.  Danko,  PhD  (Pocket  Books  •  $14)  The  simply 
ways  of  the  wealthy  among  us. 

2  THE  MOTLEY  FOOL  INVESTMENT  GUIDE  by  David  and  Tom 
Gardner  (Fireside  •  $12)  The  online  duo  puts  it  on  paper 

3  THE  SEVEN  HABITS  OF  HIGHLY  EFFECTIVE  PEOPLE 

by  Stephen  R.  Covey  (Fireside  •  $14)  Habitually  popular 

4  THE  ERNST  &  YOUNG  TAX  GUIDE  1999  by  the  Tax  Partners 
and  Professionals  of  Ernst  &  Young  LLP  (Wiley  •  $15.95) 
It's  crunch  time,  folks. 

5  J.K.  LASSER'S  YOUR  INCOME  TAX  1999  by  the  J.K.  Lasset 
Institute  (Macmillan  •  $14.95)  Get  out  that  calculator 

6  THE  MOTLEY  FOOL  INVESTMENT  WORKBOOK  by  David  am 
Tom  Gardner  (Fireside  •  $12)  "So  where  do  I  find  stocks"  ar, 
other  queries,  asked  and  answered. 

7  THE  1999  WHAT  COLOR  IS  YOUR  PARACHUTE?  by 

Richard  Nelson  Bolles  (Ten  Speed  Press  •  $16.95)  The 
enduring  job-search  bible. 

8  THE  MOTLEY  FOOL'S  YOU  HAVE  MORE  THAN  YOU  THINK 

by  David  and  Tom  Gardner  (Fireside  •  $13)  Help  for  the 
investment-challenged. 

9  INVESTING  FOR  DUMMIES  by  Eric  Tyson,  MBA  (IDG  Books 
$19.99)  From  stocks  to  small  business — with  cartoons,  too. 

10  GETTING  TO  YES  by  Roger  Fisher,  William  Ury,  and  Bruce 
Patton  (Penguin*  $12.95)  A  Harvard  team's  step-by-step 
guide  to  conflict  resolution. 

11  BUILT  TO  LAST  by  James  C.  Collins  and  Jerry  I.  Porras 
(HarperBusiness  •  $15)  How  3b/l,  Wal-Mart,  Procter  & 
Gamble,  and  others  became  standouts. 

12  THE  WALL  STREET  JOURNAL  GUIDE  TO  UNDERSTANDING 
MONEY  AND  INVESTING  by  Kenneth  M.  Morris  and  Alan  M 
Siegel  (Fireside  •  $15.95)  Concise  explanations  enriched 
with  graphics. 

13  DIE  BROKE  by  Stephen  M.  Pollan  and  Mark  Levine 
(HarperBusiness  •  $14)  Forget  about  the  will — and  the 
conventional  wisdom,  says  a  financial  adviser. 

14  1001  WAYS  TO  REWARD  EMPLOYEES  by  Bob  Nelson 
(Workman  •  $10.95)  Give  them  a  champagne  brunch,  a 
casual-dress  day — or  plain  old  cash. 

15  BARRON'S  DICTIONARY  OF  FINANCE  AND  INVESTMENT 
TERMS  by  John  Downes  and  Jordan  Elliot  Goodman 
(Barron's  •  $12.95)  What  is  an  oligopsony  anyway? 


BUSINESS  week's  Best-Seller  List  is  based  on  a  survey  of  chain  and  independent  booksellers  that  carry  a  broad  selection  of  books  on  economic: 
management,  sales  and  marketing,  small  business,  investing,  personal  finance,  and  careers.  Well  over  1,000  retail  outlets  nationwide  are  repn 
sented.  Current  rankings  are  based  on  a  weighted  analysis  of  unit  sales  in  February. 

Reviews  and  more  are  available  on  AOL  (Keyw/ord:  BW)  or  www.businessweek.com  (Click  on  BW  Plus!) 


HOT  TYPE 


LONG  ABOUT  FEBRUARY,   AS  WINTER  DRAGS 

on  and  tax  day  looms  ever  closer,  John 
Q.  Bookbuyer's  thoughts  lightly  turn  to  dreams  of  permanent 
escape,  wealth  in  hand,  to  a  tropical  paradise.  And  just  in 
time,  Edmund  J.  Pankau  has  published  Hide  Your  Assets  and 
Disappear,  the  No.  14  hardback  on  this  month's  best-seller  list. 
Pankau  identifies  himself  as  "an  experienced  tracker  who 
has  worked  for  the  government  to  recover  missing  assets." 
Now,  the  idea  is,  he's  offering  serious  how-to-go-underground 
advice  to  the  trackees — those  hounded  by  ex-spouses,  credi- 
tors, and  the  law. 

There's  a  50-page,  highly  subjective  guide  to  the  best 
places  to  disappear:  Pankau  likes  Central  America,  but  he  con- 


siders countries  from  Belize  to  Vietnam.  Readers  learn  how 
invent  a  "brand  new  past,"  how  to  set  up  an  offshore  ass 
protection  trust,  how  to  abandon  old  habits,  and  how  to  cre> 
a  new  identity  (a  graveyard  is  a  good  place  to  pick  a  name^ 
seems).  Remember,  though,  that  "obtaining  government  di 
uments  under  false  pretense  is  a  violation  of  the  law." 

Hide  Your  Assets  is  padded  and  repetitive — part  of  why  n 
life  Dr.  Richard  Kimbles  might  wonder  whether  it  is  the  b' 
source  for  advice.  Moreover,  most  of  its  anecdotes  involve  p 
pie  who  tried  but  failed  to  lose  pursuers,  in  the  end, 
seems,  those  who  really  know  "how  to  disappear"  are  not  11 
ly  found  among  the  ranks  of  best-selling  authors. 

BY  HARDY  GREl 
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Alaska 


l§  fishing  at  Waterfall  Resort^  Alaska 

Business  or  Pleasure? 

iWATERFALI 


Roger  Portef  -  Newport  Beach,  CA 
Guide:  Devin  Rowe 
King  of  Kings  Tournament  Winner  -65.7  lb.  King  Salmon 


The  decision  is  good  for  business 
and  a  pleasure  to  make. 


Ford  Dealers  Association  of  Southern  California  "For  the  last  15 
years.  Waterfall  Resort  has  been  our  incentive  destination  of  choice. 
Our  benefits  include  not  only  improved  sales  results,  but  the 
Waterfall  experience  itself  helps  build  a  camaraderie  unlike  any 
other  travel  destination  we  have  used. "  -  Rich  Defrank,  Manager 


Waugh  Family  of  Las  Vegas  "Since  July  of  1 985,  we  have  been 
bringing  groups  of  various  sizes  to  Waterfall  Resort.  I  believe  we  are 
somewhat  like  the  salmon.  We  return  because  of  instinct.  Our 
instincts  have  been  nurtured  and  rewarded  by  the  wonderful  staff  of 
Waterfall  and  the  beauty  that  is  southeast  Alaska. "  -  David  Waugh 


Fax  this  page  to  Waterfall  (907)  225-8530  and  receive  our  brochure  and  video. 


e-mail:  waterfalSalaska. ktn.net 
internet:  http://www.waterfallresort.com 


Name  (Pnnt) . 
Company  _ 
Address  


.  Title 


ATERFALI 


R  E   S  O   R   T  U 

ALASKA 

Where  Sportfishing  is  for  Kings " 


City   

Area  &  Phone 
Interested  □ 


State 


Zip 


Fax 


Very  Interested  □         Saltwater  □  Freshwater  □ 

Business  Entertainment  □         Pleasure  □         Number  of  Guests  

Best  Season  1999  □  2000  □  2001  □  May  June  July  Aug.  Sept. 
Date  of  Business  Week  issue  


INFORMATION  /  RESERVATIONS    800-544-5  125 


Students  start  business. 
Business  makes  profit. 
Students  use  profits  to  teach  children 
about  the  free  market  system. 

Its  enough  to  give  a  capitalist  goose  bumps. 


The  students  were  from  Pittsburg  State 
University,  Pittsburg,  Kansas.  They  didn't 
start  one  business,  but  successfiilly  ran 
six  businesses.  And  the  profits  they  made 
funded  53  educational  programs  they 
developed  and  actively  taught  throughout 
their  community. 

The  students  were  SIFE  team 
members.  SIFE  (Students  In  Free 
Enterprise)  sponsors  student  teams  on 
more  than  500  college  campuses.  SIFE 
provides  students  with  what  they  cant 
get  in  a  classroom  —  real  life  experience, 
working,  living  and  breadiing  as  entrepreneurs. 

Judith  Borck,  President  and  CEO 
of  Country  Home  Bakers,  says:  "SIFE  has 
renewed  my  faith  in  young  people.  They 
accomplish  so  much  in  a  short  time  and, 
more  importandy,  diey  make  a  real 
difference  in  their  communities." 

Len  Roberts,  President  of  Tandy 


Corporation/RadioShack,  sap:  "SIFE 
creates  good  salesmanship  and  teaches 
the  students  how  to  lead  —  something 
that  is  not  taught  anywhere." 

Bob  Martin,  President  and 
CEO  of  Wal-Mart  International  says: 
"SIFE  provides  one  of  the  cornerstones 
for  the  future  of  free  enterprise.  When 
I  look  at  these  students,  I  see  their 
excitement,  entrepreneurial  spirit  in 
action  —  and  its  inspiring." 

Through  SIFE,  college  students 
learn  to  lead  by  helping  others  succeed- 
But  for  SIFE  to  grow,  your  time  and 
expertise  as  business  leaders  are  needed. 
We  urge  you  to  call  the  number  below  and 
get  involved  as  a  SIFE  competition  judge, 
donor  or  guest  speaker. 
The  experience  is 
guaranteed  to  give 
you  goose  bumps. 


SIFE 


STUOEKTS  IN  FREE  ENTERPRISE® 


"Helping  people  achieve  their  dreams  through  free  enterprise  education."  Call  I-800-677-SIFE. 

Atlive  ipo/isors.  BLi    Drrfc-r,  CNH,  Ch,  PC^^C,  KtynoUs  MditLs,  Dirt  Devil,  Chryslo  f  wnl,  The  MeCniw-Hill  Cos.,  plus  41)0  more  of  America's  leading  companies. 
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r  STEPHEN  H.  WILDSTROM 

i  BIG  BOOST 
OR  NET  PRIVACY 


3W  software  makes 
easy  to  hide  cyber- 
entities,  aiding  free 
leech-and  crooks 
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some  software  that  lets 
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Now,  suppose  a 
Id  pornographer 
ivers  his  wai-es  by 
mail.  Authorities 
ercept  the  trans- 
jsions,  but  because 
!  pornographer 
>  successfully  hid- 
1  his  identity  on 
;  Net,  they  are  unable  to 
ntify  or  find  him.  In  that 
e,  anonymity  has  protected 
elon. 

>ING  PLACE.  Whether  you 
i  these  scenarios  ti"oubling 
1  probably  determine  how 
1  react  to  new  software 
;igned  to  allow  people  to 
id  and  receive  E-mail, 
■  it  messages  to  discussion 
)ups,  and  participate  in  on- 
i  chats  in  perfect  anonymi- 
If,  like  me,  you  find  both 
narios  troubling,  how  well 


this  software  works  becomes 
almost  an  afterthought. 

It  has  always  been  possible 
to  hide  your  online  identity. 
But  doing  something  more 
convincing  than  pretending  to 
be  a  dog  in  a  chat  room  re- 
quired an  intimate  knowledge 
of  Internet  protocols  and  the 
use  of  such  obscure  tools  as 
anonymous  remailers. 

A  forthcoming  program 
called,  simply,  Freedom,  ft'om 
Montreal-based  startup  Zero- 
Knowledge  Systems,  offere  the 
same  anonymity  to  anyone. 
(A  test  version  of  the  pro- 
gram should  be  available  for 


download  ft"om  vww.zks.net 
in  the  next  week  or  two.) 
When  working  with  Free- 
dom, you  use  regular  E-mail 
progi'ams,  but,  when  activat- 
ed, the  Zero-Knowledge  soft- 
ware replaces  all  identifying 
infoiTnation  in  youi'  transmis- 
sions with  pseudonyms.  Yom- 
E-mail  then  automatically 
goes  first  to  Zero-Knowl- 
edge's servers,  where  the 
traffic  is  further  disgxiised. 

You  have  then  hid  your 
identity  fi'om  everyone — fi'om 


the  idly  curious  to  law-en- 
forcement officials  with  sub- 
poenas. Any  digital  tracks  left 
with  Zero-Knowledge  ai-e  also 
instantly  destroyed.  "Even 
we  don't  know  who  people 
are,"  says  Zero-Knowledge 
President  Austin  Hill. 

The  software  will  sell  for 
$50,  wliich  includes  five  pseu- 
donyms and  the  use  of  Zero- 
KnoMdedge's  systems  for  a 
year.  After  that,  maintaining 
each  pseudonym  costs  $10 
per  yeai'.  The  system  re- 
lies on  ciyptographic  tech- 
nology that  cannot  normally 
be  exported  from  the  U.  S. 
Since  it  is  governed  by 
more  liberal  Canadian  reg- 
ulations, Zero-Knowledge 
plans  to  export  around  the 
world. 

Who  needs  the  sort  of 
anonymity  that  Zero-Knowl- 
edge offers?  The  company 
points  out  correctly  that  E- 
mail  sent  on  the  Internet  is 
about  as  private  as  a  post- 
card. Postings  to  In- 
ternet discussion 
groups  are  saved  in- 
definitely in  search- 
able archives,  and  a 
youthfully  indiscreet 
message  could  come 
back  to  haunt  some- 
one years  later  In- 
ternet chat,  a  mother 
lode  of  youthful  in- 
discretion, is  also  be- 
ing logged  and 
archived. 

Still,  I  wonder  if 
this  response  isn't  a 
bit  extreme.  I  be- 
lieve fervently  in  the 
right  to  free  speech. 
I'm  pleased  that  the 
Internet  means  that  fi-eedom 
of  the  press  no  longer  is  re- 
stricted, as  A.J.  Liebling 
once  said,  to  the  person  who 
owns  one.  But  I've  also  seen 
enough  damage  done  by 
anonymous  inmor  and  innu- 
endo to  recognize  the  danger 
that  lurks  in  freedom  with- 
out responsibility.  I'm  glad 
that  a  product  such  as  Free- 
dom will  be  available.  But  in 
the  end,  I  hope  that  not 
many  people  will  feel  a  need 
to  use  it. 


BULLETIN  BOARD 


HARDWARE 
HOUSELESS  LAPTOP 

Do  you  ever  wish  you  could 
just  pick  up  objects  on  a  Win- 
dows screen  and  move  them? 
The  touch-sensitive  display  on 
the  B112  mini-notebook  from 
Fujitsu  (408  935-8800  or 
www.fujitsupc.com)  almost 
gives  you  that 
illusion  by  let- 
ting you  select, 
drag,  and 
drop  items 
directly 
on  the 
display, 
diminu- 
tive 2.6-lb.  laptop 
also  features  an  8.4-in. 
display,  a  233  MHz  mmm  Pen- 
tium, and  a  more  convention- 
al pointing  stick  for  manipu- 
lating the  cursor. 

For  some  applications, 
such  as  moving  files  around 
or  managing  E-mail,  I  find  a 
stylus  or  finger  is  more  natur- 
al than  a  touch  pad  or  mouse 
when  manipulating  objects  on 
screen.  On  the  minus  side, 
however,  the  cramped  key- 
board of  the  B112  has  an  odd 
bouncy  feel,  and  making  the 
display  touch-sensitive 
means  it  is  a  bit  less  crisp 
than  most  laptops. 

MARKETING 
PHENOMENAL 

If  you  need  evidence  that 
Apple  Computer's  iMac  is  a 
marketing  phenomenon,  look 
no  further  than  the  new  iMac 
edition  of  the  Grolier  Multime- 
dia Encyclopedia.  It's  actually 
a  solid  two-CD  encyclopedia 
with  lots  of  multimedia  fea- 
tures that  Grolier  says  work 
best  "on  an  iMac  or  high-end 
Power  Mac."  It  does  feature 
displays  heavy  on  the  famous 
iMac  blue.  The  Grolier  (203 
797-3530)  encyclopedia  sells 
for  $39.95  after  a  $20  rebate. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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You  know  our  portables, 
now  meet  the  rest  of  the  family. 

You  may  know  that  Toshiba  is  the  first  name  in  portable  computers.  But  what  you 
may  not  know  is  that  now  you'll  find  our  name  on  servers,  desktops,  and  the 
rest  of  the  hardware  you  need  for  enterprise  solutions.  All  our  products  share  the 
same  heritage  of  reliability  and  performance.  And  when  you  build  your  whole 
system  within  the  Toshiba  family,  you'll  realize  greater  flexibility  and  lower 
total  cost  of  ownership.  What's  in  a  name?  Everything  if  the  name  is  Toshiba. 


In  Touch  with  Tomorrow 

TOSHIBA 

For  more  information,  call  1  -800-TOSHIBA  or  look  us  up  on  the  Web  at  www.toshiba.com. 
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Economic  Viewpoint 


BY  JEFFREY  E.  GARTEN 


GLOBAL  ACCOUNTING  RULES? 
NOT  SO  FAST 


EVOLVING: 
The  U.S. 
shouldn't 
adopt 

international 
standards 
until  they 
rise  to  the 
American  level 


Jeffrey     Garten  is  dean  of  the  Yale 
Scfiool  of  Management.  A  fornner 
investment  banker,  he  was  Under 
Secretary  of  Commerce  for  Interna- 
tional Trade  in  the  first  Clinton  Admin- 
istration (jeffrey.garten@yale.edu). 


What  could  be  more  fundamental  than 
having  a  single  financial  language 
for  global  business?  After  all,  for- 
eign trade  is  soaring,  as  are  global  capital 
flows.  Companies  such  as  bp  Amoco  and 
DaimlerChiysler  are  trading  shares  on  stock 
exchanges  around  the  world.  At  the  same 
time,  however,  it  has  become  a  nightmare  for 
creditors  and  investors  to  get  reliable  and 
timely  financial  infoiTnation  in  mai'kets  such  as 
China  or  Indonesia.  The  same  goes  for 
reconciling  national  differences  in  accounting 
treatment  for  key  items  such  as  corporate 
acquisitions  or  pension  liabilities.  Remark- 
ably, it  Ls  even  hai'd  to  accui'ately  com]iai-e  the 
accounts  of  companies  in  the  same  industry, 
such  as  Ford,  Toyota,  and  Volkswagen. 

The  problem  of  establishing  common  in- 
ternational accounting  standards  illustrates 
the  hui'dles  Washington  will  face  in  strength- 
ening even  the  most  obvious  and  technical 
foundations  for  globalization.  In  1998,  an  in- 
tensive effort  was  mounted  by  the  London- 
based  International  Accounting  Standards 
Committee  to  develop  mles  that  all  countries 
could  use.  The  lASC  has  just  presented  its 
work  to  the  global  organization  of  national 
securities  regulators  for  their  endorsement. 
Nearly  all  governments  and  their  agencies 
appear  to  be  in  favor  of  adopting  these  stan- 
dards— except,  that  is,  for  the  U.  S.  Secui-ities 
&  Exchange  Commission. 
MIND-BOGGLING.  Unless  the  SEC  approves  the 
proposed  standards  for  use  in  America,  the 
i"ules  will  lack  full  international  legitimacy. 
In  addition,  if  the  sec  does  not  pennit  foreign 
companies  that  use  international  standards 
to  list  their  shares  on  U.  S.  exchanges,  these 
corporations  vAW  incur  high  costs  to  comply 
vrith  current  U.  S.  requirements — or  stay  out 
altogether. 

No  one  argues  that  the  U.  S.  should  lower 
its  standards  or  weaken  its  protection  of 
American  investors.  But  some  experts,  such 
as  Columbia  Business  School's  Tr-evor  S.  Har- 
ris, say  the  time  has  come  to  give  interna- 
tional standards  a  chance  in  the  U.  S.  because 
they  are  as  useful  as  those  in  use  in  America. 
In  fact,  U.  S.  standards  can  be  mind-bog- 
glingly  complex,  as  in  the  case  of  the  265 
pages  devoted  to  accounting  for  derivatives. 
Other  U.  S.  accounting  specialists  say  that 
some  of  the  international  standards — Hke 
those  relating  to  mergers  and  acquisitions — 
are  even  better  than  America's  in  their  eco- 


nomic logic.  There's  a  competitive  imperati^ 
as  well.  If  the  SEC  allows  foreign  companies 
list  on  the  New  York  Stock  Exchange  us 
international  accounting  standards,  Richai 
A.  Grasso,  chairman  of  the  NYSE,  predicts 
much  as  a  20%  increase  in  the  Big  Boarc 
capitalization — more  than  $2  trillion  worth 
shares  in  such  companies  as  Hoffman- 
Roche  Inc.  and  Deutsche  Bank. 

SEC  Chairman  Arthur  Levitt  Jr.  and 
staff  have  just  started  to  review  the  pr 
posed  niles  and  vdll  solicit  public  comment 
a  few  weeks.  While  they  support  the  adoptii 
of  higher  standards  abroad,  there  are  sig 
that  they  may  conclude  that  it's  much 
early  for  the  U.  S.  to  sign  on.  One  proble; 
Many  of  the  new  standards  lack  detail  a: 
are  therefore  subject  to  wide  interpretatic 
making  them  inferior  to  their  U.  S.  counte 
parts.  The  regulators  also  fear  that  if  t 
SEC  allows  a  foreign  company  such  as  Nesl 
to  use  what  they  consider  to  be  less  rigoro 
standaixls  to  join  the  nyse  or  na-Waq,  Genei 
Motors  Corj:).  and  other  American  compani 
will  demand  to  use  them,  too.  And  there  a 
also  important  questions  about  how  the  n( 
system  would  function:  Who  will  develop, 
terpret,  and  enforce  international  rules 
they  evolve?  And  who  will  ensure  the  Am* 
ican-style  public  involvement  in  new  ru 
making? 

The  SEC  is  right  to  be  supercautious.  Aft 
all,  the  U.  S.  accounting  system  has  been 
bedrock  of  the  world's  broadest,  deepest,  a 
most  liquid  capital  mai'ket.  For  sure,  when 
temational  standards  are  better  than  ou 
we  should  consider  merging  them  into  o 
own.  But  the  U.  S.  is  better  off  encouragi 
interaational  accounting  rules  to  rise  to  Ami 
ican  levels,  rather  than  prematurely  endorsi 
a  convergence  downward.  No  one  wants 
lose  new  foreign  listings,  but  given  the 
tractiveness  of  our  markets,  many  forei 
companies  will  still  be  willing  to  meet 
tougher  U.  S.  standards. 

Tim  Lucas,  director  of  research  for 
U.  S.  Financial  Accounting  Standards  Boa 
thinks  it  could  take  a  decade  or  more  for 
temational  standards  and  the  rule-setting  a 
enforcement  mechanisms  to  be  ripe  for  U, 
adoption.  Given  the  pressures  of  globali: 
tion,  he  may  be  too  pessimistic.  But  it's  cl< 
that  for  the  U.  S.  market,  at  least,  glo 
standards  are  an  important  idea  whose  ti 
has  not  yet  come. 
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Economic  Trends 


BY  GENE  KORETZ 

HOLDING  STOCK- 
AND  THE  REINS 

Who  says  honchos'  stakes  are  low? 

Ever  since  the  publication  of  the  path- 
bi-eaking  The  Modern  Corporation 
and  Private  Property  in  1932,  econo- 
mists have  bemoaned  the  separation  of 
ownership  from  control  of  U.S.  busi- 
nesses. Authoi-s  Adolf  A.  Berle  Jr.  and 
Gardiner  C.  Means  wamed  that  corpo- 
rate stock  ownership  had  become  so  dis- 
persed that  control  had  passed  into  the 
hands  of  managers  with  little  stakes  in 
their  companies  and  with  private  inter- 
ests that  often  clashed  with  those  of 
shareholders — and  the  economy. 

Today,  this  issue  is  a  primary  con- 
cern of  corporate  govemance  experts. 

THE  STRIKING  SHIFT 
IN  CORPORATE  OWNERSHIP 


AVERAGE  PERCENT  OF 
COMPANIES' COMMON  STOCK 
HELD  BY  SENIOR  MANAGEMENT' 


1935 


1995 


•DIRECTORS  AND  SENIOR  EXECUTIVES  OF  PUBtlClY  TRADED  U  S.  COMPANIES 
(AVERAGE  NUMBER  PER  COMPANY^  10  6  IN  1935,  1 1  0  IN  1995) 
DATA:  CLIFFORD  G  H0LDERNE3S,  RANDALL  S  KROSZNER. 
DENNIS  P  SHEEHAN 

Patticulai'ly  in  recent  years,  they — and  a 
growing  number  of  shareholder 
gi'oups — have  been  seeking  ways  to  fos- 
ter managerial  ownership  and  to  rein- 
force other  mechanisms  to  hold  man- 
agement's feet  to  the  fu-e. 

But  is  overall  managerial  ownership 
really  low,  and  has  it  actually  declined 
over  time?  Not  according  to  Clifford  G. 
Holderness  of  Boston  College,  Randall 
S.  Kroszner  of  the  University  of  Chica- 
go, and  Dennis  P.  Sheehan  of  Pennsyl- 
vania State  University. 

Writing  in  the  Journal  of  Finance, 
the  researchers  report  that  fi'om  1935  to 
1995,  the  ownership  stakes  of  directors 
and  senior  officers  of  publicly  traded 
U.  S.  companies  rose  sharply  from  an 
average  12.9'%.  of  their  company's  stock 
to  21.1%'.  And  the  average  value  of  their 
combined  holdings  soared  from  $17.9 
milhon  (1995  dollars)  to  $73  million. 

An  intriguing  question  is  what  lies 
behind  this  rise  in  ownership  stakes. 
One  theoiy  is  that  gi-eater  insider  own- 
ership has  replaced  other  pohcies  and 


economic  trends  that  forced  managers  to 
focus  on  shareholder  interests.  In  fact, 
the  researchers  note,  such  mechanisms 
appeal'  stronger  than  ever.  PerfoiTnance- 
based  pay,  for  example,  is  more  com- 
mon today,  and  corporate  boards  ap- 
pear at  least  as  vigilant.  And  com- 
petitive pressm-es  and  takeover  thi'eats 
are  keeping  managers  on  their  toes. 

What  may  be  enhancing  the  trend 
toward  managerial  ownership  is  a  sig- 
nificant decline  in  stock  market  volatili- 
ty. With  financial  innovations  helping  to 
reduce  volatility  and  the  costs  of  hedg- 
ing risk,  the  authors  speculate  that  in- 
siders have  become  more  willing  to  hold 
lai'ger  stakes  in  their  companies. 

A  key  issue  the  study  doesn't  tackle 
directly  is  the  possibility  that  rising 
managerial  ownership  could  have  nega- 
tive effects.  Indeed,  past  research  fo- 
cusing on  the  1980s  found  that  coiporate 
perfoiTiiance  tends  to  decline  once  the 
top  brass'  equity  holdings  rise  above 
5%  (although  it  tends  to  improve  as 
ownership  increases  from  0%  to  5%). 
Presumably,  many  managers  with  hefty 
equity  stakes  in  their  companies  begin 
to  feel  that  they  can  pursue  their  pri- 
vate interests  with  relative  impunity. 

Interestingly,  wMle  the  cmTent  study 
also  found  a  positive  effect  on  company 
performance  as  ownership  approached 
5%,  it  found  no  significant  impact — neg- 
ative or  positive — of  insider  ownership 
above  that  level.  So  it  may  well  be  that 
the  increase  in  other  coiporate  control 
mechanisms  in  recent  years  is  keeping 
many  stock-rich  managers  in  line. 


A  RISING  HOUSE 
OF  CARDS? 

Poorer  borrowers  use  more  plastic 

What,  me  won-y?  With  the  strong 
economy,  hefty  income  growth, 
and  bulging  stock  portfolios,  consumers 
have  been  spending — and  boirowing — 
with  abandon.  Indeed,  credit-card  debt 
jumped  by  $22.5  billion  in  the  six 
months  ending  in  January,  more  than 
double  the  rise  of  the  prior  12  months. 

Since  economic  growth  will  probably 
slow  over  the  year  ahead,  an  interesting 
question  is  how  consumers  with  credit- 
card  debt  will  fai'e.  A  recent  analysis  by 
Federal  Reserve  Bank  of  New  York 
economists  suggests  that  a  new  class 
of  boiTowers  may  be  especially  at  risk. 
It  notes  that  the  credit-card  charge-off 
rate — a  measure  of  bad  loans  wintten 
off  by  banks — jumped  shai-ply  when  the 
economy  slowed  moderately  in  1995  and 


continued  to  rise  to  a  25-year  high  i| 
1997,  even  after  gi'owth  rebounded.  I 
Fed       survev  "i^^^-^^—ii"""^" ' 


CREDIT-CARD  DEBT 
LEAPS  HIGHER 


6-MONTH  GROWTH 
IN  CONSUMER 
REVOLVING 
CREDIT 


JULY  JAN,  JULY  JAN. 
'37    '38    '38  '33 
kBILLIONS  OF  DOLLARS 
DATA:  FEDERAL  RESERVE 


data  help  explain 
why  From  1989  to 
1995,  as  the  per- 
cent of  households 
with  plastic  rose 
fi-om  56%  to  67%, 
the  share  of  card- 
holders with  in- 
comes less  than 
$25,000  increased 
from  22%  to  28%.. 
Meanwliile,  the  av- 
erage balance  rose 
from  $1,100  to 
$1,700,  and  the 
typical  card-hold- 
er's liquid  assets  fell  more  than  25? 

In  sum,  poorer,  liskier  boiTowei-s  has 
been  joining  credit-card  ranks  in  tl 
1990s  and  apparently  taking  on  a  lot 
debt  in  the  process.  And  it's  this  gi*ou 
many  of  whom  have  low-level  blue-colls 
jobs,  who  seem  highly  vulnerable  to  eve 
a  modest  cycKcal  slowdovra. 


SCHOOL  FUNDING: 
REFORMS  ADD  UP! 

Court  mandates  cut  inequality 


Between  1971  and  1996,  reformei 
concerned  about  inequality  in  pu 
lie-school  spending  successfully  cha 
lenged  the  constitutionality  of  local  fun 
ing  for  schools  in  16  states,  and  sue 
suits  are  still  pending  in  other  state 
Meanwhile,  critics  have  questioned  tl 
effectiveness  of  coiut-mandated  refom 
and  wondered  whether  they  have  hu 
spending  in  wealthier  school  districi 
or  resulted  in  higher  state  taxes. 

In  a  recent  study.  Sheila  E.  Mum 
of  the  University  of  Kentucky  ar 
William  N.  Evans  and  Robert  ]^ 
Schwab  of  the  University  of  Maiylar 
analyzed  nationwide  data  fi*om  1972 
1992.  They  report  that  court-ordere 
reform  reduces  inequality  by  19% 
M% — in  most  cases,  by  raising  per-puj 
spending  in  the  poorest  school  distrie 
while  leaving  outlays  constant  in  wealt 
ier  districts.  Since  other  state  spendii 
appears  unaffected,  the  added  scho 
outlays  imply  a  higher  overall  tax  bill 
While  past  research  suggests  thi 
higher  spending  doesn't  improve  te; 
scores,  the  authoi-s  think  it  may  still  yie 
lai'ge  benefits.  Studies  indicate  that  hig 
er  per-pupil  outlays  not  only  tend  to  i 
crease  high  school  completion  rates,  bi 
also  result  in  higher  future  eaiTiings. 
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HE  WORLD'S  PAIIV 
S  AMERICA'S  GAIN 

ow-priced  imports  and  a  glut  of  capacity  will  keep  inflation  low 


us.  ECONOMY 


AMERICA'S 
SAFETY  VALVE 


The  pairing  couldn't  have 
been  more  apropos.  The  si- 
iltaneous  release  on  Mar.  18  of  government  data  on 
3  trade  deficit  and  consumer  prices  highlighted  the  re- 
ionship  betv^reen  weak  global  economic  conditions 
tside  the  U.  S.  and  the  stellar  performance  of  U.  S.  in- 
tion.  Moreover,  the  trade  gap's  latest  di'amatic  widen- 

1  suggests  that  global  forces  will  continue  to  re- 
gain inflation  for  the  rest  of  the  year. 

In  recent  years,  the  widening  trade  deficit  has  been 

2  U.  S.  economy's  safety  valve.  It  has  helped  vent 
ice  pressures  by  giving  consumers  and  business  ac- 
5S  to  cheap  imports,  while  weak  export  markets  have 
pt  production  capacity  from  becoming  overextended. 

None  of  this  seems  likely  to 
change  anytime  soon.  The 
U.  S.  trade  deficit,  which  ap- 
M    a      peared  to  have  bottomed  out 

 JBKm      toward  the  end  of  last  year, 

^I^^^H      widened  with  a  vengeance  in 
jfl^^^H      January,  as  a  new  round  of 
k^^^^^^^H      export  weakness  met  with  re- 
iflJ^^^^^^^B      newed  growth  in  imports. 

And  on  the  inflation  front, 
the  Febraary  consumer  price 
index  rose  a  mere  0.1%  for 

3  third  month  in  a  row.  Annual  inflation  has  held 
^ady  at  between  1.5%  and  1.7%  for  more  than  a 
ar,  and  in  February,  annual  core  inflation  dipped  to 
%,  the  lowest  since  1966.  The  recent  jump  in  oil 
ices  will  lift  overall  inflation  this  year,  but  the  core 
:e  should  stay  low. 

IE  BAD  NEWS  is  that  the  wider  trade  gap  vnll  be  a 
ge  drag  on  fh'st-quarter  economic  growth.  The  gap 
•  goods  and  services  increased  to  $17  billion  at  the 
irt  of  1999,  a  leap  from  an  average  of  $14.4  billion  per 
)nth  in  the  fourth  quarter,  when  the  deficit  actually 
proved  from  the  record  $15.5  billion  average  in  the 
I  ird  quarter. 

Trade  subtracted  perhaps  as  much  as  two  percentage 
j  ints  from  overall  growth  in  gross  domestic  product. 
!  rst-quarter  domestic  demand  appears  to  be  gi'ow- 
!  ?  at  a  strong  4%-to-5%  pace.  Consumer  spending 
'  d  housing  are  leading  the  way,  but  weakness  in 

rable  goods  orders  and  shipments  in  February  sug- 
■  st  that  capital  spending  is  slowing. 
,  The  grovdng  deficit  is  sure  to  provide  new  fodder  for 
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the  protectionists  in  Washington,  especially  since  nonoil 
imported  goods  now  account  for  more  than  30%  of 
U.  S.  demand  for  such  goods.  On  Mar.  17,  the  House  of 
Representatives  voted  2  to  1  to  slap  quotas  on  foreign- 
made  steel,  even  if  a  country  is  not  violating  anti- 
dumping laws.  The  bill,  which  defies  World  Trade  Or- 
ganization and  NAFTA  tenets,  is  unhkely  to  pass  the 
Senate,  but  it  has  raised  international  concern  from 
Canada  to  Brazil.  And  in  addition  to  the  banana  flap 
with  Europe,  the  U.  S.  is  now  threatening  new  trade 
barriers  on  some  $900  billion  in  European  goods  over 
Europe's  refusal  to  buy  U.  S.  hormone-treated  beef. 

All  this  is  a  reminder  that, 
in  the  long  run,  the  U.  S.  can-  WHERE  U.S.  EXPORTS 
not  pile  up  international  lous  HAVE  HIT  THE  SKIDS 
forever  At  some  point,  proba- 
bly when  economic  prospects 
outside  the  U.  S.  begin  to  im- 
prove, foreign  assets  will  gain 
some  allure  relative  to  U.  S. 

assets,  and  the  dollar  will  be-     5  ,,,, 

gin  to  lose  its  muscle  of  re-         9?  99 

*      ,  ,  ,  ,  A  PERCENT  CHANGE  FROM  A  YEAR  AGO, 

cent  years.  A  weaker  dollar      three-month  moving  averages 
would  slow  imports  in  two       oata  commerce  dept.  business  week 

ways,  by  making  them  costher  to  U.  S.  buyers  and  by 
taking  some  steam  out  of  the  stock  and  bond  market 
gains  that  have  fueled  domestic  demand.  However, 
that  seems  unlikely  to  happen  in  1999,  and  in  the 
meantime,  look  for  the  trade  deficit  to  keep  widening. 

THAT'S  BECAUSE  EXPORT  WEAKNESS  has  re 

asserted  itself.  Exports  fell  1.4%  in  January,  the  third 
drop  in  a  row  after  strong  gains  in  September  and 
October.  Part  of  the  renewed  decline  reflects  spreading 
malaise  in  Latin  America  and  slower  grovrth  in  Eui'ope, 
even  as  Asia  appears  to  be  stabilizing.  In  particular,  ex- 
ports to  Latin  America  are  down  2%  from  a  year  ago, 
when  they  were  growing  in  excess  of  20%  (chart). 

However,  part  of  the  export  reversal  reflects  the 
end  of  the  strike  at  General  Motors  Corp.,  which  boost- 
ed cross-border  exports  to  Canada  and  Mexico  last 
fall.  Also,  part  of  the  latest  weakness  reflects  a  well-es- 
tabhshed  quirk  in  the  Commerce  Dept.'s  seasonal  ad- 
justment of  the  data,  which  tends  to  lessen  the  deficit  in 
the  fourth  quarter  only  to  enlarge  it  in  the  first.  Com- 
merce thought  it  had  solved  the  problem,  but  the  sharp 
January  swing  in  the  data  suggests  not. 

Meanwhile,  import  gi'owth  vdll  not  let  up,  and  it 
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may  even  speed  up.  Despite  accelerating  growth  in 
U.  S.  domestic  demand  last  year,  import  growth  actually 
slowed  a  bit.  But  in  January,  imports  jumped  2%,  sug- 
gesting that  this  paradox  in  last  year's  data  may  be 
working"  itself  out  in  favor  of  stronger  import  growth. 

THE  UPSIDE  TO  MORE  IMPORTS  is  the  restraint  that 
they  put  on  overall  U.  S.  inflation.  Producers  are  bene- 
fiting the  most.  With  global  demand  so  weak,  com- 
modities such  as  steel,  foodstuffs,  energy,  and  chemicals 
are  cheaper  than  they  were  a  year  ago.  In  fact,  com- 
modity prices  stand  at  a  12-year  low. 

Consumers  are  also  profiting,  but  to  a  lesser  extent, 
because  more  than  half  of  the  average  household  bud- 
get is  spent  on  services,  which  can't  be  substituted 
with  a  cheaper  import.  The  payoff  for  consumers  comes 
mostly  on  the  goods  side.  Indeed,  the  lowest  inflation  or 
outright  deflation  is  evident  mostly  in  markets  that 
face  serious  import  penetration.  For  example,  apparel 
prices  are  down  1.7%  from  a  year  ago,  and  a  bottle  of 
wine  costs  just  1.6%  more. 

In  addition,  oil  has  been  a  big  reason  for  the  current 
low  rate  of  inflation.  Low  foreign  demand  had  pulled 
down  cnade  prices  to  a  12-yeai'  low  of  $11  per  baiTel  in 
late  January.  But  then  members  of  OPEC  began  to  talk 
about  setting  lower  production  quotas — and  abiding 
by  them.  In  response,  oil  prices  shot  up  to  over  $15  a 
barrel  (chart),  and  gasoHne  prices  rose  by  9<2. 


ISRAEL 


OIL  PRICES  RISE  ON 
TALK  OF  OUTPUT  CUTS 


On  Mar.  23,  OPEC  members  and  four  non-OPEC  com 
tries  agreed  to  cut  crude-oil  production  by  2.1  million  ba 
rels  a  day  for  a  year  beginning  Apr.  1.  If  the  plan  stick 
and  there  is  plenty  of  doubt  that  it  will,  gas  prict 
would  rise  even  fiu-ther.  Adjusted  for  inflation,  of  cours 
gasoline  is  cheaper  now  than  it  was  before  the  first  c 
crisis  of  the  1970s.  However,  the  recent  increase  in  fui 
prices  will  lift  total  inflation  in  coming  months. 

For  goods  and  services  in- 
sulated from  foreign  trends, 
inflation  is  more  apparent. 
Prescription  drugs  are  up 
5.4%  from  a  year  ago,  while 
health-care  services  are  3.4% 
more  costly.  Cable-TV  fees  are 
up  4.9%,  and  college  tuition  is 
up  4%.  The  impact  of  imports 
is  why  prices  of  core  goods 
ai-e  up  just  0.7%,  but  core  ser- 
vice prices  are  rising  2.8%. 

This  dichotomy  between  goods  and  services  is  ui 
hkely  to  end  soon.  Producers  everywhere  have 
place  to  sell  their  products  except  in  the  U.  S.,  an 
the  rising  dollar  means  that  they  can  cut  their  prices  1 
gain  market  share.  Simply  put,  the  world's  pain  is  tl 
U.  S.'s  gain.  And  until  foreign  economies  recover  ar 
their  own  domestic  demand  picks  up,  the  U.  S.  wi 
enjoy  a  very  sanguine  inflation  outlook. 
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GROWTH  SLOWS  TO  A  CREEP 


Alarger-than-expected  decline 
in  prices  is  pumping  up  con- 
cerns that  Israel's  slide  has  yet  to 
bottom  out.  The  consumer  price 
index  fell  by  0.8%  in  February,  af- 
ter a  0.3%  decline  in  January 
(chart).  Prices  were 
do'vvn  across  the  board, 
with  particular  weak- 
ness in  housing  costs. 

Despite  the  recent 
CPI  declines,  however, 
the  Bank  of  Israel  re- 
mains hawkish  on  in- 
flation, because  a  de- 
valuation of  the  shekel 
in  1998  means  that 
prices  are  still  rising 
at  a  7%  annual  rate.  As  a  result, 
the  BOI  is  maintaining  a  compara- 
tively tight  monetary  policy  even 
in  the  face  of  a  steep  slowing  in 
the  economy.  On  Feb.  23,  the  cen- 
tral bank  cut  its  discount  rate  by 


FALLING  PRICES  ALLOW 
FOR  MORE  RATE  CUTS 


ISRAELI 
CONSUMER 
PRICES 


AUG  SEP  OCT  NUV  [it 


▲  MONTHLY  PERCENT  CHANGE 

DATA  STANDARD  S  POOR'S  DRI 


one-half  percentage  point,  to  a 
still-high  13%.  And  BOI  Governor 
Jacob  A.  Frenkel  is  not  expected 
to  give  in  to  pressure  from  the 
government  to  cut  rates  in  full- 
point  increments. 

Analysts  say 
Frenkel's  intransi- 
gence is  caused  by 
the  central  bank's 
dilemma.  Too  rapid  a 
cut  could  lead  to  a 
weaker  shekel  and 
higher  inflation,  but 
high  interest  rates 
ai'e  choking  off 
growth.  Real  gi'oss 
domestic  product 
grew  by  only  2%  last  year,  more 
slowly  than  Israel's  rise  in  popula- 
tion, and  it  is  a  far  cry  fi-om  the 
6%-to-7%  average  rise  in  Israeli 
GDP  in  the  early  and  middle  '90s. 
Experts  say  that  the  tight  mon- 


etary and  fiscal  policies  of  the  ii 
past  two  years,  combined  with  the|s 
lack  of  progress  in  the  Middle  j 
East  peace  pi'ocess,  have  led  to  | 
the  sharp  drop  in  gi'owth.  Only 
the  country's  high-tech  sector  has 
been  immune  to  the  slowdown. 
The  downturn  has  led  to  a  dra- 
matic improvement  in  Israel's  bal- 
ance-of-payments  deficit,  which 
was  halved  to  $2.3  biUion.  But  un- 
employment has  risen  steadily  in 
the  past  two  yeai's  and  hit  8.6% 
in  January. 

So  far,  1999  is  shaping  up  to  be 
a  year  of  even  slower  growth.  Bui 
with  general  elections  less  than 
two  months  away,  the  govemmenl 
and  the  Bank  of  Israel  are  unlike- 
ly to  change  course.  Instead,  the 
task  of  stimulating  the  economy 
will  be  a  top  priority  for  the  gov- 
ernment elected  on  May  17. 

By  Neal  Sandler-  in  Jerusalem 
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acaw  the  equity  niarket,<  with  a 
follow  oil  offering.  They  turned 
to  Hainhreeht  ^  Ouut  to  niaiuuje 
thui  finaneing  hecaiute  of  our 
strong  relatioiuihip  with  Novelliio 
u/u)  our  e)eep  iinc^eivtanduu]  of 
tl?e  challenging  market  environ- 
ment for  jemiconchictor  anc)  PC- 
r elated  JtoektK  We  reo ponded 
rapidly,  and  in  lejj  than  2-4 
houiv  we  iitruetiired  and  placed 
a  $260  million  ifole-inanaged 
offering.  For  a  quick  reitpoiue 
with  ciuitom  financing  joliitioiu, 

look  to  mw. 
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News:  Analysis  &  Commentary 


Not  that  long  ago,  the  cable-TV 
industi-y  looked  like  such  a  pooi' 
bet  that  the  leading  company, 
Telecommunications  Inc.,  fig- 
ured the  best  way  to  boost 
profits  would  be  to  sell  off  stakes  in  lo- 
cal operations  across  the  countiy.  Cable 
losses  were  deepening  as  regulators 
tried  to  limit  rate  hikes  even  as  pro- 
gramming costs  soared. 
The  vision  that  John  C. 
Malone  had  painted  in  the 
early  1990s— a  500-channel 
"Information  Superhigh- 
way"— crTjmbled.  At  their 
depths,  in  eai'ly  1997,  cable 
stocks  were  off  about  40%. 

But  that  grim  picture 
has  changed.  Shaken  cable 
execs  went  to  work  cutting  costs — even 
as  they  plowed  billions  into  new  fiber- 
optic wiring.  With  a  prod  from  William 
H.  Gates  III — who  pumped  $1  billion 
into  Philadelpliia-based  Comcast  Coip.  in 
1997 — they  began  to  think  of  their  new 
infrastractui-e  as  a  r-oute  to  the  Internet, 
rather  than  just  a  way  to  jam  more  TV 
progi'amming  into  homes  more  reliably. 
Companies  began  merging  to  gi"ab  more 
customers  and  cut  costs.  Then,  in  June 
1998,  Malone  agreed  to  sell  TC!  to 
AT&T — specifically  to  take  advantage  of 
the  new  "broadband"  capabilities  that 
would  allow  the  combined  company  to 
serve  up  a  digital  stew  of  video,  Web- 
sui-fing,  and  Internet  telephone  service. 

By  March  22,  when  Comcast  C^EO 
Brian  L.  Roberts  and  his  father 
Chairman      Ralph  J. 
Roberts,  announced 
a  massive 
merger 


with  Englewood  (Colo.)-based  MediaOne 
Group  Inc.,  the  cable  industry  had — at 
least  in  the  minds  of  investors — taken 
on  the  tantalizing  traits  of  the  Internet 
itself.  They  anticipate  a  flood  of  new 
broadband  sei-vices  that  will  eventually 
overtake  conventional  TV,  which  will  ac- 
count for  only  about  a  third  of  revenues. 
Indeed,  says  David  Nagel,  AT&T's  chief 


The  industry  dives  into 
telecom  and  reinvents  itself 
for  the  Internet  Age 


technology  officer:  "The  new  world  of 
communications  promises  to  change  the 
landscape  of  society.  It  really  is  ushei-ing 
in  a  new  age." 

Even  better,  the  new  services — in- 
cluding electi'onic  commerce — could  be 
far  more  lucrative  than  TV.  That 
prospect  has  given  cable  issues  a  bit  of 
Internet  pixie  dust:  Comcast's  share 
price  has  tripled  in  the  past  thi-ee  yeai's. 
That  enabled  the  company,  which 
saw  operating  profits  in- 
crease 12.9%  last  year 
to  $601  million,  ' 
to  use  its 
stock 


as  cheap  funds  to  buy  MediaOne.  Te 
deal  has  Roberts  paying  a  staggeri^ 
$4,000  per  household,  a  third  more  tha 
AT&T  paid  in  the  TCI  deal.  But  Robete 
says  the  payoff  is  not  in  doubt:  "We  - 
not  just  in  the  cable  television  indi 
ti-y  anymore,"  says  Roberts.  "We're  1 
coming  telecommunications  companic 
Coming  on  the  heels  of  the  at&t-  i 
deal  and  amid  a  flurry 
acquisitions  by  rising  cal 
mogul  Paul  Allen,  the  ^ 
bilhon  Comcast-Media( ) 
merger  brings  the  indi- 
tiy's  new  Internet  futii: 
into  focus.  Now,  Robei- 
Allen,  and  other  lead( 
must  prove  theii-  businc:- 
es  can  justify  the  new  \'  - 
uations — by  delivering  the  high-spe 
data  connections  that  will  turn  all  th( 
Internet  sei"vices  from  strategic  talki 
points  into  real  revenue  spinners. 

Analysts  are  optimistic:  Sharon  Ari- 
binist,  an  analyst  with  Paul  Kagan  P- 
sociates,  says  the  average  $45  a  cah 
subscriber  pays  monthly  could  rise 
another  $40  for  cable  modem  ser\ 


THE  BIG 
CABLE  GUYS 


TCI  With  joint  ven- 
tures, has  14.5  mil- 
ion  subscribers  and 
reaches  30%  of 
U.S.  market.  Will 
offer  interactive  and 
data  services  in 
50%  of  its  markets. 
Major  markets:  Chi- 
cago, Denver,  San 
Francisco,  Seattle. 
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subscribers, 
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Some  85% 
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be  able  to  hi 
interactive  a 
data  service; 
the  end  of  tl 
year.  Major 
kets  include 
York  City,  Tai 
Houston,  Orl 
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and  $50  for  internet  telephony.  Com- 
pared with  InteiTiet  stocks,  says  John 
Tinker,  an  analyst  with  NationsBanc 
Montgomery  Secuinties,  cable  issues  "ai-e 
still  a  bargain.  We're  in  the  middle  of  a 
paradigm  shift  for  this  industiy." 

Isn't  that  exactly  what  Malone  said 
when  he  talked  about  the  500-channel 
future?  Sure.  But  this  time  it  looks  like 
the  cable  companies  can  reinvent  them- 
selves and  even  beat  local-phone  mo- 
nopolies to  the  broadband  market.  This 
year,  in  fact,  the  cable  industry  wUl  like- 
ly generate  $432  million  in  Internet  fees 
from  1.2  milUon  users  of  cable  modems, 
according  to  investment  bankers  Vero- 
nis,  Suhler  &  Associates,  compared  with 
virtually  nothing  in  1997.  Some  2.6 
million  homes  will  have  Internet 
phone  service,  provided  over 
the  broadband  cable, 
by  2002,  figures 
consultants 
Yankee 


two-thirds  of  cable  households.  Be- 
tween TCI  and  a  deal  with  Time  Wai-n- 
er  Inc.,  it  will  be  able  to  sell  local 
phone  service  over  the  cable  network 
to  38  million  homes.  Both  Comcast  and 
MediaOne  are  talking  to  at&t  about  a 
phone-service  deal. 

Meanwhile,  the  consolidation  drive 
that  AT&T  put  into  high  gear  contin- 
ues. Comcast's  deal  with  MediaOne 
gives  it  access  to   18%  of  U.  S. 
homes — and  also  gives  it  at 
least  60%  of  the  market  in 
most  of  the  eight 
largest  cities. 
"You  cut 


part  of  his  so-called  'Svired  world"  strat- 
egy, in  which  he  aims  to  connect  all  his 
Internet  holdings  to  the  broadband  ca- 
ble. With  most  of  his  system  clus- 
tered in  rural  areas  of  the 
southeast,    he  might 
want  to  buy  Cox, 
say  industiy 
insid- 


Group 

^  mm^^  Research  Inc. 

By  late  in  2000, 
the  industry  will  have 
largely  finished  the  $20  billion 
job  of  revdring  cable  systems,  giv- 
ing 96  million  homes  the  potential  to 
receive  digital  services  offered  thi'ough 
fiber  optic  wires.  Will  they  sign  up? 
\T&T  is  betting  billions  they  will.  In 
addition  to  the  $55  billion  TCi  acquisi- 
tion, which  gives  it  a  chance  to  offer 
Internet  telephony  service  to  33  milhon 
rtomes,  the  phone  giant  is  cobbling 
leals  with  other  cable  companies.  Chief 
Executive  C.  Michael  Armstrong  says 
'.he  company  wants  to  be  able  to  reach 


down 
dramatically 
on  the  costs  of 
everything  you  do,  from 
marketing  to  your  sales  force, 
when  you  cluster,"  says  Jimmy 
Hayes,  chief  fin-  ancial  officer  of  Cox 
Cable,  which  has  3.8  miUion  subscribers 
and  has  been  busy  buying  up  systems 
throughout  the  southwest. 
A  BINGE.  Plenty  of  deals  are  still  to 
come.  Paul  Allen's  Charter  Communi- 
cations, which  has  stinick  five  deals  in 
the  past  year  and  now  has  3.4  million 
subscribers,  was  among  the  losing  bid- 
ders on  MediaOne,  according  to  industiy 
insiders.  He's  expected  to  soon  offer  a 
piece  of  Chaiter  to  the  pubhc,  and  could 
get  as  much  as  $3  billion  to  continue 
his  acquisition  binge.  For  Allen,  who 
also  owns  pieces  of  more  than  50  In- 
ternet companies,  including  major  stakes 
in  online  sei-vice  provider  High  Speed 
Access  Corp.  and  computer  goods  re- 
tailer Egghead.com,  cable  is  a  crucial 


e  r  s . 
Allen  de- 
clined comment. 
Given  the  complex 
relationships  between 
cable  companies  and  between 
them  and  content  companies,  these  deals 
can  become  quite  dicey.  As  a  legacy  of  a 
previous  relationship  between  Media 
One's  fonner  parent,  USWest,  and  Time 
Wamer,  MediaOne  ovras  a  25%  stake  in 
Time  Warner's  Home  Box  Office  and 
Warner  Bros,  studio  units.  In  turn.  Time 
Wamer  contends  it  has  a  right  to  veto 
certain  MediaOne  transactions.  Brian 
Roberts  says  he  has  run  the  deal  by 
Time  Wamer  Chainnan  Gei-ald  M.  Levin, 
and  is  confident  it  will  be  approved.  But 
Roberts  may  still  have  to  offer  Levin 
something.  One  possible  scenaino:  switch- 
ing Comcast  from  the  At  Home  Net- 
work Internet-over-cable  service,  in 
which  Comcast  has  a  stake,  to  Roadrun- 
ner,  in  which  both  Time  Warner  and 
Comcast  have  one-third  interests.  That, 
in  turn,  could  hasten  a  merger  of  the  ri- 
val services. 

While  the  cable  industiy  reshuffles 
itself,  telephone  company  rivals  are  also 
charging  the  Net.  In  North  America, 
local  telejahone  companies  have  switched 
on  142,000  Mgh-speed  Digital  Subscriber 
Lines,  figures  Dataque.st  Inc.  That  com- 


COMCAST 

After  deal  with 
MediaOne,  will 
have  11  million 
subscribers  and 
reach  18%  of 
U.S.  market.  Will 
offer  70%  of  its 
subscribers  inter- 
active and  data 
services  by  end  of 
year.  Major  mar- 
kets: Los  Ange- 
les, Philadelphia, 
Boston,  Atlanta. 


ADELPHIA 

4.7  million  sub- 
scribers, reaching 
6%  of  U.S.  mar- 
ket. By  the  end  of 
the  year,  48%  of 
its  customers  will 
be  able  to  have 
interactive  and 
data  services. 
Concentrated  in 
southeast  Florida, 
Rhode  Island, 
and  western 
Pennsylvania. 


CHARTER 

3.8  million  sub- 
scribers, reaching 
roughly  5%  of 
total  U.S.  market. 
By  end  of  1999, 
70%  of  sub- 
scribers will  have 
access  to  interac- 
tive and  data 
services.  Major 
markets:  Los 
Angeles  suburbs, 
Kansas  City,  Mo., 
Birmingham,  Ala. 


COX 

3.8  million 
homes,  reaching 
roughly  5%  of 
U.S.  market.  Will 
offer  interactive 
and  data  services 
to  some  73%  of 
customers  by  year 
end.  Major  mar- 
kets: Las  Vegas, 
Orange  County, 
Phoenix. 

DATA;  COMPANY  REPORTS, 
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pares  to  600,000  cable  modem  users. 

The  numbers  could  grow  quickly  for 
DSL.  Datafjuest  projects  DSL  modems  will 
outseU  cable  modems,  starting  in  2000. 
Telecoms  tried  to  get  into  high-speed 
sei-vice  with  isdn  but  priced  the  sei"vice 
liigh.  With  DSL  they're  smaller.  SBC  Com- 
muiiications  Inc.,  for  one,  is  offeiing  lines 
for  as  little  as  $i9  per  month — about  the 
same  as  cable  modem  semce.  "The  cable 
companies  should  be  scared,"  says 
Dataquest  analyst  Patti  Reali. 

If  cable  companies  are  nervous,  they 


aren't  showing  it.  Indeed,  cable  opera- 
tors are  sounding  dowmight  ebullient 
these  days.  "Sure  we  have  to  deliver, 
we've  always  had  to  deliver,"  says  Marc 
B.  Nathanson,  chainnan  of  Los  Angeles- 
based  Falcon  Cable.  But  Falcon  is  bene- 
fiting from  the  new  view  of  cable.  Last 
yeai;  it  fonned  a  joint  ventiu'e  with  TCI 
and  now  has  two  at&t  execs  sitting  on  its 
boai'd.  It  also  has  an  at&t  phone-sei-vice 
contract  in  hand  and  has  begim  the  cost- 
ly task  of  upgi-ading  wiling  for  its  million 
subscribers  in  such  tony  ai'eas  as  MaUbu 


and  Santa  Bai'bara.  By  this  time  m 
yeai;  Nathanson  figiu'es  he  may  be  able  > 
start  offering  cable  modems  as  wt. 
"We're  now  in  the  teleco  business,"  > 
says.  Spoken  like  a  true  cable  executix 
By  Ronald  Grover  in  Los  Angeh, 
witli  Andy  Reinfuirdt  in  San  Mateo  aif 
Peter  Elstrom  in  New  York 


For  daily  business  news,  visit 
businessweek.com  or  AOL:  Keyword;  BV 


PUniNG  MORE  TV  ON  THE  PC 


Convergence  alert!  As  the  cable- 
TV  industry  races  headlong  onto 
the  Internet,  the  folks  doing 
business  there  are  eagerly  moving 
toward  TV  Land.  The  latest  sign: 
Internet  powerhouse  Yahoo!  Inc.  is 
negotiating  to  acquire  Broadcast.com 
Inc.,  the  leading  provider  of  audio 
and  video  progi'amming  on  the  Web. 
The  talks,  which  could  lead  to  an 
inked  deal  soon,  have  boosted  Broad- 
cast.com's  market  capitalization  by 
almost  $1  bilhon.  Meanwhile,  Snap,  a 
Net  portal  site  co-owned  by  nbc  and 
CNET  Inc.,  has  announced  a  service 
devoted  to  offeiing  so-called  rich 
media:  video,  audio,  or  animation. 

At  the  same  time,  the  cable- 
TV-based  At  Home  Network  In- 
ternet sei-vice  provider  is  figur- 
ing out  how  to  offer  an  aiTay  of 
multimedia  progi'amming 
through  Excite  Inc.,  the  portal  it 
bought  in  Januaiy.  America  Online 
Inc.  is  doing  the  same  with  its  ser- 
vice. Even  chipmaker  Intel  Coip.  is 
getting  into  the  act.  It's  spending 
$300  million  to  promote  the  new  Pen- 
tium III  chip  as  a  way  to  enjoy  a 
richer  Net  experience.  "The  Internet 
is  going  to  be  moi'e  similar  to  a 
broadcast  medium,"  pi'edicts  Internet 
analyst  Paul 
Noglows  at  Ham- 
brecht  &  Quist. 
IN  BITS.  Whether  it's 
radio  talk  shows, 
televised  sporting 
events,  or  video  cUps 
of  potential  travel 
destinations,  Internet 
companies  plan  to  be 
there.  "There  have 
been  a  lot  of  signs 
that  show  that  rich 
media  have  finally 


TUNING  IN 


12/97  3/98 
▲  MILLIONS 


anived,"  says  Halsey  M.  Minor,  ceo 
of  CNET.  "The  mai'ket  is  real  now." 

That's  not  to  say  that  the  Internet 
will  be  broadcasting  Ally  McBeal 
anytime  soon.  But  a  gi'owing  number 
of  cybersurfers  are  opting  for  a  little 
bit  of  audio  and  video — mainly  in 
one-to-five-minute  tidbits — along 
with  their  Web  pages.  In  December, 
1998,  more  than  19  million  home-PC 
users  viewed  some  form  of  stream- 
ing audio  or  video — live 
or  pre-recorded  snip- 
pets that  are  played  as 
they  come  across  the 
Net — according  to  re- 
searcher Media  Metrix 
Inc.  That  compares 
with  10  million  just  a 
year  earlier.  An  esti- 
mated 14  million  people 
have  connections  to  the 
Internet  at  their  work- 
places that  are  fast 
enough  to  carry  sophis- 
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ticated  moving  images  and  sounds. 

Sights  and  sounds  on  the  Net 
would  be  a  lot  more  popular  if  the  ca- 
ble companies — or  their  telephone  ri- 
vals— had  the  light  wiling.  Right  now, 
most  people  don't  have  the  digital 
plumbing  to  get  a  smooth  stream  of 
multimedia  content.  Researcher 
Dataquest  Inc.  predicts  that  less  than 
two  million  usere  in  the  U.  S.  will  have 
high-speed  Net  access  this  year. 
"We're  not  yet  seeing  huge  demand 
for  video  streaming  in  the  home,"  says 
Bi"uce  R.  Ryon,  chief  technology  ana- 
lyst at  Media  Metilx.  "What's  really 
going  to  be  more  of  a  factor  in  help- 
ing gi'owth  will  be  the  pipe  itself." 

Web  companies  are  sm-e  the  de- 
mand for  multimedia  is  there  now. 
Just  look  at  the  cmsh  of  people  who 
logged  on  in  Febmary  to  see  the  Vic- 
toria's Secret  fasliion  show.  Yahoo! 
Chairman  and  CEO  Timothy  A. 
Koogle,  who  declines  comment  on 
talks  with  Broadcast.com,  says  users, 
advertisers,  and  online  merchants  all 
want  TV-like  content  and  services.  He 
says  Web  suifers  who  set  up  their 
own  home  pages  at  GeoCities,  a  com- 
pany that  Yahoo!  bought  in  January, 
would  lap  up  multimedia  options. 
"They  all  want  extended  featm-es," 
says  Koogle. 

Advertisers  are  particularly  eager 
to  put  TV-like  spots  on  Web  sites.  A 
March  survey  conducted  by  At  Home 
Network  on  rich-media  advertising 
found  that  users  recalled  seeing  mul- 
timedia ads  34%  more  than  they  re- 
called ads  that  were  more  like  bOl- 
boards.  If  Web  companies  can  make 
such  offerings  moi'e  commonplace, 
couch  potatoes  could  soon  be  trading 
in  the  cUcker  for  the  mouse. 

By  Linda  Hinielstein,  with  Andy 
Reinliardt,  in  San  Mateo,  Calif. 
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HOW  LONG  CAN  LYCOS 
LIVE  IN  LIMBO? 


V  takeover  battle  threatens  to  stall  the  Net  portal's  growth 


hree  months  is  an  eternity  in  In- 
ternet time.  But  Lycos  Inc.  will 
have  to  wait  at  least  that  long  until 
egulators  approve  a  shareholder  vote 
n  a  takeover  bid  for  the  Web  portal 
ompany.  The  choice  for  stockholders: 
love  ahead  with  the  Feb.  9  offer  to 
lerge  Lycos  into  usA  Networks  Inc., 
!arry  Diller's  media  company,  or  follow 
lie  advice  of  David  S.  Wetherell,  the 
EO  and  chaiiTnan  of  cmgi  Inc.,  Lycos' 
irgest  shareholder,  and  vote  against  it. 
y^etherell  signed  off  on  the  Diller  deal 
t  a  Feb.  7  Lycos  board  meeting,  but  he 
uickly  developed  seller's  remorse  as 
le  company's  shares  fell  and  is  actively 
)bbying  against  the  offer,  now  valued  at 
3.8  bilhon. 
It's  turning  into  the  first  hostile 
:ruggle  for  control  of  an  Internet  com- 
any.  Wetherell  repudiated  the  USA  deal 
n  Mar.  9,  quitting  the  Lycos  board  and 
eelaiing  that  cmgi  would  seek  a  higher 
id.  Sources  close  to  the  investment 
impany  say  that  potential  bidders  in- 
ude  Ajnerica  Online  Inc.  and  National 
roadcasting  Co.  AOL  and  NBC  both  de- 
ined  comment. 

'ARY  PARTNERS.  Wetherell  is  unlikely 
» land  another  suitor  until  shareholders 
3te,  however.  That's  because  Diller  ne- 
Dtiated — and  Wetherell,  as  a  director, 
jproved — a  provision  gi*anting  him  op- 
ens to  purchase  up  to  17.5%  of  Lycos 
:  $127  a  share.  Investment  bankers  fa- 
liliar  with  the  USA  Networks  deal  say 
iller  can  exercise  the  options  if  Lycos 
!ceives  any  other  offer  before  the  deal 
3es  to  a  vote. 

Meanwhile,  Diller  is  prepaiing  Ms  own 
impaign.  Soui'ces  close  to  liim  say  that 
i  will  try  to  undermine  Wetherell's 
•edibility,  pointing  to  cm(;i's  sales  of  Ly- 
)S  stock  earlier  this  year 
.  prices  that  were  below 
le  deal's  current  valua- 
Dn  of  $89  a  share. 

But  while  Diller  and 
^etherell  bob  and  weave, 
ycos  is  in  danger  of 
lling  behind.  On  the  Net, 
le  No.  1  rule  is  speed 
)ove  all  else — in  forging 
jw  strategies  or  making 
jals.  As  long  as  Lycos  is 

limbo,  potential  buyers 
id  sellers  are  likely  to 
ok  elsewhere.  And  in 
^e  portals  segment,  con- 


tinuous dealmaking  is  essential  to  add 
new  reasons  for  customers  to  click  on. 
"Lycos  is  twisting  in  the  vdnd  while 
Go,  Excite,  Yahoo!,  and  others  con- 
tinue to  make  progi'ess,"  says  Cliris 
Chan-on,  an  analyst  with  Forrester 
Research  Inc. 

Uncertainty  about  Lycos'  fate  could 
also  affect  its  cur- 
rent business.  The  ^ 


company  depends 
on  ties  to  11  sites 
it    has  acquired, 
such  as  Web  com- 
munity builder  Tripod  Inc 
Those  companies  are  still  run 
by  Internet  entrepreneui's  who  want 
theii'  partner  to  keep  moving. 
"If  these  external  wars  be 
come  internal,  it  could 
wreak  i-eal  havoc  at  Ly- 
cos," says  Ford  Cavallari, 
co-du'ector  of  the  Intemet 
practice  at  consultant  Re- 
naissance Worldwide  Inc. 

So  far,  Lycos  seems  not  to 
have  lost  gi'ound.  Since  the  us  A 
Networks  deal  was  annoimced, 
it  has  imveiled  12  more  pailner-   "LyCOS  iS  twistillg  in  the  wind"  while 
sliips,  including  one  with  Web-  •     i  ^  i  ^ 

MD  Inc.  The  Atlanta-based  com-  its  rivals  progress,  says  one  analyst 

pany  is  paying  $52  million  to  be 


CEO  DAVIS:  LEFT  BEHIND? 


Lycos'  exclusive  health-care  site.  The 
agi'eement  includes  pi'omotional  spots  on 
USA  Networks.  "It's  proof  of  what  the 
power  of  this  transaction  could  be,"  says 
Robert  J.  Davis,  Lycos'  president  and 
CEO,  who  favors  the  usA  Networks  deal. 

As  time  drags  on,  though,  partners 
like  WebMD  could  be  harder  to  land.  In 
the  meantime,  competitors  continue  to 
line  up  new  dance  partners.  Infoseek's 
Go  Network,  for  example,  has  a  $100 


FLYING  AND  FALLING  ON  DEAL  BUZZ 
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million  promotional  deal  with  mrna  Inc. 
and  MCI  WorldCom  is  tapping  aol's  Dig- 
ital City  to  provide  local  content  for  its 
Internet  service. 

Lycos  executives  remain  bullish.  They 
cite  solid  gains  in  traffic — up  39%  quar- 
ter-over-quarter for  the  three  months 
ended  Jan.  31 — and  a  24%i  rise  in  rev- 
enues, to  $SO.G  million,  dming  the  same 
period.  Most  analysts  are  sticking  with 
then-  forecasts  of  $i2  million  in  revenue 
for  the  cuirent  quarter'.  But  "we  don't 
want  to  see  Lycos  standing  still,"  says 
Paul  Noglows,  an  analyst  with  Ham- 
brecht  &  Quist  LLC. 

Diller  is  convinced  that  shareholders 
will  approve  the  deal.  And  Wetherell 
believes  that  other  buyers  will  materi- 
alize. "They  simply  cannot  be  accepted 
by  Lycos'  board  until  the  USA  deal  is 
voted  down,"  he  told  business  week 
via  E-mail.  Wetherell  dismisses  the  idea 
that  his  fight  with  Diller  could  some- 
how hai-m  Lycos.  Only  Intei'net  time 
will  tell. 

By  Paul  C.  Judge  in  Boston,  with 
Linda  Himelstein  in  San  Mateo,  Calif. 
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COMPUTERS 


FAST,  CHEAP,  AND 
AHEAD  OF  THE  PACK 

emachines'  sub-$600  computers  are  flying  off  the  shelves 


Why  are  personal-computer 
stocks  getting  pummeled? 
Janet  Hassan  may  be  partly 
to  blame.  For  years,  she 
longed  for  a  new  personal  computer  to 
replace  her  five-year-old  clunker — but 
memories  of  its  $1,600  price  tag  kept 
her  from  looking.  "That's  a  lot  of  money 
to  me,  since  I  consider  it  a  luxury  to 
have  a  PC  at  home," 
says  the  single 
mother  of  two  in 
Baldwin,  N.Y.  But 
then  she  saw  an  on- 


Dukker  is 
in  talks 
about  a  public 
offering-possibly  as 
soon  as  this  summer 


line  ad  for  ema- 
chines Inc.,  whose 
priciest  PC  sells  for 
$599.  Days  later, 
she  gave  in  to 
temptation.  "I  just 
love  it — and  at 
those  prices,  how 
could  I  say  no?" 
says  Hassan,  who 
picked  up  a  300 
MHZ  PC  along  with 
speakers,  printer, 
and  17-inch  monitor  for  just  $815. 

TUiTis  out  she's  not  alone.  In  one  of  the 
fastest  takeoffs  in  high-tech  history,  ema- 
chines has  sold  480,000  PCs  since  last  No- 
vember. As  of  February,  the  Irvine 
(Calif.)  company  had  shot  to  No.  4  among 
U.  S.  home-PC  makers  in  terms  of  ship- 
ments— with  a  9.9%  market  share,  less 
than  a  point  behind  IKM,  according  to  PC 
Data  Inc.  At  the  cun-ent  clip,  emachines 
is  on  track  to  sell  1.7  million  Pes  and 
take  in  $1.1  billion  in  its  fii'st  year,  says 
Chief  Executive  Stephen  A.  Dukker 
Even  more  remai'kable,  emachines  has 
been  profitable  since  mid-February,  he 
claims,  despite  prices  that  average  rough- 
ly half  those  of  top  home-PC  brands. 
"Everything  is  going  exactly  to  plan," 
says  46-year-old  Dukker  "I  pinch  myself 
every  morning." 

Rivals  may  want  to  do  more  than 
pinch  Dukker.  Just  when  they  were 
learning  to  live  with  sub-$l,000  ma- 
chines, Dukker  &  Co.  lowered  the  bar, 
putting  even  more  profit  pressure  on 


Compacj  Computer,  Hewlett-Packard, 
and  IBM.  So  far,  the  biggest  victim  may 
be  NEC  Packard  Bell,  which  once  was 
the  low-price  leader  Its  pai'ent  recently 
laid  off  15,000  employees,  and  the  com- 
puter unit  scaled  back  its  product  line. 
SUMMER  SIZZLERS?  That's  just  the  fii'st 
sign  of  how  much  impact  the  sub-$600 
category  (that's  smis  monitor)  is  having. 
Sales  of  such  models — mostly  by  ema- 
chines— have  exploded,  from  5%  of  the 
U.  S.  home-PC  market  in  November  to 
16%  in  January,  and  could  be  25%'  by 
yearend,  according  to  PC  Data.  "They're 
going  to  force  the  big 
boys  to  get  into  this 
market  sooner  than 
they  would  have  liked," 
says  PC  Data's  Stephen 
Baker  Baker  now  ex- 
pects $4(X)  models  from 
top-tier  player's  this 
summer",  rather  than 
by  Christmas. 

By  then,  Dukker 
expects  to  have  br'oad- 
ened  his  assault.  Ema- 
chines is  preparing  a  jazzy  new  model 
similar"  in  look  to  Apple  Computer  Inc.'s 
$1,200  iMac  that  will  sell  for  $799  (mon- 
itor included).  And  he's  in  talks  vdth 
investment  banker's  about  a  public  of- 
fer-ing  to  finance  increased  capacity,  be- 
cause the  $200  million  pr"ovided  by  ema- 
chines' co-owners,  morritor  maker  Korea 
Data  Systems  and  contract  manufac- 


turer Tr"iGem  Computer  Inc.,  hasi 
been  enough  to  keep  up  with  deman 
Production  is  sold  out  through  Jun, 
Dukker  says.  "This  is  the  fastest  qua- 
ter-mile  ever  run  in  the  history  of  tl 
PC  industry,"  says  James  D.  Poyner  -I 
an  analyst  with  ciBC  Oppenheimen 

A  16-year  PC-r"etailing  veteran  wl 
worked  at  CompUSA  and  Computer  Cit 
Dukker  test-marketed  sub-$500  PCs 
Computer  City  in  1997.  "The  demai 
was  unbehevable,"  he  says.  "We  so 
mor-e  than  10,000  in  two  days."  Em- 
chines  was  boi"n  last  summer  when  tl 
two  Korean  parents  agreed  to  provii 
the  working  capital  and  good  terms  < 
monitors  and  contr"act  manufacturing. 

Now,  Dukker's  challenge  will  be 
build  a  company  that  can  keep  up  wi 
the  runaway  marketing  hit  he  create 
While  emachines'  product  quality  li 
been  good  so  far,  retailers  worry  abd 


HOW  LOW  CAN  PC 
MAKERS  GO? 

ow-cost  PCS  may  be  great  news  for 
consumers — until  they  check  out  the 
Istock  pages.  With  signs  that  order 
rates  ar-e  slipping  and  more  users  are 
svritching  to  cheap  machines,  analysts 
have  gr-owTi  nervous  about  profits  for  top 
PC  makers  such  as  Compaq  Computer, 
DeU  Computer,  and  Gateway.  Those 


stocks  have  been  slammed — and  h 
helped  pull  the  mar'ket  back  from 
Dow  10,000  milestone.  "This  may 
real  double  whammy,"  says  PC  Da 
lyst  Stephen  Baker,  whose  Mar.  2i 
showed  February  growth  in  shipn 
through  retailers  was  an  anemic  0 
"In  this  market,  the  orrly  way  to  j 
to  take  share  fi-om  someone  else." 

That  spells  price  war,  and  Wall 
smells  profit  troubles  ahead.  But 
soon  to  draw  long-term  conclusio] 
First-quarter  sales  are  usually  sl( 
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5  scrawny  customer  support  system, 
nd  given  its  razor-thin  margins,  it  could 
id  itself  only  a  recall  or  inventoiy  mis- 
le  away  from  trouble.  "The  PC  land- 
ape  is  littered  with  people  who  thought 
ey  could  make  it  up  on  volume,"  warns 
3mpaq  Senior  Vice-President  Rod 
;hrock.  Counters  Dukker:  "Right  now, 
e  big  guys  are  scratching  their  heads 
lOut  what  to  do  about  us.  The  more 
3  sell,  the  harder  we  become  to  catch." 
INHMARGINS.  Dukker's  ultimate  advan- 
ge  may  be  his  cost  of  operations.  The 
mpany  has  just  20  employees  and  it 
es  slightly  trailing-edge  parts,  wliich 
ill  lets  it  sell  machines  with  mass  ap- 
lal,  even  if  more  sophisticated  buyers 
mand  more  pizzazz.  Emachines,  for  in- 
ance,  has  no  plans  yet  to  use  the  new 
tel  Coq).  Pentium  III  chip,  which  by 
lelf  costs  $450.  Instead,  emachines  uses 
tel's  older  Celeron  chip,  which  sells  for 


CEO  DUKKER  IS 
TURNING  THE  HEAT 
UP  ON  THE 
HOME-PC  INDUSTRY 


about  $60.  A  new  model  with  a  400-MHz 
Celeron  will  sell  for  $599.  Dukker  is  also 
wiUing  to  live  on  less — a  10%  gi'oss  mai*- 
gin  vs.  the  15%  or  so  that  top-tier  rivals 
eam  on  $l,000-plus  computers. 

With  prices  so  low,  emachines  are  fly- 
ing off  the  shelves — sometimes  before 
they've  even  been  advertised.  This  keeps 
emachines'  inventoiy  costs  low,  which 
makes  a  big  difference  in  its  margins. 
Analysts  say  that  slower-moving,  higher- 
priced  PCS  typically  cost  their  produc- 
ers 10%  of  revenues  because  manufac- 
turers reimburse  retaOers  for  price  cuts 
needed  to  keep  product  moving. 

And  once  they're  out  the  door,  fewer 
machines  are  coming  back.  In  fact,  few- 
er than  5%i  of  emachines'  units  have 
been  returned  so  far,  claims  Dukker, 
roughly  half  the  industiy  average.  That's 
important  because  product  returns  are 
another  area  that  saps  profits  fi'om  PC 


makers.  But  at  under  $600,  emachines 
has  discovered  that  customers  are  less 
likely  to  experience  buyer's  remorse.  PC 
returns  typically  cost  manufacturers 
$100  per  machine. 

Dukker  has  hit  the  PC  market  at  just 
the  right  time — and  with  just  the  right 
prices.  The  Internet  has  finally  given 
the  masses  a  reason  to  want  a  PC,  and 
basic  surfing  doesn't  require  a  $2,500 
high-end  screamer.  As  such,  emachines  is 
appealing  to  a  vast  market  of  people 
who  might  not  otherwise  buy  a  PC. 
Roughly  half  its  customers  are  newbies, 
most  of  whom  make  less  than  $45,000  a 
year.  The  other  customers  are  largely 
PC  veterans  who  want  extra  machines 
for  family  members.  "There  are  lots  of 
people  who  see  a  $399  PC  as  a  viable 
way  to  end  the  civil  war  in  the  house," 
says  ciBC  Oppenheimer  analyst  Poyner. 

But  it's  the  newbies  that  could  tum 
out  to  be  the  most  lucrative  market  for 
emachines.  Given  its  high  percentage  of 
fu'st-time  buyers,  the  company  has  more 
chances  to  sign  revenue-sharing  deals 
with  Intemet  semce  providei-s  (is?)  that 
are  trying  to  lock  up  new  customers. 
Rather  than  a  onetime  "bounty"  of  $20 
for  each  new  customer  it  dehvers  to  an 
ISP,  Dukker  is  negotiating  with  iSPs  for  a 
slice  of  monthly  fees,  arguing  that  liis 
company  delivers  a  higher  mix  of  new- 
bies anxious  to  get  on  the  Net  than  any 
othei'  P('  maker,  say  some  analysts.  Ad- 
ditional revenue  from  isps  could  boost 
emachines'  net  profit  margin  to  8%,  say 
analysts.  That's  roughly  in  line  with  high- 
flier Dell  Computer  Coi-p. 

So  fai",  Dukker  is  shipping  enough  pc:s 
to  suggest  that  his  foiTnula  is  working. 
Says  Mark  Copman,  managing  dh'ector 
of  investment  banldng  for  us  Bancoi-{3 
Piper  Jaffi'ay,  a  potential  undei-wi-iter: 
"It  looks  Uke  emachines'  [business]  mod- 
el has  legs."  That  may  be  good  news 
for  consumers — and  Dukker — but  for  ri- 
vals, it's  a  long-term  headache. 

By  Peter  Btirrows 
in  San  Mateo,  Calif. 


ir,  PC  makers  are  moving  to  new 
based  on  Intel's  new  Pentium 
).  The  Y2K  problem  is  interrupt- 
mal  corporate  buying  patterns, 
lard  to  tell  just  what  is  happen- 
ii  PC  demand.  International  Data 
br  instance,  still  expects  world- 
sales  to  grow  14.1%  this  year, 
he  downward  pattem  in  pricing 
missed.  Even  as  the  big  players 
(latch  emachines  in  the  sub-$600 
other  startups  are  jumping  in. 
t  based  Microworkz  Computer 


Cheaper  Stocks,  Too 


Shares  in  PC  makers  have  tumbled  over 
profit  concerns 


HIGH/ 


CLOSING  PRICE 


DATE 

MAR.  24 

CHANGE 

COMPAQ 
COMPUTER 

$51i</JAN.  27 

31^6 

-39% 

DELL 

COMPUTER 

$55/FEB.  1 

38^ 

-30 

GATEWAY 
2000 

$84;^FEB,  23 

66Xo 

-22 

Corp.  says  it  plans  to  sell  200,000 
"Webzter  Jr."  PCs  a  month  at  $299  each. 
Meanwhile,  sales  of  $l,500-plus  PCs  have 
fallen  to  5%  of  the  home  market. 

What's  a  PC  maker  to  do?  Either  join 
the  fight  or  cede  market  share.  IBM's  PC 
business  lost  nearly  $1  billion  pretax 
last  year  and  was  in  the  red  in  1996 
and  1997.  It's  a  tough  call.  "Just  how 
bad  do  they  want  to  ship  units?"  won- 
ders CIBC  Oppenheimer  analyst  James 
D.  Poyner  Jr.  So  bad  that  it  hurts. 

By  Peter  Burrows  in  San  Mateo,  Calif. 
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COIVIIViENTARY 

By  Owen  Ullmann 


LOWER  TAXES?  OH.  NO  THANKS 


This  should  be  the  ideal  time  for 
congi'essional  Republicans  to 
push  a  big  tax  cut.  With  the 
Apr.  15  deadline  looming,  Americans 
are  acutely  aware  of  just  how  much 
money  they're  handing  over  to  Uncle 
Sam.  What's  more,  a  gi-owing  budget 
sm-plus — which  could  total  $3  trillion 
by  2010 — gives  lawmakers  a  huge 
pot  to  dip  into.  So  how  come  the  lat- 
est COP  plan,  to  cut  taxes  by  nearly 
$800  billion  over  10  years,  is  getting 
such  a  tepid  response? 

Hard  as  it  may  be  to  believe,  most 
taxpayers  don't  feel  they  need  a  big 
cut  right  now.  And  they're  right:  The 
federal  tax  burden  for  most  Ameri- 
cans is  the  lowest  in  more  than  two 
decades.  Sure,  tax  revenues  are 
streaming  into  the  U.  S.  Treasury 
at  a  record  rate.  But  the  wind- 
fall reflects  an  explosion  in  ex 
ecutive  compensation  and 
gains  on  stocks  and  real  es- 
tate— most  going  to  the  top 
1%.  And  those  taxpayers  are 
shouldering  an  increasing  share  of 
the  load. 

Yet  even  the  rich  ai'en't  clamoring 
for  relief — even  though  a  1993  tax 
hike  and  cap  on  deductions  put  the 
top  marginal  rate  at  43%.  "They're 
too  busy  enjoying  theii'  gains  to  com- 
plain that  theu"  taxes  are  too  high," 
says  fornier  Labor  Secretary  Robert 
B.  Reich.  He  estimates  that  the 
wealthiest  1%  has  reaped  40%  of  the 
market's  capital  gains  during  the 
1990s. 

LOW  PRIORITY.  So  it  only  seems  fau* 
that  this  elite  group  is  paying  at  least 
a  thu'd  of  the  $829  billion  in  personal 
income  taxes  the  Treasm-y  expects  to 
collect  for  the  '98  tax  year.  That's  al- 
most hah"  again  as  large  as  their  share 
in  1985.  The  top  1%.— families  with  in- 
comes above  $300,000 — on  average 
are  paying  nearly  a  thu'd  of  their 
earnings  in  federal  income,  Social  Se- 
curity, and  Medicare  taxes,  about  the 
same  as  in  1985.  But  their  average  in- 
come during  those  13  years  has 
roughly  doubled. 

Over  the  same  period,  middle-in- 
come famOies  have  seen  their  federal 
burden  shrink.  In  1998,  reports  the 
Ti-easury  Dept.,  a  family  of  four  with 
an  income  of  $53,720  paid  15.5%  to 


Uncle  Sam.  Thanks  to  recent  breaks, 
such  as  a  child  credit,  that's  down 
from  17.4%  in  1985,  and  the  smallest 
bite  in  22  years.  Meanwhile,  the  bot- 
tom 50%-^households  making  $42,000 
or  less — ar-e  paying  just  4%'  in  in- 
come taxes,  half  their  '85  share. 

Little  wonder  that  GOP  calls  for 
tax  cuts  aren't  resonating  with  the 
public.  In  a  Feb.  12  c^a/New  York 
Times  poll  that  asked  1,058  adults  to 
name  their  top  priority  for  the  sur- 
plus, just  12%  wanted  a  tax  cut, 
while  64%  said  Social  Secmity  should 
be  preserved  and  14%  called  for  re- 
ducing the  national  debt. 

Such  surveys  should  stiffen  Pi-esi- 


LESS  OF  A  BURDEN 


AVERAGE  FEDERAL 
INCOME  TAX  RATES 


LOWER       MIDOIE  UPPER-MIDDLE  TOP 
INCOME       INCOME       INCOME  INCOME 

A  PERCENT  DATA:  U  S  TREASURY,  BUSINESS  WEEK 


dent  Clinton's  resistance  to  a  rate 
cut.  And  he  will  have  a  potent  argu- 
ment: Since  the  rich  pay  a  bigger 
share,  they  would  be  the  chief  bene- 
ficiaries of  a  cut.  "Republicans  are 
going  to  have  a  tough  time  explain- 
ing why  people  who've  made  so 
much  from  the  market  need  a 
break,"  notes  Ross  K.  Baker,  a  Rut- 
gers University  political  science 
professor. 

Congressional  Republicans  are 
mindful  of  the  political  risk.  "The  De- 
mocrats will  pull  out  the  economic 
class-warfare  card,"  concedes  Repre- 
sentative Bill  Afcher  (R-Tex.),  chair- 
man of  the  House 
Ways  &  Means  Com- 
mittee. But  he  insists 
that  vrith  1998  fed- 
eral revenues  at  a 
peacetime  high  of 
20.5%  of  gross  domestic 
product,  tax  relief  is 
needed:  "The  more 
money  that  leaves  the 
private  sector,  the  less  productive  the 
economy." 

Treasury  Secretary  Robert  E.  Ru- 
bin counters  that  the  last  thing  the 
economy  needs  is  a  tax  cut  to  fiir- 
ther  stimulate  consumer  spending. 
"We  already  have  extraordinarily  ro- 
bust demand,"  he  says.  Instead,  Ru- 
bin says  the  surplus  should  be  used 
to  save  Social  Security  and  pay  dovim 
the  federal  debt. 
BOOM  ROOM.  Rubin  gets  support 
from  lots  of  economists,  including 
Federal  Resei*ve  Chainnan  Alan 
Greenspan.  With  consumers  unwilling 
to  save,  Greenspan  argues,  Washing- 
ton should  become  the  saver  by  re- 
ducing the  national  debt  and  shun- 
ning tax  cuts.  The  result  would  be 
more  private  investment,  lower  in- 
terest rates,  and  a  new  lease  on  life 
for  the  long-running  economic  boom. 

With  Clinton,  Greenspan,  and  the 
pubhc  lining  up  against  tax  cuts,  the 
GOP  should  retreat.  Lower  interest 
rates  mean  more  to  the  average 
Americans  than  a  tax  cut.  And  if 
lower  rates  give  Wall  Street  another 
boost,  even  the  rich  won't  squawk. 

Washington  Senior  Writer  Ullmann 
owed  the  IRS  money  for  1998. 
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)VHEN  OUfJSPU.'SXOMERS  WANTED 

CE  mail,%b%6'9ldn't  afford  to 

5TE  TIME  SPIISfiiJiNG  OUR  WHEELS." 


Recently,  customers  of  a  CLEC  in  one  of  our  local  markets  were  clamoring  for  voice  mail 
^fo     service.  However,  the  CLEC  didn't  have  the  capability.  They  needed  a  voice  mail  network, 
and  they  needed  it  now.  That's  when  they  called  in  GTE  WHOLESALE  MARKETS. 
Experience  told  us  it  would  take  eighteen  months  to  construct  an  entirely  new  voice  mail  network. 
Not  good  enough.  So  we  devised  a  plan  that  would  use  existing  GTE  infrastructure  and  bring  the 
same  service  online  in  just  one  month.  Without  tying  up  huge  amounts  of  capital  in  the  process. 
Is  a  communications  problem  throwing  you  a  curve?  GTE  can  deliver  innovative  solutions  that 
provide  more  capacity,  more  technology,  more  of  what  you  need  to  be  successful.  And  we  can  do  it 
in  a  hurry.  Call  GTE  Wholesale  Markets  at  1-888-483-9594,  or  visit  us  on  the  Internet  at 
www.gte.com/Wmkts.  We're  quick.  We're  cost  competitive.  And,  best  of  all,  we'll  steer  you  in 
the  right  direction  and  help  you  accelerate  toward  your  goals. 
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News:  Analysis  &  Commentary 


AIRLINES 


STRAIGHTENED  UP  AND 
FLYING  RIGHT 

Little  carriers  are  giving  the  majors  a  run  for  their  money 


When  Robert  J.  "Rocky"  Spane,  a 
retired  Navy  admii'al,  took  over 
Vanguai'd  Airlines  Inc.  neai'ly  two 
years  ago,  he  feared  the  fledgling  carri- 
er might  last  just  six  months.  After  all, 
its  route  system  was  in  constant  flux, 
and  it  lacked  such  basics  as  budgets 
and  a  computer  system  for  managing 
pricing.  In  short  "it  had  no  strategy," 
says  Spane. 

Today,  it  has  one — a  sharp  focus  on 
cost-conscious  business  travelers — and 
maybe  even  a  futui-e.  The  Kansas  City- 
based  airline  is  turning  an  operating 
profit  and  filling  over  70%  of  its  seats. 
Vanguard's  fleet,  serving  cities  like  Dal- 
las, Chicago,  and  Pittsburgh,  has  grown 


from  seven  planes  when  Spane  arrived 
to  11  and  should  hit  13  by  yearend. 
"Now,  it's  ours  to  lose,"  crows  Spane. 

Vanguard's  brightening  outlook  is  no 
longer  exceptional  among  upstart  air- 
lines. Almost  three  yeai-s  after  the  dead- 
ly ValuJet  crash  spooked  passengers 
and  pi'ompted  tougher  regulation  of  new 
entrants,  small  players  like  Frontier 
Airlines  Inc.  in  Denver  and  Spiiit  Aii*- 
lines  Inc.  in  Detroit  appear  to  be  pros- 
pering, too.  Wliat's  more,  at  least  eight 
new  airlines  have  filed  or  plan  to  file 
applications  with  the  government  to  be- 
gin scheduled  passenger-jet  operations, 
notes  Darryl  Jenkins,  director  of  the 
Aviation  Institute  at  George  Washington 


ALL  SYSTEMS  GO 

Frontier  is 
among  the 
small-fry 
stealing  the  big 
boys'  thunder 


University.  "Rat^jr 
than  being  run  oui3f 
town,   the  smalr, 
niche  carriers  hre 
estabHshed  th€i- 
selves,"  says  Michy 
K.  Lowry,  managg 
director  of  PortL' 
(Ore.)-based  A 
Watch  Group,  which  monitors  airline 
nances.  "The  stronger  they  get,  i 
more  likely  they  are  to  maintain  so 
resiliency  in  the  next  downturn." 

Why  are  the  startups  faring  bett 
Certainly,  a  buoyant  U.  S.  economy  i 
low  fuel  prices  are  boosting  the  f 
tunes  of  airlines  everywhere.  A 
painful  lessons  were  learned  about  i 
need  for  experienced  managers  and  ci!- 
trolled  growth.  But  the  biggest  rearr 
for  the  recent  success  of  startups  see 
to  be  customer  backlash  against  the  i 
jors.  Among  business  travelers,  the  r 
bread-and-butter  of  the  industi-y,  tht 
is  gi'owing  initation  with  skyrocket: 
fares  and  inflexible  inles  that  guaran 
executives  get  stuck  with  the  prici 
tickets. 

Frontier,  for  example,  competes  w 
mighty  United  Airlines  Inc.  in  Den^ 
by  targeting  smaller  businesses.  It  off' 
lower  walk-up  fares  to  such  busini 
destinations  as  New  York,  Chicago,  a 
Atlanta.  And  Frontier's  sales  staff  mv 
spends  80%  of  its  time  focusing  on  C' 
porate  accoimts,  not  travel  agencies, 
a  result,  it  has  signed  up  1,600  com] 
nies  for  discount  programs.  And  t 
business  is  profitable.  For  the  ni 
months  ended  Dec.  31,  Frontier  post 
a  net  profit  of  $12.8  million  on  revene 
of  $150  million  vs.  a  $15.7  milhon  k? 
during  the  same  period  of  1997. 
LOCAL  FANS.  Pro  Ah-  Inc.  in  Detroit 
hub  for  Northwest  Airlines  Corp., 
wooing  dissatisfied  business  travele 
too.  But  it's  not  just  couiling  the  sm; 
fi-y.  After  Northwest  cut  fares  on  en 
peting  routes.  Pro  Air  inked  five-yt 
flat-fee  deals  with  General  Moti  = 
Corp.  and  DaimlerChrysler  last  Jui. 
The   pacts   guarantee   a  minimi) 
monthly  revenue,  says  Pro  Air  c  ? 
Kevin  Stamper.  GM  says  the  deal  sa\ 


FLEDGLINGS  MAY  BE  FINDING  THEIR  NICHE 


ACCESSAIR 

Launched  in  February 
with  backing  from 
Midwest  companies, 
it  has  complained  to 
regulators  about 
predatory  pricing  by 
major  airlines. 


FRONTIER 
AIRLINES  Flying  out 
of  United's  Denver 
hub,  this  17-plane 
carrier  is  holding  its 
own  with  flights  to  19 
cities,  including  New 
York  and  Dallas. 


PRO  AIR 

The  two-year-old 
Detroit  carrier  is  capi- 
talizing on  a  backlash 
against  Northwest. 
DaimlerChrysler  and 
GM  signed  five-year 
flat-rate  deals. 


SPIRIT  AIRLINES 

The  20-plane  carrier 
flies  from  places  such 
as  Melbourne,  Fla., 
and  Atlantic  City.  It 
turned  a  $6.7  million 
profit  last  year  on 
$130  million  in  sales. 


VANGUARD 
AIRLINES  By  wooing 
Midwest  business 
travelers,  this  Kansas 
City-based  airline  just 
posted  its  first  annual 
operating  profit,  $1.5 
million. 
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iponsored  By 


If  you  saw  too  many  of  your  career-catapulting  ideas  die  last  year  because 
they  never  got  implemented,  here's  your  opportunity  to  reverse  the  trend. 

At  FOCUS  '99,  you'll  join  more  than  5,000  business  professionals  for  an 
extensive  look  at  how  to  turn  inspiration  into  reality. 

In  addition  to  these  distinguished  speakers,  and  a  variety  of  how-to 
educational  sessions,  you'll  hear  how  thousands  of  peers  from  multiple 
industries  are  taking  control  of  their  businesses  with  the  help  of  Idea  to 
Action™  solutions  from  J.D.  Edwards. 

So  join  us  along  with  Jim  Hurst,  President  of  Quest,  in  the  key  event  of  1999. 
It's  the  single  best  place  to  get  the  tools  and  insight  needed  to  Shape  Your  World. 

For  more  information,  visit  www.ideatoaction.com.  Then  come  see  us  at  our 
Idea  to  Action  Showcase. 
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it  $4  million  to  $6  million  a  year.  An- 
other 35  cor-porate  agreements  are  in 
the  works,  says  Stamper  The  two-year- 
old  airline,  which  has  yet  to  turn  a 
profit,  is  now  seeking  investments  from 
local  companies. 

Local  boosters  have  helped  Des 
Moines-based  AccessAir  get  off  the 
ground.  Caterpillar  Inc.,  Principal  Fi- 
nancial Group,  and  other  local  business- 
es and  individuals  invested  $25  million 
in  the  carrier,  which  started  in  Febru- 
ary. "The  coi-porations  and  the  commu- 
nity here  in  Des  Moines  had  been  held 
hostage  by  the  major  earners,"  which 
charged  high  fares  and  forced  passen- 
gers to  fly  tlirough  such  hubs  as  Chica- 
go and  St.  Louis,  says  Richard  A. 
Schnoes,  assistant  director  of  financial 


reporting    at    Principal  Financial. 

Some  small  carriers  are  optimistic 
that  they'll  be  getting  more  help  soon 
ft"om  Washington,  too,  where  Congi'ess 
has  been  considering  opening  congested 
airports  to  new  entrants.  Vanguard,  for 
instance,  just  got  its  own  gate  in  Min- 
neapolis after  three  years  of  being  at 
the  mercy  of  other  airlines. 
"PREDATORY."  Meanwhile,  the  Ti-ans- 
portation  Dept.  is  moving  ahead  with 
guidelines  that  would  prevent  "predato- 
ry  practices"  by  entrenched  earners  to 
drive  out  startups — moves  such  as 
slashing  fai'es  and  adding  on  new  flights 
on  routes  the  upstarts  fly.  Although  the 
guidelines,  proposed  11  months  ago, 
have  been  delayed  in  Congress,  dot 
Deputy  Assistant  Secretary  Patrick  V. 


Murphy  says  startups  are  reporting  t  l 
"the  most  extreme  behavior  by  lai 
earners  has  stopped." 

Even  so,  the  startups  still  face  plei 
of  hurdles.  Edward  P.  Faberman,  exi 
utive  du-ector  of  the  Air  Carrier  Ass 
of  America,  which  represents  startuf 
notes  the  big  aii'Unes  ar'e  becoming  mo 
for-midable  as  they  expand  domestic  ai 
foreign  alliances  to  snar-e  customers.  A 
ter  all,  only  one  of  58  startups  launch* 
between  1978  and  1990— America  We 
Airlines  Inc. — sui'vived.  And  7-year  o 
Kiwi  Inter-national  Air  Lines  Inc.  ju 
filed  for-  banki-uptcy.  "It's  not  a  time  f 
celebration,"  Faberman  says.  But  f( 
now,  at  least,  startups  can  hope  to  taB 
wing.  I 
By  Weyidy  Zellner  in  Dalk 


MAKING  A  FEDERAL  CASE  OUT  OF  FLIGHT  DELAYS 


If  Congr-ess  has  its  way,  air-line  de- 
lays and  double-talk  at  the  ticket 
counter  could  be  federal  offenses. 
Spurred  by  passenger  anger  over 
flight  cancellations  and  per-plexing  fai-e 
structures,  lavmiakers  ar-e  weighing 
mor-e  than  half  a  dozen  "pas- 
senger rights"  bills  that 
would  hold  carrier-s  to  mini- 
mum service  standar-ds.  By 
May,  some  blend  of  these 
bills  is  expected  to  become 
law. 

Gerald  Greenwald,  chief 
executive  of  Urrited  Air-Unes 
Inc.  parent  ual  Corp.,  calls 
the  legislative  assault  a  polit- 
ically ch-iven  "feeding  fr-enzy,' 
and  aviation  lobbyists  have 
launched  a  counter-assault. 
But  members  of  Congress 
are  in  tune  with  constituents 
on  this  issue  and  the  r-eforrn 
measui-es  have  hefty  biparti- 
san support — ineluchng  Pres- 
idential hopefuls  Senator 
John  McCain  (R-Ariz.)  and  Vice-Presi- 
dent Al  Gore. 

DDT  ON  THE  SST?  The  legislative  pro- 
posals range  from  forcing  airlines  to 
be  mor-e  open  and  flexible  in  their- 
pricing  and  booking  policies  to  rules 
that  would  compel  them  to  tell  pas- 
senger-s  whether  a  plane  has  been 
sprayed  with  insecticides.  Not  all  pro- 
posals vriU  sur-vive  in  the  final  bill. 
But  at  a  minimum,  airlines  may  be 
forced  to  disclose  the  lowest  fare — 
now  commonly  available  on  the  Inter- 
net— to  all  fliers.  It's  also  a  strong  bet 


that  lavmiaker-s  vrill  force  carriers  to 
compensate  tr-avelers  for  being  stuck 
on  a  runway  for  more  than  two  hoiu-s. 

Airhnes  object  to  all  the  proposed 
measur-es.  But  there's  one  they  fear 
most — and  it  appears  in  five  of  the 


STRANDED  IN  DETROIT:  Would  a  bill  of  rights  help? 


bills.  It  would  end  the  carriers'  ban  on 
"back-to-back  ticketing,"  a  pr-actice 
that  involves  buying  two  round-tr-ip 
tickets  so  that  flyers  can  take  advan- 
tage of  discoimt  far-es  that  require  a 
Satur-day  night  stay.  The  two  roimd- 
tr-ips  wind  up  costing  less  than  a  mid- 
week full-fare  ticket. 

This  legislation  is  aimed  directly  at 
business  travelers,  who  don't  travel 
over  the  weekend  and  get  stuck  vrith 
sky-high  fares.  A  study  by  the  Eco- 
nomic Strategy  Institute,  a  Wasliing- 
ton,  D.  C,  thirik  tank,  estimates  that 


allowing  back-to-back  ticketing  and 
other  reser-vation  machinations  could 
cost  the  industry  $6  bUhon  a  year-. 
That,  air-line  execs  warn,  would  force 
widespread  fare  hikes. 

Even  airhne  critics  say  some  pro- 
posals go  too  far.  Kevin  P. 
Mitchell,  chairman  of  the 
Business  Travel  Coalition, 
lor  instance,  says  that  a  pro- 
vision that  would  fine  air- 
lines for  flight  delays  could 
encourage  carriers  to  take 
nff  in  unsafe  weather. 
MORE  TO  COME.  But  tO 
some  congressional  critics, 
the  bills  are  only  Phase  One 
of  airline  reform.  "The  long- 
term  solution  is  to  increase 
competition,"  says  Represen- 
tative Bud  Shuster  (R-Pa.), 
chairman  of  the  House 
Transportation  &  Infrastruc- 
ture Comnrittee. 

Ironically,  when  Congr-ess 
recessed  last  December, 
Shuster  and  other  members  were  pre- 
par-ed  to  undertake  an  au'line-friendly 
agenda  in  1999.  They  were  ready  to 
vote  funds  for  au-port  improvements 
to  relieve  congestion,  among  other 
measures.  But  the  goodvrill  died  when 
a  January  snowstorm  left  Northwest 
Airlines  Cor-p.  passengers  stuck  on  a 
Detroit  rimway  for  eight  hoiu-s,  and  a 
sickout  by  American  Air-lines  Inc.  pi- 
lots left  thousands  of  travelers  strand- 
ed. That's  when  sympathy  for  airlines 
got  bumped. 

By  Lorraine  Woellert  in  Washington 
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103  WOULD  IE  TOO. 
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SQ.tJ  the  research  has  been  sitted. 
The  numbers  have  been  crunched.  The  anah'sts 
have  spoken:  Behold!  The  ideal  portfolio. 


Q  building  a  portfolio  is  not  "one  size 

fits  all."  It  begins  with  knowing  vou  —  how  vou 
feel  about  money,  how  much  risk  vou  can 
tolerate,  vour  hopes  for  your  famiK*,  and  for  your 
future.  By  starting  with  the  human  element,  our 
Financial  Advisors  can  do  something  a  black  box 
can't  do  —  take  the  benefits  of  what  PaineWebber 
has  to  offer  and  create  an  investment  plan  unique 
to  you.  ^bu'll  have  access  to  one  of  the  industry's 
leading  research  and  investment  strategy  teams. 
And  a  menu  of  products  and  programs  designed 
to  help  preserve,  grow  and  manage  your  wealth  — 
backed  by  a  support  team  that  provides  the  top- 
qualitv'  service  you  deserve.  What  distinguishes 
PaineWebber's  approach  is  our  understanding  of 
what  distinguishes  you.  The  difference  may  seem 
subtle  at  first,  but  when  you  see  the  long-term 
impact  personal  investment  advice  can  have, 

Thank  you  PaineWfebber 

To  learn  more  about  PaineWebber 
caU  1-888-PWJ-2001.  Ext.  60,  or  visit  our 
web  site  at  www.painewebber.com 
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AUTOS 


A  FRESH  CHAUFFEUR 
FOR  FORD'S  LUXURY  CARS 

Can  Wolfgang  Reitzle  work  his  BMW  magic  on  the  new  brands? 


Ford  Motor  ceo  Jacques  A.  Nasser 
wasted  little  time  going  after  former 
BMW  car  czar  Wolfgang  Reitzle.  Just 
a  week  after  Reitzle  resigned  as  BMW's 
No.  2  executive  in  a  Feb.  5  boardroom 
shake-up,  Nasser  was  in  Germany  woo- 
ing his  "old  friend."  And  on  Mar.  19, 
Reitzle  agi'eed  to  become  head  of  Ford's 
new  Premier  Automotive  Group,  dri- 
ving foui"  luxury  brands — Jaguar,  Volvo, 
Aston  Martin,  and  Lincoln.  "If  Wolf- 
gang Reitzle  didn't  exist,  we  would  have 
had  to  invent  him,"  quips  Nasser 

P^ord  certainly  needs  a  luxury-car 
specialist.  It  just  spent  $6.5  billion  to 
snag  Volvo  Cars,  and  Nasser  has  set 
an  ambitious  goal  to  quadmple  luxui-y 
sales  to  one  million  units  by  2004.  The 
high-profit  sector,  which  has  grown  40% 
in  the  U.  B.  since  1993  and  is  expected 
to  expand  an  additional  17%  by  2008, 
could  do  a  lot  for  Ford's  bottom  line. 
Ford  now  depends  on  beefy  pickup 
trucks  and  sport-utilities  for  more  than 
two-thirds  of  profits;  its  passenger  cars 
generate  scant  earnings.  Nasser  wants 
to  become  a  player  in  the  rai'efied  space 
occupied  by  BMW,  Mercedes-Benz, 
Lexus,  and  Audi — a  market  where,  an- 
alysts say,  gi'oss  margins  per  car  run 
between  $15,000  and  $20,000. 

Reitzle,  50,  is  the  perfect  man  for 
such  a  fomiidable  job,  says  Nasser.  He 


cuts  a  dashing  figure  with  his  Errol 
Flynn  moustache  and  TV-star  girlfriend. 
A  WTjnderkind  at  BMW,  he  brought  a 
mix  of  flail'  and  high-octane  energy  to 
the  task  of  upgi'ading  bmws  so  they  ac- 
tually lived  up  to  their  vaunted  image 
as  the  "ultimate  driving  machine." 

Reitzle  appears  un- 
daunted by  his  new 
challenge — taking  on 
Ford's  disparate  luxu- 
ry brands.  "To  play 
around  with  the  possi- 
bilities of  the  Ford 
world  is  wonderful," 
he   says.   "I  know 
how  to  handle  luxu- 
ry products  in  a  sys- 
tematic way,  how  to 
protect  them,  fine-tune 
them,  sell  them,  and 
treat  them.  That  is  the 
essence  of  my  mission." 

Ford's  luxury  brands 
could  use  the  tune-up. 
During  much  of  the 
'90s,  Ford  struggled 
with  quality  and  image 
problems  at  Jaguar  and 
Lincoln  while  affluent 
baby  boomers  em- 
braced German  and 
Japanese  luxury  cars. 


REITZLE:  His 

brands  range 
in  image  from 
Lincoln  to 
Aston  Martin 


RIDING  IN  STYLE 


DATA:  FORO  MOTOR  CO 


Jaguar,  bought  for  $2.5  billion  in  198 
required  a  $5  billion  overhaul  to  erad 
cate  bugs  that  were  a  notorious  chara 
ter  flaw.  Lincoln's  sales  surged  12%  la 
year,  thanks  to  the  $45,000  Navigate 
sport-utility  vehicle.  But  most  boome: 
still  view  the  chrome-enciTisted  Lincoi 
Town  Car  as  gran( 
dad's  boulevard  crui 
er.  Aston,  with  pric< 
starting  at  $130,00 
caters  to  the  supe 
rich.  But  Volvo,  whi{ 
sells  56%  of  its  cars  ' 
buyers  aged  34  to  53,  finally  gives  Foi 
a  legitimate  lure  for  upscale  boomers. 

How  to  make  sense  of  all  this?  Firs 
Reitzle  must  move  Jaguar  down  fro: 
the  exclusive  over-$60,000  range  to  tl 
broader  market  of  well-heeled  subu 
banites  who  favor  bmw,  Mercedes,  an 
Lexus.  In  April,  the  S-type,  a  $42,5( 
sedan  with  vintage  Jag  styling,  anive 
in  showi'ooms.  In  2001,  Reitzle  will  ove 
see  Jaguar's  introduction  of  a  $30,0C 
"Baby  Jag."  Jag  might  even  get  a  r( 
fined  sport-ute,  sources  say. 
SHARED  PLATFORMS.  At  Lincoln,  Reitzl 
wall  shepherd  the  aging  brand's  first  fo 
ay  into  the  sports-sedan  segment  wit 
the  $30,000  LS  this  summer.  That  ca 
which  boasts  European  looks,  is  a  cousi 
of  the  S-type.  Analysts  also  expect  pla 
form-sharing  on  future  Volvo  models 
including  a  sport-utility  and  minivan. 

The  risk  is  that  Ford  will  wind  u 
creating  a  traffic  jam  among  its  luxurP 
brands.  As  Jaguai'  moves  down  and  Lir 
coin  moves  up,  both  bump  into  Voh  i 
"Ford's  luxuiy  buyers  start  looking 
lot  more  alike  over  th 
next  10  years,"  warn 
auto  consultant  Susa 
Jacobs  of  Jacobs  ^ 
Associates. 

As  he  tries  t 
pick  the  right  pat 
for  all  these  brand; 
Reitzle  says,  he  doesn 
mind  stitTing  things  u] 
In  fact,  Nasser  sol 
him  on  the  job  parti 
by  assuring  him  thy 
the  boss  welcomes  crt 
ative  clashes.  "Ther 
can  be  a  fight  if  it 
ideas  that  compete,"  !i 
says.  "I  love  this."  Tli 
tougher  battle  may  h 
trying  to  pry  boome  i 
out  of  their  Beemer 
and  Benzes. 

By  Keith  Naughto; 
in  Detroit  and  Kare', 
Lowry  Miller 
Frankfurt 
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Introducing  the  250MB  Zip  drive  and  disl<s. 
It's  the  latest  Zip  drive  that  works  with  the  millions 
of  looMB  Zip  disks  already  out  there. 

Bring  it  on. 

www.iomega.com 

Your  life  ( and  everything  you  can  pacl<  into  it )  is  safe  herer  lOmSyd- 

Copyright  ©  1999  Iomega  Corporation.  All  rights  reserved.  Iomega  and  Zip  are  registered  trademarks,  and  "Your  life  is  safe  here"  is  a  trademark  of  Iomega  Corporation. 
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HEADLINER:  WILLIAM  HARRISON  JR. 


THE  CHASE  IS  OFF 


Don't  rush  this  man.  Wil- 
liam Harrison  Jr.  waited 
more  than  three  decades  to 
reach  the  top.  Now  he 
has  been  tapped  to 
be  the  next  presi- 
dent and  CEO  of 
Chase  Manhat- 
tan. A  veteran 
of  Chemical 
Bank,  which  ac- 
quired Chase  in 
1996,  Han-ison  in 
sists  that  he  feels  no 
pressure  to  seek  another 
merger.  That's  despite  ru- 
mors on  Wall  Street  that 
Chase  is  nearing  a  deal  for 
an  investment  bank.  "We 
don't  have  to  do  a  deal," 
says  Hamson,  55,  now 
vice-chairanan  in  charge  of 
wholesale  banking.  "We  can 
build.  We  are  great  at 
building  businesses." 


His  appointment  also 
moots  talk  that  Chase  was 
offering  the  CEO  job  to 
leaders  of  big  invest- 
ment banks  to  do  a 
blockbuster  deal. 
Harrison  says 
Chase  would 
like  to  add  eq- 
uity undei-wTit- 
ing  to  its  bond- 
underwTiting  and 
loan-syndication 
business  lines.  But  he 
says  the  push  into  stocks  is 
being  done  with  a  "three- 
to-five-year  time  frame." 
When  Harrison  steps  into 
his  new  post  on  June  1, 
current  ceo  Walter  Ship- 
ley, 63,  will  remain  chair- 
man. President  and  Chief 
Operating  Officer  Thomas 
Labrecque,  60,  will  retire. 

By  Gary  SilvemuDi 


RAISING  A  BEEF 
WITH  THE  EU 

TAKE  that!  U.S.  TRADE 
Representative  Chai-lene  Bai- 
shefsky  said  on  Mai".  2;^  that  a 
European  Union  move  to 
block  imports  of  U.  S.  beef 
treated  with  gi'owth  hoiTiiones 
could  bring  100%  tariffs  on 
everything  European  from 
meat  to  mopeds.  Barshefsky 
says  she'd  rather  not  resort 
to  such  measm-es  to  counter 
protectionism  abroad:  "Wlien 
you  ai-e  forced  to  retaliate,  it's 
almost  like  you  have  lost." 
Still,  the  EU  has  ignored 
World  Trade  Organization  nil- 
ings  that  stnack  down  a  ban 
on  U.  S.  beef.  And  allovdng 
Eui'ope  to  ignore  WTo  nilings 
would  emasculate  the  new  or- 
ganization. Tlie  USTR  will  hold 
a  public  hearing  on  Apr.  19 


CLOSING  BELL 


CLEAR! 

If  PathoGenesis  were  on  a 
heart  monitor,  It  would  seem 
to  have  flathned  on  Mar.  23. 
Shares  fell  $22.56,  to  $12.19, 
after  the  biotech  firm  said  it 
would  lose  $4.9  million  in  the 
first  quarter  rather  than  turn 
the  $3.3  million  profit  ana- 
lysts expected.  Sales  of  TOBI, 
its  tobramycin  solution  for 
cystic  fibrosis,  are  palling 
after  a  strong  first  quarter  on 
the  market.  The  problem, 
says  analyst  Lesley  Wright  of 
I     BancBoston  Robertson 
1     Stephens,  is  that  doctors 
I     worry  that  viruses  will  devel- 
y     op  immunity  to  the  antibiotic. 
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on  the  list,  then  pai'e  the  ros- 
ter to  match  the  $700  million 
the  U.  S.  says  it  loses  each 
year*  from  the  beef  ban. 

IBM:  BULLETS 
TO  THE  ENEMY? 

IBM  KEEPS  BUILDING  UP  ITS 

business  as  a  supplier  of  com- 
puter components  and  tech- 
nologies to  competitors.  On 
Mar.  24,  it  annoimced  a  deal 
vrith  EMC,  which  sells  data- 
storage systems,  emc  has 
inked  a  $3  billion,  five-yeai'  or- 
der for  disk  drives  and  othei' 
components.  It  buys  disk  dri- 
ves from  IBM  already — then 
sells  them  in  systems  that 
compete  with  IBM  products. 
"IBM  is  willing  to  potentially 
disadvantage  its  own  systems 
business,"  says  Merrill  Lynch 
analyst  Steve  Milmiovich.  But 
an  order's  an  order 


AMERITECH  BAGS  A 
CANADIAN  BOUNTY 

AMERITECH  HAS  AGREED  TO 

snap  up  20%  of  Canada's 
major  phone  company.  Bell 
Canada,  for  $3.4  billion.  The 
deal,  announced  on  Mar.  24, 
gives  Chicago-based  Ameri- 
tech  a  foothold  in  the  North 
and  access  to  other  foreign 
markets  thi'ough  Bell  Canada 
subsidiaries.  Both  big  phone 
companies  are  involved  in  a 
dizzying  industrywide  reshuf- 
fling. Ameritech  it.self  is  being- 
acquired  by  SBC  Communica- 
tions, and  Bell  Canada  is 
merging  three  eastern  Cana- 
da phone  companies  into  one. 
Separately,  AT&T  recently 
agi'eed  to  buy  a  third  of  Cana- 
dian local-service  provider 
MetroNet  Communications. 


MICROSOFT 
MAKES  NICE 

IS    MICROSOFT    READY  TO 

throw  in  the  towel?  Halfway 
through  the  six-week  recess 
in  the  software  giant's  feder- 
al antitmst  trial,  the  company 


made  a  preliminary  peace 
offering  to  the  19  states  that 
are  also  suing  it  for  predatory 
business  practices,  California 
Attorney  General  Bill  Locky- 
er  confirmed  on  Mar.  24.  The 
Justice  Dept.  has  received 
the  same  offer,  another  som-ce 
says.  The  A(;s,  who  were  gath- 
ered in  Washington  for  their 
annual  meeting,  were  sched- 
uled to  discuss  the  proposal 
on  Mar.  25.  Lockyer  says  an 
attorney  general  who  has 
reviewed  the  offer  told  him  it 
was  "far  from  what  anyone  in 
ovu*  gi'oup  would  expect  to  be 
adequate."  Separately,  Micro- 
soft Chairman  Bill  Gates  said 
in  a  Mar.  24  TV  appearance 
that  the  company  would  "love 
to  have"  the  suit  settled. 


WILL  THE  REAL 
TINKYWINKY... 

MORE  TROUBLE  IN  TELETUBBY 

land.  The  U.  K.-based  creator 
of  toddler  TV  stars  Tinky 
Winky,  Dipsy,  Laa-Laa,  and 


Po  and  the  company's  Ne 
York  marketing  agent  are  si 
ing  Wal-Mart  Stores  ovi 
sales  of  its  Bubbly  Chubbit 
dolls.  The  suit  chai'ges  the  n 
tail  giant's  dolls  are  "obvioLi 
studied  knockoffs."  Wal-Mar 
a  spokesman  says,  saw  tli 
toy  as  "a  good  Easter  baskt 
stuffer."  He  conceded  a  i  * 
semblance  between  the  dol 
but  said  lawyers  found  ii 
problem.  The  suit  comes  jiu 
weeks  after  televangelist  Jc 
ly  FalweO  asserted  that  Tink 
Winky  is  gay. 

ETCETERA... 

■  Viacom  will  repurchase  u 
to  $500  million  in  commo 
stock. 

■  An  appeals  court  uphel 
the  tobacco  industry's  settle 
ment  with  flight  attendants 

■  The  Justice  Dept.  cond; 
tionally  approved  SBC's  pla 
to  acquire  Ameritech. 

■  Bank  of  New  York  is  buy 
ing  the  trust  bank  of  th 
Royal  Bank  of  Scotland. 
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While  in  Buenos  Aires,  Kate  Archer's  meeting 
in  Sydney  was  cancelled,  so  she  stopped  by 
an  American  Airlines  ticket  office  and  changed 
her  Qantas  ticket  for  a  British  Airways  ticket 
home.  How  in  the  world  does  she  do  it? 


AmericanAirlines 

BRITISH  AIRWAYS 
Canadi>n  Airlines 
J  Cathay  Pacific 


gigl  revolves  around  you.  Now  there's  an  alliance  where  you  can  rely  on  any  of  the  airlines  for 
assistance,  no  matter  which  one  you're  flying,  www.oneworldalliance.com 


All  oneworld'"  benefits  are  only  available  to  passengers  on  scheduled  lliglits  thai  are  both  operated  and  marketed  by  a  oneworld  member  airline  (Marketed 
means  there  must  be  a  oneworld  member  airline  flight  number  on  your  ticket.)  American  Airlines.  British  Airways.  Canadian  Airlines,  Cathay  Pacific  Airways 
and  Qantas  are  all  trademarks  of  their  respective  companies 


Year  2000  Strategist 


Name:       Jerry  Wackerhagen 


Job  Description:       Offer  customers  strategic  planning  and 

rr  training  to  prepare  mission-critical  systems 
for  the  year  2000: 


Helped  Georgia-Pacific  create  a  process  to  . 
update  its  non-IT  systems,  like  elevators  and 
manufacturing  equipment. 


uote:      "My  deadline  is  1/1/00,  what's  yours?" 


1  800  IBM  7777,  ask  for  Services 


www.ibm.com/services/info 


IBM  Global  Services  ^ 
People  who  think.  People  who  do.  People  who  get  it. 


business  people 


t,l*e"e-tiiiSiniss.jogoandPeoptewtio  Ihmijfjifewtio 


e  who  get  it.  are  registefed  tfademarlG,  trademarlG  or  service  marl<s  ot  International  Business  IVIactiines  Corporation. .Oltier  company,  product  and  service  names  may  be  trademarks  or  service  marl(s  ol  ottiers  ^c?  1999  letvl  Ci 


Washington  Outlook 


:DITED  by  DOUGLAS  HARBRECHT 


BAMPAIGN-FINANGE  REFORM: 

BAN  BUSINESS  BREAK  THE  LOGJAM? 

For  years,  Sara  Lee  ceo  John  H.  Biyan  played  the  game 
of  politics — holding  his  nose  eveiy  time  he  opened  his 
wallet.  An  early  supporter  of  Bill  Clinton,  Biyan  stewed 
rivately  over  a  fund-raising  system  he  came  to  regai-d  as  "le- 
al bribeiy."  Says  Biyan:  "Candidates  spend  all  of  their  lives 
lising  money.  The  people  who  give  the  money  don't  like  giv- 
ig  it.  Everybody  knows  the  system  is  absuixl." 
Now  Bryan  and  like-minded  execs  are  breaking  their  si- 
mce.  And  then-  efforts  could  be  a  tiuTiing  point  in  the  long- 
anning  stioiggle  to  enact  campaign-finance  re- 
)rm.   On   Mar.    18,   the  business-backed 


'ommiittee  for  Economic  Development  (ced) 
ffered  the  fh'st-ever  coiporate  progi'am  de- 
.gned  to  lessen  the  influence  of  big-bucks  con- 
ibutions  on  political  campaigns.  Among  the 
ED  proposals:  an  end  to  unlimited  "soft  mon- 
y"  donations  to  political  parties,  curbs  on  un- 
^gulated  "issue-advocacy"  ads,  higher  limits 
n  individual  contributions,  and  taxpayer  sub- 
:dies  to  campaigns  that  agTee  to  limit  spend- 
ig.  RefoiTning  campaign  finance,  says  Biyan,  a 
ED  vice-chaiiTnan,  "would  be  a  great  service 
lat  business  could  do  for  America." 

While  former  raider  Jerome  Kohlberg  and 
maha  oracle  WaiTen  Buffett  have  been  waging 
1  uphill  coi"porate  crasade  for  campaign-finance 
;form  for  yeai's,  many  sympathetic  CEOs  re- 
sted speaking  out  for  feai-  of  angeiing  the  law- 
lakers  they  depend  on  for  legislative  favors.  Now,  refonners 
ly  they'll  aggi'essively  pui'sue  an  overhaul  by  sponsoring  na- 
onwide  events,  lobbying  fellow  CEOs,  and  buttonholing  pols. 

And  with  a  board  of  ceo  trastees  that  includes  General 
llectric's  John  F.  Welch  Jr.,  Merck's  Raymond  V.  Gilmartin, 
nd  Xerox's  Paul  A.  Allaire,  the  ced  can't  be  dismissed  as  a 
unch  of  loopy  left-wingers.  "We're  a  relatively  consei"va- 
ve  group,"  says  Edward  A.  Kangas,  ceo  of  Deloitte  Touche 
ohmatsu  with  some  understatement. 


BRYAN:  ''Legal  bribery 


Business  involvement  could  inject  new-  momentum  into 
bipartisan  reforni  efforts;  "It's  significant  that  the  business 
community  is  willing  to  focus  on  this  issue,"  says  Represen- 
tative Chiistopher  Shays  (R-Conn.),  chief  sponsor  of  reform 
legislation  in  the  House.  "It  acknowledges  that  the  system  is 
broken  and  needs  to  be  fixed." 

The  change  of  coi-porate  heart  could  also  increase  pressure 
on  GOP  senators  who  have  resisted  refoiTn  but  face  tough  re- 
election battles  in  2000.  Among  them  are  Rod  Grams  of  Min- 
nesota, Slade  Gorton  of  Washington,  Spencer 
Abraham  of  Michigan,  and  John  Ashcroft  of 
Missomi.  All  rely  heavily  on  coiporate  political- 
action  committees. 

SINKING  IN.  Even  with  their  blue-ribbon  cre- 
dentials, the  CEO  reformers  know  they  face  a 
tough  sell.  "There's  not  yet  a  sense  of  public 
outrage,"  says  Daniel  Rose,  a  New  York  real 
estate  exec.  What's  more,  most  Washington 
trade  gi'oups  dismiss  the  new  plan.  "There's 
not  a  snowball's  chance  that  the  ced  proposal 
will  become  law,"  says  Business-Industry  Po- 
litical Action  Committee  President  Gregory 
S.  Casey. 

But  that's  what  Beltway  insiders  said  about 
a  balanced  budget,  a  Repubhcan  House,  and  a 
Democratic  President.  RefoiTn  advocates  were 
stunned  on  Mar.  24,  when  Senate  Rules  Com- 
mittee Chairman  Mitch  McConnell  (R-Ky.),  a 
champion  of  soft  money  and  an  implacable  foe  of  public  fi- 
nancing, convened  his  first-ever  hearing  on  campaign-fi- 
nance changes.  His  initial  offering:  triple  the  amount  indi- 
viduals can  give  and  discuss  some  limits  on  soft  money. 

Is  Capitol  Hill  finally  starting  to  realize  that  campaign  fi- 
nance is  an  issue  that  won't  go  away?  Maybe.  If  you  beheve 
Bryan  and  other  blue-chip  cmsaders,  they're  not  going  to  go 
away  until  they  get  some  reforms. 

Bi)  Richard  S.  Dunham 


CAPITAL  WRAPUP 


APEPPERONI  PRESIDENT? 

►  Godfather's  Pizza  Chairman  Her- 
man Cain  is  about  to  toss  his  fedora 
into  the  2000  Presidential  ring.  Cain, 
53,  quietly  filed  papers  with  the  Fed- 
eral Election  Commission  on  Mar.  19 
creating  an  exploratory  committee. 
While  the  African  American  business- 
man is  unknown  to  most  voters,  he's  a 
familiar  face  in  gop  circles,  where  he 
was  a  member  of  former  House 
Speaker  Newt  Gingrich's  "kitchen 
cabinet"  of  business  advisers.  He'll 
emphasize  public  education,  tax 


reform,  and  affirmative  action.  "I'm 
the  stealth  candidate,"  he  jokes. 

WILD  BLUE  YONDER 

►  The  Pentagon  cited  an  acute  pilot 
shortage  as  Exhibit  A  to  justify  a 
huge  pay  hike  for  military  personnel 
recently  passed  by  the  Senate.  But 
the  General  Accounting  Office  now 
says  the  Air  Force  and  Navy  have 
plenty  of  pilots  for  the  cockpit.  The 
shortages  are  in  ground  slots  such  as 
aviation  personnel  managers.  And  the 
brass  can't  say  if  it's  important  to 
have  pilots  in  those  jobs. 


KNOCK.  KNOCK 

►Democrats,  more  confident  they  can 
retake  the  House  in  2000,  are  quietly 
opening  back  channels  to  business 
lobbyists  again.  The  Dems  seek  to 
mend  ties  to  K  Street  that  have 
frayed  since  the  Republican  Revolu- 
tion of  '94.  At  stake:  a  bigger  chunk  of 
the  campaign  cash  hoard  that  now 
goes  overwhelmingly  to  the  gop.  But 
trade  group  lobbyists  say  donations 
will  continue  to  go  to  lawmakers  with 
pro-business  voting  records — no  mat- 
ter which  party  controls  the  House. 
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Suddenly,  Europe  is  awash  in 
mergers  and  acqui- 
sitions. The  scale  is 
American,  and  so  is 
the  style:  Hostile 
deals,  huge  debt,  fat 
fees  for  bankers.  And 
this  is  just  the  start 


M 


I  ilanese  investment  banker  Rug- 
jiiero  Magnoni  has  a  daily  sched- 
ule that  seems  impossible  to 
I  cram  into  24  hours.  On  one 
morning  in  late  March,  the  head  of  Eu- 
ropean mergers  and  acquisitions  for 
Lehman  Brother's  Inc.  is  in  Munich,  clos- 


ing a  deal  that  will  bring  Italy's  Silvio 
Berlusconi  and  Saudi  investoi-  Prince 
Alwaleed  bin  Talal  into  the  tightly  held 
German  media  empire  of  Leo  Kirch. 
Next,  Magnoni  jets  to  Milan  to  strate- 
gize  on  Olivetti's  $58.5  billion  hostile  bid 
for  giant  phone  company  Telecom  Italia. 


Finally,  he  lushes  to  London  to  line  u 
the  $24.5  billion  financing  Olivetti  need 
Between  meetings,  Magnoni,  48,  finaliz( 
contracts  foi'  the  team  of  London-base 
bankers  Lehrnan  has  just  snatched  awa 
fi'om  rival  Deutsche  Bank. 

As  Magnoni's  schedule  shows,  merge 


DEAL:  LVMH  and  PINAULT 
PRINTEMPS  REDOUTE  launch  a 
bidding  war  over  Gucci 

KEY  PLAYERS:  Empire 
builder  FRANCOIS  PINAULT, 
LVMH's  BERNARD  ARNAULT 

BREAKTHROUGH  Dominance 
of  the  French  luxury-goods 
industry  is  at  stake 


DEAL:  BANQUE  NATIONALE  DE 
PARIS  offers  $37  billion  to 
buy  rivals  PARIBASand 
SOCIETE  GENERALE 

KEY  PLAYER:  SYLVAIN  HEFES 

(Goldman  Sachs),  MICHAEL 
ZAOUl  (Morgan  Stanley) 

BREAKTHROUGH  First  hostile 
takeover  play  for  two  targets 


DEAL:  OLIVETTI  offers 
$58  billion  for  TELECOl 
ITALIA 

KEY  PLAYERS:  RUGGIERI 
MAGNONI  (Lehman  Brol 
ROBERTO  COLANINNO  (Oli 

BREAKTHROUGH  Target 
is  much  bigger  than 
the  prospective  buyer 


Takeover 
Fever 
Is  Raging 
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enzy  is  hitting  Europe  big-time.  On 
'ar.  19,  French  conglomerateur 
rangois  Pinault  launched  a  bidding  wai- 
ir  Italy's  Gucci  in  a  direct  challenge 
I  luxury-goods  baron  Bernard  Arnault, 
few  days  later,  foui-  of  the  biggest 
-alian  banks  announced  they  would 


merge  into  two,  creating  Italy's  first 
megabanks  and  leaving  fomier  heavy- 
weight Mediobanca  in  the  cold.  Mean- 
while, the  fight  in  France  as  Bancpe 
Nationale  de  Paris  (bnp)  tries  to  gain 
control  of  two  rivals  rages  on.  "Tliis  is 
only  the  beginning,"  says  Magnoni  of 
the  dealmaking.  "It's  going  to  go  on  for 
the  next  five  years." 

Europe  is  seeing  a  burst  of  mergers 
and  acquisitions  that  seems  likely  to 
put  it  on  a  par  with  the  U.  S.  in  the  $1 
trillion-per-year  league.  But  just  as  for- 
midable as  the  pace  and  size  of  deal 


mania  in  Europe  is  its  new,  cutthroat 
style.  In  place  of  quiet  agreements 
among  members  of  a  clubby  business 
elite  are  ferocious,  drawn-out  battles 
over  corporate  control  that  leave  egos 
tattered.  Newspaper  readers  are  fol- 
lowing the  sagas  like  soap  operas. 
CHEAP  MONEY.  Until  recently,  hostile 
deals  were  considered  declasse  on  the 
Continent.  Now,  three  hostile  bids — 
Gucci,  Telecom  Italia,  and  bnp — are 
playing  out  at  once.  And  Europe  is  like- 
ly to  see  more  raiding  and  feuding  over 
the  next  few  years.  For  one  thing,  cor- 
porate founding  famihes  and  proud  CEOs 
hate  giving  up  control.  At  the  same 
time,  with  the  Continent  awash  in  cheap 


Carmakers  DAIMLER 
IRYSIER  make  $40 
marriage  of  equals 

.AYERS:  ALEX  DIBELIOS 
nan  Sachs) JORSEN 
IPP  (Daimler) 

THROUGH  Transat- 
megadeal  triggered 
larger  boom 


DEAL:  UNICREDITO  merges 

with  BAMCA  COMMERCiALE 
mumk;  SAN  PAOLO  INI  links 
with  BANCA  01  ROMA 

KEY  PLAYERS:  ALESSANDRO 
PROFUMO  (Unicredito) 

BREAKTHROUGH  Italy  gets 
its  first  megabanks;  Medio- 
banca becomes  irrelevant 


DEAL:  VOLVO  sells  its  car 
unit  to  FORD  for  $6.5 
billion 

KEY  PLAYERS:  JAN  AiETHIER 
(J. P.  Morgan  &  Co.)  LIEF 
JOHANSSON  (Volvo) 

BREAKTHROUGH:  A  crown 
jewel  falls  into 
non-Swedish  hands 


DEAL:  Britain's  VODAFONE 
buys  AIRTOUCH  for  $66 

billion 


KEY  PLAYERS:  CHRIS  C. 

(Vodafone)  SAM  GINN 
(Airtouch) 


GENT 


BREAKTHROUGH  Biggest- 
ever  European  purchase  of 
a  U.S.  company 
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RUGGiERO  MAGNONI 

Lehman  Brothers 

ITALY'S  MATCHMAKER 


Ruggiero  Magnoni,  the  48- 
year-old  co-head  of  Euro- 
pean corporate  finance  at 
Lehman  Brothers  Inc.,  has 
been  preparing  all  his  life  for 
his  current  starring  role  in 
Europe's  financial  theatrics. 
Born  in  Barcelona  but  bred  in 
Milan,  Magnoni  completed  an 
MBA  at  Columbia  University  in 
the  mid-1970s  and  joined  the 
old  Wall  Street  firm  of  Kuhn 
Loeb.  During  those  years  of 
political  violence  back  home, 
"Italy  was  not  a  promising 
place  to  make  a  career  at  the 
time,"  recalls  Magnoni. 

Shortly  after  Magnoni  signed 
on,  Kuhn  Loeb  was  snapped  up 
by  Lehman  Brothers,  and  the 
young  Italian  rose  to  be  head  of 
international  private  place- 
ments. In  the  eai"ly  1980s,  that 
meant  Japan.  Magnoni  took  the 
red-eye  to  Tokyo  as  often  as 
once  a  week  to  captiu'e  the  flow 
of  Japanese  investment  into 
U.  S.  real  estate  and  equities. 

But  by  the  mid-1980s,  Eu- 
rope was  beginning  to  stii-. 
Leliman  had  become  pait  of  the 
American  Express  Co.-owned 
Shearson  Lehman  empire,  whose  bosses 
singled  out  Italy  as  a  place  of  gi'eat  poten- 
tial. The  young  Magnoni  was  chosen  to 
spearhead  Italian  operations  from  Milan. 

Italy  was  soon  booming,  and  Magnoni 
was  cutting  deals  with  magnates  such  as 
Cai'lo  De  Benedetti.  Magnoni  also  forged 
friendships  with  other  entrepreneurs.  In 
fact,  Magnoni  is  one  of  the  only  people  in 
the  world  to  have  worked  with  both  De 


MAGNONI:  Frienth  in  litgli  places  across  the  globe 


Benedetti  and  his  bitter  rival,  media  mogul 
turned  politician  SUvio  Berlusconi.  In  1995, 
Magnoni  stnjctiu'ed  the  $1  billion  deal  that 
allowed  Bei'lusconi  to  take  his  media  group 
Mediaset  public,  a  move  that  smoothed  the 
magnate's  push  into  politics.  "And,"  says 
Magnoni  proudly,  "I've  stayed  fiiends  with 
both."  As  eveiy  Italian  knows,  you  have  to 
be  a  smooth  operator  to  get  away  with  that. 

By  John  Rossant  in  Rome 


money,  other  bosses  see  a  once-in-a-life- 
time  opportunity  to  build  empu'es.  Until 
it  becomes  clear  who  the  winners  and 
losers  are,  bankers  say,  much  of  the 
reshuffling  vAW  be  done  through  unin- 
vited moves. 

All  the  instability  makes  Europe  a 
dealmaker's  heaven.  For  years,  invest- 
ment bankers  have  been  making  the 
rounds  of  chief  executives,  telling  them 
they  need  to  strip  down  to  core  busi- 
nesses, then  bulk  them  up  to  survive 
the  competition  unleashed  by  globahza- 
tion  and  the  launch  of  the  single  cur- 
rency. Now,  that  careful  cultivation  of 
clients  is  paying  off,  and  Europe  has  a 


shot  at  becoming  the  world's  deal  capi- 
tal. The  j'eason:  "Eiu'ope  is  10  years  be- 
hind the  U.  S."  in  consolidation,  says 
Paul  Gibbs,  merger  speciahst  at  J.  P. 
Morgan  &  Co.  in  London. 

Indeed,  in  France,  panicked  managers 
are  mshing  to  restiTictiu-e  before  a  hos- 
tile raider  and  his  clever  banker  do  it 
for  them.  During  the  past  eight  weeks, 
the  action  has  taken  a  quantum  leap, 
with  a  fluriy  of  deals  worth  more  than 
$50  billion.  And  advising  on  issues  such 
as  assets  sales  or  a  stock-market  listing 
has  given  U.  S.  investment  banks  en- 
tree with  top  management.  "The  dia- 
logue has  grown  over  the  past  five 


years  to  be  more  intimate  ad 
to  include  not  only  financing  ;- 
sues  but  strategy,"  says  S  - 
vain  Hefes,  head  of  Europen 
investment  banking  at  Go  - 
man,  Sachs  &  Co.  in  Paris. 
BITTER  PILL.  That's  one  rea^ 
European  companies  are 
creasingly  using  techniques 
miHar  in  the  U.  S.  from  t 
1980s,     both     to  execi 
takeovers  and  to  protect  tht^ 
selves.  For  example,  last  Jui 
when     Milan-based  Pra 
snapped  up  9.5%  of  Guc< 
shares,  Gucci  ceo  Domenico 
Sole  realized  he  had  to  deff 
himself.  Over  the  summer, 
had  U.  S.  law  firm  Skaddt 
Ai-ps,  Slate,  Meagher  &  YV 
work  out  a  "poison  pill" — 
employee  stock  ownership  \A  > 
that  could  be  triggered  to  - 
lute  a  raider's  stake.  Tht 
helped  in  mid-Febinary,  aftr 
Arnault  bought  out  Pradi3 
shares  and  signaled  he  woil 
try  to  control  Gucci  with  justs 
34%  stake. 

The  Americans  have  broiii: 
another  innovation  to  Europf  i 
dealmaking:  debt.  Olivetti's  11 
for  Telecom  Itaha  will  inclu  - 
$24.5  billion  in  bank  borro  • 
ing — making  it   one   of  t 
lai'gest  leveraged  buyouts  e\  ' 
Even  Pinault's  proposed 
biUion  offer  for  40%  of  Gucci  ■ 
to  be  debt-financed.  Such  nn 
ster  borrovrings  are  possible  1 
cause  European  investors  :i 
hungry  for  higher  yields  th;. 
the  4%  or  so  they  can  ea  i 
from  government  bonds.  Th 
alone  makes  previously  u 
thinkable  deals  possible. 

Smelling  blood,  Americ;' 
buyout  firms  such  as  Kohlbc 
Kravis  Roberts,  Clayton  I> 
biher  &  Rice,  and  Hicks  Mu 
Tate  &  Furst  are  all  either  opening  > 
fices  in  London  or  beefing  up  exist  ii 
operations.  So  far,  they  have  stuck 
modest-size  deals.  But  buyout  special!.- 
say  they  are  hunting  for  bigger  targe 
in  basic  manufacturing,  financial  se 
vices,  retail,  and  media.  Alan  Jone 
head  of  leveraged  finance  at  Morgj 
Stanley  in  London,  reckons  that  .$30  b 
Hon  in  buyout  money  alone  is  aimed 
Europe.  If  that  money  is  put  to  use  at 
conservative  3-to-l  debt-to-equity  rati 
it  could  fuel  $120  bilhon  in  buyouts. 

Leveraged  buyouts  and  other  cor 
plex  deals  can  earn  bankers  far  fatt( 
fees  than  plain-vanilla  mergers.  If  su 
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cessful,  Olivetti's  bid  for  Telecom  Italia 
could  produce  a  stratospheric  payday. 
The  four  banks  representing  Olivetti 
may  take  in  as  much  as  $425  million 
for  arranging  the  $24  billion  financing. 
Various  other  fees  could  bring  the  total 
well  over  $500  million. 
TALENT  RAIDS.  No  wonder  banks  are 
beefing  up  then-  merger  teams.  Lehman 
Brothers  has  been  particularly  aggres- 
sive— for  example,  in  poaching  talent 
fi'om  Deutsche  Bank.  Donaldson,  Lufkin 
&  Jenrette  recently  gi'abbed  the  heads 
of  Salomon  Smith  Barney's  financial 
services  team.  Even  a  perennial  market 
leader  such  as  Goldman  Sachs  is  in  the 
market  for  scarce  European  talent. 
Good  people  don't  come  cheaply.  One 


executive  says  total  compensation  of 
$2.5  million  to  $5  million  per  year  is 
the  going  rate  for  a  seasoned  merger 
specialist. 

What  industnes  will  see  the  next  big 
deals?  Telecom  is  a  good  bet.  The  in- 
dustry has  seen  a  wave  of  mergers  this 
year  but  is  still  organized  largely  on  a 
national  basis.  Cross-border  consolida- 
tion could  produce  enormous  combina- 
tions similar  to  the  Baby  Bell  mergers 
in  the  U.  S.  Financial  services  is  anoth- 
er hot  area.  So  far,  bank  deals  have 
been  largely  in-countiy  because  the  cost 
savings  are  easier  to  sell  to  the  market. 
Once  this  round  of  deals  is  complete, 
says  Terence  C.  Eccles,  bank  merger 
specialist  at  J.  P.  Morgan,  ceos  may 


turn  to  even  bigger  cross-border  deal: 
With  much  of  Eui"ope  using  the  sam 
currency,  such  international  linku]: 
seem  inevitable.  "This  is  the  shadow  > 
the  euro,"  say  Felix  G.  Rohatyn,  foi 
mer  Lazard  Freres  &  Co.  partner  an 
current  U.  S.  ambassador  to  France,  ( 
the  merger  wave.  "It  has  inspired 
more  active  and  muscular  capitalism. 
The  new  currency  and  the  competitio 
it  has  spawned  have  lit  a  fii-e  under  th 
Continent's  companies  and  their  banker 
that  is  likely  to  burn  for  many  mor 
years. 

By  Stanley  Reed  in  London,  Joh 
Rossant  in  Rome,  and  Gail  Edmondso. 
in  Paris,  witti  Tlimte  Peterson 
Frankfmi. 
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By  John  Rossant 


ITALY  BREAKS  THE  OLD  MOLD 


The  news  from  boardrooms  in 
Milan  arrived  so  fast  that 
Italians  could  hardly  absorb 
it.  On  Mar.  18  came  the  collapse 
of  a  plan  by  Mediobanca,  the 
Milanese  merchant  bank,  to 
merge  two  of  Italy's  largest 
banks — Banca  Commerciale 
Italiana  and  Banca  di 
Roma.  Three  days  lat- 
er, Milan's  UniCredi- 
to  Italiano 
announced  a  merger 
with  BCI.  Hours 
after  that,  Turin's 
San  Paolo-iMi  said  it 
would  merge  with 
Banca  di  Roma. 

If  these  deals  go 
thi"ough  unchallenged, 
will  have  two  financial  mstitu 
tions  the  equal  of  anything 
France,  Germany,  or  Britain 
can  field.  And  for-  the  fh"st 
time  in  postwar  Wstory, 
Mediobanca  hasn't  called  the  shots. 
The  bank  mergers  ar-e  a  death  blow 
to  the  system  of  industrial  and  finan- 
cial alliances  that  gave  Mediobanca  its 
power.  "For  Italy,"  says  one  Milan  in- 
dustrialist, "tliis  is  the  fall  of  the 
Beriin  Wall." 

The  country  that  was  once  the  bas- 
tion of  old-style  capitalism  in  Europe 
is  sudderrly  and  spectacularly  the  Con- 
tinent's most  open  economy.  No  other 
big  Em'opean  country  would  expose 
its  major  telecommimications  company 
to  a  hostile  takeover — as  Telecom 


Italia  now  is.  Few  countries  have 
moved  as  swiftly  as  Italy  to  privatize 
airports,  highways,  and  utilities.  And 
there's  no  outcry  about  Gucci,  a  fabled 
Italian  name,  as  it  battles  for  its  inde- 
pendence against  French  raider 
Ber-nar-d  Arnault. 

Wliy  is  Italy  gr'ound  zer-o  for  Eu- 
rope's frenetic  dealmaldng?  For  one 
tiling,  cash-star'ved  Rome  has  had  no 
choice  but  to  jettison  its  stakes  in 
state  behemoths  such  as  Telecom 


Italia.  For  another,  shrewd  indus- 
trial clans  realized  more  quicldy 
than  Enrico  Cuccia,  Medioban- 
ca's 92-year'-old  honor'ary  chair- 
man and  power  broker,  that 
change  was  inevitable.  "They  un- 
dervstood  they  couldn't  remain  ex- 
clusively tied  to  Mediobanca," 
says  Paolo  Panerai,  ceo  of 
Class  Editori,  a  fmancial 
media  group  in  Milan. 
Sociology  also  ex- 
plains the  system's 
demise.  Italy  is  a 
country  of  consensus. 
Once  that  consensus  is 
reached,  change  can  oc- 
cm-  at  blinding  speed — as 
when  Itahans  dumped  dis- 
credited politicians  in  the 
eariy  1990s.  And  within  board- 
rooms and  industrial  clans 
alike,  the  torch  is  now  be- 
ing passed.  At  42,  Uni- 
Credito's  brilliant  ceo, 
Alessandi'o  Profumo,  is  young  enough 
to  be  the  gr'andson  of  the  man  he  is 
challenging,  Mediobanca's  Cuccia. 

Some  moru'n  the  passing  of  the  old 
system.  But  the  market  as  the  final 
ar'biter  in  economic  relations  is  now 
dogma  in  the  new  Italy.  Italian  com- 
panies and  barrks  now  exposed  to  the 
rigor-s  of  the  outside  wor'ld  can  only 
become  more  efficient.  Italians  seem 
to  finally  imderstand  this  lesson.  Will 
theii'  neighbors  lear-n  it,  too? 

Rossant  is  Rome  bureau  chief. 
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JAPAN 


SOFTBANK'S 
CYBER  KEIRETSU 

It's  a  top  global  investor  in  Internet  companies 


Fi 


lor  most  of  the  postwar  era,  indus- 
I  trial  Japan  has  oi"ganized  around 
the  keiretsK,  large  gi'oups  of  com- 
panies doing  business  with  each  other. 
These  days,  that  outmoded  industrial 
model  is  insular,  glacial,  and  ailing.  Yet 
while  no  longer  yiekling  big  payoffs  for 
Japanese  industry,  the  keireffin  may  be 
providing  inspiration  in  an  unlikely 
place:  cyberspace. 

Take  the  recent  moves  of  Japanese 
software  and  Internet  service 
powerhouse  Softbank  Corp.  In 
a  slew  of  recent  acquisitions. 
Chief  E.xecutive  Masayoshi  Son 
has  spent  $2  billion  on  equity 
stakes  in  more  than  100  high- 
tech fliers — mostly  in  Silicon 
Valley.  And  he  is  assembling 
them  into  a  sort  of  cyber 
keiretsu.  Unlike  Japanese  in- 
house  grou])s,  however,  Soft- 
bank's is  more  of  a  cross-bordei* 
global  alliance  heavily  reliant 
on  big  U.  S.  names.  Members 
range  fi'om  portals  such  as  Ya- 
hoo! Inc.  to  specialists  like  U.  S. 
Web,  which  designs  Web  sites. 

Son  sees  Softbank  as  the  hub 
of  a  huge  digital  marketplace. 
Softbank-linked  companies  swap 
capital,  ideas,  mid  expertise,  and 
collaborate  on  joint  ventiu'es.  A 
Net  smfer  on  Yahoo!  can  check 
out  mortgages  from  E-Loan, 
trade  stocks  on  online  broker 
E*Trade,  and  price  softwM'e  on 
comi)uter  vendor  Buy.com — all 
companies  affiliated  with  Soft- 
bank. Son  talks  of  more  expan- 
sion: "We  have  to  do  it  on  a 
global  scale." 

WINDFALL.  Son,  41,  has  spent 
the  last  four  years  on  a  debt- 
fueled  shopping  spree.  The  re- 
sult is  a  .$4.5  billion  sprawl  that 
includes  softwai'e  distribution, 
the  Ziff-Davis  computer  pub- 
lishing empu'e,  and  the  well-at- 
tended Comdex  trade  shows. 
Such  buys  have  made  Softbank 
a  leading  global  investoi-  in  cy- 
bei-space.  "Then-  portfolio  is  one 
of  the  best  ventui'e  investments 
of  all  time,"  enthuses  Daniel 
Case  III,  CEO  of  investment 


bank  Hambrecht  &  Quist.  "You  have  to 
give  them  credit  for  insight  and  guts." 

Investor  ai'e  taking  notice.  Softbank's 
stock  has  more  than  doubled,  to  92, 
since  September.  The  U.  S.  investor 
frenzy  over  Internet  issues  has  been  a 
windfall  for  Softbank.  It  boasts  $15  bil- 
lion in  paper  profits  from  its  stakes  in 
Yahoo!,  E*Trade  Group  Inc.— the  No.  3 
online  broker — and  others.  Son  also  has 
lucrative  pre-offering  rights  to  such 


Web  of  Investments 

Its  investments  in  more  tlian  100  Net  startups  have 
racked  up  at  least  $15  billion  worth  of  paper  gains. 


NAME 

ACTIVITY 

SORBANK  STAKE 

YAHOOI 

A  leading  search  engine  and  portal 

28% 

GEOCITIES 

Atop  "community  site" 

22 

E*TRADE 

Online  brokerage  service 

27 

CYBERCASH 

Secures  Internet  payments 

6 
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promising  players  as  Buy.com  In, 
which  sells  discount  computer  and  c( 
sumer  goods  and  plans  to  go  pub 
soon.  Given  this,  Merrill  Lynch  Jap.i 
Inc.  Vice-President  Mahendra  Sins, 
Negi  thinks  the  stock  is  actually  wori 
$122  a  shai'e.  Increasingly,  Softbank  w 
look  like  a  savvy  holding  compaii' 
whose  "value  will  be  far  bigger  th: 
its  holdings,"  Negi  figures. 

That  begs  the  question:  Can  Si 
make  Softbank  bigger  than  the  sum 
its  parts?  So  far,  the  answer  is  yes.  Y 
hoo!  Japan,  whose  profits  ai*e  forecast 
double  this  year  to  $2.3  million,  is  a  li 
with  Japan's  estimated  14  million  Net 
zens.  As  well  as  expanding  in  Asia,  Si 
is  likely  to  keep  targeting  the  U.S.  P 
recently  got  $400  million  by  reducii 
his  stake  in  Yahoo!  to  28%,  ft-om  30' 
That  cash  is  slated  for  even  more  Ii 
ternet  plays. 

Critics  level  some  of  tl 
same  charges  at  Softbank  th; 
have  dogged  traditional  keirc 
si(  for  decades — that  the  con 
panies  support  each  other  fi 
commercial  gain.  One  exampl 
is  the  charge  that  Yahoo!  eari 
ings  have  been  inflated  by  Zi 
buying  up  a  lot  of  advertisin 
-pace — a  kind  of  hidden  sul 
-illy.  Yahoo!  CEO  Timothy 
i\oogle  calls  this  "nonsensf. 
Also,  publishing  rival  Intern; 
tional  Data  Group  Inc.  ha 
giamibled  that  Softbank  alway 
gives  the  best  booths  ;i 
Comdex  to  its  biggest  liigh-tec 
advertisers.  Son  denies  that. 

Softbank's  huge  paper  gain? 
though,  could  take  a  serious  iii 
if  the  Internet  stock  bubbl 
bursts.  In  addition,  Softbanl 
still  has  a  sizable  $2  billion  deli 
load.  There  are  also  dismn 
earnings  at  71%-owned  Zifl 
thanks  to  steep  advertising  dr 
dines.  Son  insists  that  restrui 
turing  Ziff  will  boost  profits 
But  Softbank  would  have  set'i 
a  gi'oup  loss  of  $120  million  fn 
the  fiscal  yeai-  if  it  hadn't  sold 
2%  stake  in  Yahoo! 

StOl,  Son  is  enjojing  a  virtu 
ous  cycle.  The  more  successfu 
brand-name  Internet  sites  h( 
can  band  together,  the  gi-eatei 
the  pull  with  online  advertise 
ers  and  potential  new  paitners 
And  Japan's  high-tech  elite,  as 
well  as  old-fashioned  keiretsu 
can  only  look  on  with  awe. 

By  Brian  Brennier  in  Tokyo, 
with  Linda  Hi)nelstein  in  Sari 
Mateo,  Calif. 
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THE  RISKY  LINE 

THAT  NATO  HAS  GROSSED 


As  soon  as  NATO  began  launching  cruise  missiles  at  Yu- 
goslav military  targets  on  Mar.  24,  President  Clinton  hit 
the  airwaves.  NATO,  acting  on  its  own,  was  using  air 
strikes  and  taking  sides  in  a  civil  war,  for  humanitarian,  se- 
curity, and  economic  reasons.  The  blitz,  he  said,  would  pre- 
vent further  Yugoslav  atrocities  in  the  breakaway  province 
of  Kosovo  and  stave  off  expansion  of  the  conflict  into  sur- 
rounding Albania,  Macedonia,  Greece,  and  Turkey.  The 
crackdown  would  also  preserve  stability  in  the  rest  of  Eu- 
rope and,  Clinton  hoped,  force  Yugoslav  President  Slobodan 
Milosevic  back  to  the  bargaining  table. 

Tlius  the  President  has  laid  the  gi'oimdwork  foi-  what  could 
be  a  new  level  of  militaiy  action:  du'ect  intei-vention  in  hot  do- 
mestic conflicts  to  keep 
the  stiife  from  spread- 
ing and  threatening 
U.  S.  interests.  But 
even  as  the  cinise  mis- 
siles were  launched, 
doubts  were  growing  in 
WasMngton  and  in  Eu- 
ropean capitals  about 
Clinton's  policy.  Con- 
gr-ess  is  divided  over  a 
militaiy  operation  that 
is  fai'  riskier  than  eai'li- 
er  operations  in  Iraq  or 
Bosnia  against  lesser 
forces.  Just  as  impor- 
tant, the  NATO  move 

against  a  sovereign  na-  i-iij       i        ,^      ii       ^  ^  ^ 

tion  that  had  not  at-  aiB  unliKely  to  stop  the  bloodshed 

tacked  the  alliance  is  a 
fii"st.  No  wondei'  politi 
cians   and  diplomats 

wony  that  the  doctrine  could  take  both  the  U.S.  and  nato  into 
dangerous  temtoiy. 

NO  EXIT.  The  fear  is  that  the  U.  S.  and  its  nato  allies  have 
stumbled  into  the  current  policy  after  years  of  failed  efforts 
to  quell  the  discord  in  the  Balkans.  Critics  in  both  parties 
worry  that  there  will  be  no  exit  from  the  conflict  if  the 
bombing  doesn't  force  Milosevic  to  capitulate.  Unlike  Bosnia, 
where  the  fighting  had  stopped  before  nato  troops  arrived, 
the  difficult  task  now  is  to  separate  the  belligerents.  "That's 
a  dangerous  job,  one  without  any  visible  end,"  says  Brent 
Scowcroft,  a  national-security  adviser  in  two  Republican 
Administrations.  Even  though  Kosovo's  population  is  most- 
ly ethnic  Albanian,  Milosevic  can't  lose  Kosovo — the  for- 
mer heartland  of  Serbia — and  survive  politically. 

Experts  also  say  it's  unlikely  the  bombing  will  cripple 
Yugoslav  forces  enough  to  stop  the  bloodshed.  The  air 
strikes  may  take  out  missile  sites  and  even  tanks,  but  all 
that's  needed  to  continue  the  campaigTi  against  the  Kosovars 
"is  guys  wandering  around  with  pistols  running  after 
refugees,"  says  Charles  A.  Kupchan,  a  senior  fellow  at  the 
New  York-based  Council  on  Foreign  Relations. 


But  the  most  troubling  aspect  of  the  new  use  of  mihta' 
power  is  the  notion  that  it's  acceptable  to  violate  a  sovereiji 
state's  borders.  'We're  not  used  to  intrastate  conflicts,"  saysi 
European  envoy  to  nato.  By  contrast,  when  nato  bombi 
Bosnia  in  1995,  the  U.N.  had  provided  the  alliance  wdth  ; 
marching  orders. 

Wliile  the  old  rules  provided  some  certainty,  the  new  on 
are  propelling  the  Atlantic  alliance  into  uncharted  watt- 
"If  this  is  the  doctrine,  do  you  apply  it  universally?"  a~ 
Michael  Mandelbaum,  a  professor  at  the  Johns  Hopkins  Schci 
of  Advanced  International  Studies.  Why  not  intervene,  for  e- 
ample,  in  Russia's  rebellious  Chechnya  region,  where  100,0i 
lost  their  lives,  while  2,000  have  died  in  Kosovo? 


FUTILE? 


The  strikes  may 
take  out  missile  sites  and  tanks  but 


A  U.S.  AIR  FORCE  B-S2  TAKES  OFF  FROM  RAIFORD  AIRBASE 


The  Administration  argues  that  t ; 
Kosovo  mission  doesn't  raise  sui 
broad  issues.  Clinton  says  the  U. . 
is  leading  the  attack  because  "\j 
have  the  means  to  do  it  and  we  ha'! 
allies  who  will  help  us  do  it  in  the 
neighborhood."  An  Administration  i 
ficial  adds  that  Kosovo  is  differe 
from  Chechnya  because  Kosovo  ".^i 
in  the  heart  of  Europe  and  directly  threatens  U. . 
interests." 

Despite  the  questions,  the  nato  nations  are  united  for  in 
against  Milosevic.  There  is  genuine  popular  outrage  across  h- 
rope  over  the  plight  of  the  Kosovar  Albanians  and  real  pol- 
ical  finstration  with  the  Milosevic  government.  The  Yugosl  • 
leader  made  it  easier  for  the  Europeans  to  agree  on  bi 
action  after  the  recent  executions  of  civilians. 

That  means  the  broader  questions  over  Clinton's  poll  • 
may  be  swept  under  the  nag.  But  the  sticky  issue  of  when  j 
intei'vene  in  internal  conflicts  won't  be  settled  easily.  With  t  ? 
recent  expansion  of  NATO  into  Central  Eui'ope,  the  prospei 
for  similar  ethnic  conflicts  on  the  alliance's  borders  will  gi  ^ 
The  region  has  a  long  history  of  animosities  that  lead  to  vi 
lence.  The  real  danger  of  breaking  up  these  fights  will  becoi 
quickly  apparent  if  NATO  must  cominit  ground  forces  to  Ko^ 
vo.  As  NATO  approaches  its  50th  annivei-sary,  it  must  pondei  i 
difficult  question:  Should  such  perilous  police  work  be  r 
mis.sion  for  the  21st  centuiy? 

By  Stan  Crock  in  Washington,  John  Rossa 
in  Rome,  and  Karen  Lowry  Miller  in  FrankJ'' 
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If  you  only  know  Compaq  for  PCs  and  servers, 
do  you  really  know  Compaq? 


Enterprise  computing.  It  s  the  IT 

bedrock  companies  are  built  on. 

And  all  over  the  world, 

these  mission-critical, 

enterprise-wide,  can't- 

fail  computing  systems 

come  from  a  source 

you  might  not  expect. 

The  world's  Compaq. 
10  hngest 
telcos  use 
CMtnpdq 

enterprise     Whose  systems  run  17 

solutions. 

And  the  next    of  thc  20  largest  stock 

to.  And  the 

in  dfter  that.    excHangcs,  worldwide? 

It  s  the  same  folks  who  enable 
over  60%  of  the  world's  interbank 
transactions.  Compaq.  Systems 
and  support  services  from  Compaq 
allow  hundreds  of  millions  of 
dollars  to  flow  safely  all  over  the 
world,  every  second  of  every  day. 
Eighteen  of  the  top  20  U.S.  banks 
use  us.  Over  100  stock  exchanges 
worldwide.  Sixty  percent  of 
the  planet's  power  generation/ 
distribution  systems.  Ninety  percent 
of  the  world's  microprocessor 
production.  (With  technologies 
like  fault-tolerant  NonStop" 
computing,  we're  a  natural  for 
24x7  reliability.) 

AltaVista-created  hy  (  '.onij/aq,  running 
on  (jinipaq  AlphaServer  systems-handles 
I  billion  Internet  searches 
per  month. 


Who  out-integrates  the  top 
integrators?  hicluding  IBM? 

This  may  surprise  you.  It's 
Compaq.  In  fact,  Compaq  beat 
out  the  biggest  names  in  IT 
integration  in  InformationWeek's 
annual  poll  of  IT  professionals, 
finishing  second  by  the 
slimmest  of  margins.  If  you 
need  to  get  the  most  out  of 
your  IT  investment,  we  don't 
just  have  the  answer.  We  are 
the  answer. 

Who  knows  SAP  R/3  like  no 
one  else  (except,  of  course,  SAP)? 

We  have  over  5,000  R/3 


set  an  all-time  TPC-C*  recod 
running  OracleS  on  clustefd 
AlphaServer"  systems.  In  pl^ 
English?  We  can  help  you  o 
things  in  a  few  seconds  thaip 
to  take  you  days. 

Who  helps  millions  of  e-ma 
users  explain,  expound, 
collaborate  and  just  plain  ta 

Compaq  systems  and  sup 
people  help  run  many  of  the  v  j 
largest  e-mail  systems. 


Compaq 


41 


installations  under  our  belts — 
more  than  any  other  competitor. 
To  put  R/3's  enormous  power  to 
work  in  your  business,  why  not 
go  with  some  of  the  people  who 
know  it  best? 


Who  outruns  everyone 
under  the  sun  (including 
Sun)? 

Compaq's  lead  in  high- 
performance  64-bit  UNIX" 
computing  is  huge,  and 
growing.  For  example,  we 


where  m  the  world 
do  you  do  business; 

No  matter: 
our  27,000  service 
professionals  call 
1 1 4  countries  home. 


We're  also  the 
number  one  integrator  of 
Microsoft  Exchange*  with  o^i 
400  global  customers.  If  your( 
got  a  large  project  ahead,  rem(^ 
We  can  be  a  big  help. 


Where  does  the 
enterprise  store  its 
gigabytes,  terabytes 
and  googolbytes? 

Once  again,  we're:! 
answer.  Compaq 
StorageWorks*  deliverstl 


taVista 


he  world's  top  10  aerospace 
ties  fly  with  Compaq.  (There's  no 
jurtch  platform  for  technical 
mg  than  Compaq  64-bit  UNIX.) 

;t  array  of  multi-user  storage 
acts  in  the  business.  And 
re  designed  to  solve  storage 
ems  for  any  enterprise,  no 
;r  which  hardware  and 


:i  WHICH  iicHuwdic  diiu  Mm 

'are  you  already  use:  ours,  ^ 
anyone's.  H  \ 

Mioknew? 


buy  stock  online? 
ink  in  your  pajamas? 

hree  quarters  of  the 
Ps  choose  Compaq  to 
millions  of  subscribers 
;aed.  Four  out  of  the 
lost  popular  Web 
are  powered  by 
paq.  Microsoft  chose  us 
plement  and  manage  the 
itructure  for  MSN.corri; 
AltaVista®,  the  most  powerful 
iseful  guide  to  the  Internet? 
on't  just  run  it.  We  invented  it 


Ei'eii  a  virtiidl 
storefront  needs  a 
rock-solid  foundation. 
So  thousands  of  e-businesses, 
large  and  small,  tap  Compaq 
for  systems,  solutions,  support 


Want  to  know  more? 

Need  more  details? 
More  case  histories? 
More  references? 
Better  answers  to  the 
toughest  IT  challenges 

there  are?  You'll 
find  them  online  at 
www.compaq  .com  /better  ans  we 
Or  call  us  anytime  at 
1-800-AT-COMPAQ. 


COMPAa 

Better  answers. 

www.compaq.com/betteranswers 


1 


Mission-critical  NoiiStop  enterprise 
systems  for  more  financial 
exchanges,  more  ATM  networks 
and  more  of  the  world's  top-tier 
hanks  than  any  cjther  company. 


®  $139  49/tpmC-Available  September  15,  1998)  ©1999  Compaq  Computer  Corp  Better  answers  is  a 
icrosolt  Corporation  All  oilier  names  are  irademarks  or  registered  trademarks  ol  their  respective  companies 


vice  mark  ol  Compaq  AlphaServei.  NonStop,  AltaVista  and  SloiageWoiks  aie  registered  tiademark^  ol  Compaq.  I\(1icrosoll  Exchange  is  a  regislered  irademark  and  MSN  ; 


The  Corporation 


HAS  COR 
ITS  HIGH-TECH  BET? 

After  trashing  the  stock,  Wall  Street  sees  a  Net  play 


After  taking  over  as  Coming's  ceo 
in  April,  1996,  Roger  G.  Acker- 
man  moved  svwftly  to  transform 
tlie  old-line  conglomerate  into  a 
high-tech  supplier  to  the  New  Econom.y. 
He  signed  deals  to  jettison  more  than 
half  of  Coming's  businesses — including 
its  signature  cookware — while  beefing 
up  the  company's  role  as  a  supplier  of 
optical  fiber  and  other  components  for 
the  InfoiTnation  Highway.  Soon,  Coming 
could  barely  keep  up  vnth  exploding  de- 
mand for  fiber.  Nowhere  was  the  mar- 
ket hotter  than  in  Asia,  where  coun- 
tries from  Malaysia  to  Singapore  to 
Thailand  were  scrambling  to  build  so- 
phisticated high-tech  infrastractures. 

But  just  after  the  1997  Labor  Day 
weekend,  Ackerman's  honeymoon  cruise 


came  to  a  crashing  halt.  At  an  emer- 
gency meeting,  top  Coming  execs  got 
the  glim  news:  With  Thailand's  cumen- 
cy  crisis  spreading  like  wildfii'e  to  the 
rest  of  the  region,  Asia's  telecom 
projects  were  grinding 
to  a  halt.  In  some  cas- 
es, workers  dropped 
their  tools  and  walked 
off  the  job.  Coming  be- 
came one  of  the  first 
U.  S.  multinationals  to 
feel  the  full  impact  of 
the  crisis.  "We  are  a  ca- 
nai-y  in  the  mine  shaft," 
the  CEO  told  employees 
and  investors.  The  ca- 
nary was  gasping 
as  fiber  prices  plunged 


JAN.  '97 
A  DOLLARS 

DATA:  BLOOMBERG  FINANCIAL  MARKETS 


As  earnings  plunged 
in  '98,  CEO  Ackerman 
hiked  R&D  by  18%.  "W( 
didn't  panic,"  he  says 

ACKERMAN  IN  THE  FIBER-OPTICS  LAB 

as  much  as  50%  in  some  markets 
By  early  1998,  the  pressui-e  on  Acl 
emian  to  scale  back  liis  ambitious  ti-ans 
formation  of  Coming  was  intense.  Oi 
erating  earnings  dropped  44%  in  th 
first  half  of  1998.  By  September,  th 
stock  was  down  by  neaiiy  two-thirds,  t 
23.  Corning  ended  the  year  with  fla 
sales  of  $3.5  billion  and  earnings  fror 
continuing  operations  down  20%,  t 
$327.5  million.  But  rather  than  retrea 
Ackerman  rallied  his  troops  behind 
bold  plan  that  made  it  clear  there  wa 
no  turning  back  from  a  new  Cornin 
built  around  technologies  such  as  fibe 
optics. 

INTERNET  GLOW.  There's  gi-owing  ev: 

dence  that  Ackemian's  gamble  is  payin 
off.  Led  by  a  siu'ge  in  orders  for  an  ac 
vanced  fi.ber  developed  in  Coming's  labi 
earnings  will  rise  about  25%  in  the  firs 
cluarter,  the  company  says.  Analysts  exf 
pect  an  18%  increase  for  1999,  according 
to  Fii'st  Call  Corp.,  which  surveys  anai 
lysts'  forecasts. 

The  response  fi-om  Wall  Street  ha 
been  ch'amatic.  The  stock  has  reboundei 
150%  since  its  SVz-year  low  last  Septem 
ber,  to  about  58.  Just  as  CoiTiing  wa 
severely  punished  last  fall  for  its  Asi 
exposm-e,  it  is  now  basldng  in  an  Intei 
net  glow.  Many  investors  are  convincei 
that  it  should  be  classed  along  with  Lii 
cent  Technologies  and  Cisco  Systems  a 
a  company  that  is  laying  the  gi'ound 
work  for  the  Intemet  Age.  "This  is  tin 
ly  a  gi'owth  stock,"  says  Robert  Hofi 
man,  a  managing  dii'ector  at  Scudde 
Kemper  Investments  Inc.,  a  majo 
shareholder.  "Someday,  people  will  pa. 
nosebleed  multiples  for  it."  Coming  no\ 
trades  at  about 
times  expected  199' 
earnings — less  thai 
half  the  multiple  in 
vestors  pay  for  Cisco. 

Ackerman,  60,  ma; 
have  seemed  an  un 
likely  candidate  t' 
overturn  tradition  a 
Corning,  based  in  th< 
bucolic  upstate  Ne\ 
York  town  that  share 
its  name.  A  37-yea 
company  veteran  an( 


CORNING 
BOUNCES  BACK 

MONTHLY 
STOCK  CLOSE 
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IF  YOU  DON'T  HAVE 
E-MAIL,  VOICE  MAIL 
OR  A  CELL  PHONE, 
YOU  DON'T 
NEED  SKYTEL 


Introducing  Message  ^Notification  from  SkyTeL 


If  you  live  in  the  '90s  with  the  rest  of  us,  you  probably  wish  there  were  an  easier  way  to  deal  with  all  your  messages.  And  now 
there  is.  With  Sky  Tel,  you'll  never  have  to  waste  time  checking  to  see  if  you  have  voice  mail  or  e-mail  messages.  The  answer 
will  be  right  on  your  pager.  If  you  receive  voice  mail,  your  pager  will  notify  you  right  away.  It  will  also  tell  you  whom  it's  from 
and  if  the  message  is  urgent.  Plus,  anyone  with  Internet  e-mail  can  send  a  message  right  to  your  pager,  since  it  comes  with  its 
own  e-mail  address.  SkyTel  service  can  also  let  you  know  when  someone  is  trying  to  reach  you  on  your  cell  phone.  All  of  which 
means  that  the  days  of  constantly  checking  your  messages  are  ancient  history,  So  get  SkyTel.  And  get  the  message,  guaranteed. 


Call  now  and  get  SkyReply  responses  from  your  pager  free  for  one  full  year. 


Sk/Tel^ 


Call  1^800400^9637  or  visit  www.skytelcom 

limited-lime  offer  for  new  octiwtions  only.  Some  restrittiors  moy  apply.  ©1999  SkyTel  SkyTel  Commurrications  Inr.  is  o  NASDAQ  company,  SKYT- 


Just  because  you  have  e 
doesn't  mean  you  dor 


I  storage  Technology  Corporation.  Ail  rights  reserved.  StorageTek  is  a  registered  trademark  and  "Information  Made  Powerful"  is  a  trademark  of  Storage  Technology  Corporation. 


You  could  have  all  the  disk  and  tape  space  in 
the  world  and  still  not  have  a  smart  storage 
solution.  After  all,  if  your  storage  system  lacks 
the  intelligence  to  allocate  data  evenly,  it  will 
probably  be  equally  inept  at  finding  the 
information  you  need.  A  Storage  Area  Network 
(SAN)  solution  from  StorageTek  has  built-in 
intelligence  that  gives  you  easy  access  to  all 
your  critical  data.  For  intelligent  SAN  solutions, 
visit:  iH^Ti!^^ 


igh  storage  for  your  data 
we  a  storage  problem. 


INFORMATION    madt    P  0  W  E  R  F  U  L 


StorageTek 


The  Corpprationg 


former  engineer,  Aekerman  worked  his 
way  up  through  the  ceramics  and  med- 
ical lab-testing  units  before  spending 
five  years  as  president  under  his  patn- 
cian  predecessor,  James  R.  Houghton. 
The  Houghton  family  had  inn  the  com- 
pany almost  continuously  since  1851.  By 
1996,  though,  both  men  agi'eed  that  the 
complacent  conglomerate  needed  radi- 
cal surgery  to  boost  growth  and  revive 
its  stock,  which  had  long  underper- 
formed  the  roaring  bull  mai'ket. 

The  changes  came  quickly.  Fii'st,  Ack- 
erman  spun  off  Coming's  largest  busi- 
ness, the  $2.1  billion  clinical  lab-testing 
unit,  whose  peifoi-mance  had  sagged  im- 
der  managed-care  constraints.  Then  he 
tiu'ned  his  sights  on  the  cornerstone  of 
Coming's  identity,  the  $675  million 
housewares  unit.  "We  had  agonized  over 
[selling  the  cookware  business]  for  at 
least  10  years,"  recalls  John  W.  Loose, 
president  of  Corning  Communications, 
the  company's  optical-fiber  business.  In 
August,  1997,  Ackerman  reached  a  ten- 
tative agi'eement  to  sell  the  unit  to  New 
York's  AEA  Investors  for  $975  million. 

Meanwhile,  Ackerman  began  build- 
ing up  other  businesses  that  supplied 


To  hike  the  amount  of 
data  each  fiber  can 
carry,  one  big  R&D 
target  is  photonics 

THE  SULLIVAN  PARK  RESEARCH  CENTER 

the  almost  boundless  demand  for  broad- 
band telecommunications.  His  goal  was 
to  move  Corning  beyond  fiber,  by  mak- 
ing it  a  major  supplier  of  photonic  com- 
ponents that  increase  the  amount  of  in- 
formation a  single  strand  of  fiber  can 
carry.  He  also  spotted  double-digit 
growth  opportunities  in  a  number  of 
Coming's  high-tech  niche  businesses, 
from  the  ultrathin  glass  used  in  liquid- 
crystal  displays  (lcds)  to  the  high-pmi- 
ty  fused  silica  that  helps  etch  computer 
chips. 

At  fii-st,  Ackerman  looked  like  a  ge- 
nius. Both  at  home  and  in  Asia,  the 
fiber  business  was  on  fu'e.  By  mid-'97, 
with  demand  exploding,  everyone  from 
Lucent  to  the  Jaj^anese  were  piling  on 


capacity,  says  John  N.  Kessler,  presi 
dent  of  KMi  Corp.,  a  leading  fiber  con 
sultant.  Corning  sank  a  half-billion  dol 
lars  into  new  plant  capacity. 

With  all  the  new  factoi^ies  coming  on 
line,  when  Southeast  Asia  crashed,  fibe 
prices  "fell  like  an  elevator  that  ha( 
just  been  cut  loose,"  says  Wendell  I 
Weeks,  Coming's  executive  vice-presi 
dent  for  opto-electronics.  The  last  stra\ 
came  on  Dec.  9,  when  aea  canceled  it., 
deal  to  buy  the  housewares  division' 
AEA  had  counted  on  Asian  gi'owth  ti 
justify  the  rich  price. 
QUALITY  EDGE.  Yet  fiber  orders  wer. 
still  growing  in  the  U.  S.,  Japan,  an( 
other  developed  markets.  And  whili 
AckeiTnan  was  forced  to  meet  competi 
tors'  offere  by  slashing  prices  up  to  50'7t 
he  also  set  up  a  "belly-to-belly"  pro 
gram  in  which  salespeople  increasec 
then'  face  time  vrith  key  customers.  Ca 
ble-TV  companies  such  as  Time  Warne 
Inc.  upped  theii'  ordere  after  seeing  hov 
Coming's  quality  assm-ances  could  elim 
inate  degi'adations  that  often  creep  inti 
80-channel  cable  systems.  Coming  alsi 
showed  McLeod  USA  and  other  phoin 
companies  how  it  could  help  cut  instal 
lation  costs.  "We  increased  our  share  ii 
both  markets,"  says  Curt  Weinstein 
product-line  manager  for  fiber. 

Even  more  audacious  was  Coming' 
research  buildup.  To  keep  Corning  oi 
the  cutting  edge,  Ackerman  decided  hi 
must  dramatically  increase  researcl 
spending — from  $172  million,  or  3.4%  n 
sales,  in  '95,  to  $294  million,  or  8.4%  <> 
sales,  in  '98.  Expenditui'es  rose  18%  las 
year  alone.  Ackerman  pushed  aheac 
with  a  $300  million  doubling  of  its  Sulli 
van  Park  research  center  in  the  hill 
outside  Corning.  The  company  boostec 
its  staff  of  scientists  and  technical-sup 
port  personnel  by  67%i,  to  reach  1,54^ 
this  year. 

Much  of  the  effort  was  aimed  at  th^ 
fast-gi'owing  photonics  segment,  but  th- 
biggest  returns  so  far  have  come  froii 


DESPITE  PLUNGING  ...CORNING  INCREASED  ...AND  IS  EXPECTED  TO 

FIBER  PRICES...  PRODUCT  RESEARCH...  BOOST  EARNINGS 
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DATA:  FIRST  CALL,  CORNING 


ON-NET  DATA  SERVICES 

ONE  NETWORK 
END-TO-END 
NO  HANDOFFS 


MCXWORLDCOM. 

'ICI  WorldCom  On-Net  Sei-vices  have  taken  all  of  the  risk  out  of  data  tiansniission.  Gone  are  the 
lays  of  liandoffs  to  other  caiTiers  and  wonderino  who  s  got  vonr  data.  \\  ith  on-net  services  vonr 
lata  simply  goes  from  point  A  to  point  B.  Just  one  seamless  gloijal  net^\o^k.  owned  and  opeiaU-d  li\ 
'He  company*  MCI  WorldCom'"  How  do  we  do  this?  Bv  linking  the  l  .S.  and  Kiirope  w  ith  the  most 
d\anced  imderwater  cable  ever  constructed.  And  by  owning  local  facilities  in  more  than  eigiity 
'.S.  markets,  as  well  as  several  markets  in  Europe.  Whether  your  needs  are  local,  national  or 
itternational,  you  deal  with  one  dedicated  account  team  for  everything.  Pretty  straightforward,  isn't 
r?  Introducing  MCI  WorldCom  On-Net  Services.  For  details,  visit  w  com.coiti 

Only  MCI  WorldCom  owns  tlie  entire  nem  ork  from  origin  to  destination  in  many  locatiuns  ^xoriilw  idc  MCI  W  nriiK  Inni  is  tradcil  on  \.\SDAQ  urifler  W  ( )M 
or  more  infonnation  on  MCI  WorldCom,  vi.sit  our  Weli  .sites  at  inciworIdcom.com  and  n  cc.in  .  i.iii  O  I'l')').  MCI  WtJRLDCO.Vt  Iiic  .\II  Rights  Reserv  erl 


The  Corporation 


development  of  a  new  type  of  fiber. 
Called  lai'ge  effective-ai'ea  fiber,  or  leaf, 
the  technology'  dramatically  increases 
the  data  each  fiber  strand  can  transmit 
as  well  as  the  distance  data  can  travel 
without  amplification.  Weeks,  who  at  39 
is  CoiTiing's  fastest  rising  star,  spotted 
the  potential  in  leaf.  In  September, 
1997,  he  deemed  it  "our  No.  1  priority" 
and  assembled  a  team  of  some  75  engi- 
neers for  a  crash  project  code-named 
"Sundance." 

BIG  WIN.  Working  late  into  the  night 
and  on  weekends,  the  team  delivered 
LEAF  in  SLX  months — a  thu'd  of  the  nor- 
mal development  time.  Since  its  intro- 
duction last  year,  leaf  has  become 
solidly  profitable,  thanks  to  orders  from 
the  likes  of  Denver-based  Level  3  Com- 
munications Inc.,  which  chose  it  for  the 
first  phase  of  its  $10  billion  telecom 
network. 

But  while  prized  research  projects 
got  new  liires  and  tliicker  budgets,  Ack- 
erman  slashed  other  costs.  Just  four 
years  after  Corning  had  undergone  a 
wrenching  restructuring,  he  ordered 
"another  shave  of  the  bone"  last  vear. 


^   The  famous 
cookware 
unit  is  gone.  Meanwhile, 
demand  for  ^,^^3^1^ 
optic  fiber  is  on  ^^j)) 
the  rebound 


trimming  600  salaried  workers,  or  10%. 

Shareholders  were  not  easily  con- 
vinced that  AckeiTnan  was  on  the  right 
track.  Many  have  urged  him  to  redi- 
rect some  spending  into  a  stock  buy- 
back.  Ackerman  resisted,  feaifiil  that  it 
would  weaken  Coming's  technology 
buildup.  In  the  meantime.  Coming's 
stock  price  sank  along  with  its  earn- 
ings. Even  wiien  Ackennan  filially  man- 
aged to  unload  the  housewai'es  business 
last  April  to  a  second  buyer,  Borden 
Inc.,  an  affiliate  of  Kohlberg  Ki'avis 
Roberts  &  Co.,  the  $603  million  price 


was  a  full  thii'd  below  what  aea  haci 
agreed  to  pay. 

Late  last  yeai\  though,  the  fiber  mai-- 
kets  began  to  recover — especially  in  tht 
•  U.  S.,  where  the  Inteniet-diiven  demam 
for  bandwidth  appears  insatiable 
Thanks  to  its  aggi-essive  pricing.  Com 
ing  nudged  its  share  of  the  world  fibei 
mai-ket  up  slightly  in  1998,  to  38%,  com- 
pared with  16%'  for  No.  2  Lucent,  ac 
cording  to  industiy  data.  Even  with  ma 
jor  telecom  projects  in  Southeast  Asi; 
still  stalled,  fiber  demand  continues  ti 
reboimd.  Patrick  Fey,  an  analyst  at  kmi 
says  the  worldwide  fiber  market  coulf 
double  by  2003. 

Top  executives  have  never  been  un 
der  more  pressure  to  manage  for  th( 
short  term.  But  Corning  demonstrates 
that  sometimes  the  wisest  move  is  t( 
stay  the  com-se.  "We  didn't  panic,"  Ack 
ennan  says.  Indeed,  when  your  compa 
ny  goes  back  far  enough  to  have  helpec 
Thomas  Edison  manufactiu'e  light  bulbs 
the  long  temi  takes  on  an  entirely  dif 
ferent  light. 

By  William  C.  Symotidt 
in  Coming,  N.  } 


LOOKING  TO  LOSE  JUST  A  FEW  MORE  POUNDS... 


The  new  Coming  is  smaller,  more 
tightly  focused,  and  more  prof- 
itable than  the  old  one.  As  sales 
shrank,  from  $5.3  billion  in  '95  to 
$3.5  billion  last  year,  return  on  ecjui- 
ty  jumped  from  16%  to  24%..  But  is 
that  enough"?  "Many  investors 
think  Corning  is  still  too  diver- 
sified," says  Mark  R.  Gulley,  an 
analyst  at  Morgan  Stanley 
Dean  Witter.  They  argue  that 
the  company  should  be  stripped 
down  to  its  core  optical-fiber 
and  photonics  businesses,  creat- 
ing a  "pure  play"  in  telecom. 

Given  investor  frenzj^  over 
anything  tied  to  the  Net,  ceo 
Roger  G.  Ackerman  concedes 
that  would  "create  quite  a  flmiy 
in  the  stock."  It  would  also  cater 
to  Wall  Street's  prefer-ence  for 
easily  understood  companies.  For 
all  its  sui'geiy.  Coming  Inc.  still 
derives  neaiiy  half  of  its  sales 
fi'om  a  dizzying  airay  of  niche 
businesses  sei-ving  biotech  to 
consumer  electronics  to  envii'on- 
mental  protection. 

The  collection  may  look  hap- 
hazai'd,  but  Ackerman  ai'gues 
that  each  business  is  an  out- 


growth of  Coming's  rich  reseai'ch  her- 
itage. And  some  promise  gi'owth  ex- 
ceeding that  of  fiber.  Sales  of  glass  for 
Uquid-ciystal  display  screens  shot  up 
75%  in  the  fii'st  quailer  as  LCDs  re- 
placed standaixl  screens  in  many  desk- 

CORNING,  THEN  AND  NOW 

1995  SALES:  $5.3  BILLION 


22% 

TELECOM 

(OPTICAL  FIBER) 


16% 

ADVANCED  MATERIALS 

(ENVIRONMENTAL. 
OTHER) 


39% 

HEALTH-CARE  SERVICES 

(LAB  TESTING) 


INFORMATION  DISPLAY 

(TV.  COMPUTER 
SCREENS) 


1998  SALES:  $3.5  BILLION 

19% 

INFORMATION  DISPLAY 

(T/  COMPUTER  SCREENS)  ■ 


DATA:  CORNING;  DONALDSON,  LUFKIN  &  JENRETTE 


top  PCS.  Coming  also  is  on  the  cutting 
edge  of  developing  lab  tools  for 
biotech  and  dmg  reseai'chers — a  busi- 
ness that  Coming  expects  to  gi'ow  at 
a  35%-per-yeai'  chp  thi'ough  2005. 
Still,  more  pruning  is  almost  a 
ceitainty.  The  top  target:  a  50% 
stake  in  Dow  Corning  Corp., 
which  w'as  forced  into  Chapter 
11  after  the  firestorm  over 
claims  that  its  silicone  breast 
implants  injured  women.  Corn- 
ing wrote  off  its  $365  million 
Dow  Corning  investment  in  '95, 
and  it  isn't  booking  profits  from 
the  chemicals  producer  pending 
the  outcome  of  litigation.  Ana- 
lysts think  Coming's  stake 
could  fetch  at  least  $1  billion 
once  Dow  Corning  emerges 
from  bankruptcy,  perhaps  next 
year. 

But  there's  almost  no  chance 
that  Ackerman  will  go  all-tele- 
com. That  would  repudiate  a 
culture  that  has  regularly  pro- 
duced inventions  that  gi'ow  into 
businesses.  In  Ackerman's  eyes, 
that  cost  would  far  outweigh 
any  short-term  share  gain. 

By  Willia)n  C.  Symotids 
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KSREANAIR  BEYONL3  YOUR  IMAGINATION 


a  Windows  2000  Ready  PC^  uses  award-winning  TopTools 

management  software  to  track  countless  PCs  instantly. 

Upgrade  drivers  and  BIOS  remotely.  And  troubleshoot 

problems  before  they  occur.  Which  keeps  crises,  as  well  as 

costs,  under  control.    ,  ^ 

Leaving  you  rree  to  concentrate  on 

everything  else  you  have  to  do. 


Can  Mel  Karmazin 
Reinvent  Network  TV? 


hat  does  Mel  Karmazin  like  least  about 
being  chief  executive  of  CBS  Corp.,  the 
media  giant  with  $26  billion  that  he 
took  charge  of  on  Jan.  1?  Articles  like 
this.  Although  he  now  employs  hun- 
dreds of  journalists  and  oversees 
programming  running  the 
gamut  from  Howard  Stern's 
*ades  to  the  investigative  reports  of  60  Min- 
es, he  bristles  at  the  thought  of  seeing  his 
ce  or  name  in  print.  And  so  it  is  with  mixed 
elings  that  Karmazin  has  allowed  a  joumalist 
to  his  35th-floor  conference  room  at  CBS's  fa- 
ed  Black  Rock  headquarters  in  Manhattan, 
certainly  will  not  like  what  you're  going  to 
,y,"  he  says,  sipping  coffee  out  of  a  styrofoam 
p.  "So  why  am  I  now  spending  time 
Iking  to  you  about  an  article  that 
■n  going  to  hate?  It  doesn't  make 
nse.  It's  just  the  most  illogical  thing 
the  world." 

The  fact  that  he  is  now  the  pubhc 
ce  of  a  major  public  company  is 
le  explanation.  Another  may  be 
at  Melvin  A.  Karmazin  is  a  master 
lesman,  and  a  good  salesman  knows 
at  selling  himself  is  as  important  as 
ishing  his  wares.  Karmazin  has 
■ent  a  career  doing  that,  with  im- 
essive  results.  Stalling  as  a  hungiy 
I  peddler  at  radio  station  WCBS  in 
'67,  he  is  today,  at  55,  the  boss  and 
ggest  individual  shareholder  of  the 
mpany  that  owns  the  CBS  Televi- 
)n  Network,  14  major-market  TV  stations,  160  radio 
ations,  cable-TV  channels  Country  Music  Television 
id  the  Nashville  Network,  and  a  slew  of  outdoor  ad- 
■rtising  assets. 

To  get  there,  Karmazin  built  a  radio  empire,  raffling 
athers  but  making  himself  and  investors  lots  of  money. 


His  recipe:  The  NFL; 
a  focus  on  the  Web; 
and  some  good  old- 
fashioned  radio-style 
cost-cutting 

THE  JEWELS  IN  MEL'S  CROWN.  FROM 
LEFT  TO  RIGHT:  RAY  ROMANO  OF 
EVERYBODY  LOVES  RAYMOND; 
HOWARD  STERN,  DAN  RATHER,  NFL 
STAR  JOHN  ELWAY;  JAG'S  CATHERINE 
BELL;  DAVID  LETTERMAN 


Wall  Street  is  dazzled  by  him,  employees  ai"e  alternately  in- 
spired by  and  temfied  of  liim,  and  rivals  don't  know  what 
to  make  of  this  divorce  broadcast  mogul  who  shuns  the 
party  scene,  has  never  screened  a  tv  pilot,  and  has  been 
known  to  challenge  a  station  manager's  $20  lunch  expense. 
Now,  Kaitnazin's  biggest  sales  drive  is  hitting  high  geai" 
He  aims  to  convince  Wall  Street,  advertisers, 
and  consumers  that  what's  now  seen  as  the 
least-Hkely-to-succeed  tv  network,  in  an  industiy 
whose  audience  is  shiinking,  is  in  fact  the  eam- 
\    ings  engine  of  a  hot  multimedia  gi"owth  company. 
Kamiazin's  ascension  to  tv  moguldom  comes 
at  a  time  when  the  Web,  digital  technology, 
and  shifting  dynamics  among  cable,  network, 
and  studio  players  are  creating  vexing  chal- 
lenges even  for  old  hands  like  Michael  D.  Eis- 
ner and  Rupert  Murdoch.  That  Kar- 
mazin has  never  operated  on  this 
scale  and  has  only  been  in  the  TV 
business  for  two  years  does  not  faze 
him.  "If  there  were  somebody  who 
were  better  equipped  to  do  the  job,  I 
would  vote  for  that  person,"  he  says. 
TOTALLY  FOCUSED.  Ainazingly,  there 
are  few  who  doubt  Kannazin  can  pull 
it  off.  A  raft  of  Wall  Street  analysts 
have  buys  on  CBS  stock,  now  trading 
at  $38,  up  50%  since  October,  when  it 
was  announced  that  Kannazin  would 
become  ceo.  "Mel  is  the  kind  of  per- 
son who  can  do  anything,  because  he 
has  the  energy  and  the  drive,"  says 
John  W.  Kluge,  the  biUionaire  chair- 
man of  Metromedia  Co.,  where  Kar- 
mazin managed  radio  stations  in  the  1970s.  (To  back  up 
that  belief,  Kluge  bought  "a  few  million"  CBS  shares  after 
Karmazin  joined.)  "He's  just  totally  focused,"  says  Robert 
C.  Wright,  president  and  CEO  of  NBC.   "He's  a  very  ag- 
gressive guy  whose  work  is  his  life."  Adds  America  Onhne 
President  Robert  W.  Pittman,  with  whom  Kannazin  re- 
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cently  negotiated  a  deal  to  make  cbs  aol's  exclusive 
bi-oadcast  news  provider:  "He's  not  a  guy  you  ever 
want  to  bet  against.  There  ai'e  people  out  there  who 
might  disagi'ee  with  his  strategy,  his  tactics,  or  the 
culture  he  creates — but  he  always  gets  results." 

Since  selling  his  Infinity  Broadcasting  Corp.  to  cbs  in 
1997,  KaiTnazin  has  made  liLs  presence  felt  on  the  way  to  the 
CEo's  suite.  He  turned  up  the  heat  on  the  company's  sales 
force,  cut  costs  vnth  a  vengeance,  and  took  an  expensive 
g£imble  on  National  Football  League  broadcasts  last  Januaiy. 
And  even  while  he  butted  heads  with  some  executives — no- 
tably foiTner  ceo  Michael  H.  Jordan — he  forged  a  smooth  re- 
lationship with  CBS  Television  Chief  Executive  Leslie 
Moonves,  who  has  emerged  as  a  hot  programmer  among  the 
big  networks  (page  82). 
LOOKING  TO  BUY.  But 
to  reinvent  network 
television  so  that  cbs 
comes  out  on  top,  the 
Super  Salesman  has  to 
turn  his  empire  into  a 
money-spinning  deal- 
making  machine.  For 
starters,  Karmazin 
wants  advertisers  to 
spread  their  money 
among  the  airwaves, 
billboards,  and  sectors 
of  cyberspace  he  hopes 
increasingly  to  domi- 
nate. He  aims  to  buy 
up  as  many  TV  and  ra- 
dio stations  as  he  can, 
more  outdoor  advertis- 
ing companies.  He  is 
said  to  be  seriously 
looking  at  King  World 
Productions  Inc.,  pro- 
ducer of  The  Opral 
Winfrey  Show  ani 
Wheel  of  Fortune  ani 
could  announce  that  oi- 
another  deal  soon.  And 
he  even  muses  about 
snapping  up  NB('  or 
the  much  bigger  Via- 
com Inc.,  if  the  law 
and  fates  allow. 

At  the  same  time, 
KaiTnazin  wants  noth- 
ing less  than  to  rewrite 
the  iTjles  of  the  game. 
He's  often  on  the  stump,  lobbying  Congi'ess  to  change  the 
federal  laws  constiicting  ownership  of  TV  outlets  and  net- 
works. And  he's  waging  a  campaign  with  adveilisere  against 
the  tyi'anny  of  demogi'apliics,  which  has  penalized  C'BS  for 
having  the  oldest  audience  among  the  networks. 

Equally  fixated  on  the 
Internet,  he  expects  to 
announce  foiu*  Web  deals 
soon.  Fueling  these 
moves  is  his  belief  that  investors  undervalue  broadcast 
networks'  ability  to  drive  viewers  to  Internet  sites.  Look 
what  happened  when  cbs  lent  only  its  name  and  repeated 
mentions  on  cbs  News — but  no  cash — to  online  business 
news  service  CBS  Marketwatch.com  in  December,  1997,  in 
exchange  for  a  38%  stake.  Since  the  sej'vice  went  public  in 
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ki  Climbing  Mt.  Everest  is  hard. 
Selling  advertising  isn't  hard.  All  I'm 
asking  you  to  do  is  sell  10%  more 
advertising  per  year.  ^  J 

—  MEL  KARMAZIN,  CEO,  speaking  at  a  CBS  sales  conference 


Cover  Story 


January,  that  stake  is  suddenly  worth  $300  millioi 
Kai-mazin  figiu-es  that  same  TvAVeb  fonnula  can  b 
replicated  across  cbs's  lineup,  "tv  is  still  the  mof 
powerful  medium,  and  network  tv  is  still  the  on 
that  reaches  the  most  people,"  says  Kai-mazin.  "Con 
bine  it  with  Internet  opportunities,  and  that's  a  veiy  ir 
triguing  business' for  us." 

cbs  subsidiai-y  Infinity  Broadcasting  is  also  developing  ii 
own  online  radio  network,  where  followers  of  its  syndicat 
ed  stai's  Hke  Stem  and  Don  Imus  will  spend  their  time  an 
money.  Once  all  that  is  done,  he  aims  to  sell  part  of  cbs 
Internet  assets  to  the  public,  in  search  of  a  stock  with 
rich  market  valuation  to  do  more  Web  deals.  If  it  a 
works,  the  new  cbs  will  meld  a  growing  stable  of  health 

properties  with  an  aj; 
gressive  presence  i 
new  media — a  far  cr 
from  the  doom  an 
gloom  that  has  hun 
over  the  Tiffany  Net 
work  for  so  long. 
That  Karmazin 
I  lie  to  draw  up  sue 
inbitious  plans  at  a 
credit  to  his  trac 
cord  in  radio  an 
'  i:s's  turnaround 
television,  spearheade 
by  Moonves  and  aide 
by  a  buoyant  econom; 
At  a  time  when  view 
ership  among  all  th 
big  networks  (NB( 
ABC,  c:bs,  and  Fox) 
down,  more  people- 
some  13.2  million  i 
all — are  watching  CB 
each  night.  Shows  lik 
JAG  and  Everybod 
Loves  Raymond  ma 
not  be  high  on  the  hi 
lists  but  they  routinel 
rank  alongside  60  Mir 
ntes  among  Nielsen' 
top-rated  shows. 
LESS  RED  INK.  Wit 
the  return  of  the  nf 
to  the  network  las 
year,  viewership  of  it 
regular  schedule  amon 
the  key  18  to  49 
gi-oup  that  advertiser 
covet  is  up  1%  in  prime  time  this  season,  vs.  a  22%  declin 
for  NP.c  and  a  2%  decrease  for  abc.  KaiTnazin  says  that  aJ 
ter  years  of  losses,  the  network — which  accounts  for  neai 
ly  half  of  CBS's  $6.8  billion  in  revenues — vAW  make  a  sligh 
profit  in  1999.  Sales  at  cbs  as  a  whole  were  up  27%  in  199< 
while  earnings  befoi'e  interest,  tax,  depreciation,  and  amoi 
tization  (EBITDA) — a  key  measure  of  health  among  medi 
companies — increased  42%,  to  $1.1  billion.  The  company  i 
still  in  the  red,  but  its  net  loss  was  trimmed  to  $12  milho 
last  year,  ft-om  $131  million  in  1997,  en  route  to  what  Jef 
sica  Reif  Cohen  of  Men-ill  Lynch  &  Co.  predicts  vrill  be  ne 
income  of  $269  million  this  year  (chart,  page  77). 

Although  the  network  gets  most  of  the  attention,  CBS's  T 
and  radio  stations  are  driving  its  operating  profits.  Wit 
its  em))hasis  on  big-city  radio  outlets,  82%-owned  Infinit 
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The  media  mix  at  CBS  Corp. 


NETWORK: 

The  No.  1  net- 
work in  terms 
of  viewing 
houselioids,  but 
a  perennial  lag- 
gard in  the 
more  coveted 
18-  to  49- 
year-old 
demographics. 


TV  STATIONS: 

Owns  14  major- 
market  TV 
stations,  cover- 
ing 32%  of 
the  U.S.,  that 
are  improving 
margins  but 
still  under- 
performing 
competitors. 


RADIO: 

Through  82%- 
owned  Infinity 
Broadcasting 
Corp.,  the  No.  3 
station-owner 
has  160  outlets, 
including  6  of 
the  country's  top 
10  stations  by 
sales. 


INTERNET: 

Owns  CBS.com, 
c0untr7.com,  38% 
of  CBS  Market- 
watch.com,  20% 
of  Sportsline 
USA;  plans  Infin- 
ity.com;  minor 
stake  in  online 
supermarket 
Web  van. 


CABLE: 

Owns  Nashville 
Network  and 
Country  Music 
Television  plus 
two  regional 
sports  networks; 
last  year  sold 
off  stakes  in 
Eye  on  People 
and  TeleNoticias. 


SYNDICATION: 

Owns  pieces  of 
shows,  including 
Everybody  Loves 
Raymond, 
Touched  by  an 
Angel,  Caroline 
in  the  City, 
and  Walker 
Texas  Ranger 


OUTDOOR: 

Infmity  unit  TDI 
has  billboards 
and  kiosks  in 
large  U.S. 
metropolitan 
markets;  just 
purchased  a 
company  in  the 
Netherlands. 


WHILE  THE  NETWORK 
PULLS  IN  BIG  AD  DOLLARS. 


.RADIO  IS  THE  BIG 
MONEYMAKER 


NETWORK    ilTV  STATIONS 

1999  REVENUE  $7.1  BILLION 

ESTIMATED 


I  RADIO   ■OUTDOOR  ■  CABLE 
1999  EBITDA*  $1.6  BILLION 

ESTIMATED 


KARMAZIN'S  REGIME  IS  ...AND  THE  STOCK  IS 
EXPECTED  TO  TAKE  OFF...  RESPONDING 

600    400   


NET  INCOME 

CONTINUING  OPERATIONS 


(NETWORK  GENERATES  NO  EARNINGS) 

•EARNINGS  BEFORE  INTEREST  TAXES,  DEPRECIATION,  AND  AMORTIZATION 


'96  '97 
▲  MILLIONS  OF  DOLLARS 


'  I  '  '  I  I  I  'I 

DEC.  31, '96  MAR  22, '99 

A  DEC,  31,1996=100 


DATA:  8,T  ALEX  BROWN,  MERRILL  LYNCH  S  GO,,  BLOOMBERG  FINANCIAL  MARKETS 


icuiims  up  11%  of  all  spending  on  U.S.  radio  advertising 
ith  just  1.5%  of  the  countiys  stations.  Meanwhile,  with 
.armazin's  prodding,  CBS's  owned-and-operated  TV  stations 
pped  their  EBITDA  by  43%  in  1998  over  the  previous  year. 

Karmazin  admits  CBS  is  still  "at  the  20-yard  line  with  80 
ards  to  go."  His  lofty  target:  double-digit  sales  gi'owth 
id  20%-plus  growth  in  cash  flow  to  chase  acquisitions  and 
ay  back  stock.  That's  a  big  goal  in  a  business  where  frag- 
lentation,  due  to  the  gi'owth  of  cable  and  niche  upstarts  like 
B  Network,  caused  the  share  of  households  watching  the 
ig  networks  in  prime  time  to  drop  to  56%'  in  1998  from  74% 
i  1985,  according  to  Nielsen  Media  Research. 

Moreover,  CBS's  resurgence  may  be  little  more  than  the 
isult  of  a  network  that  had  no  place  to  go  but  up.  Under 
fevious  owner  Laui'ence  Tisch,  CBS  balked  at  investing  in 
ew  cable  channels  in  the  era  when  multibillion-dollar 
'anchises  like  espn  Inc.  and  mtv  were  created.  While 
BC  has  a  growing  platform  of  cable  channels  and  al- 
ances,  Fox  has  its  sibling  relationsliip  with  the  20th  Cen- 
uy  Fox  studio  and  a  range  of  cable  channels,  and  abc  has 
een  subsumed  into  Walt  Disney  Co.  CBS,  by  contrast, 
as  a  minor  presence  in  cable. 

For  now,  many  broadcast  stocks  are  rising  on  the  an- 
cipation  of  a  phenomenal  20%.  sales  boost  next  year  with 

millennium,  an  Olympics,  and  a  Presidential  election  all  in 
le  offing.  But  when  the  next  recession  hits,  CBS  could  be 


most  vulnerable  among  media  companies  because  it  relies 
more  heavily  on  a  single  revenue  stream — advertising — 
than  the  others.  "I  think  he's  doing  a  good  job  with  a  dif- 
ficult deck  of  cards,"  says  one  big  investoi'. 

CBS's  toughest  hurdle  is  its  audience.  At  a  pre-develop- 
ment  meeting  with  advertisers  at  CBS's  Television  City  in 
Los  Angeles,  Moonves  jokes  about  the  network's  older 
demos — qiupping  that  shows  in  development  include  Daw- 
sons  Parents'  Creek  and  Party  of  55.  But  it's  no  laughing 
matter.  According  to  Nielsen,  a  30-second  spot  on  CBS 
pi-ime  time  last  fall  fetched  .$92,000,  while  ABC  brought  in 
$171,000,  and  NEC  commanded  $176,000  (chart,  page  78). 
GUERRILLA  WAR.  Karmazin  and  his  salesmen  constantly 
press  their  case  that  the  older  age  gToup  has  more  pur- 
chasing power  and  that,  age  aside,  reaching  the  most  house- 
holds counts  for  sometliing  in  a  fragmented  world.  But  so  far, 
Madison  Avenue  isn't  buying  it.  For  one  thing,  many  ad- 
vertisers figure  yoimg  viewers  are  more  swayable.  More 
important,  many  moi-e  people  over  50  ai-e  watching  TV  on  all 
the  networks,  says  media  consultant  Jack  Myers,  so  why 
shoiUd  advertisers  pay  more  to  reach  an  audience  they'll  be 
getting  anyway?  Adds  Bill  Croasdale,  president  of  media 
biTyer  Western  Media  International:  "I  don't  look  at  CBS.  Why 
should  I?  I  can  buy  nbc's  er  and  get  everyone — the  18  to  34 
years,  25  to  54,  and  the  over-50-year-olds — all  in  one  buy." 

KaiTnazin  isn't  taking  this  lying  down;  instead,  he's  using 
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the  tactics  he  honed  in  the  guenilla  warfare  of  the  radio 
business.  After  taking  over  CBs's  gi'oup  of  owned  and  op- 
erated TV  stations  in  April,  1997,  he  axed  a  slew  of  sta- 
tion managers  and  top  salespeople  and  replaced  the  sta- 
tions' salary  and  compensation  package  with  100% 
commission.  He  then  more  than  doubled  the  number  of 
salespeople  at  the  stations,  from  160  to  340,  looking  to 
add  people  who  did  not  come  from  tv  sales  and  thus 
wouldn't  have  the  "order-taker"  mentality  he  deplores. 

At  a  sales  conference  last  year,  he  brought  in  moti- 
vational speaker  Brian  O'Malley,  who  had  climbed  Mt. 
Everest.  At  the  end  of  O'Malley's  speech,  recalls  Kar- 

mazin,  "people  had 
tears  in  their  eyes.  I 
told  them:  'Climbing 
Mt.  Everest  is  hard. 
Selling  advertising  isn't  hai'd.  All  I'm  asking  you  to  do  is 
sell  10%  more  advertising  per  year.' " 

As  a  result  of  KaiTnazdn's  moves,  cash  flow  at  the  sta- 
tion group  increased  from  $370  million  in  1997  to  $530 
million  last  year,  according  to  Andrew  Marcus  of  B.  T. 
Alex  Brown  Inc.  This  impresses  Sony  Corp.  of  America 
Chairman  Howard  Stringer,  a  former  CBS  Television 
chief.  "He's  done  a  gi'eat  job  of  turning  conventional 
wisdom  upside  down,"  says  Stringer. 

Karmazin  has  spent  his  life  cutting  against  the  gi'ain. 
The  son  of  fiivst-generation  Americans,  he  was  raised  in 
a  housing  development  in  New  York's  Long  Island  City. 
His  late  father  di'ove  a  taxi,  while  his  mother  labored  in 
a  cuitain  rod  factoiy  After-  liigh  school,  he  worked  at  the 
small  Irwin  Zlowe  ad  agency,  working  his  way 
up  to  media  buyer  while  enrolled  part-time  at 
Pace  University  en  route  to  a  marketing  degi'ee. 

Karmazin  worked  for  three  years  hawking  ads 
at  WCBS,  leaving  in  1970  when  his  bosses  tried  to  ""^v^ 
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scale  back  the  $70,000  he  was  earning  with  commis- 
sions. Spending  the  next  11  years  at  Jolm  Kluge's  WNEW, 
he  rose  to  manage  the  lucrative  am  and  fm  outlets  and 
set  a  pattern  of  paying  big  bucks  for  popular  on-air 
talent  while  maniacally  watching  operating  costs.  After 
liis  request  to  manage  one  of  Metromedia's  TV  properties 
was  rejected,  Kamiazin  again  considered  his  options. 

Two  former  Metromedia  executives,  Michael  A. 
Wiener  and  Gerald  Canns,  had  founded  Infinity,  hoping 
to  emulate  Kluge's  strategy  of  buying  "oceanfi-ont"  radio 
stations  in  big  markets.  They  needed  someone  to  ran 
them  and  offered  to  match  Kaiinazin's  salaiy  of  $125,000, 
plus  give  him  1%  of  the  equity  up  fi'ont.  A  key  clause  in 
his  contract:  Infinity  would  provide  him  with  a  red  Mer- 
cedes. The  staunchly  patriotic  Kluge  had  always  re- 
fused to  buy  Karmazin  anything  but  a  Cadillac. 
STERN  DEAL.  At  Infinity,  Karmazin  wowed  Wall  Street 
with  liis  slu'ewd  buying  and  operating  skills,  swelling  the 
company  from  6  stations  in  1981  to  44  in  1996.  Wlien 
NBC  fii'ed  "shock  jock"  Howard  Stern  in  1985,  Karmazin 
gave  him  a  national  platfonn  at  Infinity,  as  he  had  for 
talk-radio  star  Don  Imus.  (Karmazin's  only  condition 
was  that,  for  a  time,  both  stars'  contracts  barred  them 
fi'om  saying  his  name  on  the  air.  In  r-eturn,  he  defended 
Stern  against  charges  fr"om  the  Feder-al  Communica- 
tions Commission  that  he  was  violating  decency  laws,  ul- 
timately agr-eeing  to  a  $1.7  million  settlement.) 

With  the  help  of  Far-id  Suleman,  a  savvy  numbers 
man  he  hir-ed  in  1986  and  who  is  now  (;bs's  treasur'er, 
Karmazin  took  Infinity  public,  then  private,  then  public 
again  in  1992 — each  time  at  gr-eat  pr-ofit.  Shares  is- 
sued in  1992  for  $17.50  apiece  wei-e  worth  $170 
when  Infinity  was  acquir-ed  by  CBS  for  stock.  Dui"- 
/'   ing  this  period,  Karmazin,  who  had  raised  his  two 
^    cliUdr-en  in  the  modest  subur-b  of  North  BrToriswick, 
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N.  J.,  divorced  and  moved  into  a  Manhattan  apart- 
ment. Despite  his  financial  success,  a  red  Mer- 
cedes— he  still  drives  one — is  one  of  Kannazin's 
few  indulgences.  He  says  he  made  more  money 
than  he'll  ever  need  on  Metromedia  stock  options 
in  the  1970s.  "He's  veiy  frugal  about  business  and  even 
in  his  own  social  life,"  says  Kluge.  Though  Kannazin's 
stake  in  CBS  is  now  worth  close  to  $400  million,  says 
Kluge,  "he  acts  like  it's  $40,000." 

Mel  KaiTnazin  was  probably  the  last  person  on  Michael 
Jordan's  mind  in  November,  1995,  when  Westinghouse 
Electric  Coip.  bought  C'BS  fi"om  LaiTy  Hsch  for  $5.4  billion. 
When  Jordan  took  over,  the  Tiffany  Network  was  reeling 
fi-om  the  loss  of  football  and  the  defection  of  several  af- 
filiates to  Rupert  Murdoch's  Fox  Network.  Its  prime- 
time  lineup  was  a  mess.  Just  before  selling  CBS,  Tisch  had 
brought  in  Moonves, 
a  former  top  Warner 
Brothers  executive. 
Meanwhile,  ces's 
news   division  was 


selling  Black  Rock,  too,  though  CBS  would  remain 
a  tenant. 

As  a  manager,  Karmazin  skips  pleasantries  but 
rewards  top  execs'  peifonnance  with  lavish  stock 
options.  "His  leadership  style  is  blunt  as  a  punch  in 
the  nose,"  says  ces  Evening  News  anchor  Dan  Rather 
"Du-ect,  but  mixed  with  an  ability  to  listen."  The  style 
does  not  endear  him  to  all.  "He  loves  confi'ontation,"  says 
one  former  insider.  "Basically,  somebody  stole  a  toy 
fi-om  Mel  Karmazin  when  he  was  10.  And  he  has  this 
chip  on  his  shoulder  that  he  has  to  prove  to  everybody 
he  is  smarter-,  brighter,  faster,  quicken" 
NO  LOVE  LOST.  When  Jordan,  at  63,  announced  his  r-e- 
tirement  last  October;  the  official  line  was  that  he  had  ac- 
complished all  he  wanted  and  CBS  was  better  left  to  a 
hands-on  operator  But  his  departure  came  amid  the 

gr-owing  impatience  of 


Kar-mazin,  whom  he 
had  elevated  to  the 
  pr-esidency    of  CBS 

EDUCATION  Pace  University,  BA  in  business  administration, 


sever'al  months  earli- 


floundering  while  CBS    ^ggg  earned  in  four  years  while  working  full-time  in  ad  agency.  "T:" 
executives  °  " — who  knows  both 


FAMILY  Divorced;  son  Craig,  24,  owns  small  radio  stations  in 
Midwest;  daughter  Dina,  22,  runs  a  charitable  foundation. 


men 

points  out  that  Kar- 
mazin kept  his  office 

FIRST  RADIO  JOB  Ad  salesman  at  WCBS-AM,  1967.  m  a^separ-ate  b-oilding 

TV  VIEWING  HABITS  "CBS  from  sign-on  to  sign-off 
WORKDAY  From  6  a.m. 


till  "I  get  things  done." 

ON  SLEEP  "I  find  it  bor- 
ing. Besides,  when  I 
turned  50  I  stopped  hav- 
ing good  dreams." 

ON  VACATIONS  Spends 
long  weekends  at  house  on 
Jersey  Shore  but  hates  get- 
ting on  airplanes  and  stay- 
ing in  hotels.  "When  I  go 
to  Europe,  I  go  for  a  day." 


Sports  ex 
joked  privately  that 
CBS  stood  for  "Cur- 
r-ently  Br-oadcasting 
Skating." 

COST  SLASHER.  With 
the  r-elaxation  of  r-a- 
dio-owTier'sliip  laws  in 
1996,  Karmazin  was 
keen  to  buy  CBs's 
stations.  When  Jor- 
dan said  no,  Kar- 
mazin offered  to  sell 
Infinity  to  CBS. 
The  catch:  Karmazin 
would  run  the  radio 
gr'oup.  In  December, 
1996,  CBS  paid  $4.9 
billion  in  stock  for 
Infinity,  adding  him 
to  the  board  and 
making  him  the 
lar'gest  individual 
shai-eholder.  Within 
four  months  at  CBS, 

Kar-mazin  persuaded  Jor-dan  to  give  him  r-esponsibility 
for  the  TV  stations — signaling  to  those  who  knew  Kar-- 
mazin  that  he  would  not  stop  ther-e. 

Kar-mazin  quickly  exercised  the  tightflstedness  he  had 
lear-ned  fr-om  Kluge.  The  station  manager  at  Philadel- 
phia's KYW-TV  was  queried  by  Karmazin  on  why  his 
station  needed  three  subscriptions  to  Electronic  Media 

magazine  and  five  to 
Broadcasting  and  Ca- 

  hie.  Another  time,  he 

sent  an  expense  form 
back  to  a  major-  market  r-adio  manager  cir-cling  a  $20  ex- 
pense with  a  note:  "Don't  you  have  anytliing  better  to  do 
than  take  an  intei-n  to  lunch?"  Employees  at  cBs's  New 
York  br-oadcast  center  r-efer  to  the  boss  as  "Mad  Mel" 
and  gripe  about  his  just-announced  r-eplacement  of  the 
company  pension  plan  for  new  employees  with  a  stock- 
option  scheme.  If  anything,  Karmazin  is  an  equal- 
oppor-tunity  slasher:  Gone  ar-e  CBs's  two  private  jets 
and  Black  Rock's  kitchen  staff.  In  fact,  he's  now  studying 
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selling  Infinity 
to  CBS.  When  Jordan 
vacated  the  Black 
Rock  corner  suite 
built  for  CBS  founder 
WiHiam  S.  Paley,  Kar-- 
mazin  moved  in.  "Mel 
was  scathing  about 
Jor-dan,"  says  tliis  ex- 
ecutive. "It  was  oil 
and  water.  I  don't 
think  they  had  any 
conversations  that 
made  sense  to  either 
one  of  them." 

One  thing  Joi'dan 
and  Karmazin  did 
agr-ee  on  was  the  im- 
por-tance  of  getting 
the  NFL  back.  In  pay- 
ing $500  million  a 
year-  for-  eight  yeai-s — roughly  double  what  nbc  paid  under 
the  previous  contr-act — for  a  package  of  afc  division 
games,  CBS  boosted  its  young-male  demogr-aphics  and 
used  gridir-on  to  hype  shows  like  Raijnmid.  Wliile  NEC's 
Wright  says  his  networ-k  would  have  lost  $150  million  last 
year  paying  what  CBS  did,  Karinazin  insists  cbs  made 
money.  "Bob  Wright  should  be  dealing  with  the  problems 
he  has  with  his  sales  department,"  he  says. 

Last  year,  say  media  executives,  Jordan  and  Karmazin 
explor-ed  a  slew  of  ways  to  boost  cbs  stock,  including 
selling  part  of  the  networ-k  and  sharing  news  resources 
with  CNN.  But  CBS  took  a  differ-ent  coiu-se  and  .spim  off  its 
r-adio  and  outdoor  businesses  in  a  S^.l  billion  initial  public 
offering,  selling  18%  to  the  public  and  r-eviving  the  Infin- 
ity Broadcasting  Corp.  name.  For  Kar-mazin,  bold  changes 
in  direction  are  not  unusual.  "What  I  like  about  him  is, 
thei-e  is  no  such  thing  as  a  permanent  obstacle,"  says 
CBS  News  Pr-esident  Andr-ew  Heyv/ar-d.  "He's  not  afi-aid  of 
making  mistakes,  and  when  he  does,  he  moves  on  quickly." 
That's  what  hap])ened  vrith  the  Internet.  A  for-mer  CBS 
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executive  recalls  that  at  a  meeting  about  Internet 
strategy  a  year  ago,  Karmazin  had  said:  "Why 
are  you  wasting  your  time?  It's  not  a  business." 
That  was  then.  Now,  the  CBS  boss  is  enamored  of 
the  Web — and  no  wonder  Almost  overnight,  CBS's 
minority  stakes  in  two  popular  sites,  Sportsline  usA 
Inc.  and  CBS  Marketwatch.com  Inc.,  became  woith  close 
to  $700  million  combined.  Still,  Kannazin  is  scrambling  to 
catch  up  to  NBC,  with  its  Snap  portal  and  range  of  Web 
partnerships,  and  arc,  with  its  ties  to  Infoseek  Corp.'s 
Go  Network.  CBS  will  be  "one  of  the  significant  players  in 
new  media,"  vows  Karmazin.  "We're  not  going  to  miss 
cable  and  the  Internet." 


If,  for  once,  Karmazin  falls  short  of  his  goals, 
there  is  no  dearth  of  potential  suitors  or  partners 
for  CBS's  assets,  from  Ted  Tiu-ner  to  USA  Net- 
works Inc.'s  Barry  Diller  to  Sony.  In  the  mean- 
time, Karmazin  may  complain  about  his  newly 
public  image,  but  he  is  clearly  enjoying  having  such  a 
large  domain  over  which  to  put  his  indomitable  stamp. 
"I  love  the  business,"  he  says.  "I  spend  a  lot  of  time  at 
it  and  a  lot  of  people  have  gotten  rich  with  us."  For 
Mel  Karmazin,  the  relentless  pitchman,  the  selling  nev- 
er stops. 

By  Richard  Siklos  in  New  York  with  Ronald  Grover 
in  Los  Angeles 


MEET  CBS'S  MR.  HOLLYWOOD 


Leslie  Moonves  can  sure  pick  'em. 
The  early  rounds  of  the  National 
Collegiate  Athletic  Assn.  college 
basketball  championship  are  being- 
broadcast  by  CBS,  and  Moonves  has 
the  TV  in  his  office  at  Television  City 
in  Los  Angeles  tuned  in.  "I've  got 
three  for  three,"  he  says,  happily  jot- 
ting down  scores  for  the  office  pool. 

These  days,  Moonves  has  been 
making  some  pretty  big  plays  of  his 
own.  Nearly  four  tui'bulent  years  af- 
ter jumping  to  CBS  from  Warner 
Brothers,  where  he  ran  the  hit  facto- 
ry that  launched  the  likes  of  Dallas, 
Friends,  and  ER,  Moonves  has  guided 
CBS  from  third  place  to  its  first  top 
spot  in  viewership  since  1994.  So  far 
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this  season,  eight  CBS  shows  are  in 
the  top  25,  twice  last  season's  show- 
ing to  this  point.  And  he  has  man- 
aged to  lower  slightly  the  average 
age  of  CBS's  viewers. 

But  Moonves,  49,  can  hardly  rest 
on  his  laurels.  Even  with  such 
progi'ess,  the  network  is  expected  to 
break  even  or  generate  only  a  small 
profit  in  1999,  on  revenues  of  about 
$?)  billion.  In  the  tough  network  envi- 
ronment, only  NBC  and  Fox  have 
logged  steady  profits. 

It  all  starts  with  programming, 
where  Moonves  made  some  early 
fumbles  but  has  rebounded  by  tai- 
loi-ing  shows  to  c:bs's  core  audience 
of  older,  less  urban  folks.  He  is  also 
peppering  the  schedule  with  shows 
and  events  like  the  Grammy  Awards 
and  NFL  Football,  which  give  him  a 
platform  to  promote  his  shows  to  a 
younger  crowd.  CBS  has  also  had 
success  with  new  shows  such  as 
Becker  and  Ki7ig  of  Qiieens  that 
have  replaced  fading  hits  like  The 
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TV  veteran  Moonves 
made  the  network 
No.  1  in  viewership 

HIS  SHOWS  WORK.  LES  MOONVES 
NOW  MUST  FEED  THE  BOTTOM  LINE 

Nanny  for  a  fraction  of  the  cost. 

Moonves  insists  there  is  no  delib- 
erate strategy  to  cut  back  on  pro- 
gi'amming  expenses.  "Cheap  shows 
look  like  cheap  shows,  and  the  audi- 
ence isn't  going  to  be  fooled,"  says 
Moonves.  Still,  he  has  found  that  fin- 
gaUty  has  its  place;  c^bs  won  a  sur- 


prising Tuesday  night  victoiy  earlier 
this  year  with  The  Shaivshank  Re- 
demption, a  film  that  had  already 
aired  26  times  on  Showtime  and 
eight  times  on  tbs. 

Moonves  is  also  tackling  another 
strategic  weakness  by  diiving  hard 
to  sign  projects  that  give  CBS  an  eq- 
uity stake  in  shows.  Today,  the  net- 
work owns  a  piece  of  half  its  sched- 
ule and  will  get  hefty  revenues  from 
the  sale  of  i-eiTms  of  its  30%-ovraed 
show  Everybody  Loves  Raymond;  it's 
already  benefiting  ft'om  rerun  sales  of 
Touched  by  an  Angel  and  Walker, 
Texas  Ranger. 

GOES  WITH  HIS  GUT.  Such  moves 
have  earned  Moonves  an  unusual  de- 
gree of  autonomy  from  his  boss,  ceo 
Mel  Karmazin,  who  doesn't  get  di- 
rectly involved  in  progi'amming  deci- 
sions. "Les  has  the  latitude  that  he 
has  earned  and  deserved,"  Karmazin 
says.  These  days,  Moonves  jets  from 
L.  A.  to  New  York  twice  monthly  to 
oversee  the  sports  and  news  divi- 
sions he  also  runs.  On  his  agenda 
now:  a  makeover  of  CBS's  nfl 
pregame  show  and,  in  tandem  viith 
CBS  News  President  Andrew  J.  Hey- 
ward,  a  $20  million-plus  plan  to  re- 
vamp the  anemic  CBS  This  Morning. 

A  onetime  actor,  Moonves  has 
brought  in  heavy-weight  talent  such 
as  Moonlighting  creator  Glenn  Gor- 
don Caron  to  come  up  with  new 
shows.  "He  goes  viith  his  gut,  not 
with  marketing  studies,"  says  er 
star  George  Clooney,  who  has  signed 
on  to  make  and  star  in  TV  movies 
for  CBS.  "No  one  else  in  town  does 
that  anymore."  There's  no  question 
Moonves  has  brought  some  luster 
back  to  the  Tiffany  Network.  Now, 
he  and  Karmazin  aim  to  find  out  if 
they  can  make  it  stick. 

By  Roncdd  Grover  in  Los  Aiigeles, 
with  Richard  Siklos  in  New  York 


IT  5  PAINFULLY  SLOW. 
LEAVES  A  SLIPPERY  TRAIL 
AND  HIDES  UNDER  A 
TOUGH  SHELL. 

MEET  THE  MOST 
COMMON  SPECIES  OF 
DUSINESS  SOFTWARE 

COMPANY 


(DiLLIUS  Dallius  Implementus) 


t  first  glance,  all  software  companies  look 
jually  nimble.  Then  the  implementation 
•ags  on.  Or  their  technology  trails.  And  you 
alize  what  kind  of  species  you're  really 
baling  with.  At  Lawson  Software, 
?eping  our  customers  on  the  leading  edge 
:  technology  is  one  of  our  biggest  strengths, 
'ur  innovative  business  management  systems  are 
le  first  to  utilize  web  technology,  enabling 
ar  customers  to  share  information  more  / 
eely  anci  cost  effectively.  And  Lawson  is 
le  first  to  offer  Self-Evident  Applications,™ 
new  generation  of  enterprise  software  that 
tactically  eliminates  training  costs.  At  the 


same  time,  we're  known  for  having  one 
;        of  the  shortest  client/server  implemen- 
.  /        tations  in  the  software  industry.  How 
are  we  able  to  do  it?  By  designing 
ffV'*  our  financials,  human  resources, 

^  procurement  and  supply  chain  process 

suites  to  be  open  to  all  major  technologies,  we're 
able  to  make  complex  installations  faster 
and  easier.  And  we  can  offer  our  customers  the 
tlexibility  to  move  to  the  ne.xt  database, 
/   ^1     user  interface,  network  or  hardware  platform 


f'S-  2 


that  comes  along.  For  a  whole  new  species 
ot  software  company,  visit  Lawson  Software  at 
www.lawson.com/guide  or  call  1-800-477-1357. 


LEADING    EDGE    TECHNOLOGY    WITHOUT    THE  ATTITUDE 


'07  Lawson  Software 
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Software 


Rinia  Berzin  recently  inherited  a  laptop  computer 
from  her  husband  and  began  an  intense  two-day 
honeymoon  with  the  Internet.  She  went  all  the 
way:  buying  jeans  at  Gap,  browsing  for  books  at 
Barnesandnoble.com,  and  registering  for  Martha 
Stewart's  online  joimial.  WMe  Berzin  was  shopping, 
something  vei-y  un-Martha  happened:  Her  spree  left  muddy 
digital  footprints  all  over  the  Net. 

Berzin,  a  Manhattan  mother  of  two,  is  like  a  lot  of  other 
Amoicans  just  stepping  onto  the  Web.  When  a  fiiend  told 
her  how  much  personal  infoi-mation  she  had  swapped  for 
the  convenience  of  home  shopping,  she  was  angiy  at  fii'st, 
then  confused.  On  Berzin's  fu'st  visit  to 
Gap,  hidden  files  called  "cookies"  were 
deposited  on  her  computer  Other  soft- 
wai'e  progi'ams  whirred  into  action  to 
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fear  a  backlash  over  breaches  of  privacy.  Cries  for  regulatio 
have  already  reached  Washington.  If  consumers  like  Berzi 
opt  to  conceal  themselves  or  bolt  ft-om  the  Net  or  bind  it  i 
new  laws,  E-commerce  could  choke  in  its  infancy. 

By  slapping  liigh  prices  on  personal  infbnnation,  E-busines 
adds  a  frightening  new  dimension  to  the  privacy  debat( 
That  feai"  extends  across  society.  Hospitals  and  schools,  for  ex 
ample,  are  constructing  vast  national  databases  with  evei-j 
tiling  from  yom-  cliild's  foiuth-gi-ade  report  cai-d  to  the  uniqu 
twists  and  turns  of  yom-  dna.  Businesses  want  that  infonnt 
tion,  and  in  the  online  world — where  virtually  eveiy  piece 
data  is  for  sale — they  vdll  probably  get  it.  "You  already  hav 
zero  privacy.  Get  over  it,"  Sun  Mici-osys 
tems  Inc.  CEO  Scott  G.  McNealy  glibl 
noted  at  a  recent  computer-fest. 

Most  Americans  might  find  that  har 


track  and  analyze  her  online  behavior 
Marketers  didn't  loiow  her  name  at  fu'st, 
but  the  anonymity  evaporated  when 
Berzin  made  her  first  purchase.  "You 
can  say  no  to  being  tracked,"  says  the 
foiTner  strategic  planning  executive,  "but 
it  takes  a  gi"eat  deal  of  work,  and  some- 
times it  pays  to  say  yes." 
"GET  OVER  IT."  No  one  hacked  Berzin's 
credit  card  or  stole  her  identity.  Such 
crimes  are  still  rare  on  the  Net.  The 
•ipprehensions  that  engulfed  Berzin  are 
more  far-reaching  than  fear  of  theft  and 
resonate  across  society.  Personal  details 
are  acquiring  enormous  financial  value. 
They  are  the  new  cuiTency  of  the  digital 
economy.  Indeed,  a  .$50  billion  freight 
train  called  electronic  commerce  is  bear- 
ing down  on  Berzin  and  millions  of  con- 
sumers now  ventming  forth  on  the  Net. 
That  train  is  powered  by  an  insatiable  need  for  personal  in- 
formation— details  about  what  individuals  do  online  that  help 
businesses  zero  in  on  customers. 

This  train  is  on  a  collision  course  with  consumer  sensibili- 
ties. Personal  infonnation  is  vulnerable  to  abuse.  Failure  to 
apply  checks  and  balances  today  will  change  oiu'  lives  and  om- 
notions  of  what  belongs  to  us  as  individuals.  "The  ability  to 
estabhsh  a  digital  trail  is  unlike  anything  we've  had  so  far  in 
histoiy,"  says  Constance  E.  Bagiey,  a  Stanford  University  lec- 
tiu'er  in  law. 

As  companies  race  to  collect  personal  data  and  exploit 
them,  consumers  are  being  confronted  with  urgent  trade- 
offs and  choices  about  how  to  cover  their  tracks  in  cyber- 
space— or  whether  they  should.  If  they  decide  not  to  hide, 
how  should  they  be  compensated  foi'  the  information  they  re- 
veal? Businesses  also  face  arduous  trade-offs.  Rightly,  they 


The  Internet 
wants  your 
personal  info. 
Whafs  in  it 
for  you? 


to  swallow.  Many  are  starting  to  undei 
stand  that  what  companies  discover  ca 
hurt  them.  First  comes  the  nuisance: 
blizzard  of  junk  mail.  Then  come  th 
real  dangers:  Companies  on  the  We 
that  know  consumers'  shopping  habit 
and  history  can  engage  in  sophisticate 
kinds  of  discrimination.  If  a  busines 
finds  out  that  you,  for  example,  are  not 
big  spender,  it  may  leave  you  danglin 
on  help  lines,  refuse  to  notify  you 
juicy  deals  and  discounts,  or  cut  you  o 
iis  a  customer  And  you  won't  even  kno' 
you've  been  a  victim.  "It's  very  hard 
show  the  discrimination  occurred  b( 
cause  somebody  had  access  to  person; 
infoiTnation,"  says  Deii'dre  Mulligan,  sta 
counsel  at  the  Center  for  Democracy 
Technology  in  Washington. 

Then  there's  the  danger  that  the  dh 
elimination  could  be  based  on  information  that  is  false  or  oi 
of  date.  "There  hasn't  been  a  data  system  built  yet  that  is  n( 
fraught  with  inaccuracy,"  warns  privacy  activist  Robert  Ell; 
Smith.  Even  when  infonnation  is  correct,  it  may  be  dania^ 
ing — and  none  of  anyone's  business.  Digital  trails  that  impl 
or  prove  that  you  have  aids,  for  example,  could  cause  en 
ployers  or  insiu'ers  to  snub  you.  Supjiose  you're  a  college  sti 
dent  accused  of  date  rape,  says  Jason  Catlett,  a  privacy  a( 
vocate.  "What  happens  when  the  prosecutor  finds  out  that  yo 
were  on  a  porno  site  the  night  before?" 

To  get  consumers  protection,  privacy  advocates  have  bee 
mobilizing  politicians,  leading  to  scores  of  federal  and  stat 
privacy  bills.  A  few  are  calling  for  tight  government  contro 
on  personal  information.  (Europe  stiffened  such  safeguarc 
last  fall.)  E-businesses  can't  abide  these  regulations,  worn 
ing  that  such  steps  will  cost  them  money.  So  they  are  tiyin 
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to  police  themselves. 
Many  popular  sites  post 
privacy  policies  and  in- 
creasingly sport  seals  of 
approval  from  the  Better 
Business  Bui'eau  and  oth- 
ers, which  pui-port  to  ver- 
ify adherence. 

But  all  these  efforts 
come  up  short — in  part 
because  life  on  the  Net  is 
so  complex.  Information 
you  willingly  share  with 
one  company  may  be  sold 
without  your  knowledge 
to  somebody  else.  Priva- 
cy pledges  posted  on  Web 
sites  have  limits  and  may 
not  be  enforced.  Yom-  per- 
sonal data  can  become  the 
property  of  strangers 
through  subpoenas,  coipo- 
rate  mergers,  police  in- 
vestigations, or  hacker  at- 
tacks. And  the  results  of 
yotu-  latest  medical  exam 
could  tiUTi  up  in  the  hands 
of  a  potential  employer. 

One  reason  simple  pro- 
tective measures  fail  is  that  consumers  aren't  sure  they 
want  them.  Although  they  are  worried  that  their  privacy 
may  be  \iolated.  they  realize  that  personalized  ser\ice  on  the 
Web  can  be  very  attractive.  A  Web  site  that  recalls  your 
tastes  and  btuing  habits  can  save  you  time  and  find  bai-gains 
that  suit  you.  What  you  see  may  depend  on  where 

you  live,  where  you 
browse,  what  images 
tend  to  hold  your 
eyeballs,  and  whether 
you  have  the  loot  to  do  more  than  look. 
THE  HOOK.  As  a  result,  consumers  send  confusing  signals. 
One  day.  they  are  up  in  arms  over  Intel  Coi-j^.'s  ability  to 
track  Web  surfers  through  identiiving  codes  on  their  new 
Pentiiun  cliips.  Tlie  next,  thousands  race  to  trade  theii'  names, 
income  levels,  and  hobbies  in  rettuii  for  a  Free-PC  with  built- 
in  "market  to  one"  advertising. 

E -commerce,  more  than  conventional  business,  needs  this 
personal  connection  for  several  reasons.  First,  despite  their 
lofty  stock  valuations.  Web-based  businesses  with  little  or  no 
earnings  can't  afford  to  constantly  solicit  new  customers. 
They  need  repeat  business.  At  Excite  Inc.,  for  example,  cus- 
tomers who  exchange  tidbits  about  themselves  in  rettuTi  for 
a  personalized  experi- 
ence— in  the  form  of  se- 
lected news,  movie  list- 
ings, local  weather,  etc. — 
retiuTi  to  the  site  roughly 
20  times  more  often  than 
those  who  don't,  says  Joe 
Ki'aus,  Excite's  co-foimder 
and  senior  vice-president. 

Ai'med  with  loyal  cus- 
tomers. Excite  can  then 
pile  on  additional  senices 
and  boost  its  income.  It 
can  offer  advertisers  ban- 
ner ads  and  "pop-ups" 
aimed  only  at  the  cus- 
tomers deemed  most  like- 
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ly  to  respond.  Sites  can  also  earn  commissions  for  routing  cu. 
tomers  to  other  locales.  For  example,  \isitors  to  technolog 
review  pages  at  cxet  Inc.,  a  news  site,  may  click  through  t 
a  computer  company  and  purchase  a  PC.  cxet  gets  a  fl; 
fee  for  each  customer. 

Customers'  data  will  become  more  valuable  as  database 
from  various  sites  are  linked.  That  includes  informatiu 
fi'om  cookies,  the  files  that  many  sites  deposit  on  yotu-  har 
drive  when  you  visit.  These  files,  which  identify  you  whe 
you  log  on,  were  initially  designed  to  communicate  onl 
with  the  site  that  deposits  them.  Now,  though,  online  mai 
keting  firms  with  names  like  DoubleCIick,  AdKnowiedg< 
MatchLogic,  and  Engage  may  merge  data  from  multipl 
cookies.  That,  in  turn,  can  be  collated  with  personal  inf<ji 
mation  scattered  among  census  and  motor-vehicle  database 
credit  reports,  education  and  health  records,  and  toU  systen  ^ 
such  as  E-z  Pass. 

As  they  consolidate  their  reach  across  these  offline  dats 
bases,  Web  sites  may  also  apply  poweiful  softwai-e  tools 
monitor  and  make  money  from  the  bu\ing  and  browsin 
habits  of  their  \isitors.  For  yeai's,  banks  and  telecom  comp 
nies  have  been  using  technology'  called  data  mining  to  tra( 
customer  trends  and  spot  fi-aud.  Now,  the  tools  are  gettin 


HOW  THE 
INTERNET  GOT 
YOUR  NUMBER 

Under  the  banner  of  better 
service,  companies  want  to 
profile  you,  then  sell  you 
th  ings — or  sell  your  profile. 
Here's  what  companies  see 
and  how  you  can  hide: 

OATAt  ELECTRONIC  FRONTIER  FOUNDATION 


VISITING  A 
WEB  SITE 

Just  by  view- 
ing a  page, 
you  reveal 
your  Internet 
address,  browser  type,  operat- 
ing system,  and  what  page 
you  clicked  from. 

TIP:  Look  for  seals  from 
TRusTe  and  BBeOnLine.  Read 
privacy  statements.  Be  wary 
of  registrations  and  surveys. 


MILKINI 
"COOKI 

Most  bu 
sites  pre 
your  bro 
to  create 
tracking  file  on  your  tiai 
called  a  "cookie."  It  id< 
you  to  the  Web  site  eac 
you  return. 

TIP:  If  there's  no  benef 
being  tracked,  click  on 
ence  menu  and  block  c 
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nancial  infonnation  about 
themselves  online  in  re- 
turn for  more  tai-geted 
advertising. 

Even  when  it  isn't 
threatening,  personaliza- 
tion on  the  Net  can  get  a 
little  crass.  Imagine  if 
people  fawned  over  you 
as  much  offline  as  they 
do  online:  Say  you  went 
to  a  restaurant  with  a 
date,  had  burgers,  paid 
with  a  credit  card,  and 
left.  It's  over.  But  if  it 
were  online,  the  next 
time  you  showed  up,  the 
waitress,  searching  her 
file  of  private  infonnation, 
would  say,  "Hey  Joe,  how 
are  you?  Fran  is  over 
you 


)re  poweiful,  and  they  are  moving  onto  the  Web. 
These  tools  are  becoming  available  just  as  mas- 
databases  are  consolidating.  Experian  Infor- 
ition  Solutions  Inc.,  the  giant  credit-report  com- 
ny,  has  a  stake  in  online  marketer  AdForce  Inc. 
sanwhile,  an  information  aggregator,  Acxiom  Corp.,  is 
wking  data  on  more  than  176  million  individuals  and  96  mU- 
n  households.  "They  follow  you  more  closely  than  the  U.  S. 
vernment,"  says  Anthony  Picardi,  top  software  analyst  at 
temational  Data  Coi-p.  Adds  Thomas  F.  Kelly,  president  and 
0  of  Neuron  Data  Inc.,  a  Silicon  Valley  maker  of  cus- 
Tier-tracking  software:  "The  privacy  ti"ade-off  is  the  dirty 
tie  secret  that  everyone  in  the  business  thinks  about  and 
ks  about  to  each  other  but  never  brings  up  in  public." 
Consumers  have  caught  a  whiff  of  these  secrets  and  don't 
e  the  smell.  In  a  November  Louis  Harris  &  Associates 
c/Alan  F.  Westin  survey  of  1,000  adults,  82%  complained 
3y  had  lost  all  control  over  how  their  personal  infonnation 
used  by  companies.  Three  out  of  four  said  businesses 
ked  for  too  much  information.  And  though  millions  of  con- 
mers  bought  gifts  on  the  Web  last  Christmas,  a  business 
iEK/Han-is  poU  last  month  showed  that  two-thirds  of  Amer- 
in  adults  are  "not  willing  at  all"  to  share  personal  and  fi- 


"Frivacy  laws  cover  'video  rertlals 
and  cable-TV  selections,  yet  we 
don't  protect  citizens'  basic 
financial  infonnation  from 
being  shared, "  says  Senator 
PfniJ  LSarba:nes. 


there;  would  you  like  to 
sit  with  her  again?"  Nev- 
er mind  that  you're  with 
another  date.  Then  you 
would  find  out  they've  al- 
ready cooked  yom-  burger 
and  are  ready  to  charge 
yom-  card.  Wlien  it  comes 
to  this  kind  of  personaliza- 
tion online,  says  Tara  Lem- 
mey,  executive  director  of 
the    Electronic  Frontier 
Foundation,  "there's  a  fine 
line  between  good  service  and  stalking." 

Web  startups  aren't  the  only  ones  that  know  how  to  stalk. 
In  January,  Intel  came  under  fu*e  for  designing  its  Pentium 
III  chips  with  serial  numbers  that  can  be  identified  remotely 
on  the  Web.  That  makes  it  easier  for  users  to  be  tracked.  Two 
months  latei;  privacy  buffs  hammered  Microsoft  Corp.  because 
its  Windows  98  software,  used  on  a  network,  creates  identi- 
fier that  are  collected  dming  registration.  The  result  is  a  vast 
database  of  personal  information  about  Microsoft  customers. 
"GOOD  BUSINESS."  Mici'osoft  insists  that  the  featm-es  it  added 
were  designed  to  improve  sei-vices.  But  fearing  a  bacldash,  it 
has  promised  to  modify  the  featm-e.  It  claims  customers  can 
bow  out  when  they  register  for  Win98,  and  it  promises  to  ex- 
punge pei-sonal  data  it  collected  improperly.  "This  isn't  just  an 
etliical  issue.  Privacy  is  good  business,"  says  Saul  Klein,  a  Mi- 
crosoft senior  manager  of  Web  services. 

GeoCities  learned  that  lesson  last  year  when  the  Federal 
Ti'ade  Commission  accused  the  owners  of  this  booming  online 

community  of  selhng  per- 


QETTim 
TRIANGU- 
LATED 

Just  by  get- 
ting your 
horoscope  at 
ou  give  up  your  birtln- 
j  maybe  your  Zip 
ublic  records  can 
Dur  income  and  race. 

3  pseudonyms.  When 
I  under  your  real 
void  chat  rooms. 


WH© 
ELSE  IS 
WATCHING 

Advertisers 
on  sites  can 
also  place 
cookies,  which  their  clients 
may  access.  All  across  the 
Web,  eyes  you  can't  see 
may  study  your  "clickstream." 

TIP:  Software  shields  can 
make  you  anonymous.  Check 
out  Anonymizer.com. 


THE  FULL 

i^ONTY 

Ever  buy  a 
book  at 
Amazon, 
com?  If  so,  it's  got  your 
name,  address,  Zip  Code,  and 
credit-card  number,  for 
starters.  If  the  books  are  gifts, 
they  know  your  pals,  too. 

TIP:  New  privacy  tools  are 
coming.  Watch  for  P3P,  digi- 
talme  by  Novell,  and  Crowds. 


sonal  infonnation  without 
members'  consent.  The 
site  admitted  no  wrong- 
doing but  agreed  to  im- 
plement tougher  privacy 
policies.  Says  privacy  ac- 
tivist Marc  Rotenberg: 
"It's  too  easy  for  Web 
pages  to  turn  into  trick 
mirrors.  The  marketer 
gets  to  see  through  to 
you,  but  all  you  get  to  see 
is  your  own  reflection." 

When  consumers  see  a 
big  payoff,  however,  some 
of  them  are  more  than 
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passed  on  to  insurers,  employers,  medical 
researchers,  courts,  and  private  eyes. 
Police  and  hackers  might  decide  to  take  a 
peek,  too. 

■Hm^  Senator  Patrick  Leahy  (D- 
■PHHH  Vt.)  is  pushing  a  bill  forcing 
doctors  to  notify  you  each  time  your  data 
is  requested  and  to  justify  disclosure. 

■■■■■M      In  emergencies,  the 
JBHHHHI  ability  to  zip  your 
records  over  the  Net  may  save  your  life. 
Medical  science  also  gains  by  drawing  on 
vast  pools  of  patient  data. 


THE  DOCTOR 


willing  to  trade  their  personal  information. 
"As  long  as  you  give  people  something  in  re- 
turn, they're  thrilled,"  says  Bill  Gross,  the 
Pasadena  (Calif.)  entrepreneur  who  founded 
idealab!,  an  incubator  for  Internet  startups.  In 
February,  he  unveiled  Free-P('  Inc.  on  the 
premise  that  people  would  part  with  detailed 
personal  information  and  put  up  with  a  con- 
stant barrage  of  ads  in  exchange  for  a  .$500 
comjjuter  Privacy  advocates  mocked  the  proposition  as  a  los- 
er. But  within  days  of  announcing  registration,  the  company 

  fielded  more  than  1.2 

million  applications. 
PECKING  ORDER.  Some 
companies  use  the 
gold  mine  of  consumer  data  to  discriminate  against  cus- 
tomers who  don't  make  the  gi'afle.  You  might  call  it  "Weblin- 
ing."  At  Sanwa  Bank  in  California,  customer-service  reps 
use  Net-based  progi-ams  to  classify  customers  into  A,  B,  and 
C  categories.  The  least-valued  Cs  are  the  ones  most  likely  to 
end  up  on  hold  when  they  call  in  for  sei-vice.  Angle  Black- 


Special  Report 


burn,  who  oversees  Sanwa 
phone  and  online  banking,  (l( 
fends  the  practice.  "Obvious) 
if  we  have  a  customer. . .  wl 
has  a  significant  amount  ii 
vested,  you  want  [him  or  he 
to  be  treated  extra  special 
she  says. 

Weblining's  grim  implic; 
tions  are  clear,  howevei" — ar 
can  be  part  of  the  softwai 
sales  pitch.  Makers  of  the^' 
tools  say  the  onus  lies  wit 
the  company  that  uses  then 
not  the  creator  With  data-mi; 
ing  software,  "people  can  1 
segmented  any  way  a  comp 
ny  wants  to  slice  and  dii 
them,"  including  creed,  coli 
und  religion,  says  Kennel 
Volpe,  an  executive  at  Bosto 
based  Ail  Technology  Grou 
which  sells  such  progi'ams. 

So  far,  Web  marketei 
haven't  broadened  their  que 
for  personal  data  to  schools  i 
hospitals.  But  it  may  be  i 
evitable.  Think  of  the  adva 
tages  if  they  could  hit  y( 
with  ads  for  special  foods  fi 
your  diabetic  aunt  or  Wei 
based  tutoring  for  youi-  stiu, 
giing  teenager.  "If  you  are 
business,  data  in  health  re 
ords  add  up  to  one  big  saf 
opportunity,"  says  Dr.  Richai 
Epstein,  a  psychiatrist 
Bethesda,  Md. 

School  districts  from  Ne 
York  to  Oregon  have  begi 
replacing  old  stand-alone  coi 
puters  with  high-speed  ne 
works,  each  with  the  abili 
to  profile  and  track  student 
One  day,  these  networks  w 
connect  to  a  nationwide  dat 
exchange  program  organize 
by  the  Education  Dept. 
boost  school  efficiency  and  pi 
point  the  sources  of  learnii 
problems.  The  program  w 
make  student  information  ava 
able  to  other  schools,  univeri 
ties,  government  agencies,  an 
potentially,  to  employers.  II 
not  just  the  three  Rs.  Now, 
can  be  parent  income,  heal 
problems,  and  meetings  with  the  school  slmnk.  Gayle  Clou 
a  mother  of  six  in  Riverside,  Calif.,  finds  this  alarmin 
"They  want  to  track  my  children  from  cradle  to  gravf 
she  says. 

Tlie  medical  j^ai-allel  to  this  is  even  more  distui-bing.  Pi-es& 
by  health-maintenance  organizations,  hospitals  are  strugglL 
to  rein  in  costs,  and  they  are  loading  ujj  on  infonnation  tec 
nology  to  help.  As  health  records  are  linked  to  financial,  ei 
ployment,  and  managed-care  databases,  they  can  be  hacked 
transferred  to  outsiders  when  HMOs  or  hospitals  merge 
ai'e  dismembered  by  creditors.  "If  you  have  a  medical  recoi 
you  have  a  medical  privacy  problem,"  says  Senator  Patri 


"If  people  can't  trust  their  doctors  to 
keep  sec7^et%  "  says  psychiatyist 
Richard  Epstein,  "patients  won  7 
talk  about  se:mal  abuse  or  mental 
illness.  Tlie  failure  to  disclose  infor- 
mation could  harm  other  people. " 
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What  did  we  say  when  they  asked  us 
for  a  mission-critical  network? 


No  proy^^. 


Computer  networks  are  the  central 
nervous  systems  of  modern  banking 
and  financial  institutions.  Without 
them,  virtually  every  aspect  of  the 
company's  international  trade  and 
commerce  grinds  to  a  halt.  The 
impact  on  earnings  -  not  to  mention 
customers  -  can  be  disastrous. 

To  give  you  an  edge  in  mission- 
critical  networking  -  24  hours  a 
day,  7  days  a  week,  365  days  a 
year  -  Olicom  has  developed 
ClearSession'^'^,  the  world's  most 
advanced  set  of  solutions  for 
keeping  computer  networks  up 


and  running  year  in,  year  out. 
ClearSession,  an  essential  element 
of  Olicom's  ClearStep'" 
strategy,  is  implemented 
throughout  our  range  of 
quality-engineered  Token-Ring 
Fast  Ethernet  and  ATM 
networking  equipment.  Its 
unique  failsafe  functionality 
automatically  ensures  the 
availability  of  the  systems  and 
applications  that  drive  your 
business. 

That's  why  we  say  "no  problem" 
when  the  world's  biggest  banks  and 


financial  institutions  ask  us  for 
mission-critical  networks. 


olicom  (S^ 


ClearStep 


The  Token-Ring 
Migratton  Strategy 


Olicom  IS  also  the  only 
networking  company  in 
the  world  offering  a 
detailed  high-speed 
networking  migration 
roadmap.  Our  ClearStep  strategy 
allows  you  to  safely  and  cost- 
effectively  build  high-speed, 
mission-critical  networks  capable 
of  handling  the  needs  of 
tomorrow,  today.  For  more 
information,  please  visit 
www.olicom.com. 


olicom 


t  Olicom  offices:  USA  1+1)  972  907  4600,  Denmark  (+45)  45  27  00  00,  Australia  (+61)  2  9955  1755,  Benelux  (+31)  73  6  49  15  46.  Canada  (+11  416  977  2400.  France  (+33)  1  4191  1717,  Gertrany  (+49)  6105  2892-0, 
Iberica  (+34)  91  372  9814,  Japan  (+81)  3  5753  0221.  Poland  (+481  58  348  15  00,  South  Africa  (+271  11  432  3295,  Sweden  (+46)  8  594  704  94,  United  Kingdom  (+44)  1494  556600.  www.olicom.com 


ClearStep  is  a  sen/icemarl^  of  Olicom  A/S.  Olicom  is  a  registered  trademark  1999  copyrigtit  Olicom  A/S 


ren  on  the  Net? 
who  they  chat  with 
and  what  infornnation  they  surrender 
when  they  answer  surveys  or  make  pur- 
chases? And  what  about  school?  Once 
they're  in  a  database,  report  cards  from 
kindergarten  can  follow  your  kids  for  life. 

irriiiirff^  ^^'^  '^^^  ^'^^  being  consid- 
jlMiiffllMMi  ered  that  would  curb 
requests  for  personal  data  from  children. 

mmgmmmamm  Your  child  can  survey 
■HHHHH  the  entire  world  on  the 
Net.  Be  careful  you  don't  erect  walls  just 
when  you  should  be  tearing  them  down. 


THE  MOTHER 


Leahy  (D-Vt.),  the  chief  architect  of  a  closely 
watched  medical  privacy  bill. 

Consolidating  tWs  data  in  one  place  makes  it 
more  vulnerable  to  theft  or  abuse.  Says  Joe 
Pellegi-ino,  manager  of  database  administration 
for  New  York  Presbyterian  Hospital:  "There's 
no  question  this  is  leading  to  a  national  uni- 
versal medical  database."  Already,  hospitals  ex- 
change data  on  individual  patients,  he  says. 
"The  next  step  is  to  take  these  statewide  databases,  contain- 
ing details  on  your  allergies,  your  mental  health,  or  your 
sexually  transmitted  diseases,  and  make  them  accessible." 

INFO  BROKERS.  There 
are,  however,  many 
jarring  trade-offs  in 
the  medical-privacy 
debate.  When  managed  right,  medical  data  in  digital  foirn  cut 
health-care  costs,  hasten  and  improve  diagnoses,  and  reduce 
cases  of  prescription  mix-ups.  Computers  also  help  adminis- 
trators track  doctors  and  spot  unprofessional  behavior.  In 
genetics,  digitized  dna  repositories  help  scientists  searching 
for  links  among  genes  and  diseases — just  as  they  help  the  FBI 
collaborate  on  manhunts  across  continents.  Down  the  road, 
doctors  will  tailor  ding  treatments  to  patients'  total  medical 
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profile,  including  their  genel 
makeup. 

Even  so,  many  Americai 
are  deeply  concerned  aboi 
medical-data  abuses.  Neithi 
doctors  nor  patients  wai 
records  to  leave  the  doctoi 
office  except  where  necessai 
for  insurance  purposes.  "Yoi 
doctor  took  the  Hippocrat 
oath,"  says  Robert  Gellman. 
privacy  consultant  in  Was 
ington.  "The  CEO  of  ydi 
health  plan  did  not." 

These  concerns  now  ha\ 
Washington's  eai-.  Leah/s  me 
ical  bill  would  give  patien 
the  right  to  limit  disclosure 
theu-  medical  records  to  tho: 
with  a  need  to  know.  And 
the  financial  arena,  Senat( 
Paul  S.  Sarbanes  (D-Md.)  ar 
others  are  tiying  to  regula 
the  sale  of  customers'  recorc 
and  the  swapping  of  recorc 
in  mergers. 

E-businesses  see  regulatic 
as  the  wolf  at  the  door  Tl 
Online  Privacy  Alliance  h; 
mobilized  more  than  80  coi 
panies  and  trade  associatioi 
to  fight  back.  About  500  cor 
paiiies  ai'e  ah-eady  displaying 
"tnistmark"  seal  of  approv 
from  TRUSTe.  Recently,  tl 
Better  Business  Bui'eau  addt 
its  own  seal  of  approval.  ' 
addition,  the  Net  is  spawnii 
the  "infomediary" — an  info 
mation  broker  that  protec 
Web  users'  privacy  or  barte 
it  to  find  them  bargains.  Tl 
trouble  is,  infomediaries,  lil 
other  Web  businesses,  mu 
cough  up  theu-  lists  as  soon  : 
a  cop  or  banla-uptcy  judge  com 
knocking. 

Techies  are  at  work  on  sol 
tions  to  protect  privacy.  None 
these  efforts  seems  a  silver  bi 
let.  David  J.  Farber,  Moore  Pr 
fessor  of  Telecommunications 
the  University  of  Pennsylvani 
believes  nothing  short  of  E 
rope's  privacy  directive  will  suffice.  "Maybe  you  don't  fe 
tlu'eatened  in  today's  political  climate,"  he  says,  "but  imagii 
if  this  tyi^e  of  infonuation  and  the  tools  to  tap  it  were  in  ll 
hands  of  a  Joe  McCarthy." 

Swe  enough,  the  secret  codes,  cookies,  and  digital  ti^ails  a 
proliferating  by  the  millisecond.  Most  of  us  have  alreac 
siUTendered  more  personal  details  than  we  could  ever  ima 
ine.  CybeiTiauts  have  one  thing  on  Joe,  though:  The  Net  is 
gi'and  communications  channel  that  retui-ns  a  modicum 
power  to  consumers.  If  you  doubt  it,  note  how  quickly  IV 
crosoft  and  Intel  backed  off  when  a  ciy  went  out  on  tl 
Web.  Now  comes  the  hai'd  part:  figuring  out  what  we  can  ^ 
for  the  infoiTnation  we  give. 

By  Edward  C.  Baig,  Marcia  Stepanek,  and  Neil  Gross 
New  York,  with  bureau  reports  J 


Underpressure  to  cut  costs, 
schools  are  building  new 
databases,  says  Gayle  Cloud. 
"Tliey  snoop  your  credit  and 
medical  records — and  now  your 
kids.  Miere  is  it  (joinq  to  stop?" 
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■Estimated  reseller  price  to  end  users  lor  IBM  PC  300GL  model  6287-41 U;  monitor  shown  is  IBM  G-54  with  15"  screen  and  13  7"  viewable  image,  starting 
at  $239:  certain  features  described  below  are  available  lor  an  additional  charge.  Actual  prices  may  vary  MHz  denotes  microprocessor  internal  clock 
speed  only;  other  lactors  may  also  allect  application  performance.  PCs  in  this  ad  include  an  operating  system  IBM  product  names  are  trademarks 
ol  International  Business  Machines  Corporation  Wake  on  LAN  is  a  product  ol  IBM/Intel  Advanced  Manageability  Alliance  and  is  a  trademark  ol 
IBM  Corporation.  Intel,  the  Intel  Inside  logo  and  Pentium  are  registered  trademarks  ol  Intel  Corporation  ©  1999  IBM  Corporation  All  rights  reserved 
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(©e-business  tools 


from     Pentiutn*  II  processor  350  mhz    Customizable  SystemXtra" 
$1,135*   up  to  64mb  sdram,  up  to  8.4gb    financing,  service,  support 
fiard  drive,  4  slots,  4  bays  and  training  options. 


More  is  definitely  better.  And  affordable,  even  after  you  buy  Cost-saving, 
standards-based  management  features,  like  Wake  on  LAN?"  allow  you 
to  easily  integrate  truckloads  of  IBM  PC  300GLs  into  your  enterprise. 
www.ibm.com/ibmpc  or  call  1  800  IBM  7255,  ext.  5030. 


Finance 


STOCKS 


THE  MARKET: 
TOO  HIGH?  TOO  LOW? 

Why  so  many  valuation  models  are  so  wrong 


Wonder  if  the  stock  market  is 
out  of  whack?  Click  onto  Dis- 
mal Scientist  at  www.dismal. 
com  and  slide  youi'  mouse  over 
to  the  market-valuation  calculator  Plug 
in  a  couple  of  commonly  used  figures — a 
5%  gi'owth  rate  for  earnings,  say,  and 
a  yield  of  5%  on  the  10-year  Treasury 
bond — and  the  calculator  offers  up  some 
distressing  news:  The  Standard  &  Poor's 
500-stock  index,  it  says,  is  11.2%  over- 
valued, even  after  the  Mar.  23  plunge. 

But  if  you'd  like  to  make  the  wony 
go  away,  assume  a  higher  earnings- 
growth  rate,  7.5%,  and  a  lower  interest 
rate,  4.5%%  and  voila,  the  market  is  2.1% 
overvalued,  close  enough  to  say  it's  fair- 
ly valued.  "You  have  to  examine  the  in- 
puts" to  figure  out  whether  a  model 
makes  sense,  says  Mark  Zandi,  chief 
economist  at  Regional  Financial  Associ- 
ates in  West  Chester,  Pa.,  which  runs 
the  Dismal  site  on  the  Web. 

As  the  stock  mai-ket  has  made  a  run 
on  Dow  10,000,  it  has  also  made  fools 
of  the  folks  who  use  statistical  models 
to  divine  where  the  market  is  headed. 
Most  of  the  models  have  been  warning 
for  months,  and  some  for  years,  that 


the  market  is  unsustainably  high  and 
heading  for  a  fall.  "This  is  a  specula- 
tive bubble,"  cautions  Ronald  J.  Tal- 
ley,  director  of  financial  forecasting 
for  WEFA  Inc.,  an  economic  consult- 
ing firm  in  Eddystone,  Pa.,  argu- 
ing that  the  market  is  still  twice 
its  fair  value. 

DANGEROUS  PLACE.  But  if  the 

market  continues  to  thumb  its 
nose  at  the  models'  forecasts,  then 
perhaps  it's  the  models  that  are 
out  of  whack.  "The  traditional 
model  is  flawed  if  you  think  that 
people's  attitudes  toward  risk 
are  changing  over  time,"  says 
Kevin  A.  Hassett,  a  resident 
scholar  at  American  Enterprise 
Institute.  He  and  AEi  fellow  James  K. 
Glassman  have  developed  a  model  that 
finds  the  market  to  be  sharply  under- 
valued. Their  ai'gwient:  Investors  don't 
see  the  stock  market  as  the  dangerous 
place  they  once  did  and  thus  will  bid  up 
stocks  to  far  higher  prices. 

If  the  new  modelers  are  right,  the 
change  overturns  statistical  relation- 
ships that  have  held  true  for  decades.  It 
would  throw  doubt  especially  on  the 


FOUR  WAYS  OF  VALUING  THE  MARKET 

FED  MODEL  Relates  earnings  yield  on  stocks  to  interest  rates.  When  the 
earnings  yield  is  equal  to  the  current  yield  on  a  10-year  U.  S.  Treasury  bond, 
stocks  are  at  fair  value.  If  the  earnings  yield  is  above  the  interest  rate,  stocks 
are  a  buy;  below,  stocks  are  overvalued. 

CAMPBELL-SHILLER  MODEL  Looks  at  price-earnings  ratios  over  time  to 
determine  a  long-term  market  average.  When  the  current  p-e  exceeds  that 
average,  as  it  does  now/,  the  market  is  overvalued. 

CORNEL;  ~^ODEL  Discounts  future  cash  flows  and  compares  that  to  the 
current  ma.    t  level.  The  discount  factor  is  a  combination  of  the  risk-free 
interest  rate    d  a  risk  premium  to  compensate  for  the  greater  volatility  of 
stocks.  When    ie  value  of  the  discounted  cash  flows  is  above  the  current 
price,  the  mark:!  is  cheap,  and  vice-versa. 

GLASSMAN-HA&SETT  MODEL  Similar  to  the  Cornell  model,  with  one 
major  exception.  Glassman  and  Hassett  argue  that  the  risk  premium,  histori- 
cally at  7%,  is  heading  toward  0%.  That  means  the  discount  factor  that 
applies  to  stocks  drops  sharply,  thus  raising  the  fair  value  of  the  market. 

DATA:  BUSINESS  WEEK 


long-held  view  that  stocks  are  riski- 
than  bonds. 

Consider  the  so-called  Fed  mod', 
which  Deutsche  Bank  economist  E 
ward  Yardeni  teased  out  of  a  report 
Congress  by  the  Federal  Reserve 
1997,  seven  months  after  Chairman  Al 
Greenspan  wamed  of  the  market's  " 
rational  exuberance."  This  model  coi 
pares  the  earnings  yield  on  stocks 
the  ciurent  yield  on  bonds,  the  idea  1 
ing  these  are  competitive  investmen 
The  earnings  yield  is  the  forecast  opt 
ating  earnings  for  the  stocks  in  the  s. 
500  over  the  next  12  months  divide 
by  the  price  of  the  index.  On  Mar  : 
that  was  $52.59  divided  by  1262, 
4.17%.  Compare  that  with  the  intert 
rate  on  a  10-year  U.  S.  Treasury  boi 
which  is  5.16%.  Under  this  model,  Trc 
suries  are  a  better  buy — they  yie 
more.  Only  when  these  two  numbe 
ai'e  equal  are  stocks  fairly  valued.  Ri^ 
now,  this  model  says  stocks  are  24 
over\'alued. 

The  model's  beauty  is  its  simplicity 
and  the  fact  that  the  variables,  mark, 
level,  interest  rate,  and  consensus  ear 
ings  forecast  are  not  subject  to  ti 
whim  of  the  modeler.  There's  an  und( 
lying  assumption  in  the  model  that  t 
ideal  earnings  yield  for  stocks  is  the  1 
year  bond  yield.  But  Greg  A.  Smil 
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■estment  strategist  for  Pnidential  Se- 
nties  Inc.,  argues  that  the  tight  rela- 
nship  between  rates  and  earnings 
Id  holds  when  the  bond  rate  is  above 
>,  but  is  less  clear  at  lower  levels.  It 
lid  be,  says  Smith,  that  in  the  world 
low  inflation  and  low  interest  rates, 
s  model  doesn't  work. 
That's  also  the  rap  on  the  Campbell- 
iller  model,  a  valuation  method  ad- 
riced  by  John  Y.  Campbell  of  Har- 
"d  University  and  Robert  J.  Shiller,  a 
)fessor  at  Yale  University's  School  of 
magement.  They  use  market  history 
come  up  with  an  average  p-e  ratio 
■  stocks  and  argues  that  when 
('s  are  historically  high — as  they  are 
w,  at  33  times  last  year's  earnings — 
ick  prices  will  fall  toward  the  long- 
TO  average  of  15.  The  problem  with 
s  approach  is  that  it  overlooks 
mges  in  the  U.  S.  economy.  Tech 
icks,  for  example,  which  have  high 
)wth  rates  and  high  p-e's,  make  up 
irly  20%  of  the  s&P  500.  A  decade 
),  the  s&P  was  dominated  by  autos, 
and  other  cychcal  stocks,  wliile  tech 
;ounted  for  just  8.4%  of  that  index. 
Other  models  that  grapple  with  mar- 
;  valuation  focus  on  the  "risk  premi- 
I."  The  risk  premium  is  the  differ- 
'.e  between  the  risk-free  interest  rate. 


usually  the  return  on  U.S.  Treasury 
bills,  and  the  return  on  a  diversified 
stock  portfolio.  Over  more  than  70 
years,  the  return  to  stocks  averaged 
11.2%,  and  T-bills,  just  3.8%.  The  dif- 
ference between  the  two  retm'ns,  7.4%, 
is  the  risk  premium.  Economists  explain 
this  extra  retm-n  as  investors'  reward 
for  taking  on  the  gi'eater  risk  of  owning 
stocks.  Most  market  watchers  believe 
that  in  recent  years,  the  premium  has 
fallen  to  somewhere  between  3%  and 
4%  because  of  lower  inflation  and  a  long 
business  upswing  that  makes  corporate 
earnings  less  variable. 

Looking  ahead,  the  risk  premium  is 
critical  in  valuing  equities.  Chai'les  M. 
Lee  of  Cornell  University's  Johnson 
Graduate  School  of  Management  closely 
examines  the  30  stocks  in  the  Dow  Jones 
industrial  average.  He  estimates  a  risk 
premium  for  each  stock  by  measuring 
the  price  volatihty  of  that  stock's  indus- 
try group.  For  instance,  Lee  says  the 
risk  premium  for  General  Motors  Coip. 
is  9.48%,  while  for  General  Electric  Co. 
it's  just  4.48%.  (Auto  stocks  have  a  high- 
ei-  risk  premium  because  then-  eaiTiings 
and  stock  prices  swing  more  di'amatical- 
ly  than  a  diversified  company  such  as 
GE.)  Lee  then  estimates  future  cash  flows 
for  each  Dow  stock  and  uses  a  combina- 
tion of  the  risk  premium  and  risk-free  in- 


terest rate  to  discount  that  cash  to  a 
present-day  "intrinsic  value." 

Wlien  the  Dow  oversteps  this  value, 
the  market  is  too  rich.  And  even  with 
the  Dow  ch-opping  back  fi'om  the  10,000 
climes,  the  price-to-value  ratio  for  Dow 
9700  is  1.61,  or  61%  above  intrinsic  val- 
ue. Over  the  past  20  years,  that  ratio 
averaged  1.08.  Although  this  ratio 
peaked  last  April  at  1.74,  it's  still  well 
above  the  1.41  registered  before  the 
1987  collapse. 

DIRT-CHEAP  DOW.  But  like  most  models, 
the  CoiTiell  approach  looks  back  to  fore- 
cast the  futm'e.  Hassett  and  Glassman 
say  that's  crazy,  because  the  risk  pre- 
mium is  shrinking.  They  argue  that 
stocks  have  become  a  lot  less  risky  than 
bonds,  and  in  fact  they  posit  that 
the  risk  premium  is  heading  to- 
ward zero.  In  any  model  that 
uses  a  risk  premium  to  calculate 
the  proper  discount  factor,  lower- 
ing that  premium  from  3%  to  zero 
is  the  same  as  slashing  interest 
rates  by  three  full  percentage 
points.  "In  time,  stocks  and  bonds 
will  converge,"  predicts  Hassett. 
"The  opportunity  is  being  in  the 
»  .  ,  J  J-     stock  market  as  the  market  reval- 
ues  stocks."  That's  why  Hassett 
"-^^  and  Glassman  argue  that  the 

Dow  is  diit  cheap;  their  forthcom- 
ing book  is  called  Dow  S6,000. 

Most  analysts  scoff  at  the  notion  that 
stocks  are  no  riskier  than  bonds. 
"There's  still  a  lot  of  uncertainty  in  to- 
day's world,"  says  Leah  ModigUani,  a 
Morgan  Stanley  Dean  Witter  equity 
strategist.  "The  risk  premium  has 
moved  down,  but  it's  not  zero." 

Forecasters  everywhere  concede  that 
old  models  are  suspect.  Merrill  Lynch 
&  Co.'s  quantitative  analysts,  for  in- 
stance, look  at  five  valuation  models; 
only  one  of  them  suggests  that  the 
market  is  anything  but  vrildly  overval- 
ued. The  optimistic  model  is  based  on 
long-term  earnings  estimates  by  the 
firm's  analysts,  and  since  analysts  tend 
to  be  optimists,  Menill  economists  take 
a  dim  view  of  its  output.  "We  definite- 
ly don't  think  it's  the  best  measure  of 
valuation,"  says  Kari  E.  Bayer,  a  quan- 
titative strategist  at  Merrill.  And  Pi'u- 
dential  Securities'  Smith  has  told  clients 
that  as  long  as  rates  remain  steady 
and  earnings  accelerate,  they  can  "for- 
get the  models." 

That  may  be  sound  advice.  There  are 
no  mai'ket  watchers  and  investors  more 
humble  than  those  who  heeded  the  mod- 
els and  yanked  their  money  out  only  to 
see  the  bull  stampede  ahead. 

By  Joseph  Weber  in  Toronto,  with 
Jeffrey  M.  Laderman  in  New  York 
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LENDERS  LIVING  ALONE 
AND  LIKING  IT 

Midsize  banks  find  that  niches  help  keep  the  acquirer  away 

In  his  47th-floor  office  at 
One  Mellon  Bank  Center 
in  Pittsburgh,  Martin  G. 
McGuinn  is  ready  for  a  fight. 
Since  assuming  the  chair- 
man's post  at  Mellon  Bank 
Corp.  on  Jan.  1,  the  ex-Ma- 
rine has  been  bolstering  his 
defenses  against  a  possible 
takeover.  Management  has 
been  streamlined,  and  lag- 
gard businesses — credit 
cards,  ATM  servicing,  and 
most  mortgages — have  been 
put  on  the  block.  And  he's 
shoring  up  Mellon 's  strongest 
suit:  managing  money  for 
wealthy  clients  thi'ough  such 
tony  subsidiaries  as  Dreyfus 
Fund  and  Boston  Co. 

Like  many  midsize  banks, 
Mellon,  with  $50  billion  in  as- 
sets, likes  being  independent. 
Last  year,  it  shook  off  a 
Bank  of  New  York  Co.  offer 
and  so  fai-  has  avoided  flisai> 
pearing  into  one  of  the  new- 
ly minted  megabanks  such  as 
the  linkups  of  BankAmerica 
and  NationsBank  or  Banc 
One    and    First  Chicago. 
McGuinn  says  Mellon  is  too 
different  to  fit  in  with  the 
big  guys.  "They're  thinking 
of  growing  deposits  and  as- 
sets and  loans  on  the  balance 
sheet  and  brick-and-mortar 
branches,"  says  McGuinn. 
"It's  a  national,  retail,  mass- 
market  strategy.  That's  not 
our  strategy  at  all." 
STOCK  BOOSTERS.  Nor  is  it 
the  strategy  of  other  midtier 
banks.  They  are  staying  free 
by  buiTowing  into  niches — asset  man- 
agement, securities  imdei-wiiting,  small- 
business  lending.  They  hope  these  busi- 
nesses will  produce  steady  fee  income 
and  boost  stock  multiples,  making  it 
harder  for  :•'■<  acquirer  to  do  a  deal. 
"The  industry'    a  lot  less  homogenous 
than  it  used  to  b-  "  says  David  S.  Beny, 
research  director  it:  investment  bank 
Keefe,  Bruvette  &   'Aiods  Inc.  "It  will 
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be  even  less  so  five  years  from  now." 

Some  banks  that  discovered  their 
niche  a  long  time  ago  are  now  bolster- 
ing their  franchises.  First  Tennessee 
National  Coi-p.  in  Memphis  is  using  its 
experience  selling  bonds  since  the  1920s 
to  expand  its  securities  business.  Says 
Fu-st  Tennessee  Chairman  Ralph  Horn: 
"A  few  years  ago,  we  were  just  a  good 
retail  bank  with  a  bond  operation." 


Another  bank  vrith  a  historic  nicl 
is  GreenPoint  Financial  Corp.  Ne 
York-based  GreenPoint  has  more  tht 
150  years  of  experience  lending  mont 
to  immigi'ants,  who  often  have  no  crei 
it  history.  GreenPoint  does  so  thi"ou| 
so-called  no-documentation  mortgage 
The  bank  requires  no  papei-work,  bi 
borrowers  must  make  a  larger  dowi 
payment — 25%  to  50% — and  pay  inte 
est  0.6  to  1.2  percentage  points  highi 
than  on  typical  mortgages.  "They' 
much  more  profitable  thi 
conventional  lending,"  sa; 
GreenPoint  Chairman  ai 
CEO  Thomas  S.  Johnson.  S 
much  more  that  GreenPoi: 
is  expanding  nationwide. 
ADVICE,  TOO.  Going  after  a 
other  ignored  sector — sm 
business — is  the  ticket 
Detroit's  $24  billion  Comeri 
Inc.  About  90%  of  its  loai 
go  to  businesses  with  sal 
of  $500  million  or  less — mai 
of  them  auto-parts  suppUe 
in  need  of  financial  advice 
well  as  money.  "Our  loan  c 
ficers  often  become  de  fac 
chief  financial  officers  of  tl 
companies  we  lend  to,"  sa; 
Eugene  A.  Miller,  Comerics 
chairman  and  CEO. 

At  Mellon,  McGuinn  h; 
won  kudos  by  selling  c 
mass-market  businesses- 
such  as  a  $1.9  billion  credi 
card  portfolio  dealt  to  Cil 
group — and  expanding  i 
fund-management  busine; 
internationally.  Mellon  hi 
set  up  joint  ventures  wil 
Bank  of  Tokyo-Mitsubis 
Ltd.  of  Japan  and,  latel 
with  Credit  Lyonnais.  "Thei 
are  moves  in  the  right  dire 
tion,"  says  Kevin  C.  Holt,  a 
alyst  with  the  Milwaukee 
vestment  firm  of  Stror 
Capital  Management  In( 
which  owns  more  th{ 
300,000  shares  of  Melk 
stock. 

While  some  banks  can  re 
on  top  niche  perfoiTnance 
stay  independent,  it's  not  ce 
tain  all  can  do  so.  "Is  management  at 
of  those  middle  levels  good  enough 
keep  up  with  the  big  banks?  The  jurj 
still  out  on  that,"  says  James  Shutz, 
banking  analyst  at  the  Chicago  Cor 
In  the  end,  analysts  say  midtier  ban 
ing's  niche  highflyers  could  become  ti 
successful — making  themselves  mus 
have  takeover  targets  at  any  price. 
By  Peter  Galuszka  in  Pittsbun 
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t's  easy  to  enjoy  the  same  AOL  benefits 
m  get  at  home,  at  work. 


It's  as  easy  as  1-2-3... 


 Step  1:  

meet  to  the  Internet  using  your  local  Internet 
/ice  Provider  or  by  using  the  Local  Area  Network 
N)  Internet  Connection  at  work. 


Step  2: 


1  up  your  AOL  software*  Before  signing-on  to  AOL, 

will  first  need  to  reconfigure  your  AOL  connection 

ip  to  connect  via  TCP/IP  Here's  how: 

In  the  Sign-on  screen,  click  "Setup." 

Ihoose  Create  a  location  for  use  with  new  access 

(hone  numbers  or  an  ISP  option  and  click  "Next." 

n  the  "Add  Location"  window,  type  a  name  for  the 

ocation  (for  example,  TCP/IP  location). 

ihoose  Add  a  custom  connection  (for  example 

"CP/IP)  and  click  "Next."  A  TCP/IP  location  will 

e  created  automatically 


Step  3: 


Sign-on  to  America  Online.  If  you  are  already  an  AOL 
member,  use  your  existing  screen  name  and  password 
and  sign  on  as  normal.  If  you  are  not  an  AOL  member, 
you  can  download  the  current  software  through  our 
Web  site  at  www.aol.com  or  call  1-800-4-ONLINE  to 
get  software  delivered  to  you. 

AOL  also  offers  a  special  pricing  plan  for 
customers  who  use  AOL  exclusively  via  TCP/IP 
The  Bring  Your  Own  Access  Plan  is  just  $9-95 
per  month  for  unlimited  use  of  America  Online.** 

Next  time  you're  looking  for  the  best  of  the 
Internet  and  more  at  work,  check  out  AOL. 


■  II  you  3ie  nol  an  AOL  member,  you  can  download  the  current  sottware  througli  our 
Web  site  at  www  aol  com  oc  call  1-800-4-ONLINE  lo  get  software  delivered  to  you 

■  ■  Additional  cliarges  apply  it  you  do  not  connect  through  TCP/IP 

Go  to  AOL  Keiywonl:  Billing  to  switch  to  this  plan 

©  1998  America  Online.  Inc 


To  receive  FREE 
AOL  software,  call 
1.800-4-ONLINE. 

A 

AM  E  lyi  CA 

So  easy  to  use, 
no  wonder  it's  #1 
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COMIVIENTARY 

By  Christopher  Farrell 

THANK  '80s  GREED  FOR  '90s  GROWTH 


The  impending  breakup  of  rjr 
Nabisco  Inc.,  a  mere  decade  ago 
the  largest  leveraged  buyout  in 
histoiy,  seems  like  a  fitting  requiem 
to  the  1980s.  After  all,  Barbarians  at 
the  Gate,  Den  of  Thieves,  and  other 
books  chronicled  the  '80s  as  an  era  of 
Ponzi  finance,  merger  madness,  and 
insatiable  avarice.  The  financial 
shenanigans  of  the  '80s  seem  hght- 
years  removed  from  the  high-produc- 
tivity economy  of  the  '90s. 

Hold  on.  Despite  the  ex- 
cesses, the  '80s 
were  far  from  a 
lost  decade.  "I 
credit  the  '80s  for 
gi\ing  a  foundation 
to  the  economy  of 
the  '90s,"  says 
Samuel  C.  Hayes 
HI,  professor  at 
Han'ai'd  business 
school.  Adds  Roy  C. 
Smith,  professor  at 
New  York  Universi- 
ty's Stem  School  of 
Business  and  a  limit- 
ed partner  at  Gold- 
man, Sachs  &  Co.: 
"The  reason  why  the 
incredible  economy  of 
the  '90s  has  continued 
to  do  well — higher 
stock  prices  and  U.  S.  companies 
competing  successfully  overseas — is 
mostly  because  of  the  '80s." 
HANG-ON  MENTALITY.  That  might 
seem  off  the  wall,  but  it's  not  far  off 
the  mark.  It  seems  almost  like  an- 
cient histoiy  now,  but  U.  S.  compa- 
nies stumbled  horribly  in  the  1970s. 
Industrial  America,  including  the 
auto,  steel,  electronics,  and  machine- 
tool  industries,  lost  market  share  and 
profits  to  Japanese,  German,  and  oth- 
er overseas  rivals.  Productivity 
gi'ovi^h  faltered  to  a  1%  annual  rate, 
and  the  sense  grew  that  the  U.  S. 
had  fallen  into  a  long-term  economic 
decline.  "All  this  had  an  enoiTnous 
impact  on  management's  willingness 
to  take  risks,"  says  Smith.  "Manage- 
ment's mentality  back  then  was  hang 
on  and  survive  at  all  costs." 

That  mind-set  was  potentially  cat- 
astrophic. The  wellsprings  of  econom- 
ic grow^th  aren't  just  technology. 


globalization,  investment,  or  even 
productivity — all  the  things  we  talk 
about  today.  It's  also  risk-taking, 
what  the  gi'eat  British  economist 
John  Maynard  Keynes  called  "the  an- 
imal spirits  of  capitalism."  Every- 
thing else  pales  in  comparison  to  the 
entrepreneur  risking  all  on  a  new 
way  of  doing  business,  from  retail 
superstores  to  the  Internet.  Without 
risk-taking,  even  the  most  promising 
technology  would 


leveraged  buyout  or  hostile  takeover, 
a  dozen  corporate  chieftains  got  the 
message:  Take  risks  or  lose  your  job. 
In  other  words,  restructure  your 
workforce  and  start  breaking  down 
bureaucratic  barriers;  focus  on  core 
competencies  and  shed  peripheral 
businesses;  tie  executive  compensa- 
tion to  the  stock  mai'ket,  work  your 
capital  smarter,  and  add  to  share- 
holder value.  If  you  don't  do  it  we'll 
do  it  for  you.  "Every- 
thing that  was  new  about 
Henry  Kravis  and  the 
raiders,  everjlhing  they 
did  in  the  1980s,  compa- 
nies do  to  themselves 
now,"  says  Steven  N. 
Kaplan,  finance  profes- 
sor at  the  University  of 
Chicago.  "We  are  all 
Henry  Kravis  now." 

In'l980,  the  Dow 
Jones  industrial  aver- 
age hovered  around 
the  900  level,  and  the 
value  of  all  U.  S.  com- 
panies was  $1.4  tril- 
lion. Today  the  Dow 
is  flirting  with  10,000 
and  the  value  of 
U.  S.  corporations 


For  every  LBO  or  hostile  takeover,  a  dozen 
CEOs  got  the  message:  Take  risks  or  lose  out 

MICHAEL  MILKEN  BECAME  A  SYMBOL  OF  THE  DECADE'S  PERCEIVED  FAULTS 


gather  dust  in  the  university  lab. 

Like  them  or  not,  innovators  such 
as  T.  Boone  Pickens,  Craig  McCaw, 
Henry  R.  Ki-avis,  Richard  Rainwater, 
and,  of  course,  Michael  Milken  chal- 
lenged an  encnisted  Establishment. 
Milken's  junk-bond  finance  and 
Kravis'  leveraged  buyouts  gave  am- 
bitious risk-takers  the  opportunity  to 
displace  risk-averse  managers.  And 
that's  the  reason  the  previous  decade 
led  towai'd  a  business  culture  that 
now  rewards  innovation,  argues  Pe- 
ter Bernstein,  a  New  York  City- 
based  economic  consultant  to  institu- 
tional investors. 

The  influence  of  the  financial  gun- 
slingers  extended  far  beyond  their 
immediate  dealmaking.  For  every 


comes  to  some  $12.6  trillion.  The 
1980s  simultaneously  marked  the 
death  rattle  of  an  old  industrial  or- 
der and  the  emergence  of  a  new  en- 
trepreneurial economy. 

Along  the  way,  of  course,  terrible 
mistakes  were  made.  Pickens  fell 
into  disrepute.  Milken  ended  up  in 
jail,  as  did  a  number  of  other  '80s  fi- 
nanciers. And,  as  in  any  dramatic 
conversion,  a  lot  of  comipanies  fal- 
tered as  they  groped  to  build  a 
more  flexible,  responsive  corpora- 
tion. But  on  balance,  what  emerged 
were  the  world-class  competitors  of 
today. 

Contributing  Editor  Farrell  cov- 
ered deal  mania  during  the  1980s. 
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The  steak. 


The  sizzle. 


$18,995.*  Loaded.  Finally,  a  car  that  delivers  more  than  what  you 
paid  for— the  Chrysler  Cirrus  LXi.  Start  with  a  24-valve  \/6,  a  premium 
sound  system  and  A/C.  Toss  in  leather-trimmed  seats.  Remote  Keyless 


Entry  and  anti-lock  brakes,  and  we'll  wager  you've  rarely  experienced  a  steak  with  as  many  garnishes  as 
the  new  Cirrus  LXi.  For  more  information,  call  us  at  1.800.CHRYSLER,  or  you  can  visit  www.chryslercars.com. 


ENGINEERED  TO  BE  GREAT  CARS 


CHRYSLER  CIRRUS 


'  MSRP  after  $1,000  cash  allowance  includes  destination  Tax  and  options  extra 


Inside  Wall  Street 


BY  GENE  G.  MARCIAL 


IN  SEARCH  OF 
A  COMFORT  ZONE 

Given  the  fundamentals,  shares  of 
Comfort  Systems  USA  (fix)  should 
be  on  easy  street.  This  leading 
provider  of  heating,  ventilation,  and 
air-conditioning  (hvac)  systems  has  ei- 
ther exceeded  or  met  consensus  earn- 
ings estimates  in  the  past  seven  quar- 
ters, with  sales  mnning  at  an  annual 
rate  of  $1.2  bilhon.  And  most  analysts 
rate  it  a  buy.  So  why  is  Comfoi't  trad- 
ing near  its  low,  at  12%,  from  20i<;  in 
November? 
WILL  ITS  STOCK  Blame  it  on 
HEAT  UP?  the  mai-ket's  cui-- 
rent  aversion  to 
small-cap  stocks. 
But  the  bulls 
aren't  too  con- 
cerned. "We  see 
no  appai'ent  com- 
pany-specific is- 
sue that  would 
account  for  the 
weakness  in  the 
stock,"  says  Alex 
Rygiel  of  Fried- 
man, Billings, 
Ramsey,  an  in- 
vestment fiiTn  in 
Arhngton,  Va.  The  stock  is  trading  at 
just  9.5  times  his  1999  estimate  of  $1.35 
a  share  and  7.8  times  his  2000  esti- 
mate of  $1.65.  It  deserves  to  trade  at  a 
price-earnings  ratio  of  15,  he  says.  That 
would  mean  a  stock  price  of  20,  based 
on  the  company's  20%  to  25%  yearly 
earnings  groMh. 

One  more  thing:  Several  utilities 
have  been  acquiring  hvac  companies 
since  the  onset  of  deregulation,  and 
some  investment  pros  think  Comfort 
is  a  buyout  target.  "Comfort  would  be 
a  wondeiful  acquisition  for  a  large  util- 
ity," says  Marc  Baylin,  analyst  and 
portfolio  manager  at  T.  Rowe  Price 
Associates,  which  ovms  nearly  7%  of 
the  stock.  Based  on  the  company's 
earnings  before  interest  payments  and 
taxes,  the  stock  is  worth  28  a  share, 
says  Baylin. 

Comfort  CEO  Fred  Feireira  wouldn't 
say  whether  he  has  been  approached. 
"Our  goal,"  he  says,  is  to  build  "the 
largest  national  h\'AC  company,  gi-owing 
at  a  14%  yearly  growth  rate."  Already, 
Comfort  has  signed  strategic  pacts 
with  several  utilities,  including  Sem- 
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pra  Energy  and  Arizona  Public  Ser- 
vice,  to  sell  energy-efficiency  products 
and  services  to  commercial  and  indus- 
trial customers.  And  Comfort  itself  has 
been  busy  snapping  up  other  compa- 
nies: It  has  bought  67,  with  total  sales 
of  $910  million,  since  going  public  in 
July,  1997.  Comfort  now  operates  at 
more  than  100  locations  in  72  cities 
and  28  states. 

TELESCAN  TRACKS 
A  BIG  TRADE 

On  Mar.  23,  when  Internet  stocks 
came  tumbling  down  and  the  Dow 
Jones  industrial  average  lost  more 
than  218  points,  one  online  service 
company — Telescan  (tscn) — went  the 
other  way:  Its  stock  jumped  V/k,  to 
13'M6.  The  next  day,  it  shot  to  15M. 
Some  pros  think  the  move  presages 
more  big  upticks  ahead. 

Telescan,  which 
A  BOOST  FROM  provides  invest- 
ONLINE  TRADING  ment  analysis, 
data  retrieval,  and 
Internet  services 
to  businesses  and 
individuals,  plans 
soon  to  provide 
E-ti'ade  sei-vices, 
as  well.  Telescan 
has  bought  a  mi- 
nority stake  in 
Trading  Technolo- 
gies, a  privately 
held  software 
company  that  is 
developing  a 
stock-trading  sys- 
tem for  Telescan.  The  company  says 
that  it's  the  first  in  a  series  of  advanced 
trading  tools  that  Telescan  wiU  offer  on 
its  Wall  Street  City  financial  Web  site. 

"Online  trading  will  be  a  significant 
addition  to  Telescan's  services  and 
make  it  a  more  powerful  Internet 
tool,"  says  Tim  Stobaugh  of  Stonegate 
Securities  in  Dallas.  Telescan  has  an 
impressive  list  of  stakeholders:  Gen- 
eral Electric  owns  9.9%,  Microsoft  co- 
founder  Paul  Allen  has  about  11%,  and 
Ameritrade  holds  a  4.8%  stake.  Tele- 
scan has  licensed  its  Internet  financial 
analysis  technology-  to  NBC  for  its  per- 
sonal-finance Web  site,  CNBC.com. 
Telescan  will  develop  investment  ana- 
lytics and  provide  financial  data  and 
hosting  services  for  the  nbc  site.  It 
also  has  licensing  agi'eements  with 
American  Express  and  Citigroup. 
Telescan,  which  has  been  in  the  red, 


SEP.  22, '98  MAR.  24, '99 
A  DOLLARS 

DATA  BLOOMBERG  RNANCIAL  MARKETS 


should  earn  30<z  a  share  in  1999  and 
50c  in  2000,  says  Stobaugh. 

MONITORING 
POLYMEDICA 

When  shares  of  PolyMedica  (plmd). 
trading  at  111<;  in  eai'ly  November 
weakened  in  recent  weeks  and  hit 
on  Mar.  23,  medical  analyst  Sharon  d: 
Stefano  of  Ryan  Beck,  an  investment 
fiiTO  in  Li\ingston,  N.J.,  contacted  not 
only  management  but  lai'ge  PolyMedicj 
shareholders  to  find  out  why  the  stoct 
had  crashed.  She  found  no  flmdamenta 
reason  to  justify  the  fall.  "They  weren't 
selling,  and  they  may  in  fact  be  buyers 
at  these  levels,"  says  di  Stefano.  The 
stock  edged  up  to  QVie,  the  next  day. 

PolyMedica,  which  makes  monitors 
for  diabetic  patients,  is  trading  at  ar 
"extremely  low^  p-e  that  doesn't  reflect 
PolyMedica's  revenue  gi-owth  prospects 
and  its  two-year  earnings  growth  rate 
of  30%  a  yeai","  notes  di  Stefano. 

Ryan  Rauch  of  ciBC  Oppenheimei 
says  PolyMedica's  valuation  is  "com- 
pelling," based  on  his  profit  estimate  o: 
76c  a  shai-e  for  1999 — and  its  prospect 
for  a  buyout.  He  says  PolyMedica  is 
"piime  acquisition  tai'get  for  companies 
looking  to  enhance 

theii-  dix-ect-to-con-  NO  EXPLANATION 
sumer  marketing     FOR  A  BIG  DROP 

efforts."  He  thinks 
it  is  worth  20  in  a 
buyout. 

PolyMedica's 
Liberty  Medical 
Supply  unit  is  the 
largest  chrect-mail 
provider  of  dia- 
betes-monitor sup- 
plies to  senior 
citizens  covered 
by  Medicare.  It 
serves  more  than 
80,000  U.S.  pa- 
tients. That's  ex- 
pected to  rise  when  PolyMedica  aug- 
ments its  mail-order  system  with  a 
planned  online  mai'keting  system.  Lib- 
erty has  the  lai'gest  proprietary  data- 
base of  diabetic  patients,  with  more 
than  450,000  names.  This  is  extremely 
valuable,  says  Rauch,  as  it  will  enable 
PolyMedica  to  expand  on  the  Net  anc 
cross-sell  products  for  other  diseases. 


POLYMEDICA 

WEEKLY  CLOSE 
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For  more  coverage  of  the  markets, 
visit  our  Web  site  at  businessweek.com 
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Radisson 

HOTELS  WORLDWIDE' 

The  difference  is  genuine.' 


Just  by  talking  to  him,  you'll  notice  he  has  a  nature  that  can't  be  duplicated.  Which  could  explain  why  no  matter  how  many 
imes  he's  approached  on  a  subject,  you'll  believe  it's  the  first  time  he's  heard  it.  That's  Ramon  for  you.  Like  everyone 
sise  around  here,  he  just  has  a  way  of  letting  you  know  how  much  he  enjoys  seeing  you  again.  And  again.  And  again. 

For  reservations,  coll  1-800-333-333  3,  visit  us  at  wv/w, radisson. com  or  contact  your  travel  professional. 


Information  Technology 


THE  INTERNET 


THE  800-POUND  GORILLA 
OF  E-COMMERCE? 

AOL,  now  with  Sun  and  Netscape  in  its  corner,  plans  a  broad  E-biz  offensive 


As  the  world's  premier  online  ser- 
vice, America  Online  Inc.  has 
thrived  by  reinventing  itself 
time  and  again.  Now,  after 
closing  its  $10.2  billion  deal 
with  Netscape  Communica- 
tions Corp.  on  Mar.  17, 
AOL  is  poised  for  another 
transformation.  With 
help  from  Netscape's 
software  and  a 
strategic  alliance 
with  Sun  Microsys 


terns  Inc.,  AOL  is 
turning  from  an 
online  service  into 
a  full-blown  elec- 
tronic-commerce 
powerhouse.  "We 
want     to  tur- 
bocharge  this  Net 
economy,"  crows 
Barry  Schuler,  pres- 
ident of  AOL  Inter- 
active Services. 

On  Mar.  24,  aol 
started  revving  its  en- 
gine. The  company  is 
building  up  its  Interactive 
Services  Group  by  folding  in 
Netscape's  Web-browser  prod- 
ucts and  Netcenter  portal 
site.  Meanwhile,  it's  creating  a 
Netscape  Enterprise  Group  that  will 
become  part  of  a  newly  fomied  alliance 
with  Sun.  The  alliance — as  yet  un- 
named— is  to  be  made  up  of  some  2,000 
Sun  and  former  Netscape  employees. 
Its  pui-i)ose:  to  develop  and  sell  a  broad 
hne  of  software  products  ranging  fi'om 
basic  Web  ser-vers  and  messaging  prod- 
ucts to  E-commerce  applications.  "It 
will  be  the  largest  E-commerce  com- 
pany in  the  industry,"  says  Sun  coo 
Edward  J.  Zander. 

Size  does  matter.  That's  because  the 


AOL/Sun  alliance  faces  competition  from 
industry  giants  Microsoft  Corp.  and 
IBM — both  of  which  are  targeting  E- 
commerce.  Analysts  say  it  will  be  a 
challenge  for  the  AOL/Sun  alliance  to 
match  the  resources  of  their  two  ri- 
vals. What's  more,  the  new  outfit  will 
have  to  overcome  fears  from  potential 
computer  hardware  and  software  part- 
ners that  it  will  push  Sun's  agenda  as  a 
hardware  manufacturer.  At  the  same 


time,  the  new  organization  has  to  bier 
the    corporate    cultures    of  AO 
Netscape,    and     Sun.  "It 
tremendously  challenging 
meld  people  with  such  dramat- 
ically different  genetic  maki 
ups,"  says  Ted  Schadler, 
software  analyst  at  Fu 
rester  Research  Inc. 
COMPELLING.  I) 
vestors  don't  seem  I 
be  worried,  aol 
stock  has  skyroel 
eted    clear  inl 
cyberspace.  Ii 
shares  closed  ; 
117'/.  on  Marc 
24— up  156%  fi-o 
45 on  Nov.  2 
when    the  Ne 
scape    deal  w; 
disclosed.  Analys 
laud  the  matchup 
aol's  consumer-ma 
keting  savvy.  Sun. 
strength  in  providir' 
the  computing  muse 
for  high-powered  Wi 
sites,  and  Netscape's  pi' 
neering  software.  Even  riva 
beheve  that  the  AOL/Sun  alliam 
will  be  formidable.  "They're  goir 
to  be  a  serious  competitor,"  says  Ka 
Salnoske,  general  manager  of  IBM's  1 
commerce  unit. 

aol  is  already  a  powerhouse  onlin 
The  company  is  unmatched  at  attrac 
ing  eyeballs — the  current  measure 
success  in  cyberspace — wdth  16  millit 
subscribers,  compared  vrith  less  than 
million  for  Microsoft's  msn  Internet  a 
cess  service.  When  Netscape's  Web  si 
visitors  are  included,  aol's  network 
sites  logged  50  million  visitors  la 
month — compared  with  29  million  d 
Yahoo!,  now  the  No.  2  Web  portal.  Tl 


For  hardware  manufacturer  Sun,  the  AOL  alliance 
represents  a  huge  bet  on  software 
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Do"iE3cr"iXHoor  ? 

tiave  you  seen  the  difference  wHh... 

ViewSonic 
on  top! 


(PC  Soid  Separately) 


mi 


IPCComputlngll 


When  navigating  Yahoo!™,  you  want  the 
biggest,  brightest  images  you  can  get. 
Which  is  why  you  should  Yahoo!*,  with  the 
new  ViewSonic  VG180  LCD  18.1"  ViewPanel". 
Weighing-in  at  a  mere  19.4  pounds  and 
boasting  a  thin  3.6"  profile,  this  flat  panel 
display  will  easily  fit  into  confined  spaces, 
and  is  ideal  for  wall  mounting. 

Engineered  by  ViewSonic,  the  recognized 
leader  in  Display  Technology™,  the  VG180  has 
a  resolution  of  1,280  x  1,024,  a  160°  viewing 
angle,  and  offers  rock  solid  images  and 
eye-popping  performance  that  includes  16.7 
million  colors  for  rich,  crisp  images. 

You  buy  with  confidence  knowing  the  VG180's 
warranty  covers  3-years  on  parts  and  labor 
and  one  year  on  the  back  light.  An  Express 
Exchange®  service  option  is  also  available. 

By  putting  a  ViewSonic  display  on  top  of 
your  PC,  you're  ensuring  the  excellence  of 
your  Visual  Computing™  experience. 

For  more  information  on  the  company  that's  won 
over  500  industry  awards,  call  ViewSonic  at 
800-888-8583  or  visit  our  website  at: 
www.  ViewSonic.com/busweek 


))  888-8583  •  Specifications  subject  to  cliange  wtat  notice  •  Copyngtit  ©  1999,  ViewSonic  Corporation  •  All  rights  reserved. 
Mate  names  and  tiademart(s  are  property  of  ttieir  respective  companies. 
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The  big  challenge  will  be  melding  thre< 
different  cultures.  Under  the  merger 
plan,  Sun  and  Netscape  execs  will 
manage  the  new  software  outfit 

NEXT  FOR  CASE  AND  McNEALY:  INFORMATION  APPLIANCES 


MSN  Web  site  ranks  tliird,  with  20  mi 
lion  visitors  last  month,  according  to 
the  research  firm  Media  Metrix  Inc. 

Now,  AOL  hopes  to  take  advantage  of 
Netscape's  browser  and  Netcenter  por- 
tal for  yet  another  wave  of  growth. 
With  13  million  registered  users,  Net- 
center reaches  workers  during  the  day 
at  their  offices,  while  AOL  targets  cus- 
tomers who  log  on  from  theii"  homes  at 
night,  aol's  plan  is  to  offer  people  ser- 
vices such  as  E-mail  and  calendaring 
that  they  can  access  either  from  their 
AOL  account  at  home  or  the  Netscape 
Web  site  at  work — so  an  aol  property 
remains  their  gateway  to  the  Internet 
no  matter  where  they  are. 
MALL-LIKE  SITES.  Where  does  Sun 
come  in?  aol  is  planning  to  take  ad- 
vantage of  its  alliance  with  Sun  and 
the  Netscape  software  to  beef  up  E- 
commerce  on  its  Web  sites  and  online 
services.  Not  only  can  AoL  lure  retail- 
ers to  its  mall-like  sites  with  a  high 
volume  of  customei-  traffic,  but  tlu'ough 
the  Sun  combo  with  Nestcape  it  will  be 
able  to  offer  them  the  software  tools 
they  need  to  build  new  generations  of 
cybershops. 

Netscape  already  has  a  jump  here. 
Its  software  is  the  market  leader  in 
E-commerce  applications  at  large 
corporations,  with  $42  million  in 
sales  last  year  and  a  9.4%  market 
share,  according  to  market  re- 
searcher International  Data  Corp. 
Now,  because  of  aol,  Netscape's 
products  are  being  refocused  on  a 
much  larger  market  of  small  and 
medium-size  businesses  and  on 
selling  to  consumers. 

Those  sales  could  really  take  off, 
thanks  to  the  Sun  connection.  The 
new  outfit  will  have  a  500-person 
sales  force.  Meanwhile,  Sun's  own 
7,000-person  sales  team  will  be 
able  to  sell  products  developed  by 
the  alliance  partners.  Sun's  Mark 
Tolliver,  who  headed  its  consumer 


committee  made  up  of  Sun  and  aol 
executives.  But  it's  unclear  how  ex- 
penses and  profits  will  be  divided.  Still, 
analysts  say  AOL  has  done  a  good  job 
of  putting  the  right  incentives  in  place 
for  Sun  to  make  it  work.  Over  the  next 
three  years.  Sun  has  committed  to  pay 
AOL  $1.1  billion  for  licensing  rights  and 
$10  million  a  year  in  cooperative  mar- 
keting fees.  In  return,  over  that  same 
period,  aol  will  pay  $500  million  for 
Sun  hardware  and  services  and  $5  mil- 
lion a  quarter  to  license  the  Java 
software. 

There's  a  potential  liitch,  though.  Sim 
has  yet  to  prove  itself  in  the  software 
business,  which  comprises  6%  of  its 
$10  billion  in  revenues.  While  it  has 
successfully  marketed  its  Solaris  oper- 
ating system  and  made  huge  headway 
with  its  Java  technology.  Sun's  nascent 
efforts  to  sell  applications — the  pro- 
gi'ams  corporations  actually  use  to  do 
particular  tasks — has  been  slow  going. 
"This  is  a  huge  bet  for  Sun,"  admits 
Zander. 

Indeed,  the  alliance  could  founder  if 
Sun  fails  to  shed  its  iconoclastic,  in- 
your-face  mentality.  A  vocal  enemy  of 
Microsoft,  Sun  has  never  been  known 
as  a  company  that  works  well  with  oth- 


SUN  AND  AOL:  THE  NEFS  NEW  DUO 

BIGNESS  HELPS  With  2,000  employees 
coming  from  Sun  and  AGL's  Netscape  group, 
the  new  alliance  will  have  twice  as  many  peo- 
ple focused  on  E-commerce  software  as  Sun 
and  Netscape  had  on  their  own. 

COMPREHENSIVE  PRODUCTS  The  two  com- 
panies will  offer  a  lineup  that  ranges  from 
basic  Web  servers  and  messaging  products  to 
applications  designed  to  help  companies  buy 
and  sell  products  on  the  Net. 

THE  CONSUMER  CONNECTION  Software 
developed  by  the  new  unit  will  help  AOL  build 
new  E-commerce  offerings  into  its  online  ser- 


ers  in  the  industry.  Netscape's  cu 
tomers  worry  that  Sun  will  end 
tweaking  Netscape's  progi-ams  to  n 
best  on  Sun  hardware  and  the  Si 
sales  force  won't  be  inclined  to  sell 
liance  software  for  other  platform 
"It's  just  hard  to  imagine  that  tl 
Netscape  Web  server  will  get  as  mu( 
attention  on  Microsoft's  Windows 
as  it  will  on  Solaris,"  womes  Jeffrey 
Bussgang,  vice-president  of  marketir 
for  Open  Market  Inc.,  a  maker  of 
commerce  applications  that  operate 
both  NT  and  Solaris. 

Within  the  alliance  itself,  Sun  ar 
Netscape  have  few  overlapping  pro 
ucts.  Sun  has  little  E-commerce  so 
wai'e,  while  Netscape  has  tools  for  cor 
panics  to  set  up  Web  sites  that  s 
their  products  to  consumers  or  an-an 
purchases  from  their  suppliers.  But 
conflict  could  break  out  between  Si 
and  Netscape  over  their  respective  a 
plications  servers,  which  handle  hi 
volume  E-commerce  transaction  loac 
Each  company  may  want  their  ov 
technology  to  prevail,  and  over  tiir 
Sun  will  need  to  bring  the  two  produ 
lines  together. 

Then  aol  and  Sun  can  focus  on  t 
next  step:  information  appliances, 
deed,  that's  the  subject  that  g 
Sun  CEO  Scott  McNealy  and  A( 
CEO  Stephen  M.  Case  talking,  loi 
before  the  Netscape  acquisiti' 
was  considered.  By  coupling  Sul 
technical  expertise  with  aol's  hu, 
customer  base  and  marketii 
savvy,  the  two — either  on  the 
own,  or  by  working  with  others- 
could  develop  innovative  devic 
to  break  the  PC's  lock  on  the 
formation  Age.  "As  we  move 
the  post-PC  era,  we're  hugely  m 
tivated  to  get  this  right,"  sa 
Sun's  Tolliver.  In  April,  AOL  w 
start  announcing  information-a 
pliance  initiatives  that  could  i 
elude  such  non-PC  products 
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division,  will  be  general  manager     yL^.^lL"5i^^L"l?lLP_^y!".^_"A^"^_P/^^^^  handheld  computers  and  Intern 


of  the  organization.  Netscape  coo 
Barry  Ariko  will  lead  the  sales 
force. 

For  all  its  promise,  the  alliance 
is  fraught  with  potential  conflict. 
Tolliver  will  report  to  an  advisory 


AVOIDING  CONFLICTS  By  remaining  sepa- 
rate from  Sun,  the  organization  can  more  easi- 
ly partner  with  computer  software  and  hard- 
ware companies  that  compete  with  Sun. 

DATA:  SUN  MICROSYSTEMS  INC,  AMERICA  ONLINE  INC  ,  BUSINESS  WEEK 


phones.  Then  AOL  and  Sun  ne^ 
to  start  making  good  on  thf 
promises. 

By  Catherine  Ymig  hi  Washin 
ton,  and  Peter  Burrows  a'l 
Michael  Moeller  in  San  Mateo 
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e-business 


With  an  IBM  Web  Self-Service  solution,  ttiey'd  all  be  at  the  front  of  the  line  for  ticket 
purchases,  reservations,  seat  changes,  flight  availability  or  frequent  flyer  questions. 
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YouVe  got  a  Web  site.  So  why  are  they  still  standing  in  line?  New  generation 

IBM  Web  software  gets  sites  beyond  puJjlishing,  improving  customers'  satisfaction  by  giving  them  tools  to 
serve  themselves  on  their  schedule,  while  increasing  profits  by  freeing  stafi  from  routine  taslcs.  Our 
Web  Self-Service  solutions  let  you  start  basic  and  add  functionality  as  you  go.  The  result:  highly  interactive 
apps  that  link  to  core  data  and  business  functions -and  move  you  to  =  Errr 

the  front  of  the  Une.  See  how  at  w\vw.sottware.il)m.con>/wehseHser\ice.  Solutions  for  a  small  planet" 
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INTERNET 


NETSGAPEES 
STORM  THE  VALLEY 

Alumni  of  the  browser  giant  are  launching  a  flurry  of  startups 

When  Michael  McCue  and 
Angus  M.  Davis  started 
their  new  company,  Tellme 
Networks  Inc.,  their  pedigrees  as 
brainy  tech  strategists  at 
Netscape  Communications  Cor-p. 
paved  their  way.  Even  before 
they  secured  temporary  offices 
this  month  in  Silicon  Valley's 
Mountain  View,  they  had  landed 
investment  pledges  from  heavy 
hitters  like  Netscape  co-founder 
James  H.  Clark.  And  they  got 
theii'  pick  of  A-list  job  candidates 
who  didn't  mind  not  being  told 
exactly  what  the  company  is  up 
to.  That's  still  top  secret.  As  a 
joke,  the  duo  handed  applicants 
T-shirts  that  said  "Tellme"  on  the 
front.  Printed  on  the  back  was 
the  kicker:  "I'll  tell  you,  but  then 
I'll  have  to  kill  you." 

Yes,  folks,  there  is  life  after 
Netscape.  Mai".  17  mai'ked  the  end 
of  an  era  as  the  five-year-old  com- 
pany that  launched  the  Internet 
gold  rush  was  absorbed  into 
America  Online  Inc.  in  a  $10.2  bil- 
lion merger.  Becoming  part  of  the 
O.SOO-pei-son  aol  puts  to  rest  Netscape's 
dream  of  replacing  mighty  Microsoft 
Corp.  atop  the  software  industiy.  But 
the  revolutionary  fervor  that  fueled 
Netscape  lives  on  in  the  battle-hai'dened 
veterans  of  the  Web-browser  wars.  Now, 
with  stock-option  profits  bulging  in  theu" 
pockets,  dozens  of  Netscape's  top  engi- 
neei-s  and  middle  managers  ai-e  laimching 
companies  and  joining  startups.  They're 
the  Netscapees — and  they're  aiming  to 
shake  up  the  world  again. 

The  diaspora  began  in  the  middle  of 
1998,  when  stock  options  for  the  com- 
pany's early  workers  began  to  vest.  Al- 
ready, ex-employees  have  produced 
promising  new  ventures,  including  an 
E-commerce  technology  company  called 
Accept.com  and  Apogee  Ventui'e  Group, 
a  venture-capital  firm.  Some  500  more 
workers  are  expected  to  be  cut  from 
the  2,500-person  payroll  in  the  wake  of 
the  AOL  deal.  It  all  adds  up  to  a  massive 
infusion  of  new  blood  from  Netscape 
into  Sihcon  Valley's  body  politic.  "The 


shopper  profiling  system  that  aleri 
companies  when  a  consumer  is  reac 
to  buy  sometliing  they're  selling — tiyir 
to  overturn  the  paradigm  of  compani(| 
waiting  passively  for  customers.  Alti 
business.com  aims  to  provide  the  cour 
try's  20  miUion  small  businesses  wil|! 
the  software  tools  to  get  everythir;, 
from  credit  reports  to  trademark  inf 


DAVIS  AND  McCUE:  Backed  by  heavy  hitters 


Netscape  alumni  network  will  have  as 
profound  an  effect  on  the  Valley  as  Ap- 
ple alumni  did  in  the  1990s,"  predicts 
James  W.  Breyer,  managing  partner  of 
the  venture-capital  fuTn  Accel  Partners. 

Certainly,  the  Netscapees  are  swing- 
ing for  the  fences  in  their  new  endeav- 
ors. Passpoints.com  is  creating  a  Web 


NETSCAPE:  THE  NEH  GENERATION 


PASSP0INTS.COM  Service  that  pro- 
files cybershoppers  for  E-commerce  Web  sites 

TELLME  NETWORKS 

It's  a  secret 

THE  BASIN  Comfort-food  restaurant 
with  high-speed  Internet  connections 

APOGEE  VENTURE  GROUP  Hybrid 
venture  capital  and  consulting  firm 

ACCEPT.COM  Developing  E-commerce 
technology 


And  Tellme  promises  its  secret  plai? 
will  make  a  big  splash.  "We  tried  U. 
come  up  with  the  largest  possible  ida 
we  could — so  big  our  brains  wout 
hurt,"  says  McCue. 
SPEED    COUNTS.    The  formt. 
Netscapers  take  with  them  han' 
won  lessons  learned  in  the  cr 
cible  of  the  fii'st  Internet  comp 
ny.  Above  all,  they  know  how- 
operate  quickly.  At  Netscape,  tl, 
rule  was  you  were  supposed 
come  up  with  a  new  idea  in  t. 
morning  and  test  it  on  a  Web  sr 
before  the  sun  went  down. 
say,  screw  traditional  marketir 
theory.  Just  test  the  idea  out- 
fast,"  says  Todd  Rulon  Miller, 
former  Netscape  marketing  chi 
who  is  now  a  partner  at  Apoge 
When  success  doesn't  com 
you  switch  tactics  just  as  fa^ 
"At  Netscape,  we  changed  oi 
business    model    every  thi-i 
months — out  of  necessity,"  sa, 
Tom  Bennett,  vice-president 
marketing  at  Allbusiness.com.  Tl 
J  upstart  company  is  braced  f 
4fi  rapid  strategy  changes.  It's  stai 
ing  with  coi*porate  sponsorshi] 
as  the  main  revenue  source.  B 
it  hopes  ultimately  to  charge  i 
small-business  customers  on  a  pay-s 
you-go  basis  for  services.  Then  then 
Plan  C:  Get  sponsors  to  set  up  stor 
fronts  for  small-business-oriented  iter 
on  its  Web  site  and  chai'ge  referral  fe( 
Plenty  of  Netscapees  haven't  plungi 
back  into  the  tech  business — at  leas 
not  yet.  Jon  Mittelhauser,  one 
Netscape's  original  engineers,  launchi 
The  Basin,  a  Saratoga  (Calif.)  resta 
rant,  which  appeals  to  high-tech  worke 
with  late-night  houi's  and  Net  connf 
tions.  Aleks  Totic,  another  original  e 
gineer,  organizes  weekly  lunches  for  \ 
old  gang.  They  talk  about  starting  coi 
panies — and  skiing  in  Tahoe.  Becau 
of  bumout  at  Netscape,  "a  lot  of  peo{ 
are  still  in  recovery  mode,"  he  says. 

With  the  AOL  merger,  the  Netscap 
exodus  is  likely  to  pick  up.  Says  Tot 
"You  want  interesting  things  to  do,  a: 
interesting  things  usually  happen 
smaller  places."  That's  not  Netsca 
anymore. 

By  Steve  Hamm  in  New  Yo 
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evelopments  to  Watch 


TED  BY  OTIS  PORT 


W  TO  SPIN 
lOD  OUT 
STRAW 


L  LUMBER  MILLS  ONE  DAY 

Tide  two-by-fours  made 
n  straw?  Could  be,  says 
fgang  Glasser,  a  wood-sci- 
s  professor  at  Virginia 
technic  Institute  &  State 
versity.  He  planned  to 
!ent  that  possibility  at  the 
ual  meeting  of  the  Amer- 
Chemical  Society  on  Mai*, 
n  Anaheim,  Calif, 
lased  on  recent  discover- 
on  how  wood  cells  foiTn, 
finia  Tech  reseai'chers  be- 
3  it  may  be  feasible  to  by- 
3  years  of  normal  tree 
vth.  Instead,  just  whip  up 
ix  of  Kgnin — the  polymer- 
:lue  that  holds  wood  to- 
ler — along  with  the  prop- 
proportions  of  cellulose 


derivatives  from  almost  any 
plant,  and,  given  the  right 
conditions,  the  molecules  will 
automatically  self-assemble 
into  woodlike  cells. 

At  this  point,  the  research 
is  still  a  laboratoiy  cuiiosity. 
Nailing  dovm  all  the  vaiiables 
needed  for  a  commercial 
recipe  that  can  turn  straw 
into  wood  will  take  years  of 
work,  says  Glasser.  □ 


SPERATELY 
EKiNG  FASTER 
PERCOMPUTERS 

lARK  ITS  lOOTH  ANNIVER- 

the  American  Physical 
iety  staged  a  weeklong 
iting  in  Atlanta.  Among 
3,000  presentations,  a  re- 
cent theme  was  the  per- 
ve  need  for  faster  num- 
-crunching  speeds  for 
iputers.  To  meet  that 
i,  at  least  over  the  long 
n,  several  scientists  re- 
;ed  progress  toward  the 
est  and  smallest  possible 
iputer  chips — based  on 
bits,"  or  quantum  bits, 
"he  quantum-physics  chips 
I't  need  metal  wires  or 
isistors.  Instead,  data  will 
processed  by  manipulat- 
the  so-called  spin  of  in- 
dual  atoms,  while  single 
trons,  exploiting  the  eso- 
c  nature  of  quantum 
sics,  "tunnel"  instantly 
n  place  to  place.  Two 
2n  teams  reported  their 
^ress  in  this  area,  includ- 
scientists  from  IBM,  mit, 
Notre  Dame,  and 
ing  University, 
■everal  researchers  con- 


tinue to  be  riveted  by  dna 
computers.  Using  a  cup  of 
squishy  DNA  molecules  to  find 
solutions  for  problems  much 
too  big  for  any  digital  com- 
puter has  a  pei-verse  attrac- 
tion for  some  scientists. 

The  Energy  Dept.  can't 
wait  for  quantum  computers. 
It  will  be  taking  on  more 
speed  demons  over  the  next 
few  years.  These  supercom- 
puters will  be  so  big  and 
powei-ful  that  by  2010  scien- 
tists will  be  able  to  duphcate 
real-world  physical  processes 
with  uncanny  realism.  Don't 
knock  the  simulations  being 
done  on  today's  supercom- 
puters, though.  For  example, 
Edmund  B.  Webb  III  of  San- 
dia  National  Laboratories  re- 
ported how  his  modehng  of 
the  shape  of  lubricant  mole- 
cules suggests  ways  to  im- 
prove the  efficiency  of  car  en- 
gines and  to  reduce 
emissions.  And  Mai-vin  L.  Co- 
hen of  Lawrence  Berkeley 
National  Laboratoiy  said  that 
supercomputer  modeling  tools 
are  now  robust  enough  for 
atom-by-atom  simulations 
that  can  predict  the  existence 
of  new  materials  and  their 
real-world  properties.  □ 


INSPECTED 
BY  FRUIT  FLY 
NO.  135 


HARNESSING  BLOWFLIES, 

fruit  flies,  and  other  insects  to 
judge  the  fi'eshness  of  foods 
may  seem  distasteful,  but  en- 
tomologists know  that  insect 
noses — er,  antennae — ai'e  just 
about  the  keenest  sniffers 
around.  Blowflies,  for  exam- 
ple, go  crazy  over  the  smell 
of  rotting  meat,  because 
that's  where  they  lay  their 
eggs.  Days  before  human 
noses  notice,  they  can  detect 
the  odor  from  just  a  few 
moldering  cells. 

So  researchers  at  the  In- 
stitute of  Ai-able  Crops  Re- 
search in  Harpenden,  Eng- 
land, are  wiring  insects  to 
serve  as  early-warning  sen- 
sors. Wispy  tungsten  elec- 
trodes ai'e  being  implanted  in 
fruit-fly  antennae  to  record 
the  nei-ve  signals  that  get  ac- 
tivated by  the  slightest  whiff 
of  tomato  rot. 

Once  the  scientists  have 
deciphered  the  fioiit  flies'  ol- 
factory codes,  they  can  hook 


the  electrode  to  a  gadget  that 
sends  out  signals  when  the 
insect  senses  something  rot- 
ten. Food  inspectors  could 
then  expose  the  fUes  to  air 
samples  from  a  warehouse  or 
pacldng  plant  to  deteraiine  if 
food  products  are  on  the 
verge  of  spoiling.  If  so,  the 
product  could  be  sold  quick- 
ly— in  the  case  of  tomatoes, 
perhaps  to  a  producer  of 
juices — to  avoid  a  total  loss. 


^;lllulnuloli■l^t  Kleaiiur  AI. 
Pow  intends  to  begin  field 
tests  in  a  couple  of  years. 
Longer  term,  Pow  says,  it 
might  be  possible  to  devise 
bioelectronic  sensors  using 
just  the  antenna  proteins 
that  react  to  specific 
smells.  Heidi  Dawleij 


THE  FOCUS  SHIFTS  TO  ATOM  LASERS 

FOR  THREE  DECADES,  LIGHT  WAS  THE  FIRST  NAME  IN 

lasers.  But  two  years  ago,  reseai'chers  at  Massachusetts 
Institute  of  Technology  unveiled  a  laser  that  pumps  out 
atoms,  not  photons.  An  atom  laser  promised  new  ways 
of  interacting  with  matter  and  materials,  similar  to  what 
the  laser  did  for  optics  technology  by  dehveiing  photons 
of  precisely  the  same  color  at  exactly  the  same  velocity. 
But  the  MIT  atom  laser  didn't  quite  five  up  to  its  prede- 
cessor. The  beam  came  out  in  clumps,  not  a  continuous 
stream,  and  fanned  out  like  a  shotgun  blast  instead  of 
staying  straight  and  naiTow  like  laser  light. 

Now,  there's  a  new  atom  laser  that  seems  to  meet  ex- 
pectations. Shortly  before  physicists  began  gathering  for 
then*  meeting  in  Atlanta,  scientists  at  Gennany's  Max 
Planck  Institute  for  Quantum  Optics  unveiled  a  laser  that 
zaps  out  a  steady  stream  of  atoms  that  don't  scatter.  The 
researchers  say  their  matter  beam  can  be  focused  like 
light,  perhaps  to  spots  as  tiny  as  1  nanometer.  It  would 
take  a  few  thousand  such  spots  to  cover  the  stump  of  a 
human  hair.  Physicists  predict  that  atom  lasers  will  be  vi- 
tal tools  for  laying  the  nano-size  foundations  of  a  new  era 
in  materials  science,  chemistiy,  and  computing.  A  special 
presentation  by  the  Max  Planck  team  was  hastily 
squeezed  into  the  schedule  for  Mai*.  25.  □ 


BUSINESS  WEEK  /  APRIL  5,  1999  105 


Over  50  y^^'  experience... courses 
in  international  management... more  than 
28  overseas  programs... alumni  working 
in  130  countries... employed  by  9,000 
companies... a  network  of  over 

30,000 'iiu™^- 


In  business, 
numbers  are  everything. 

The  numbers  add  up. 
Thunderbird  =  Global  Leadership 


•  The  Master  of  International  Management  degree  (MIM) 
•  The  Executive  Master  of  International  Management  program  (EMIM) 

•  The  post-MBA  degree 

Thunderbird  Graduates  -  the  best  in  the  business  of  global  business. 
Become  a  top  performer  in  international  business.  Contact  Thunderbird  today. 


THUNDERBIRD 

The  American  Gradl  ate  School 
OF  International  Management 


Office  of  Admissions  •  15249  North  59th  Ave. 
Glendale,  Arizona  85306-6003 


AACSB  Accredited 


Tel.  U.S.  800-457-6940  •  Fax:  602-439-5432 
Tel.  Int'l:  602-978-7100  •  http://www4-bird.edi 


SPECIAL    ADVERTIblNC  >fc(.IIUN 


ll 


Professionals  who  are  serious  about 
moving  ahead  know  that  advanced  ^ 
education  has  become  a  necessary  step 
on  the  corporate  ladder. 

The  Business  Week  Executive 
Education  &  MBA  Directory  offers 
valuable  information  on  leading  i 
educational  institutions  and  programs.  \ 

(,  ■ 

for  information  regarding  advertising  in 
The  Fall  1999  BusinessWeek 
Executive  Education  &  MBA  Directory 
please  calM -800-424-3090 


Saint  Joseph's  tradition  of  academic  excellence 
blends  with  a  cutting-edge,  flexible  EMBA  program 
to  meet  the  needs  of  today's  busy  executives. 

A  Saint  Joseph's  EMBA  education  provides  many 
advantages: 

Latest  technology 
Personal  attention 
Interdisciplinary  learning 
Commitment  to  values 
Strategic  focus 

EMBA  studeiits  learn  from  each  other  and  build 
diverse  networks  as  they  work  in  teams  throughout 
the  entire  21 -month  program.  Classes  are  held  on 
alternating  Fridays  and  Saturdays. 

For  more  information,  call  ihe  EMBA  Office  at 
6101660-1692 ,  send  e-mail  to  emba@siu.edu,  or 
visit  our  web  site  at  wivui. sju.edu/emba. 


<jp  X  E  c  U  T  I  V  E 
Master  of 
Business 
Aomin  I  STIR  ATI  ON 


1  -800-EXEC-MBA  www.sbpm.gwu.edu/emba 


Continue  your  own  success  story 
in  one  of  these  prestigious  programs. 

MBA:  17  MBA  concentrations.  Core  classes  on-line. 
Full-  or  part-time  study  in  a  flexible  evening  class 
schedule.  Convenient  locations  in  Center  City  Philadelphia 
(1616  Walnut  Street)  and  Ft.  Washington,  Pennsylvania. 

EXECUTIVE  MBA:  An  innovative  21- month  . 
program  for  the  busy  professional  with  10+  years 
experience.  Alternating  Fridays  and  Saturdays  at 
Eagle  Lodge,  a  full-service  executive  conference 
center  in  suburban  Philadelphia. 

INTERNATIONAL  MBA:  A  unique  12- month 
program.  The  only  International  MBA  that  lets  you 
live  and  study  in  Paris,  Tokyo  and  Philadelphia. 

Call  1.215.204.1F0X 
Drvisitusatwww.sbm.temple.edu 


It's  on  your  CEO's  wall. 
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THE  FOX  SCHOOL 

of  Business  and  Management 


TEMPLE  UNIVERSLTY 


SPECIAL    ADVERTIblNb  bfcLIlUN 


Prepare  for 
the  dynamic 
global  business 
environment 
of  the 
21st  century 


MBA 


■  A  two-year  program  for  high  potential 
managers,  executives,  and  professionals 

■  An  executive  curriculum  emphasizing 
conversion  of  theory  to  practice 

For  information: 

Pau.  M.  Bobrowski,  PhD,  Director 
Phone: (315) 443-3006  Fax; (315) 443-5389 
E-mail:  emba@som.svr.edu 
WWW  site:  http://sominfo.SYr.edu 

«■  SCHOOL  OF 

Management 


SYRACUSE 


COX 


MBA 


A  Global  □ppdrtunity 

A  COX  MBA  can  mean  a  world  of 
difference  to  your  career  goals.  Ranked 
#30  in  the  world  by  the  Financial  Times, 
SMU's  Cox  School  of  Business  in  Dallas, 
Texas  combines  small  classes  and  total 
personal  attention  with  outstanding 
academics.  Formal  instruction  in  leader- 
ship skills  and  direct  connections  to  the 
global  business  community  can  create 
a  world  of  opportunities  for  your  career. 


SMU  m  cox 


800-472-3622 


www.cox.smu.edu 


THE   GLOBAL  LEADER 

IN    EXECUTIVE  EDUCATION 


Willi  more  than  60  years  of  experience  in  executive  education, 
the  University  of  Michigan  Business  School  is  a  proven  leader  in 
developing  top-achieving  executives.  Our  Executive  Education 
Center  ranks  first  worldwide  in  the  nuniher  of  executives  attending 
university-based  programs,  according  to  Bricker's  International 
Directory  of  Lhiiversity-Based  Executive  Development  Programs. 

For  detailed  information,  visit  our  web  site  or  contact  us  by 
phone,  fax  or  email  to  request  a  free  program  catalog  describing 
over  50  high-impact  programs  in: 


General  Management 
Corporate  Strategy 
International  Business 
Managerial  Leadership 


Human  Resources 
Cross  Functional 
Accounting  and  Finance 
Marketing  &  Sales 


It    t  a  k 


t    t  a  K  e  s    a  _ 

Proven  Leader 


to    m  a  k 


one 


University 
(if  Michigan 
Bn.siness 
School 


Executive  Education  Center 

University  of  Michigan  Business  School 

Ann  Arbor,  Ml  48109-1234  USA 

Phone:  734.763.1000 

Fax:  734.763.9467 

E-mail:  um.exec.ed@umich.edu 

www.bus.umich.edu 


COMPANY  INFORMATION 

For  more  information  on  the  companies  in  this  directory,  you  can  select  from  the  three  easy  options  listed  below. 
Companies  will  be  found  in  the  April  5, 1999  issue. 


Telephone  Call  1-800-848-6708  to  get  information  24  hours  a  day,  7  days  a  week 

Internet    You  can  request  information  and/or  link  directly  to  company  websites  through  our 
electronic  reader  service  program@www.businessweek.com/BizLink 

Mail       Fill  out  the  attached  postage-paid  reader  service  card  and  simply  drop  in  the  mail 


1.  Auburn  University 

2.  Audrey  Cohen  College 

3.  Bowling  Green  State  University 

4.  Colorado  State  University 

5.  George  Washington  University 

6.  Georgia  State  University 

7.  Heriot-Watt  University 

8.  iSIM  University 

9.  Loyola  University  Chicago 

10.  Monterey  Institute-Fisher 
Graduate  School  of 
International  Business 

11.  Ohio  University  Executive 
Education 

12.  Ohio  University  The  MBA 
Without  Boundaries 

13.  Pace  University-Lubin  School 
of  Business 

14.  Rensselaer-The  Lally  School 

of  Management  and  Technology 


15.  Rutgers  University 

16.  Saint  Joseph's  University 

17.  SMU-Cox  School  of  Business 

18.  Syracuse  University-School 
of  Management 

19.  Temple  University-The  Fox 
School  of  Business 

and  Management 

20.  Thunderbird-The  American 
Graduate  School  of 
International  Management 

21.  Tulane  A.B.  Freeman  School 
of  Business 

22.  University  of  California, 
Irvine,  Graduate  School  of 
Management 

23.  University  of  Connecticut 

24.  University  of  Houston-College 
of  Business  Administration 


25.  University  of  Iowa-School 
of  Management 

26.  University  of  Michigan 
Business  School 

27.  University  of  South  Carolina- 
The  Daria  Moore  School  of 
Business 

28.  University  of  Southern 
California-Marshall  School  of 
Business 

29.  University  of 
Tennessee-Knoxville-College  of 
Business  Administration 

30.  University  of  Texas  at  Austin 

31.  University  of  Toledo 

32.  Virginia  Commonwealth 
University 

33.  Washington  University-Olin 
School  of  Business 
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Boost  your  careei 

Executive  MBA  PrograRij 


•  For  mid-to-senior-level  managers  and  professionals 
with  at  least  eight  years  work  experience 

•  Class  sessions  meet  alternate  Fridays  and  Saturdays 
for  22  months 

•  Thematic  curriculum  addesses  practical  business 
issues 

\ 

licecutive  DevelopmenI 

Update  your  business  knowledge  through  several 
non-degree  programs  covering  topics  such  as: 

•  General  and  change  management 

•  Leadership  / 

•  Global  business  / 

•  Humaii  Resources  Strategy  / 

•  Marketing 

Take  the  fiext  Step'with 
Marshall  Executive  Prograi 


Entrepreneurial 
Leadership  for  Global 
Business  Development 

FISHER  GRADUATE  SCHOOL 
OF  INTERNATIONAL  BUSINESS 

MONTEREY 
INSTITUTE 


OF  INTERNATIONAL  STUDIES 


M  O  N  T  E  R  E  Y  •  C  A 


International  MBA 

■  Two  year  and  one  year  MBA  programs 

■  Learn  diverse  national  business  practices 

■  Develop  company-sponsored  international 
business  plans 

■  Enhance  language  and  cross<ultural  skills 

■  Experience  personalized  education  and 
applied  research  in  an  international  setting 


Meet  the  World  in  Monterey 
Where  Language  is  a  Bridge  not  a  Barrier 

Tel:  831-647-6586  •  Fax:831-647-6505 
www.miis.edu  •  ntrevino@nniis.edu 
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You  JeciJe  wlien  to  start. 
you  decide  wlien  to  study. 
You  decide  wlien  to  take  exams. 

(Did  we  mention  our  MBA  program  is  (lexiMe?) 


Lc 


yooking  for  an  MBA  pro- 
gram that  defines  "flexible"? 
Consider  the  Henot-Watt 
MBA  by  distance  learning. 

Heriot-Watt  University  in 
Edinburgh,  Scotland  dates 
back  to  1821,  and  is  regarded 
as  one  of  Britain's  leading 
business  and  technical  univer- 
sities. For  the  tenth  year  in  a 
rov^.  Its  distance-learning 


program  has  been  rated  one 
of  the  finest  MBA  programs  in 
the  world  by  The  Economist 
Intelligence  Unit 

Study  according  to  your 
own  schedule,  pass  nine  course 
exams,  and  the  prestigious 
Heriot-Watt  MBA  is  yours. 
For  a  free  prospectus  call 
800-622-9661  ore-mail  us  at 
info@hv^mba.net. 


The  Heriot-Watt  University  MBA 

by  distance  Icarnitiri 


^  financial  Times  Managem^i 


Don  t  Put  Your  Baby  s  Health  On  The  Line 


It's  a  thin  line  berween  having];  a  healthy  bahy  and  a  baby  that's  sick.  Don't  take  the  risk. 
II  you're  prej^nant —  or  even  think  you  are  —  getting  prenatal  care  early  is  the 
most  important  step  you  can  take.  Call  1 '800-31 1-2229.  We'll  put  you  in  touch  with 
the  many  services  available  to  you.  The  call  is  tree  and  it's  ct^npletely  confidential. 


Get  Prenatal  Care  Early  •  Call  1^800^3 11-2229  •  Confidential 


Take  Care  of  Yourself  So  You  Can  Take  Care  of  Your  Baby. 
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IR.  CLEAN  SCRUBS 
IP  THE  GAMES 

,t  Romney  puts  a  new  face  on  the  Salt  Lake  City  mess 


Iitt  Romney's  boardroom  skills 
were  on  full  display.  Giving  his 
fii'st  report  as  president  of  the 
Salt  Lake  Organizing  Committee 
;he  2002  Olympic  Winter  Games, 
dapper  52-year-old  investment 
;er  strode  to  the  podium,  powered 
lis  computer  slide  show,  and  laid 
the  bad  news:  The  scandal-tainted 
es  were  stmggling  not  only  with  a 
lus  image  problem,  but  also  with  a 
icial  one.  Spending  had  ballooned 
!  $80  million  over  budget,  and  new 
sors  were  badly  needed.  In  the  end, 
led  Romney — only  half  in  jest — Salt 
!  City  might  be  able  to  afford  little 
i  than  "removable  folding  bleach- 
ind  a  skating  rink  that  looks  like  a 
Mart." 

was  a  sobering  sign  that  the  city 
a  long  way  from  pulling  off  the 
;er  Games  within  its  $1.5  billion 

:et.  And  behind  the   

e  of  fiscal  rectitude 
in  even  more  im- 
mt  message:  Rom- 
was  signaling  that 
avish  gifts  of  cash, 
i\,  and  other  perks  forked  over  to 
mational  Olympic  Committee  (loc) 
bers  by  Salt  Lake  City's  organizing 
nittee  would  no  longer  be  tolerated. 
5rtainly,  Romney's  squeaky-clean 
■non  backgi'ound,  consei-vative  poli- 
and  business  experience  seem  to 
5  him  a  good  candidate  for  polishing 
Lake's  image.  He  even  sits  on  the 
d  of  the  Boy  Scouts  of  America, 
problem  for  Romney,  though,  is 
cleaning  up  the  mess  in  Salt  Lake 
is  proving  tougher  than  he  had 
ined  when  he  accepted  the  job  back 
sbi-uai-y.  With  both  the  U.  S.  Senate 
the  Justice  Dept.  investigating  al- 
1  gi'aft,  the  scandal  will  undoubt- 
remain  in  the  news  for  months.  "I 
he  has  stepped  into  an  empty  ele- 
r  shaft,"  says  his  wife,  Ann. 
Me  Romney  can  do  little  about  the 
broader  problems,  he  has  his  hands 
with  the  tasks  closer  at  hand.  His 
sdiate  job  is  to  diwy  up  Salt  Lake's 


SNOW  JOB: 

Can  he  spot- 
light sports, 
not  scandal? 


limited  funds  to  build  first-class  ski 
jumps,  stadiums,  and  media  facilities. 
Romney  also  plans  to  hit  the  road,  vis- 
iting "eveiy  company  in  the  States  with 
sales  of  $25  mUlion  or  more"  to  scroimge 
the  $300  million  the  organizers  stUl  need 
to  meet  their  funding  requirements. 
Selling  the  Olympics  to  new  coq^orate 
sponsors,  though,  may  not  be  so  easy. 
Romney  is  pinning  his  hopes  on  ve- 


viving  enthusiasm  for  the  Games  by 
setting  a  new  ethical  tone  and  promising 
to  focus  more  on  the  sports  and  less  on 
the  business  of  the  Olytnpics.  But  spon- 
sors point  out  that  Romney  lacks  clout, 
since  the  loc  stUl  calls  most  of  the  shots. 
And  they  insist  the  loc's  recent  expul- 
sion of  six  members  isn't  enough.  "It's 
more  of  the  same,"  says  David  W. 
D'Alessandro,  president  and  coo  of  John 
Hancock  Mutual  Life  Insurance  Co.,  one 
of  the  biggest  Olympics  sponsors. 
BOOSTER.  By  pulling  the  Salt  Lake  City 
Olympics  out  of  the  muck,  Romney 
wants  to  give  the  city  the  same  sort  of 
privately  financed  civic-image  boost  that 
Peter  V.  Ueberroth  gave  to  Los  Ange- 
les during  the  1984  Olympics.  Like 
Ueberroth,  Romney  has  made  his  mil- 
lions as  an  investment  banker,  iimning 
Bain  Capital  Inc.,  a  $4  billion  firni  he  co- 
founded  in  1984.  Bain  has  assembled 
ownership  or  sizable  stakes  in  some  120 
companies,  including  office-supply  chain 


BORN  1947,  Detroit 


EDUCATION  BA,  1971,  Brigham 
Young  University;  MBA,  JD,  1975, 
Harvard 

CURRENT  ASSIGNMENT  As  CEO  of  Salt 
Lake  Organizing  Committee,  Romney 
must  restore  sponsor  confidence 

FIRST  JOB  Working  on  an  Idalio  ranch 

MOST  RECENT  JOB  CEO  of  Bain  Capital, 
an  investment  firm  with  $4  billion  in 
assets  that  he  co-founded  in  1984 


BIGGEST  DISAPPOINTMENT  Loss  to 
Edward  M.  Kennedy  in  1994  Massa- 
chusetts race  for  U.S.  Senate 

STRENGTH  Surrounds  himself  with 
talented  people 

WEAKNESS  "I'm  not  a  highly  orga- 
nized person" 

FAMILY  Married  for  30  years;  five 
grown  sons 

FAVORITE  POP  SINGER  Roy  Orbison 

HOBBIES  Snow  and  water  skiing 
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Timothy  F.  Price 

President  and  CEO, 
MCI  WorldCom 
Communications 


Tim  Koogte 

President  and  CEO, 


Yalioo! 

Jerry  Gregoire 

VP  and  CIO 
Dell  Computer 


The  1999  Business  Week  Technology  Leadership  Summit 
is  designed  for  senior  technology  leaders  and  other  execu- 
tives who  need  to  integrate  business  strategies  through 
technology.  Key  executives  irom  leading  firms  will  drive  in- 
depth  strategy  workshops  designed  to  help  you  make  sense 
of  your  technology  challenges  and  business  opportunities. 
We've  stripped  away  the  visionary  rhetoric  and  the  empty 
promises  to  create  a  single  day  full  of  real-world  value. 

You'll  work  with  industry  analysts,  financial  specialists, 
marketing  and  technical  specialists  to  learn  how  e-business 
customers  and  suppliers  are  changing  IT  and  how  IT  has  the 
wer  to  create  new  business  opportunities  for  you. 
In  addition  to  this  hands-on  learning,  you'll  have  a  chance 
to  hear  Chuck  Martin,  author  of  Net  Future,  and  take  home 
a  copy  of  his  book.  You  may  even  wind  up  with  a  tote  bag. 

Limited  Reservations  Available. 

In  order  to  make  this  a  valuable  experience  for  each 
executive,  conference  attendance  will  be  strictly  limited.  To 
reserve  your  place  or  for  more  information,  visit  our  website: 

http://conferences.bu$ine$sweek.com/1999/ctls/ 
You  can  also  call  Julie  Terranova  at  1-800-682-6007,  e-mail 
her  atjulie_terranova@businessweek.com,  or  contact  fax-on- 
demand  at  1-800-682-6007,  document  #90. 


Alan  Citron 

President,  USA 
'Networks  Interactive; 
Chairman,  Ticketmaster 
Interactive 


BusinessWeek 


Peter  Cochrane 

Head  of  Research, 
British  Telecom 


J.  Scott  Dinsdale 

Senior  Vice  President, 
CTO  and  CIO, 
BMG  Entertainment 


Chuck  Martin 

Author,  Net  Future 


MaWORLDCOM. 


A  Division  oj  The  McGraw-Hill  Companies 
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MERCER 

Managrmetjt  Consulting 


PeopleSofl 


.Hetokesyouono 
pop  culture  tour, 
uncovering  tlie  lessons 
of  Michael  lordon, 
Modonno.Vlogro. 
e-commerceond  sports 
utility  velilcles..." 

ludyMcGrotti. 
President  of  MTV 


How  everytliing  from 
Qirtines  to  fast-food  is 
lieinglntiuencedby 
peopieond  principles 
from  ttie  entertainment 
world.  Miclioeli.  Wolf. 
Senior  Partner, 
BoozAllen&Homilton 
stiowstiow  every 
business  is     .  | 
sitow  business.  1 


Many  nappy  returns. 


Millions  of  wild  Jticks  and  geese  are  finding  more  and  better  liabltat 
all  along  North  America's  flyways — tlianks  to  Ducks  Unlimited. 
Since  1037,  DU  lias  turned  its  contributors'  dollars  into  more  llian 
8  tyilllion  acres  of  habitat. 

1-800-45-DUCKS 


DUCKS 
UNLIMITED 


Ducks  IJnllmiteJ  '  One  Waterfowl  Way  '  MempKis,  Tennessee  38J  20  •  www.Jucks.org 


Staples  Inc.  and  Domino's  Pizza  Ii 

But  Romney  clearly  wants  to  mo 
beyond  business.  His  father,  Georj 
onetime  chainnan  of  American  Mote 
Coi-p.,  was  a  three-term  Michigan  gc 
emor  who  made  a  iim  for  the  GOP  Pr( 
idential  nomination  in  1968.  Now,  t 
younger  Romney  is  eyeing  poUtics,  t( 
In  1994,  he  made  an  unsuccessful 
million  bid  for  Edward  M.  Kenned; 
Massachusetts  Senate  seat.  Cleaning 
the  Winter  Games  could  help  his  care 
plans.  "The  Olympics  can  do  nothi 
but  multiply  his  options,"  says  Reput 
can  Utah  Governor  Michael  0.  Leavi 

Absorbed  with  his  dealmaking,  Ro: 
ney  was  barely  aware  of  the  scam 
brewing  in  Utah  until  Kem  Gardner, 
Salt  Lake  developer  and  friend,  called 
scope  out  his  interest.  Romney  spe 
the  next  several  weeks  talking  to  Uta 
governor,  Uebeiroth,  and  others.  In  t 
end,  he  decided  that  the  job  "would 
be  a  suicide  mission." 

Besides,  Romney  says  he  was  rea 
for  sometliing  new.  Ever  since  he  we 
to  Paris  for  two  years  as  a  teena 
Monnon  missionaiy,  Romney  has  likec 
challenge.  Then,  with  only  a  ti: 
stipend,  he  hved  in  a  minuscule  apa 
ment  with  no  shower  or  refrigerat 
While  his  father  ran  for  the  gop  nor 
nation.  Mitt  proselytized  among  t 
French,  only  to  have  doors  slammed 
his  face.  "I  was  humbled,"  he  says. 
MISSING.  Back  in  the  States,  he  mi 
ried,  then  graduated  from  Brighj 
Young  University  before  heading  off 
Harvard,  where  he  got  degrees  in  b( 
business  and  law.  After  neai'ly  a  deca 
as  a  consultant  for  Bain  &  Co.,  an 
temational  consulting  fimi,  Romney  a 
some  friends  raised  $37  million  to  fou 
Bain  Capital,  eventually  building  it  ii 
a  player  in  the  buyout  market. 

But  Romney  isn't  only  about  wo 
Bain  Capital  co-founder  Robert  F.  Wh 
recalls  the  time  Romney  closed  Bai 
Boston  headquarters  and  flew  to  N 
York  to  hunt  for  a  partner's  missi 
teenage  daughter  Romney  and  oth( 
fanned  out,  crashing  all-night  clubs  lo( 
ing  for  the  girl.  It  seemed  like  a  fo( 
errand,  but  the  search  attracted  loi 
TV  news  coverage.  Eventually,  that  1 
to  the  girl  being  tracked  down. 

Many  in  the  sports  world  say  Ro 
ney  is  off  on  another  wild  chase.  But 
is  counting  on  sports  fans  and  advert 
ers  to  make  a  distinction  between  c 
mpt  Olympic  officials  and  hard-traini 
athletes.  "It  will  be  the  best  market) 
opportunity  for  a  corporation  in  Olym 
histor'y,"  'le  claims.  Spoken  like  a  ti 
pitchman,  alr-eady  hard  at  work. 

By  Steven  V.  Brull  in  Salt  Lake  C 
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Reach  these  Business  Week  advertisers  on  the  Web: 


ADT  Security  Systems 

www.adt.com 

Fairfax  County  EDA 

www.fairfaxcountyeda.org 

Lucent  Technoloeies 

www.lucent.com 

Seagate 

www.seagate.com 

Apple 

www.apple.com 

GTE 

www.gte.com 

Lufthansa 

www.lufthansa-usa.com 

Siemens  Corporation 

www.siemens.com 

Cadence 

www.cadence.com 

Hambrecht  &  Quist 

www.hamquist.com/ 

MCI 

www.mci.com 

SkyTel 

www.skytel.com 

Chrysler 

www.chryslercorp.com/ 

Hewlett-Packard 

www.hp.com 

Microsoft  DNS 

www.microsoft.com 
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Sybase 

www.sybase.com 

Cisco 

www.cisco.com 
www.compaq.com 

Honda  Odyssey 

www.honda.com 

TRFRIA  GROUP 

www.iberia.com  , 
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IBM 
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www.nwa.com 

USPS 

www.usps.com 

Conrad  International  HK 

www.conrad.com.hk 

Intel 

www.intel.com/ 
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www.oneworldalliance.com 

USWeb/CKS 

www.uswebcks.com 

E-Loan 

www.eloan.com 

IOMEGA 

www.iomega.com 

Paine  Webber 

www.painwebber.com 

Williams 

www.williams.com 

EMC  Corporation 

www.EMC.com 

J.D.  Edwards  and  Company 

www.jdedwards.com 

The  Regent 

www.fourseasons.com 

Ernst  &  Young 
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Lawson  Software 

www.  Lawson.com 


SAS  Institute 

www.sas.com/ 
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Ready  to  increase 
your  company's^ 
competitive  IQ? 


An  intelligen  approach  awaits  you  at 

www.sa$.com/bw/bi 


SAS  Institute  Inc. 
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SECOND-TIER  B-SCHOOLS: 
WORTH  A  SECOND  LOOK 


For  fomier  Marine  fight- 
er pilot  Brent  Brewer, 
earning  his  MBA  stripes 
seemed  to  be  the  logical  next 
step.  Brewer,  36,  was  con- 
vinced that  the  gi'owth  of  the 
Internet  and  E-commerce 
pointed  to  opportunities  in  in- 
formation technology.  But  he 
had  little  experience  in  the 
field.  So  while  still  in  imifomi, 
he  began  hunting  for  a  quali- 
ty B-school  program  that 
inanied  info-tech  theoiy  with 
practical,  hands-on  learning. 

Instead  of  Wliarton  or  Kel- 
logg— among  the  heavy- 
weights in  BUSINESS  week's 
Top  25  B-schools — his  re- 
search led  him  to  the  Uni- 
versity of  California  at  Ir- 
vine's Graduate  School  of 
Management  and  its  cuiricu- 
lum  in  information-technolo- 
gy management.  Brewer  got 


his  MBA  last  year  and  is  now 
a  vice-president  at  Santa  Ana 
(CaUf.)-based  Stai-Base  Coi-p., 
which  helps  companies  run 
their  computer  systems  and 
Web  content.  He  is  well 
pleased  with 
his  education. 
At  uc  Ii-vine, 
he  says,  "we 
were  learning  the  foundations 
of  business,  but  we'd  also  get 
to  work  with  state-of-the-art 
software."  Moreover,  helped 
by  a  fellowship  and  later  by 
in-state  residency.  Brewer 
spent  just  some  .$21,000  in  to- 
tal tuition,  less  than  what  a 
student  at  a  top  B-school 
might  shell  out  for  one  year 
uc  Iivine  isn't  the  only  pro- 
gi-am  outside  the  Top  25  using 
a  niche  strateg^v'  to  lure  bright 
students.  It's  among  a  legion 
of  second-tier  schools  that 


YOUR  LIFE 


EDUCATION  I 


merit  a  closer  look  fi-om  as- 
piiing  MBAs.  With  innovative 
cmi-iculums,  lower  costs,  and 
fewer  admissions  hurdles,  they 
can  be  a  viable  alternative  to 
pricey  toi>tier  schools.  Indeed, 
some  pro- 
grams out- 
pace those  at 
better-known 
schools — the  noted  entrepre- 
neursWp  progi*am  at  Babson 
College's  F.  W.  OHn  Gi-aduate 
School  of  Business,  for  exam- 
ple, or  the  E-commerce  spe- 
cialization at  Vanderbilt  Uni- 
versity's Owen  B-school. 

As  part  of  the  recently 
published  BUSINESS  week 
Guide  to  the  Best  Business 
Schools  (McGi-aw-Hill,  $16.95), 
we  compiled  a  list  of  25  nm- 
ners-up  to  our  1998  Top  25 
(BW— Oct.  19).  We  based  oui- 
selection,  which  is  not  ranked, 


on  survey  results  from 
of  last  year's  gi-ads  at  6 1 
progi'ams,  plus  replies  ti 
259    corporate    recruit  i 
You'll  find  highlights  oi' 
survey  in  the  accompany 
table  and  at  business  w  i 
Online    at  www.businc 
week.com/bschools/  or  An 
ica  Online,  keyword:  BW 

One  reason  to  consider  . 
Next  25  is  their  easier 


What  the  Runner-Up  Busim 


UNIVERSITY/ 

B-SCHOOl 

m.  GMAT 
SCORE 

ACCEPTANCE 
RATE 

ANNUAL 

TUITION' 

MEDIAN  PRE-MBA 
INCOME 

MEDIAN  POST-MBA 
INCOME" 

STRENGTHS 

ARIZONA  STATE 

628 

42% 

$11,110 

$32,000 

$80,000 

Supply-chain  management,  finance,  marketing  | 

BABSON/Olin 

634 

42 

22,600 

40,000 

95,000 

Entrepreneurship  program,  student  startups  1 

BRIGHAM  YOUNG/Marriott 

639 

42 

7,680 

25,000 

74,500 

New  dean  angling  for  greater  diversity  1 

EMORY/Goizueta 

640 

36 

24,200 

40,000 

95,000 

$40  million  in  gifts  to  bolster  school 

GEORGETOWN/McDonough 

637 

35 

25,678 

38,000 

97,000 

International  business  and  government 

MICHIGAN  STATE/Broad 

628 

26 

12,182 

30,000 

77,000 

Tuition  slashed,  facilities  upgraded 

NOTRE  DAME 

613 

57 

21,500 

36,000 

90,000 

Ethics  emphasis;  many  new  majors 

OHIO  STATE/Fisher 

642 

27 

14,598 

35,000 

76,500 

Operations,  logistics.  Students  manage  $16  million  em 

PENN  STATE/Smeal 

618 

25 

14,140 

31,500 

77,500 

Communications,  business  logistics,  E-biz 

PinSBURGH/Katz 

610t 

49 

27,237 

37,000 

75,500 

1 1 -month  program  with  quick  return  on  investment 

RIGE/Jones 

632 

48 

17,000 

35,000 

95,500 

Revamped  curriculum,  entrepreneurship 

ROCHESTER/Simon 

652 

33 

23,760 

35,000 

100,000 

Cozy  environment,  large  foreign  population 

SMU/Cox 

636 

32 

23,720 

34,500 

81,000 

Global  leadership  program;  leadership  ethics  a  special 
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dons  criteria,  compared 
I  those  of  top-tier  institu- 
s.  With  applications  to 
's  Top  25  soaring  to  a 
of  89,031  in  1998  (they're 
ly  to  surpass  that  in 
I),  most  top  schools  have 
3d  requirements  for  the 
duate  Management  Ad- 
don Test  (gmat)  scores, 
le  point  averages,  and 
k  experience.  Meanwhile, 


admission  rates  have  fallen: 
University  of  California  at 
Los  Angeles'  John  E.  Ander- 
son Graduate  School  of  Man- 
agement, for  instance,  ac- 
cepted only  14%  of  apphcants 
in  1998,  vs.  18%  two  years 
before.  The  runners-up  are 
raising  their  requirements, 
too,  but  the  bar  still  isn't  as 
liigh.  The  avei'age  gmat  score 
for  the  Class  of  2000  at  a 


VANDERBILT'S 
OWEN  SCHOOL: 

E-conunerce  focus 

Next  25  program 
was  628,  vs.  667  for 
the  Top  25.  Mean- 
while, the  iTinners- 
up  admitted  38%.  of 
1997-98  applicants, 
down  from  42%-  two 
years  before,  vs. 
21%  for  first-tier 
schools,  down  from 
22%. 

You'll  also  find 
lower  tuition  among 
the  Next  25.  Aver- 
age out-of-state  and 
private-school  tu- 
ition at  the  top  25 
schools  is  32%  high- 
er than  that  at  tlie 
iTmners-up — .$22,609 
annually  vs.  $17,125.  Not 
surprisingly,  that's  an  angle 
second-tier  schools  are  ex- 
ploiting. Micliigan  State  Uni- 
versity's Broad  Graduate 
School  of  Management,  for  in- 
stance, recently  slashed  out- 
of-state  tuition  by  $3,000,  to 
$12,182,  to  lure  high-quality 
applicants. 

Many  second-tier  schools 
are  also  more  likely  to  offei' 


scholarships  and  financial  aid 
to  students.  (Unlike  federal 
aid,  the  packages  aren't  ex- 
clusively based  on  need.) 
Each  year,  half  of  the  MBAs 
at  the  University  of  Georgia's 
Teny  College  of  Business  get 
a  combination  of  merit-based 
assistantships  and  scholar- 
ships, cutting  theii'  annual  bill 
to  less  than  $700  from  a  "list 
price"  of  $11,300,  excluding 
living  expenses. 
SMALLER  DEBT.  Texas  A&M 
University's  Lowry  Mays 
College  &  Graduate  School  of 
Business  offers  aid  to  75%  of 
its  incoming  class,  regardless 
of  residence,  cutting  tuition 
to  under  $6,000.  And  Emory 
University's  Goizueta  Busi- 
ness School  woos  hot  pros- 
pects with  $2.1  million  in  aid 
each  year.  The  upshot:  1998's 
Next  25  grads  reentered 
the  job  market  an  average 
$29,616  in  the  red,  compared 
with  the  $38,750  debt  bm-den 
borne  by  their  peers  in  the 
top  tier. 

The  lower  costs  of  Next 
25  programs  means  you're 
likely  to  earn  a  quicker  re- 
turn on  youi'  investment  than 
you  would  by  graduating 
from  a  Top  25  school.  Anoth- 


ools  have  to  Offer 


AVG.  GMAT 
SCORE 

ACCEPTANCE 
RATE 

ANNUAL 
TUITION* 

MEDIAN  PRE-MBA 
INCOME 

MEDIAN  POST-MBA 
INCOME" 

STRENGTHS 

M/Mays 

619 

33% 

$10,055 

$28,000 

$64,500 

Tougher  admissions  standards,  new  16-month  MBA 

BIRD 

601 

68tt 

21,200 

35,000 

81,500 

Some  80  global  business  courses 

UtIZONA/Eller 

637 

22 

11,114 

26,500 

73,000 

Focus  on  role  of  MIS  in  business 

iU.iFORNIA/Irvlne 

650 

27 

20,576 

32,000 

92,500 

Solid  niche  in  information  technology 

SEORGIA/Terry 

640 

25 

11,300 

30,000 

78,000 

Students  can  earn  MBA  for  about  $1,000 

LL.URBANA-CHAMPAIGN 

612 

45 

18,154 

31,000 

78,000 

Reworked  curriculum,  consulting  projects 

OWA/Tippie 

613 

27 

11,246 

30,000 

82,500 

MBA/MIS  degree  in  only  five  semesters 

>.C./Darla  Moore 

604 

60 

10,314 

28,000 

72,000 

Global  management  focus,  overseas  internships 

EKN.  KNOXVILLE 

615 

32 

8,210 

32,000 

70,500 

Logistics,  transportation,  health  care  management 

LT/Owen 

635 

42 

24,000 

35,000 

95,000 

Finance,  E-commerce,  environmental  management 

lEST/Babcock 

633 

45 

20,400 

32,000 

81,000 

Intimate  program  lets  you  design  your  own  major 

I  MARY 

630 

35 

16,138 

32,000 

85,000 

Focus  on  teaching  and  faculty  accessibility 

residents,  1998/99 
s,  other  compensation 

tBW  estimate 

tt  Foreign  language  requirement  leads  to  a  higher  degree  of  self-selection  and  admissions  rate                                         DATA:  BUSINESS  WEEK 
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Personal  Business 


er  factor:  Applicants  to  sec- 
ond-tier schools  tend  to  make 
less  money  before  enrolling, 
so  the  income  they  forego 
duiing  two  years  in  the  class- 
room is  lower.  Tine,  that  in- 
come dispaiity  continues  after 
gTaduation — the  median  base 
salary  earned  by  1998's  Next 
25  grads  was  $62,960,  vs. 
$75,300  for  top-tier  mbas. 
Nonetheless,  Next  25  gi"adu- 
ates  still  enjoyed  a  92%  rise 
from  their  pre-enrollment  in- 
comes, outpacing  the  75% 
gain  by  Top  25  grads. 

For  even  better  retiUTis  on 
investment,  those  with  un- 
dergrad  business  degi'ees  or 
several  years'  work  experi- 
ence could  look  into  acceler- 
ated programs.  The  most 
popular  of  these  is  the  11- 
month  track  that  is  the  main 
offering  at  the  University  of 
Pittsbui'gh's  Joseph  M.  Katz 
School  of  Business.  Also 
available  are  12-  to  18-month 
options  at  the  University  of 
Rochester's  William  E.  Simon 
Graduate  School  of  Business 
Administration,  the  Univer- 
sity of  Notre  Dame's  College 


Take  Vanderbilt's  Owen 
School.  Long  known  for  its 
finance  expertise,  it  has 
gained  a  reputation  for  E- 
commerce  knowhow.  Just 
five  years  old,  the  Owen  E- 
commerce  program,  dubbed 
Project  2000,  attracts  nearly 
50%  of  the  student  body  and 
features  consulting  projects 
for  companies  ranging  from 
startups  like  CDnow  to  gi- 
ants like  Netscape.  "While 
other  MBA  programs  are  just 


ley,  and  Stanford.  At  Olin, 
you'll  spend  much  of  your 
first  yeai"  applying  classroom 
theory  to  a  team-consulting 
project  for  a  mentor  compa- 
ny. If  you've  still  got  the  ven- 
ture bug  after  graduation, 
you  can  tap  Olin's  new 
$200,000  seed  capital  fund 
and  get  free  office  space, 
complete  with  computers,  fax. 


11  overseas  business  scho( 
At  the  University  of  Soi 
Cai'olina's  Dai'la  Moore  Sch 
of  Business,  you  can  eari 
master's  degree  in  interi 
tional  business  studies  (mi 
after  undergoing  mandate 
intensive  language  train; 
and  a  six-month  overs( 
intemship.  But  the  gi-andd 
dy  of  global  business  stuc 
  is  still  the  Gl 


and  phones,  to   

help  launch  your  THUNDERBIRD:  SO  global  dale  (Ai-iz.)-ba 
startup.  bnsivess  courses  Thunderbii'd, 


Next  25  alums  see  a  quicker  payback  on 
their  MBA  investment  than  top-tier  grads 


of  Business  Administration, 
and  Texas  a&m.  These  com- 
press an  already  demanding 
workload  into  a  shortened 
academic  cycle.  "You  some- 
times feel  as  if  you're  tiying 
to  take  a  sip  from  a  fire 
hose,"  says  David  Duke,  a 
1998  Katz  grad.  Students  in 
these  programs  also  miss  out 
on  summer  internships,  an 
important  step  in  postgradu- 
ate job  placement. 

Other  Next  25  institutions 
are  attracting  attention  fi-om 
students,  recruiters,  and  B- 
school  administrators  for 
their  inventive  approach  to 
today's  hot  fields  of  electronic 
commerce,  entrepreneui'ship, 
and  global  business.  Mostly 
they're  putting  students  in 
partnerships  with  corpora- 
tions and  exposing  them  to 
real-world  business  scenarios. 


talking  about  how  the  Inter- 
net is  changing  business, 
Owen  is  actively  adapting  its 
curriculum  to  this  new  infor- 
mation- technology  para- 
digm," says  Robert  Pm-sell,  a 
1998  grad  now  with  Mi- 
crosoft's WebTV  Networks. 
"It  was  not  unusual  for  a 
course  syllabus  to  change 
daily  as  new  information  be- 
came available  about  the 
trends  in  E-commerce." 
SEED  CAPITAL.  If  entrepre- 
neurshijj  is  your  goal,  several 
second-tier  schools  offer  pro- 
gi'ams  that  help  set  up  ven- 
tui'es  and  foster  their  gi-owth. 
In  fact,  students  in  the  1998 
B-school  rankings  survey  rat- 
ed Babson's  Olin  School  No.  1 
in  the  nation  in  the  field, 
ahead  of  such  better-known 
entrepreneuiial-minded  insti- 
tutions as  UCLA,  MIT,  Berke- 


A  growing  number  of 
Next  25  schools  are  beefing 
up  inteniational  business  cui'- 
riculums  as  well.  The  re- 
vamped track  at  Georgetown 
University's  McDonough 
School  of  Business  includes 
six  "integi'ative  experiences": 
one-week,  teain-based  projects 
that  help  tie  all  the  different 
coursework  together.  These 
experiences  often  take  on 
an  intei'national  perspective, 
with  students  analyzing  a  real 
life  problem  at  a  global  cor- 
poration such  as  Arlington 
(Va.)-based  power  company 
AE.s.  Students  can  also  take 
a  joint  progi'am  with  the  imi- 
versity's  Walsh  School  of  For- 
eign Sei'vice,  earning  an  hon- 
ors certificate  in  international 
diplomacy  along  with  an  mba, 
or  spend  a  semester  as  an 
exchange  student  at  one  of 


American  Gr-aduate 
Intermational  Managemenll 
player  for-  over*  50  year's,  m 
fer"s  80  coiu-ses  on  the  subj 
Included  in  the  cmriculuri 
"Winter'im,"  thr-ee  weekfl 
January  when  students  eile* 
study  with  visiting  exp(t* 
about  such  issues  as  gka! 
conflict-resolution  techniq* 
or  visit  countries  like  Ja 
to  leam  business  practices 
What  are  the  drawbf 
to   attending   a  Next 
school'?  Their  less  lofty  n 
tations,  compared  with  tl 
of  the  Top  25,  can  hir 
graduates'  placement  at  v 
known  corpor-ations.  T 
smaller  alumni  networks 
hmit  job  leads,  and  they  1 
to  have  smaller  endowme 
Recent  gr-ads  say  some,  s 
as  Texas  A&M  and  Univei 
of  Tennessee,  have  outd; 
facilities.  But  over-all,  nt 
Next  25  often  pr-ovide  a  fl' 
management  education 
far  lower  cost  than  be 
r-ecognized  institutions.  Ifoi 
do  a  little  digging,  you  a; 
find  that  a  Next  25  MBA'ai 
be  a  steal.       Nadav  E'M 
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RANSAMERiCA  Premier 
JRESSIVE  Growth  Fund 

124.20% 

:otal  return  since  inception 
'6/30/97)  as  of  12/31/98 

84.07% 

one  year  as  of  12/31/98 

71.05% 

average  annual  total  return 
mce  inception  (6/30/97) 
as  oj  12/31/98 


If  you're  looking  for  a  mutual  fund  with  growth  potential, 
look  no  further  than  the  Transamerica  Premier  Aggressive 
Growth  Fund.  Call  1-800-892-7587,  ext.  1616  or  visit  us  at 
www.transamericafunds.com.  Past  performance  is  no 
guarantee  of  future  results. 


Transamerica 
premier  funds 


VESTMENT  RETURNS  AND  PRINCIPAL  VALUES  VARY,  AND  YOU  MAY  HAVE  A  GAIN  OR  LOSS  WHEN  YOU  SELL  SHARES.  FoR  MORE  COMPLETE  INFORMATION,  INCLUDING 
•  IKS  AND  EXPENSES,  CALL  FOR  A  PROSPECTUS.  ReAD  IT  CAREFULLY  BEFORE  YOU  INVEST.  TraNSAMERICA  SECURITIES  SaLES  CORPORATION,  DISTRIBUTOR. 
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WELCOME  TO  THE  WORLD  OF 
MBA.COM 


As  a  brand  manag 
er  for  the  bioscience 
company  Zeneca, 
Renee  Henze 

does  a  lot  of  traveling. 
But  at  the  end  of  the 
day,  rather  than  veg  out 
in  fi-ont  of  the  hotel-room 
tube,  she  boots  up  her 
laptop,  plugs  it  into  a 
phone  jack,  and  goes 
to  school. 

Henze,  30,  is  a  vir- 
tual MB.\  Student  at 
Syracuse  University's 
School  of  Management, 
expecting  to  graduate 
in  May.  She  is  one  of  a  grow- 
ing number  of  students  opt- 
ing for  "distance  learning,' 
a  high-tech  al- 
ternative to 
the  traditional 
.MBA  path  of  quitting  a  job 
and  spending  two  years  on 
campus. 

More  and  more  B-schools, 
including  Duke  and  Auburn, 
are  offeiing  distance  degi'ees 
to  students  long  past  their 
undergi'ad  years.  "They're  in 
their  30s  and  40s,  juggling 
careers  and  families,"  says 
William  Laidlaw,  executive 
vice-president  of  the  Interna- 
tional Association  of  Manage- 
ment Education,  an  accredit- 
ing organization  in  St.  Louis 
(314  872-8481;  www.aacsb. 
edu).  "Schools  are  realizing 
that  the  notion  of  tying  stu- 
dents to  one  location  at  one 
time"  ignores  technologies 
that  have  altered  the  work- 
place, says  Laidlaw,  who's 
pui'suing  a  distance  doctorate 
in  business  management  fi'om 
Case  Westeni  Reserve  Uni- 
versity's Weatherhead  school. 
NET  RESEARCH.  Chief  among 
these  technologies  is  the  In- 
ternet, which  gives  students 
access  to  class  material  and 
lets  them  do  reseai"ch  at  then- 
convenience.  It's  easy  for  stu- 
dents to  have  dialogues  with 


YOUR  LIFE 


EDUCATION 


professors  and  classmates  via 
E-mail,  bulletin  boards,  and 
chat  rooms.  Many  also  use 
video  to  dehv- 
er  instruction. 
For  example, 
Colorado  State  University 
and  Aubui'n  University  mail 
out  videotapes  of  lectures 
within  24  hours  of  the 
actual  class  so  course- 
work    closely  tracks 
what  on-campus  stu- 
dents   do.  Oklahoma 
State  Universitv,  mean- 


cies,"  presenting  projects  and 
attending  lectures  that  lay 
the  foundation  for  coming 
com'sework.  They  also  get  to 
network.  "Business  partner- 
ships are  fi'equently  forged," 
says  Richard  Milter,  director 
of  Ohio  LTniversity's  mba 
Without  Boundaries  progi'am. 


MBA  Resources 


BOOKS 

BARRON'S  GUIDE  TO  DISTANCE  LEARNING 


Admission  to  most  dista 
progi'ams  requires  stude 
to  be  employed  and  have 
average  of  10  yeai's'  work 
perience.  Employers  of 
cover  the  cost,  which  i 
be  steep.  The  tab  for 
19-month  program 
global  execs  at  Dul< 
Fuqua  school  is  $85,8 
Programs  at  public  u 
versifies  tend  to  be  1 
expensive:  $17,000 
$35,000,    not  includ: 
books  and  software. 

With  that  much  m 
ey  at  stake,  it's  reas 
able  to  wonder  whethe 
distance  mba  is  as  g( 
as  one  eamed  in 
classroom.  "Yoi; 
going  to  get 
same  training 
gardless  of 
method  of  deliver 
says  Thomas  Russ 
director  of  the  ofl 
of  instructional  communi 
tions  at  North  Cai-oUna  St 
University  in  Raleigh.  A 
distance  students  have 
advantage  of  melding  w( 
and  school  projects.  Her 
for  example,  designed  a 
tistical  program  that  analy 
customer  preferences,  gett 
high  marks  from  b( 
her  professor  and  bo: 
Distance  learning 
not  for  everyone, 
takes  gi'eater  effort 
cause  of  the  amount 
elf-discipline  requii 


while,  uses  videoconfer- 

allow  profes-    _ _ _by  Pat  Criscito,  Barron's,  $_18_.9_5_ _ _  j^e  work,"  Rus; 

THE  BEST  DISTANCE  LEARNING 
GRADUATE  SCHOOLS 

by  Vicky  Phillips  and  Cindy  Yager, 
Princeton  Review  Publishing,  $20 


encmg  to 

sors  to  interact  with 
students  assembled  at 
corporate  and  school- 
supported  sites.  Others 
transmit  lectures  via 
satellite  and  use  audio 
tapes  and  cd-roms  to 
augment  textbooks. 

Distance  mba  pro- 
gi-ams  ty]3ically  last  two 
to  three  years,  with  a 
five-year  maximum  for 
finishing.  They  differ  in 
the  amount  of  "face 
time"  spent  on  campus. 
Requirements  range 
from  none  at  Colorado 
State  to  nine  weeks  to 
gi-aduate  fi'om  Syi'acuse. 
Ohio  University  stu- 
dents take  part  in  an- 
nual weeklong  "residen- 


PETERSON'S  1999  MBA 
DISTANCE  LEARNING  PROGRAMS 

Peterson's,  $18.95 

OTHER  INFO 

COUNCIL  FOR  HIGHER  EDUCATION 
ACCREDITATION 

1  Dupont  Circle  N.W.,  Suite  510, 
Washington  20036-1135 
202  955-6126,  http://www.chea.org 

EDUCATION  DEPT., 
OFFICE  OF  POSTSECONDARY  EDUCATION 

Washington  20202-5171 
800  872-5327 
http://www.ed.gov/offices/OPE 


says.  As  a  result, 
tance  leaiTiing  progi-a 
tend  to  have  far  hig]| 
dropout  rates.  j 
If  you  think  you  h;| 
the  mettle  for  it,  i| 
sure  to  choose  a  schi 
recognized  by  a  regii 
al  accrediting  aget 
endorsed  by  the  Cow 
for  Higher  Educat 
Accreditation  or 
U.  S.  Education  De; 
Ask  lots  of  questid 
about  the  curricull 
and  the  technology' 
to  deliver  it,  as  wi 
as  about  costs,  facui 
and  the  transferabil; 
of  credits.  Once  yoUi 
satisfied,  log  on  si 
learn.       Kate  Murf, 
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Color  is  its  favorite  weapon. 

Drained,  its  enemies  flicker  in  dingy  submission. 
Blinded  by  the  Easy-To-Read  color  screen. 
The  handheld  Jornada  420  gives  you  the  freedom  to  travel 
on  the  wind  (or  road  or  plane). 

Remain  tethered  to  the  office,  back  on  mother  earth. 

idlyjust  whines.  

Frustrated  by  a  foe  too  fleet  to  keep  up  with. 


jed  nn  a  human  level. 


www.hp.com/pc 


HEWLETT^ 
PACKARD 


rnada  420  Palm-size  PC:  Color  CSTN  display/5. 1"  x  3.2"  x  0.97Available  at  CompUSA'^  and  other  computer  product  resellers. 

hown  is  simulated,  Microsoft,  Windows  and  the  Windows  CE  logo  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  other  countries.  ®1999  Hewlett-Packard  Company.  AU  rights  resen/ed. 
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Go  to  any  corner  of  Europe. 


\^  STAR  ALLIANCE 

1  he  airline  network  for  Earth. 


From  our  German  hubs,  we 
serve  over  100  European 
destinations -more  than  any 
other  airline.  And  with  nonstop 
service  from  12  U.S.  cities,  we 
make  it  easier  to  reach  Germany 
in  the  first  place.  What's  more, 
our  new  intercontinental  service 
in  all  classes  makes  travel 
remarkably  comfortable. 
For  reservations,  call  your 
travel  agent  or  call  us  at 
800  645-3880. 

www.lufthansa-usa.com 


Lufihans 


Fly  on  Lufthansa  or  our  global  partner 
United  Airlines  and  you  can  accrue  or  redeem 
miles  in  either  Lufthansa  Miles  &  More®  or 
United  Mileage  Plus?  in  accordance  with  the 
terms  and  conditions  of  the  programs. 
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NEW  LEADER 
THE  BOND  DERBY? 


h  Wall  Street  pun- 
i  fixated  on  defla- 
i,  the  idea  of  buy- 
Treasury  bonds 

protect  you  against  infla- 
5eems  as  crazy  as  prepai"- 
w  a  communist  takeover, 
^ess  what?  Treasury  In- 
n-Indexed Securities  ai-e 
Ily  a  great 
right  now. 
1  if  the 
imer  price  index  rises 
1.7%  annually  over  the 
three  decades — a  mere 
1  of  a  percentage  point 
3  the  cun-ent  rate — buy- 
lold  investors  will  be  bet- 
ff  with  30-year  inflation- 
cted  secuiities,  commonly 
n  as  TIPS,  than  with  con- 
onal  Ti-easmies. 
inflation  rises  more,  not 
irealistic  assumption  giv- 
at  the  CPi  has  gained  an 
ige  of  3.1%  a  year  since 
TIPS  would  be  an  even 
r  buy.  Indeed,  long-temi 
prices  have  fallen  while 
i  have  risen  almost  a  half 
intage  point  since  Jan.  1 
worries  over  a  hot  econ- 


YOUR  MONEY 


INVESTING 


omy,  tight  labor  markets,  and 
resm'gent  oil  prices.  But  tips, 
wliich  work  by  indexing  the 
piincipal  for  inflation,  have  ral- 
lied. That  may  spur  interest 
at  the  government's  next  auc- 
tion of  30-yeai'  tips,  tentative- 
ly slated  for  Apr.  15. 

tips  have  yet  to  catch  on 
with  individual  investors,  who 
have  bought  only  a  fraction 
of  the  $75  bil- 
lion issued  so 
far,  says  Dan 
Bernstein,  research  director 
at  Bridgewater  Associates,  a 
Westport  (Conn.)  money  man- 
ager. Individuals  have  shied 
away  from  tips  because 
they're  hard  to  understand 
and  less  liquid  than  ordinaiy 
Ti-easuries. 

Slowing  inflation  has  also 
given  people  a  reason  to  stay 
away.  If  you  buy  a  conven- 
tional $1,000,  30-year  bond  at 
today's  5.5%  rate,  you  are 
guaranteed  $55  in  interest 
payments  each  year,  no  mat- 
ter what  the  inflation  rate  is, 
until  you  get  youi'  principal 
back  in  2029.  Let's  say  you 
buy  TIPS,  now  yielding  3.9% 
plus  an  adjustment  for  the 


consumei'  price  index, 
and  inflation  falls  to 
0.5%  from  the  cur- 
rent 1.6%.  Because 
of  the  lower  infla- 
tion rate,  you'll  get 
only  $44  annually. 
Nevertheless,  even 
if  the  economy  falls 
into  deflation,  you'll 
get  the  face  value  of 
the  bonds  back  at 
matiu-ity. 

LESS  VOLATILE.  But 

if  inflation  spikes  up, 
TIPS  would  outshine 
conventional  bonds. 
For  example,  a  $1,000, 
30-year  tips  with  a  4% 
coupon  would  yield  $40 
in  its  first  year.  If  in- 
flation rises  by  three 
points,  your  principal 
would  be  worth  $1,030.  The 
$30  gain  plus  the  interest 
would  translate  into  a  7%  to- 
tal return. 

TIPS  are  attractive  for  an- 
other reason:  They're  one- 
quarter  to  one-third  as 
volatile  as  conventional  Ti"ea- 
suries  because  of  their  bmlt- 
in  inflation  protection.  So  in- 
vestors who  use  them  are 
less  exposed  to  risk,  says 
Christopher  Kinney,  a  man- 
ager at  Brovra  Brothers  Har- 
i-iman.  As  a  result,  a  portfolio 
containing  tips  can  have  a 
higher  percentage  of  its  as- 
sets invested  in  stocks,  po- 
tentially boosting  returns 
without  taking  on  more  risk. 

Even  so,  the  price  of  tips 
can  change.  If  the  Federal 
Reserve  hikes  interest  rates, 
they'll  fall.  If  it  lowers  rates, 
they'll  rise.  That  won't  be  a 
concern  if  you  hold  the  tips 
until  maturity,  of  course. 
If  you're  sold  on  tips,  you 


can  buy  them  without  com- 
mission, with  a  minimum  or- 
der of  $1,000,  at  auction  via 
the  Ti-easuryDirect  program 
(www.pubhcdebt.treas.gov,  or 
800  943-6864).  You  can  also 
buy  them,  for  a  fee,  through 
a  broker  or  bank.  If  you 
don't  want  to  hold  individ- 
ual securities,  three  mutual 
funds  buy  inflation-protected 
debt.  They  are  Pimco  Real 
Return  Bond  fund,  59  Wall 
Street  Inflation-Indexed  Se- 
curities fund,  and  American 
Century  Inflation-Adjusted 
Ti-easury  fund.  The  fii'st  two 
invest  at  least  65%  of  their 
assets  in  U.  S.  and  foreign 
inflation-protected  securities, 
while  American  Century  is 
wholly  in  U.  S.  issues. 

As  with  zero-coupon  debt, 
it's  best  to  hold  inflation-pro- 
tected assets  in  a  tax-de- 
ferred account,  such  as  a 
401(k)  or  individual  retire- 
ment account.  That's  because 
holders  of  tips  have  to  pay 
federal  taxes  on  the  annual 
interest  and  the  amount  by 
which  the  principal  is  in- 
creased for  inflation — even 
though  they  won't  see  a  dime 
of  the  latter  until  the  bond 
matures  or  is  sold.  Mutual 
funds  have  to  pay  out  the  in- 
terest and  any  inflation  ad- 
justment in  the  principal  but 
are  still  best  suited  for  tax- 
defeiTed  accounts  to  take  ad- 
vantage of  the  compounding 
of  interest  and  principal  over 
time.  If  you're  more  con- 
cerned about  inflation  than 
deflation,  take  advantage  of 
Ti'easury  Secretary  Robert 
Rubin's  pet  project.  But  take 
care  to  keep  youi"  gains  away 
fi'om  Uncle  Sam  for  as  long 
as  possible.    Anne  Tergesen 


The  Case  for  TIPS 

►  They'll  outperform  conventional  Treasuries  if 
inflation  rises  only  slightly — a  likely  scenario  given 
that  it's  at  a  30-year  low 

►  They're  much  less  volatile  than  conventional 
Treasuries 

►  "Real,"  or  inflation-adjusted,  yields  are  now 
3.9%.  That's  nearly  double  the  historic  average 
real  yield  on  long-term  government  bonds 

DATA:  IBBOTSON  ASSOCIATES,  BUSINESS  WEEK 
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It  may  not  have  a  white  picket  fence  or  flowers  on  the  window  sill,  but  yon  and  your  stuff  will  still  feel-e 
much  at  home  in  the  all-new  V-6,  7-passenger  Honda  Odyssey.  It's  as  big  as  all  those  other  really  big  mini 


\mth  the  kind  of  thinking  only  found  in  a  Honda.  (Of  course,  the  decorative  touches  are  up  to  you.) 

le  all-new  Odyssey.  It's  one  big  happy  minivan:  ^EnSSSZS 


Like  you,  we  wanted  to 
pack  in  as  much  stuff  as 
humanly  possible.  Since 
Odyssey  is  the  biggest 
Honda  in  history,  we  got  to 
put  all  our  best  thinking 
under  one  roof  And  hood. 
So  we  started  with  a  210- 
horsepower,'  VTEC™  V-6 
engine.  (And  since  the  last 
thing  a  family  needs  is  more 
noise,  we  minimized  sound 
and  vibration.)  Then,  we 


I  11  Hi  (I  ijiw  stiiiul.  hil  i//nJ:c  i  w/.  //  ■< 
I  (IS  V  /o  I  oiivcrl  rliesn  oiitZ-roic- hnii  //  w  /// 
into  Avvy  Inn  ki  t  sn/t<^  to  krcj)  tlir  jin/i  r. 

loaded  up  on  safety 
features.  Dual  airbags.-^ 
Of  course.  Anti-lock 
braking  system.'^  "ibu 
bet.  And  unlike  other 
minivan  makers,  we  placed 
3-point  seat  belts  and 
head  restraints  at  all  seven 


A —  m 


.Vwi  you  Ml  It.        \oii  ,1,111 1.  I  hi  pi,  1'  <  ilurd-roai-  Miigi,  Sail  JoM.\  tint  in.  aw//  st-iumh 

seating  positions.  ActuE 
we  packed  Odyssey  ful^ 
things  you  don't  find  in  ot 
minivans.  Like  convert^ 
second-row  seats.  A  f( 
down  third-row  Magic  Su 
Dual  power*  sliding  do 

.\iin'  htveragi  holders  for  si  vi-n  pii^^^^i'ugfrs?  Wlint  vei 

$iiul  that  •'lesi-n-moi-e"  thins,  duhi'l  ain.<idi:r  tint!  on  And  don't  forget,  there"- 
long  mild  I ri fx.  loiikuj)  In  vnyi'-ji  iiii/v  hi'  nire.<:.<;i'irv. 


I',^ti  xoui  a.dl  .\i!ii'i\  il^ii'i' 
l/iiit  the  .standard  .\.\I/E\l 
Hi<Ji-l'(r:crr  .Kti'/ra  zc'ith  C.I) 
j)lii\rr  intd  6  .^pniki  is  if.  a 
gii'itt  thing.  llUil  icill iinvonc 
t'Vi  r  l  oinc  til  nil  iigiTi  mi  nt 
about  -oi'hii  h  CD  to  listi'ii  tof'j 


The  all- new 
Odyssey. 


Ills  o  n  e  b  i  g  hap  p  y  m  i  n  i  v  a  ri: 


[y}  HONDA. 


11  ///'  it.'i  n  iiioti-  rnfry  .nwtcin  and  dual po 
slidiiio  iloors.  thi  iill-ni  \c-  Od\'.<.u'y  is  eijiii^ 
to  hand  If  the  iiiK  and  out.':  of  fa  mi  Iv 


the  stuff  that  yo/i  can 
into  it.  Like  two  68-qi 
ice  chests,  five  28-ir 
suitcases  or  six  sets  of  \ 
clubs.  And  of  course,  th« 
still  more  than  enoi 
legroom,  headro 
and  elbow  roon 
make  seven  hum 
feel  nice  and  con 
(After  all,  isn't  that  w 
makes  a  minivan  a  hon 


'Willi  I'rfinimii  IikI   I.Mw.isn  uc.it  voiir  -.cu  belt  tthkIcI  cnK   iiii  iiifiir  nilnrimitti/n.  mil  oil,-  hii;  happy  Ifjif-frei'  )utnihrr:  l-\00-.i.hlfO.\'l>.\  or  visit  us  at  WK'W.lwiidn.iom.  <i  v,'i'>  XmcfKjn  Unndi  M.)r<ii 


Jusiness  Week  Index 


ODUCTION  INDEX 


Change  from  last  week;  0. 1% 
Change  from  last  year:  5.0% 


PRODUCTION  INDICATORS 


PRODUCTION  INDEX 

Mar.  13^142.2 
1992=100 


Mar.  July 
1998  1998 
The  Index  is  a  4-week  moving  average 


Mar 
1999 


!  production  index  rose  slightly  m  the  week  ended  Mar,  13,  The 
iveraged  index  was  up  0.7%,  to  142.5.  from  141.5  a  week  ago.  After 
sonal  adjustment,  electric  power  output  was  up  4.8%,  with  the  largest 
reases  m  available  energy  in  the  New  England  and  Mid-Atlantic  regions. 
:o,  truck,  and  lumber  production  also  increased  moderately.  Output  of  steel, 
:l,  oil,  and  rail-freight  traffic  declined  in  the  latest  week. 

DfOduclion  index  copyright  1999  by  The  McGraw-Hill  Companies 


ADING  INDICATORS. 


LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

Al  LEADING  INDEX  (3/12)  1992=100 

120.3 

121.2 

0.7 

OCK  PRICES  (3/19)  S.S.P  500 

1299.29 

1294.59 

18.2 

RPORATE  BOND  YIELD,  Aaa  (3/19) 

6.58%  6.58% 

-1.2 

HEY  SUPPLY,  M2  (3/8)  billions 

$4,441.0 

t4,456.7r 

7.6 

TIAL  CLAIMS,  UNEMPLOYMENT  (3/12)  thous 

298 

292r 

-4.2 

RTGAGE  APPLICATIONS,  PURCHASE  (3/19) 

259.4 

245.4 

10.8 

RTGAGE  APPLICATIONS,  REFINANCE  (3/19) 

1,332.6 

1,153.3 

-6.2 

jrces:  Economic  Cycle  Research  Institute,  Standard  &  Poor's, 
erve.  Labor  Dept  ,  Mortgage  Bankers  Assn.  (Index:  March  16, 

Moody's.  Federal 
1990=100) 

rEREST  RATES 

}ERAL  FUNDS  (3/23) 

LATEST 
WEEK 

4.79% 

WEEK 
AGO 

4.77% 

YEAR 
AGO 

5.41%. 

MMERCIAL  PAPER  (3/23)  3  month 

4.81 

4.81 

5.48 

UTIFICATES  OF  DEPOSIT  (3/24)  3  month 

4.90 

4.89 

5.58 

ED  MORTGAGE  (3/19)  30  year 

7.03 

7.13 

7.15 

JUSTABLE  MORTGAGE  (3/19)  one  year 

5.83 

5.78 

5.76 

IME  (3/19) 

7.75 

7.75 

8.50 

irces:   Federal  Reserve,  HSH  Associates,  Bloomber 

g  Financial 

Markets 

STEEL  f^/9ni  thnu*;  nf  npf  fnn^ 

V  1  bfck  XDIiL^I  LIIUUo.  Ul  IICL  LUI  lb 

LATEST 
WEEK 

1  992 

WEEK 
AGO 

1  943# 

YEARLY 
%  CHG 

-10.6 

AUTOS  f3/9ni  rinltr; 
HW  1  wo  yoi^Kji  uiiiib 

1 26  953 

118  31  5r# 

5.3 

TRUCKS  (3/70)  units 

155,629 

158,895r# 

6.5 

ELECTRIC  POWER  (3/20)  millions  of  kilowatt-hrs 

62,379 

65,531# 

1.1 

CRUDE-OIL  REFINING  (3/20)  thous.  of  bbl./day 

14,083 

14,357# 

-2.0 

COAL  (3/13)  thous.  of  net  tons 

20,657# 

21,459 

2.1 

LUMBER  (3/13)  millions  of  ft. 

527. 7# 

499.1 

11.1 

RAIL  FREIGHT  (3/13)  bilhons  of  ton-.miles 

25. 8# 

26.7 

5.7 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports,  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept,  WWPAi,  SFPA2,  Association  of 

American  Railroads 

PRICES 

GOLD  (3/24)  $/troy  oz. 

LATEST 
WEEK 

284.250 

WEEK 
AGO 

284.700 

YEARLY 
%CHG 

-5.0 

STEEL  SCRAP  (3/23)  #1  heavy,  $/ton 

78.00 

77.00 

-42.4 

COPPER  (3/19)  e/lb. 

64.9 

65.9 

-22.6 

ALUMINUM  (3/19)  (2/ib. 

57.8 

57.0 

-17.2 

COTTON  (3/19)  strict  low  middling  1-1/16  in.,  e/lb.  60.56 

60.87 

-10.7 

OIL  (3/23)  $/bbl. 

15.17 

14.16 

-1.5 

CRB  FOODSTUFFS  (3/23)  1967=100 

192.94 

189.61 

-16.3 

CRB  RAW  INDUSTRIALS  (3/23)  1967=100 

258.20 

252.74 

-15.1 

Sources;  London  Wednesday  final  setting,  Chicago  market,  Metals 
market,  NYMEX.  Commodity  Research  Bureau 

Week,  Memphis 

FOREIGN  EXCHANGE 

BRAZILIAN  REAL  (3/24) 

LATEST 
WEEK 

1.8375 

WEEK 
AGO 

1.8800  1 

YEAR 
AGO 

.1353 

BRITISH  POUND  (3/24) 

1.54 

1.53 

1.38 

CANADIAN  DOLLAR  (3/24) 

1.50 

1.52 

1.41 

EUROPEAN  EURO  (3/24) 

1.0888 

1.1002 

NA 

JAPANESE  YEN  (3/24) 

117.94 

118.28  128.91 

KOREAN  WON  (3/24) 

1222.6 

1228.7  1385.0 

MEXICAN  PESO  (3/24) 

9.675 

9.663 

8.522 

TRADE-WEIGHTED  DOLLAR  INDEX  (3/24) 

108.4 

108.7 

109.6 

irk  banks    Currencies  expressed   in  units  per  tJ.S    dollar,  except 

irnnp^n    Fiirn    in    Hnll^r"^     TraHp-iwpiPhtprI    Hnllar    via     I  P  Mnropn 


Sources:    Maior   New  Yoirt  udur^ 

for  British  Pound  and  European  Euro  in  dollars.  Trade-weighted  dollar  via  J. P.  Morgan. 


w  data  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  hsted)  include  machinery  and  defense 
'pment,   l=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r=revised       NM=Nol  meanmgful 


THE  WEEK  AHEAD 


f  SINGLE-FAMILY  HOME  SALES 

day,  Mar.  29,  10  a.m.EST>-  New  homes 
;bruary  likely  sold  at  an  annual  rate  of 
,000,  says  the  median  forecast  of  econo- 
s  surveyed  by  Standard  &  Poor's  mms,  a 
of  The  IVlcGraw-Hill  Companies.  Sales 
5%  in  January,  to  918,000. 

C  MEETING 

■day,  Mar.  30,  9  a.m. est*-  The  Federal 
•jye's  Open  IVIarket  Committee  will  meet 
it  monetary  policy.  The  federal  funds  rate 
pected  to  remain  at  4.75%. 

SUMER  CONFIDENCE 

•day.  Mar.  30,  10  a.m. est*-  The  Confer- 
Board's  index  of  consumer  confidence 


likely  slipped  to  131.0  in  March,  from  132.1 
in  February.  Consumer  optimism  is  crucial  to 
the  economy,  since  household  spending  has 
been  the  major  power  behind  growth. 

FACTORY  INVENTORIES 

Wednesday,  Mar.  31,  10  a.m. est  >■  Factory 
stock  levels  likely  fell  another  0.2%  in  Febru- 
ary, after  a  0.3%  drop  in  January. 

PERSONAL  INCOME 

Thursday,  Apr  .1  8:30  a.m.EST^  The  s&p 
MMS  forecast  expects  that  in  February  person- 
al income  increased  0.4%,  while  consumer 
spending  jumped  0.6%.  In  January,  incomes 
were  up  0.6%,  but  outlays  rose  a  milder 
0.3%. 


NAPM  SURVEY 

Thursday,  Apr.  1,  10  a.m.EST^  The  National 
Association  of  Purchasing  Management's 
index  probably  stood  at  52.2%  in  March,  lit- 
tle changed  from  February's  52.4%. 

CONSTRUCTION  SPENDING 

Thursday,  Apr.  1,  10  a.m.EST^  Building 
spending  probably  increased  0.5%  in  Febru- 
ary, on  top  of  a  1.7%  jump  in  January. 

EMPLOYMENT 

Friday,  Apr.  2,  8:30  a.m.EST^  The  s&p  mms 
median  forecast  calls  for  a  175,00  gain  in 
new  jobs  in  March,  after  a  strong  275,000 
advance  in  February.  The  jobless  rate  is  pro- 
jected to  remain  at  4.4%. 
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This 

Week, 
Online 

Business  Week  presents 
frequent  live  conferences 
and  chats  on  America 
Online-your  opportunity 
to  ask  questions  about 
timely  topics. 

Sunday  <- 


Tips  for  small  business  and 
entrepreneurs:  Every  Sunday 
evening  in  a  chat  brought  to 
you  by  the  Enterprise  edition 
of  BW.  Mar.  28 
9  p.m.  EST 

Tuesday 

Are  semiconductor  stocks 
still  hot'  S&P  analyst 
Brendan  McGovern  is  the 
man  to  ask,  and  this  BW- 
S&P  Personal  Wealth  chat  is 
the  place  to  hear  him. 
Mar.  30 

4:30  p.m.  EST 

Thursday 

Bring  all  your  stock-market 
questions  to  the  investment 
chat  BW  Online  presents 
every  Thursday — our  guest 
experts  have  the  answers. 
Apr.  1 
9  p.m.  EST 

AOL  keyword:  BWTalk 

Transcripts  of  all  conferences 
are  available  for  downloading 
from  the  BW  Online  area  on  AOL 
soon  after  each  event 


For  a  free  trial  diskette 
including  50  free  hours  on 
AOL,  call  1-800-641-4848 
and  mention  Business  Week. 


A 

A  M  E  Ryl^C  A 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  stoty  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  aie  not  included. 


ABC(DIS)  74 
Accel  Partners  104 
Accept-com  104 
Acer  36 

ACNielsen  (ART)  74 
Acxiorr  84 
AdForce  84 
AdKnowledge  84 
AEA  Investors  64 
AES  116 

AirWatcti  Group  40 
Allbusinessccm  104 
Amazon  com  (AMZN)  84 
American  Century  Inflation- 
Adjusted  Treasury  123 
American  Express  (AXP)  52,  98 
America  Online  (AOL)  20.  23, 
34,35, 74,100,104 
America  West  (AWA)  40 
Ameritech  (AFT)  46 
Ameritrade  (AMTD)  98 
Apogee  Venture  Group  104 
Apple  Computer  (AAPU  23,  36, 
104 

Anzona  Public  Service  (APSE)  98 
Art  Technology  Group  84 
AT&T(T1  32,46, 130 
AtHome(ATHM)  12,34 
Audi  44 

B 


Bam  Capital  111 
Banca  Commerciale  Italiana  54 
Banca  di  Roma  54 
Banc  One (ONE)  94 
Bank  of  America  (BAC)  94 
Bank  of  New  York  (BK)  46,  94 
Bank  of  Tokyo-Mitsubihi 
(MBK)  94 

Banque  National  de  Pans  50 
Barnes  &  Noble  (BKS)  84 
Bell  Canada  (BCICF)  46 
BMW  44 
Boeing  (BA)  6 
Boor  &  Cabot  46 
Borden  64 
Boston  Co,  94 
BP  Amoco  (BPA)  26 
Bridgewater  Associates  123 
Broadcast  com  34 
Brown  Brothers  Hamman  123 
BT  Alex.  Brown  (BT)  74 
Buycom  56 


Caterpillar  (CATl  40 
CBS  (CBS)  74,82 
CDnow  116 

Charter  Communications  32 
Chase  Manhattan  (CMB)  46 
Chicago  Corp  94 
CIBC  Oppenheimer  36,98 
Cisco  Systems  (CSCO)  6,  20,  64 
Citigroup  (C)  98 
Clayton  Dubilier  &  Rice  50 
CMGI(CMGI)  35 
CNFT(CNET1  34,84 
Coca-Cola  (KO)  20 
Comcast  (CMCSA)  32, 130 
Comerica  (CMA)  94 
Comfort  Systems  USA  (FIX)  98 
Compaq  Computer  (CPQ)  12.36 
CompUSA  (CPU)  36 
Computer  City  36 
Conference  Board  127 
Corning  (GLW)  64.  70 


Country  Music  Television 
(CBS)  74 

Cox  Communications  (COX)  32' 


DaimlerChrysler  (DCX)  26. 40, 
44 

Data  General  (OGN)  12 
Dataquest  32.34 
Dell  Computer  (DELL)  12,36 
Deloitte  Touche  Tohmatsu  49 
Deutsche  Bank  (DBK)  26,  50. 92 
Domino's  Pizza  111 
Donaldson  Lufkin  Jenrette 
(DU)  50 
Doubleclick  84 
Dreyfus  Fund  94 


Eastman  Kodak  (EK)  6 
Egghead  com  32 
E-Loan  56 
emachines  36 
EMC  (EMC)  12,46 
Engage  84 
E*Trade  (EGRP)  56 
Excite  (XCIT)  34,35.84 
Expenan  Information 
Solutions  84 


Falcon  Cable  32 

59  Wall  Street  Inflation-Indexed 

Securities  Fund  123 
First  Call  64 
First  Chicago  NBD  94 
First  Tennessee  National 

(FTEN)  94 
First  USA  (ONE)  104 
Ford  (F)  26. 44 
Forrester  Research  (FORR)  35, 

100 

Fox  (NWS)  74 
Free-PC  84 

Friedman  Billings  Ramsey  98 
Frontier  Airlines  40, 130 
Fujitsu  23 


Intel  (INTO  34.36,56,84,130 
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nvestment  Figures  of  the  Week 


%  change 


S&P  soo 

Mar.    Sept.    Mar.  Mar.  18-24 


1268.59 


52-week  change  1 -week  change 
.fl5.1%  -2.3% 


OMMENTARY 

discouraging  week  in  the 
.S.  financial  markets,  with 
tocks  falling  after  the  Dow 
ines  industrial  average  briefly 
)uched  the  magical  10,000 
lark.  The  Dow  closed  at  a 
:cord  9998  on  Mar.  18,  after 
imbing  above  10,000  during 
le  day.  But  profit  wo'hes,  fu- 
ed  by  reports  of  declining 
3!es  in  the  technology  sector, 
;nt  stocks  falling  over  the 
5xt  four  trading  days.  The 
orst  day  was  Mar.  23,  with 
16  Dow  falling  219  points. 
16  attack  on  Kosovo  con- 
ibuted  to  investor  skittish- 
;ss  on  Mar.  24. 


U.S.  MARKETS 

Latest 

Week 

Year 

Dow  Jon6s  Industrisls 

30DD.0 

-2.2 

8.9 

NASDAQ  Combined  Composite 

2365.3 

-2.6 

29.6 

COD  tHirtCtn  At\t\ 

b&r  Miulap  4UU 

357.8 

-2.6 

-2.9 

S&P  SmallCap  600 

155,2 

-4.4 

-22.0 

S&P  SuperComposite  1500 

264.7 

-2.3 

12.1 

%  change 

SECTORS 

Latest 

Week 

Year 

Bloomberg  Information  Age 
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-2.7 

47.3 

S&P  Financials 
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-2.6 

2.7 

S&P  Utilities 
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0.9 

-0.6 

PSE  Technology 
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-3.1 

37.3 

%  change 

FOREIGN  MARKETS 

Latest 

Week 

Year 

1  nnrinn  fPT        1  nf\\ 

oU  1 D.  / 

-2.0 

0.8 

Frankfurt  (ntX) 
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-5.9 

-6.2 

Tnkvn  (N1KKFI  77'il 

1 S  'i1  R 

^.6 

-6.9 

Hong  Kong  (Hang  Seng) 
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-9.3 

Toronto (TSE  300) 
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-1.0 
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Mexico  City  (IPC) 
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-0.7 

-3.6 

Week 

Year 

FUNDAMENTALS 

Latest 

ago 

ago 

S&P  500  Dividend  Yield 

1.27% 

1 .23  % 

1.36% 

S&P  500  P/E  Ratio  (Last12mos.) 

33.2 

34.3 

27.7 

S&P  500  P/E  Ratio  (Next  1 2  mos.)*  24.0 

24.8 

21.9 

First  Call  Earnings  Revision* 


TECHNICAL  INDICATORS 


-1.48%  -1.64%  -3.48% 


Latest 


Week 
ago 


Reading 


S&P  500  200-day  average  1146.4  1141.5  Positive 

Stocks  above  200-day  average       29.0%    32.0%  Positive 

Options:  Put/call  ratio                0.52       0.50  Negative 

Insiders:  Vickers  Sell/buy  ratio       1.06       1.09  Positive 

Data:  Bloomberg  Financial  Markets;  *First  Call  Corp. 


BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


Oil  &  Gas  Drilling 
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Invest.  Banking/Brkrge. 


36.3 
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21.7 
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WORST-PERFORMING  Last 
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month  % 


Last  12 
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Machine  Tools 
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-20.8  Machine  Tools  -48.4 

-12.4  Oil  &  Gas  Drilling  ^8.0 

-11.9  Hospital  Management  -43.5 

-11.6  Metal  &  Glass  Containers  ^1.7 


BLOOMBERG  MONEY  FLOW  ANALYSIS 


Rebound  ahead?  Stocks  with  most 
significant  tjuying  on  price  weakness 

Price 

1-month 
change 

IBM 

165% 

-8% 
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I66V16 

-21  5/16 
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91  V4 

-10^/4 

Motorola 

70 

-2% 

Lucent  Technologies 

100^/16 

-2^4 

Micron  Technology 

50  5/8 

-21% 

Decline  ahead?  Stocks  with  most 
significant  selling  on  price  strength 

Price 

1-month 
change 

Microsoft 

166^16 

13  "/!6 

MCI  WorldCom 

86 

2V16 

Amgen 

75 '^16 

12^16 

Sun  Microsystems 

109'/8 

8 '^16 

Cisco  Systems 

100^/16 

% 

eBay 

146% 

513/64 

TEREST  RATES 


FREASURY  BOND  INDEX 

»lar.   Sept.    Mar.  Mar.  18-24 


M638.85 
-  1630 


2-week  change       1  -week  change 
•1.4%  -0.5% 

i:  Bloomberg  Financial  Markets 


KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 


MONEY  MARKET  FUNDS 

4.48 

4.50 

5.11 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 

90-DAY  TREASURY  BILLS 

4.48 

4.50 

5.17 

assuming  a  31%  federal  tax  rate. 

10-yr-  bond 

30-yr.  bond 

6-MONTH  BANK  CDS 

4.35 

4.35 

5.07 

Latest 
week 

Last 
week 

Latest 
week 

Last 
week 

1-YEAR  TREASURY  BILLS 

4.68 

4.72 

5.37 

GENERAL  OBLIGATIONS 

4.22% 

4.23% 

4.94% 

4.95% 

10-YEAR  TREASURY  NOTES 

5.15 

5.12 

5.64 

PERCENT  OF  TREASURIES 

81.84 

82.62 

89.28 

89.98 

30-YEAR  TREASURY  BONDS 

5.53 

5.50 

5.94 

TAXABLE  EQUIVALENT 

6.12 

6.13 

7.16 

7.17 

LONG-TERM  AA  INDUSTRIALS 

6.45 

6.37 

6.51 

INSURED  REVENUE  BONDS 

4.31 

4.32 

5.18 

5.19 

LONG-TERM  BBB  INDUSTRIALS  7.12 

7.00 

6.98 

PERCENT  OF  TREASURIES 

83.59 

84.38 

93.61 

94.34 

LONG-TERM  AA  TELEPHONES 

6.62 

6.58 

6.79 

TAXABLE  EQUIVALENT 

6.25 

6.26 

7.51 

7.52 

TUAL FUNDS 


SSP  500*'  WUS  Diuersified  All  Equity 
;ek  total  return        52-week  total  return 


EQUITY  FUNDS 
Leaders 

Four-week  total  return 


Fidelity  Sel.  Energy  Serv. 

Icon  Energy 

Rydex  Energy  Svcs.  Inv 

Matthews  Korea  I 

Internet 

Leaders 

52-week  total  return 


% 


Laggards 

Four-week  total  return  % 


29.5 
26.9 
26.7 
23.7 
21.0 
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American  Heritage 
CGM  Focus 

PBHG  Emerging  Growth 
Navelller  Aggr.  Micro  Cap 
PBHG  Limited 

Laggards 

S2-week  total  return 


-20.0 
-13.6 
-12.8 
-12.6 
-12.3 

% 


Morningstar,  Inc. 


Internet  324.5 

Amerlndo  Technology  D  148.7 

ProFunds  UltraOTCInvestor  120.7 

Grand  Prix  115.0 

Berkshire  Capital  Gr.  &  VaL  111.2 


Lexington  Troika  Russia  -75.9 

American  Heritage  -63.2 

Vontobel  Eastern  Europ.  Eq.  -54.0 

Excelsior  Latin  America  -51 .4 

State  St.  Res.  Glob.  Res.  C  -51.1 


EQUITY  FUND  CATEGORIES 
Leaders 

Four-week  total  return  % 


Laggards 

Four-week  total  return  % 


Japan 

Diversified  Pacific/Asia 
Latin  America 
Pacific/Asia  ex-Japan 
Natural  Resources 

Leaders 

52-week  total  return 


13.5  Small-cap  Blend  -4.7 

12.3  Small-cap  Value  -4.7 

12.1  Small-cap  Growth  -4.3 
11.5  Real  Estate  -3.6 

11.2  Mid-cap  Blend  -2.4 

Laggards 

%  52-week  total  return  % 


Technology  43.8  Latin  America  -38.6 

Communications  34.9  Diversified  Emerging  Mktks.  -27.5 

Large-cap  Growth  24.9  Natural  Resources  -25.0 

Japan  21.3  Small-cap  Value  -23.0 

Large-cap  Blend  10.4  Small-cap  Blend  -22.0 


ita  are  as  of  market  close  Wednesday.  Mar.  24,  1999,  unless  otiierwise  indicated.  Industry  ey  flow  analysis,  and  mutual  fund  returns  are  as  of  Mar,  23,  For  a  more  detailed  explanation,  write 
s  include  S&P  500  companies  only.  Fundamentals,  technical  indicators,  Bloomberg  mon-     to  us  or  E-mail  figures@businessweek.com.  NA=Not  available  **Vanguard  Index  500  Fund 
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Editorials 

DEREGULATION  IS  GREAT,  BUT. . . 

I  "deregulation  has  been  one  of  the  gi'eat  (hiving  forces  of 
i-^the  New  Economy.  By  removing  the  heavy  hand  of 
government  control  from  key  industries,  deregulation  dra- 
matically increased  the  flexibility  and  responsiveness  of  U.  S. 
coriDorations  in  a  peiiod  of  rapid  teclmological  and  competitive 
change.  Indeed,  by  making  it  easier  to  shift  capacity  where  it 
is  needed,  deregailation  deserves  some  of  the  credit  for  the 
cuiTent  low  rate  of  inflation. 

Yet  some  recent  events  in  the  airline  and  telecom  indus- 
tries suggest  it  may  be  time  to  fine-tune  the  tool.  Certainly, 
by  many  measures,  deregulation  is  a  success  in  both  indus- 
tries. Airline  houi*s  flown  are  way  up,  and  there  is  no  evidence 
that  safety — one  of  the  biggest  worries  going  into  deregula- 
tion— has  been  compromised.  Telecom,  too,  has  prospered 
under  deregulation,  with  regional  telephone  companies,  long- 
distance providers,  and  cable  companies  investing  heavily  to 
give  the  U.  S.  one  of  the  most  technologically  advanced  sys- 
tems in  the  world. 

But  both  industries  face  irate  consumers  and  poHticians, 
irked  by  the  apparent  lack  of  competition.  In  the  case  of  air- 
lines, the  problems  are  the  dominance  of  one  earner  at  many 
hubs,  sky-high  fares  for  business  travelers,  and  a  growing 
sense  that  passengers  are  treated  badly  (page  42).  For  tele- 
com, the  biggest  issue  is  the  continued  consolidation  of  the  in- 
dustry into  meganetworks  which  will  all  offer  cable,  tele- 
phone, and  broadband  Internet.  The  Mar.  22  announcement  of 
Comcast  Corp.'s  accjuisition  of  MediaOne  Group  means  that  the 
number  of  major  telecom  players  has  shrunk  to  five:  at&t,  mci 

WorldCom  Inc.,  and  the  pending  merger's  of  Bell  Atlantic- 
SBC-Ameritech,  and  Comcast-MediaOne  (page  32).  At 
same  time,  cable  rates  have  been  skyrocketing  at  7%  am 
ly  over  the  last  three  years,  far  above  overall  inflation. 

Without  turning  back  the  clock  to  the  bad  old  days  oi 
reaucratic  micromanagement,  there  are  some  steps  that  c 
help  ensure  a  level  playing  field  and  more  competitio 
these  industries.  For  airlines,  one  key  is  to  open  up  acces 
landing  slots  at  airports  such  as  New  York's  LaGuai-dia 
port,  something  already  under  consideration  by  Cong] 
That  would  make  it  easier  for  existing  airlines  to  challi 
the  hubs  of  then-  rivals,  and  for  new  startups  such  as  Froi 
Airlines  and  Vanguard  Airlines  to  expand  and  thrive  ( 
40).  Federal  and  local  governments  can  encourage  the  u! 
alternative  or  secondaiy  aiqDorts.  And  federal  regulators 
keep  an  eye  out  for  "predatory  pricing" — that  is,  deep  j 
cuts  by  incumbents  pui-ely  targeted  at  driving  potential 
petitors  out  of  business. 

The  situation  is  trickier  in  telecom,  where  the  rapid  pa 
technological  change  may  be  about  to  create  new  compet 
For  example,  the  introduction  of  broadband  Internet 
vice  by  cable  companies  makes  it  easier  for  them  to  pn 
phone  service  as  well.  What's  important  here  is  to  i 
sure  that  consolidation,  important  for  economies  of  s 
does  not  turn  into  a  new  monopoly. 

Nobody  wants  to  give  up  the  benefits  of  deregulation 
that  doesn't  mean  closing  our  eyes  if  problems  come  up 
time  to  make  a  good  policy  better 

THE  BACKLASH  FROM  E-SNOOPING 

T  ike  all  new  technologies,  the  Internet  is  creating  un- 
JLjch"eamed-of  conflicts.  Case  in  point:  The  veiy  native  of  the 
Web  makes  it  easy  to  collect  and  collate  information  about 
people  who  shop  at  or  even  simply  visit  a  Web  site,  without 
their  knowledge.  Indeed,  using  such  information  is  an  im- 
portant part  of  the  business  model  of  many  Net  companies. 

But  Net  companies  are  discovering  that  consumers  also 
cai'e  about  theu'  privacy.  Examples  of  a  growing  concem  are 
evei"\^here.  GeoCities  had  to  settle  with  the  Federal  Trade 
Commission  when  it  sold  personal  data  collected  from  children 
without  parents'  consent.  Microsoft  Corp.  was  red-faced  and 
apologetic  when  it  was  discovered  that  the  Windows  98  oper- 
ating system  could  be  used  to  create  a  giant  database  of  in- 
formation about  Microsoft  castomei-s.  Perhaps  most  notable  was 
the  response  to  Intel  Coip.'s  plans  to  ship  its  newest  Pentium 
III  microprocessor  with  a  component  that  could  transmit  a  se- 
rial number  whenever  the  user  visits  a  Web  site.  The  idea  of 
consumei"s  unknowingly  leaving  behind  an  id  number  when  on- 
line set  off  howls  of  protest,  and  Intel  promised  to  ship  the 
Pentium  III  with  the  identifier  in  the  "off"  position. 

What's  happening  is  that  people  are  wonied  that 
essential  democratic  right  to  privacy  is  being  surreptiti( 
eroded.  The  idea  of  the  Net  building  "dossiers"  without 
tomers'  knowledge  conjures  up  images  of  secret  files,  p 
states,  and  the  loss  of  freedom.  That  will  create  a  bad 
that  can  only  injure  Intemet  commerce  in  the  long  run 

Equally  germane  is  a  truism  of  the  Infonnation  Age 
formation  is  a  hugely  valuable  good  in  its  own  right.  I 
that  perspective.  Net  companies  have  been  appropriatin 
foiTnation  that  rightfully  does  not  belong  to  them.  It  is  ak 
stealing  for  Net  companies  to  gather,  use,  and  resell  i 
mation  on  consumers  without  asking  pennission. 

Net  companies  have  to  realize  that  indi\iduals  hav( 
right  of  first  refusal  on  the  infonnation  of  theii-  lives.  For 
panies  to  use  it,  they  have  to  say  "please"  and  exch 
something  for  the  information.  The  Net  marketplace 
made  progress  in  posting  privacy  poHcies  on  Web  sites 
curbing  intrasions.  But  time  is  i-unning  out  for  compani 
agree  on  i-ules  of  the  game  to  protect  privacy  before  the 
lash  does  pei-manent  damage  to  the  future  of  E-comme 
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If  you're  wondering  where  all  this  Internet  business  came  from,  it  come  from  Fairfax  County.  Some  of  our  2000 
information  technology  companies  helped  create  the  Net.  Many  others  support  and  sustain  it.  But  what  really 
made  Fairfax  County  the  mother  of  all  Web  sites  are  advantages  that  would  benefit  any  business:  Access 
to  three  major  airports.  A  stimulating  quality  of  life.  And  a  customer  the  size  of  the  federal  government  next 
door  in  Washington,  DC.  For  details,  get  online  or  call  703-790-0600.  And  join  us.  You'll  be  wired  for  it. 


IRFAX  COUNTY,  VIRGINIA.  PLATINUM  SPONSOR  OF  THE  2000  WORLD  CONGRESS  ON  INFORMATION  TECHNOLOGY. 


www.FalrfaxCountyEDA.org 


EMC' 

The  Enterprise  Storage  Company  EMC  Enterprise  Storage  provides  strategic  advantages  in  areas  sue 
as  cost  control ,  time-to-market,  Internet  commerce ,  data  warehousing,  and  customt 
service.  Advantages  that  can  create  new  business  opportunities.  How?  By  consolidatin 
information  and  making  it  available  to  all ,  regardless  of  the  computers  in  use .  Ad 
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the  IT  business  there  are 
times  when  bigger  is  better.  This  is 
one  of  them.  Welcome  to  the  world  of 
Fujitsu  IT  solutions.  cP  It's  a  global  network  of 
Fujitsu  Group  companies  with  more  than  55,000  IT 
iervice  professionals.  All  sharing  resources,  expertise, 
ichnologies  and  a  common  goal:  delivering  optimum  IT 
lutions  that  help  you  achieve  better  business  results. 
3roup  companies  Fujitsu,  Amdahl,  DMR  Consulting 
oup  and  ICL  each  offer  IT  expertise  globally  as  well  as 
their  home  regions.  Individually  or  in  concert,  they 
)rovide  strategic  consulting,  applications  development 
and  maintenance,  infrastructure,  outsourcing  and 
industry-specific  solutions.  cP  Whether  you  do 
business  right  here  or  around  the  globe,  we 
have  a  world  of  IT  experience  to  meet 

your  business  needs.  .^^^ 


cP 


FUJITSU 


LIBERTY  MUTUAL  TELEPHONIC  NURSE  CASE  MANAGER 
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HOME 
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Report  claims  as  early  as 
possible.  After  two  weeks, 
incidents  can  become 
up  to  27%  more  expensive. 

Help  your  company  train 
employees  regarding 
their  responsibility 
to  report  worker's 
compensation  claims. 

Track  your  company's 
reporting  practices  to 
identify  areas  in  need 
of  improvement. 

Offer  your  employees 
claims  reporting 
services  24  hours  a 
day,  365  days  a  year. 


W  Every  year,  3.5  million  people  are  injured  at 
work.  That's  where  my  job  starts,  on  the  other 
end  of  the  phone,  making  sure  patients  find  the 
most  appropriate  doctors,  encouraging  them  to 
move  farther  along  in  their  therapy.  I  introduce 
people  to  the  latest  treatment  options,  or  help 
them  find  alternate  jobs  they  can  perform  while 
in  recovery.  And  sometimes,  I'm  just  the  world's 
toughest  cheerleader.  In  my  27  years  of  hospital 
work,  I  saw  people  who  had  lost  all  hope.  So,  I 
know  what  it's  like  to  be  injured  and  need  the 
help  of  another  person.  That's  why  I'll  be  there, 
making  all  the  calls  I  can,  to  coordinate  care  for 
these  people  and  get  their  lives  back  on  track.  // 
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CAMPAIGN  2000 

VIRGINIA  IS  FOR 
LOVERS-OFPACs 

(;eok(;e  fataki,  vircinia 
gentleman?  New  York's 
Republican  governor  has 
raised   eyebrows  by 
registering  his  new 
political  action  com 
mittee,  the  21st 
Century  Freedom 
PAC,  not  in  Albany 
but  in  Richmond. 

The  reason:  Vir- 
ginia's lenient  cam- 
paign finance  laws  set  no  ceil- 
ing on  business  donations  and 
recjuire  disclosui-e  just  twice 
this  year,  making  it  a  mag- 
net for  pols  with  national  am- 
bitions. Among  others  who 
have  taken  advantage  of  the 
Old  Dominion's  loiles  are  gop 
Presidential  wannabes  Lamar 


Alexander,  Steve  Forbes,  and 
Pat  Buchanan. 

New  York  Democrats  are 
howling  mad.  State  Chair  Ju- 
dith Hope  labels  Pataki  "the 
poster   boy   for  alleged 
campaign-finance  abuse," 
charging  he  uses  hid- 
den coiporate  cash  to 
travel  and  campaign 
for  the  (;op  Vice-Presi- 
ential    spot.  Pataki 
spokeswoman  Zenia 
Mucha  dismisses  that 
as  Democratic  "jeal- 
ousy" of  Pataki's 
fi.md-raising  prowess. 
With  liis  PAC  m  Vu'ginia,  Pata- 
ki has  "greater  flexibility  to 
travel  ai'oimd  the  eoimtiy  and 
tall<  about  what  unites,  instead 
of  what  divides,  the  Republi- 
can Party."  She  notes  he  has 
imposed  a  gift  limit  of  $50,0(X). 
Even    so,    every  $50,000 
helps.     Richard  S.  Dunham 


CAR  TALK 

TORA,  TORA, 
TAURUS 


THK    FORI)    TAURUS,  ON('E 

viewed  as  Detroit's  best  hope 
for  an  Asian  invasion,  is  say- 
ing sayonam  to  Japan.  Just 
as  the  carmaker  is  giving  the 
2000  Taurus  a  conservative 
face-lift  that  it  hopes  will 
rekindle  U.  S.  sales,  it  is 
acknowledging  that  the 
Japanese  version  of  the  car 
is  a  bust. 


TOKYO:  Japanese  sales  ire  re 


Ford  sold  only  1.179  Tau- 
ruses  in  Japan  last  year,  far 
from  the  18,000  annual  sales 
it  projected  in  1996  when, 
with  great  fanfare,  it  intro- 


duced the  car  there.  The 
steering  wheel  was  on  the 
right.  But  otherwise,  the  car 
was  ill-suited  for  Japan.  At 
16.5  feet  long,  it  was  too  big 
for  many  Japanese  parking 
spaces.  Considered  a  gas  guz- 
zler, it  got  only  19  miles  per 
gallon  in  the  city — a  problem 
when  gas  is  $4  a  gallon. 

Ford,  of  course,  would 
rather  blame  the  Tamils'  fail- 
ui'e  on  Japan's  economic  melt- 
down. "Their  economy  is  in 
rough  shape,"  says  Taurus 
Chief  Engineer  Dave  Mari- 
naro.  Still,  the  company 
isn't  giving  up  on  Japan. 
It  is  now  launching  the 
European  Ka  there.  Al- 
ready, however,  analysts 
are  calling  the  Ka  dead 
on  arrival.  The  bug-eyed 
little  car  comes  only  with 
a  stick  shift,  while  some 
90%  of  Japanese  drive 
automatic  transmissions. 
And  then  there's  the 
problem  of  the  Ka's  name:  In 
Japanese,  Ka  means  mosqui- 
to. Selling  a  car  named  for  a 
disease-canying  pest  could  be 
a  problem.    Keith  Naughion 


TALK  SHOW  awe  are  ready  to  defend  our  country  to  the 
very  end" 

— Yugoslav  President  Slobodan  Milosevic 


CASINO  SOCIETY 

HIT  ME  AGAIN, 
MOUNTAIN  MAMA 

THE  GOVERNMENT,  BUSINESS, 

and  social  elite  that  frequent 
the  fabled  Greenbrier,  a  plush 
resort  hotel  in  Wliite  Sulphiu- 
Springs,  W.  Va.,  may  soon  be 
keeping  company  with  one- 
armed  bandits.  The  222-year- 
old  resort,  an  idyllic  moun- 
tain retreat  once  designated 
the  hideout  for  Congress  in 
case  of  nuclear  attack,  is  now 
looking  to  add  a  casino,  which 
it  hopes  v\ill  keep  the  A-list 
vacationers  coming. 

Governor  Cecil  Undemood 
is  expected  to  sign  a  bill  al- 
lowing casino  gambling  in 
early  April.  But  the  Green- 
biier  casino  still  needs  the 
approval  of  Greenbrier  Coun- 
ty voters.  The  referendum 
date  is  yet  to  be  set,  and  ap- 
proval is  far  from  sure.  "I 
hate  to  look  at  the  only  five- 
star  resort  in  the  state  of 
West  Virginia  and  think  that 
it  becomes  a  draw  for  casino 
gambling,"  frets  Charleston 


resident  John  Farmer,  one  ( 
many  around  the  state  wh 
are  opposed  to  the  casir 
initiative. 

The  hotel's  president,  Te 
Kleisner,  says  that  the  Gree; 
brier  must  add  the  casino 
stay  competitive  or  risk  eni 
ing  up  "just  another  grain 


THE  GREENBRIER:  Tables? 

dame."  The  gambling  hall 
be  modeled  after  the  Mo 
Carlo's  lavish  Hotel  H 
mitage,  with  the  sort  of  li 
urious  furnishings  that  hi 
rollers  expect.  No  nickel  si 
presumably,  for  the  augi 
old  gal.      Lorraine  Woell 


GUCCI  GULCH 

THE  COLOR 
OF  CLOUT 


MINORITY  BUSINESS  OWNERS 

want  a  league  of  their  own. 
With  no  national 
trade  association 
speaking  on  their 
behalf,  they  often 
feel  left  out  of  the 
Washington  influ- 
ence scene.  But 
thanks  to  a  $155,000 
Commerce  Dept. 
grant,  they're  get-  LEWIS:  Lo 
ting  ready  to  flex 
some  political  muscle.  The 
Joint  Center  for  Political  & 
Economic  Studies,  a  nonprof- 
it think  tank,  is  helping  to 
establish  the  first  Minority 
Business  RoundTable,  mod- 
eled on  the  Business  Round- 
table,  an  old-line,  influential — 
and  lily-white — group  of  CEos 
from  200  large  cor})orations. 


So  fai',  there's  only  a  ste 
ing  committee.  But  organiz( 
believe  the  gi'oup  eventua 
will  have  200  members  fr 
companies  owned  by  Afric 
Americans,  Hispanics,  As 
Americans,  and  Native  Am 
leans.  Tlie  main  g 
is  to  convey  to  k 
makers  and  poll 
makers  that  mine 
ty  businesses  h; 
economic  clc 
Essence  Commi 
cations  CEO  Edw 
Lewis,  a  steeri 
committee  meml 
says  lack  of  acc 
to  capital  is  a  prime  conc( 
as  are  tax  and  trade  pol 
housing,  and  education  issif 
CEOS  ah-eady  on  boai'd  inclj 
J.  Bruce  Llewellyn 
Philadelphia  Coca-Cola 
tling,  Robert  Johnson  | 
BET  Holdings,  and  J.  Ma 
Molina  of  Molina  Med| 
Centers.       Mica  Schneii 
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AUTY  IS  MORE  THAN  SKIN  DEEP.  HENCE,  THE  250HP  ENGINE. 


engineers  created  a  sedan  that  looks  sleek  and  seductive.  But  better  yet,  one  that  performs  magnificently.  The  Aurora. 
:echnologically  advanced  25ohp  V8  engine  gives  you  the  power  the  instant  you  demand  it.  The  Aurora  marries  beauty  and 
ins..  A  truly  exceptional  combination.  And  isn't  that  what  you  look  for  in  a  sedan?  Visit  our  Web  site  at  auroracar.com. 


1999  GM  Corp.  All  rights  reserved.  1-800-255-OLDS 
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Up  Front 


CAR  TALK 

FORD  HORRIFIES 
THE  FRENCH 

FORD  HAS  ALREADY  PICKED  up 

Jaguar  in  England,  Volvo  in 
Sweden,  and  part  of  Mazda  in 
Japan.  So  why  shouldn't  the 
auto  maker  also  get  soine- 
thing  French — like  the  honor 


MONDEO:  Ford's  bid  won 

of  ferrying  around  France's 
Prime  Minister?  The  thought 
is  horrifying  the  French.  But 
theoretically,  Lionel  Jospin 
could  end  up  in  a  Ford,  now 
that  it  will  provide  cars  to 
French  civil  servants. 


Ford  won  a  bid  to  provide 
those  cars  after  France  was 
pressured  to  comply  with  Eli 
regulations  for  open  bidding. 
Of  the  13  bidders,  Paris  chose 
Renault,  Peugeot,  and  Ford, 
which,  over  two  years,  will 
provide  13,000  of  the  24,000 
cai's  needed.  Total  value:  $333 
million. 

Among  the  losing  bidders: 
Citroen,  whose  limos  once 
ferried  around  Charles  de 
Gaulle.  France's  unions, 
piqued  at  the  out- 
come, may  yet  flex 
theii-  muscle  when 
the  results  of  a 
second  bid  are  an- 
nounced later  this 
year.  That  bid  will 
name  a  single  supplier  of  200 
cars  for  France's  political 
elite.  Lionel  Jospin  in  a  Ford 
Mondeo?  Unlikely.  Ford  has 
no  limo  models  in  Europe — 
though  it  does  own  Jaguar. 
But  that's  unthinkable.  The 
British  Prime  Minister  rides 
in  one  of  those.   Inka  Resch 


LITIGATION  NATION 


A  TORPEDO  AGAINST  SUBMARINE  PATENTS? 


THE      LATE  JEROME 

Lemelson  was  a  prolific 
inventor.  He  was  also 
infamous,  however,  for 
suing  deep-pocketed  com- 
panies for  patent  infinnge- 
ment.  Why?  Some  of  his 
key  robot  vision  patents 
were  not  awarded  until  40 
years  after  his  application. 
By  then,  they  were  wide- 
ly used.  Critics  dubbed 
them  submarine  patents  be- 
cause they  "smfaced"  later  on 
in  court  claims. 

Now,  Lemelson's  founda- 
tion, which  carries  on  that 
litigious  legacy,  is  suing  again. 
It  filed  a  patent  infiingement 
suit  in  February  against  88 
big  companies,  including  Lu- 
cent Technologies  and  Sun 
Microsystems.  Many  patents 
are  at  issue,  among  them 
ones  on  certain  semiconduc- 
tor-related technologies.  The 
companies  are  fighting  the 
suit — and  intensifying  their 


i,\  ing  of  Congi'ess,  which 
heartl  testimony  on  patent- 
law  refoiTn  in  late  March,  for 
laws  that  would  end  such 
suits.  The  companies  want 
public  disclosure  on  all  pend- 
ing patents  after  18  months, 
among  other  changes.  "People 
shouldn't  be  able  to  abuse  the 
system,"  said  Tim  Hackman, 
an  IBM  exec  and  chaiiTnan  of 
the  21st  Centmy  Patent  Re- 
foiTn Coalition.  Because  small 
inventors  say  current  law 
protects  them,  expect  a  fight 
in  Congress.    Dennis  Blank 


DRAWN  &  QUARTERED 
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WRETCHED  EXCESS 

GRILLING  A  HOLE 
IN  YOUR  POCKET 

BACKYARD  BARBECUE  IS  ONE 
of  life's  simple  pleasures.  But 
status-conscious  chefs  are 
making  it  expensive,  too, 
with  grills  so  elaborate  and 
costly  that  even  Martha 
Stewart  might  blush. 

A  slew  of  manufacturers 
are  vying  to  meet  the  strong 
demand  for  high-end  grills, 
which  start  at  $1,000.  For  a 
more  tyj^ical  $3,000,  backyai'd 
chefs  can  buy  an  infrared 
grill  from  TEC  that  cooks  a 
one-inch-thick  steak  in  four 
minutes.  Or  get  a  Weber 
Summit  Series  with  its  thi'ee 
different  cooking  zones — so 
you  can  grill  medium,  well- 
done,  and  rare  at  the  same 
time.  For  $9,000,  you  can 
have  a  Dynamic  Cooking  Sys- 
tems made-to-order  unit,  with 


grill,    separate  rotisse 
open-top  burners,  and  se 
ing  island — perfect  for 
pressing  200  of  your  clos 
friends  on  Memorial  Day. 

High-end  grill  sales 
benefiting  from  the  str 
economv.  "We  can't 


DYNAMIC:  Status  cook  nil 

these  things  fast  enou; 
says  Surjit  Kalsi,  presi( 
of  Dynamic,  based  in  H 
ington  Beach,  Calif.  But 
cites  the  prestige  factor, 
"It's  another  way  to  kee] 
with  the  Joneses."  Or  is 
the  Ti'umps?     Stefani  L 


THE  BIG  PICTURE 


PENETRATING  THE  NET 


Though  most  Net  users 
usually  ignore  Web  ads, 
six  out  of  10  admit 
they've  clicked  through 
at  least  once. 


Q.  As  you  use  the  Web,  do  yoi 

Don't 
know 
1% 


SURV 
1.007 


FOOTNOTES  Professional  women  who  value  banks  for  checking  and  savings:  84%;  for  long-range  financial  planning:  21  % 
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DATA:  STERN  MARKETING 


Changing  Jobs? 

Prudential  Can  Help 
You  Make  The  Most  Of 
Your  40l(k)  Rollover 

You've  managed  to  save  quite  a  bit  of  money  in  your  former  company's  401  (k)  plan.  Now,  Prudential 
gives  you  a  unique  chance  to  really  put  it  to  work.  We'll  help  you  rollover  your  401  (k)  distribution  into 
an  IRA  with  access  to  some  of  America's  most  popular  mutual  funds.  And,  you'll  be  working  with  a 
personal  Financial  Advisor  every  step  of  the  way  to  ensure  you  understand  all  your  options  and  to 
make  the  best  decisions  for  you.  It's  all  part  of  a  mutual  fund  program  we  call  PruChoice®* 

^PruChoice®;  3  steps  to  a  smart  401  (k)  rollover,^ 


Mutual 
Funds 


Stocks/ 
Bonds 


The  Quarterly  Account  Monitor  shows 
you  how  your  funds  are  performing. 


1 Create  an  effective 
investment  strategy. 
You  and  your  Financial  Advisor 
will  look  at  how  your  rollover  fits 
within  your  overall  portfolio.  That  way, 
you'll  make  sure  that  all  your  long-term 
investments  are  working  together  as 
effectively  as  they  can. 

2 Choose  investments 
from  over  60  of 
America's  most  popular 
mutual  funcJ  families. 

Using  your  customized  asset  allocation 
as  a  guide,  your  advisor  will  help  you 
build  a  portfolio  from  over  300  carefully 
selected  funds.  And  there  are  no  sales 
charges — just  an  annual  effective 
program  fee  of  1.25%  of  assets'  *  for  the 
ongoing  help  of  your  advisor. 

3 Get  the  guidance  you 
need  to  keep  your 
portfolio  on  track. 
When  you're  planning  something 
as  important  as  your  I'etirement, 
professional  guidance  is  indispensable. 
Your  Financial  Advisor  will  be  there  to 
help  you  fine-tune  your  investments  as 
often  as  your  needs  change,  so  youi'  portfolio 
stays  focused  on  your  long-term  goals. 


Call  today  for  your  FREE 
brochure.  Investing  your  401(k)  rollover 
could  be  one  of  the  biggest  financial 
decisions  of  your  life.  That's  why  you  may 
want  to  tackle  it  with  the  guidance  of  a 
professional.  A  Prudential  Securities 
Financial  Advisor  can  help  you  make 
important  decisions,  such  as  whether  a 
traditional  or  Roth  IRA  better  suits  your 
needs.  Call  to  set  up  an 
appointment  with  a 
Financial 
Advisor  and 
ask  for  free 
copies  of  our 
brochures  on 
the  PruChoice 
program 
and  Make  the 
Most  of  Your 
Retirement 
Assets. 

Call  today! 

1  -800-THE-ROCK 

ext.  2785 

www.prudential.com 

»  Prudential 


Choice  is  offered  by  Prudential  Securities.  For  more  complete  information  about  ony  fund  available  through  PruChoice,  including  charges  ond  expenses,  obtain  a  prospectus  by  calling  the  number  above 
the  Prudential  Securities  branch  nearest  you.  Please  read  the  fund's  prospectus  carefully  before  you  invest  or  send  money  **12b-l  fees  may  apply  Withdrawals  from  a  lax-deferred  investment  may  be 
|j  iect  to  ordinary  income  tax  and  may  be  subject  to  a  lO'b  penalty  if  withdrown  before  age  59/.  Pmdential  and  its  affiliotes  are  not  tax  advisors.  Please  consult  with  your  own  tax  advisor  for  your 
^  'iculai  situation.  Prudential  Securities  Incorporated,  a  subsidiary  of  Prudential,  www.prusec.com,  199  Water  Street,  New  York,  NY  10292.  Member  SIPC. 


Just  because  you  liave  < 
i|dDesnt  mean  you  d^^ 


,©.,1 999  Strf'sfee  Tacihnology  Corporation.  All  rights  reserved.  StorageTek  is  a  registered  trademark  and  "Information  Made  Powerful"  is  a  trademark  of  Storage  Technology  Corporation. 


You  could  have  all  the  disk  and  tape  space  in 
the  world  and  still  not  have  a  smart  storage 
solution.  After  all,  if  your  storage  system  lacks 
the  intelligence  to  allocate  data  evenly,  it  will 
probably  be  equally  inept  at  finding  the 
information  you  need.  A  Storage  Area  Network 
(SAN)  solution  from  StorageTek  has  built-in 
intelligence  that  gives  you  easy  access  to  all 
your  critical  data.  For  intelligent  SAN  solutions, 
visit: 


|h  storage  for  your  data 
ye  a  storage  oj^blem.^^^l^ 


...  y  • 
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IT'S  TIME  FOR 

A  CHIEF  E-BUSINESS  OFFICER' 

From  Mail!  Street  to  Wall  Street,  E- 
business  has  become  a  hot  topic  and  a 
buzzword  ("E-business,"  Cover  Story, 
Mar.  22).  Your  increased  coverage  of  E- 
business  stones  and  your  new  quarter- 
ly supplement  point  to  its  importance. 
But  can  a  chief  executive  officer  focus 
on  new  E-business  strategies,  maintain 
traditional  markets,  and  guide  a  compa- 
ny quarter  after  quarter?  That's  why 
it's  time  for  a  chief  E-business  officer 
(CEBO) — who  will  blend  a  company's  E- 
business  strategies  vdth  traditional  cor- 
porate and  sti'ategic  management.  In- 
deed, E-business  is  no  longer  something 
that  can  be  left  to  technology  staffei's. 

Matthew  McGinley 
Brooklyn,  N.  Y. 

AMERICAN  EDUCATION 

NEEDS  THESE  REFORMS  

Youi-  e.xcellent  article  about  David  T. 
Kearns  ("The  mission,"  Social  Issues, 
Mar.  22)  presents  many  important  is- 
sues. Could  General  Electric  Co.  com- 
pete with  Sony  Corp.  if  it  shut  dovm  for 
June,  July,  and  August  eveiy  year?  One 
of  the  most  important  reforms  is  to 
lengthen  the  school  year.  Students  in 
Singapore,  South  Korea,  Hungary,  and 
the  Czech  Republic  attend  school  for 
210-220  days  per  year.  In  Arizona,  it's 
176  days.  How  can  they  possibly  per- 
form as  well? 

Teachers  favor  modernizing  Ameri- 
can education.  Our  students  can't  com- 
pete with  those  in  Eiu'ope  or  Asia.  The 
7  out  of  10  who  do  not  go  to  college  in 
oui'  system  have  few  options,  while  Ger- 
man apprentices  ai'e  trained  on  state-of- 
the-art  equipment,  in  businesses  that 
want  to  hire  them,  and  they  eam  $600 
per  month  while  attending  school.  Who 
would  drop  out? 

Our  schools  must  move  from  the 
Agi'aiian  Age  into  the  Infomiation  Age. 

Christine  Rademan 
Teacher 

Scott  L.  Libby  Elementary  School 
Litchfield  Park,  Ariz. 


You  capture  the  essence  of  Dav 
Keai'ns's  leader-ship  skills:  vision,  pa 
sion,  integrity,  unr-elenting  focus, 
worked  for  David  at  Xerox  Corp.  f 
19  yeai's.  In  addition  to  his  leader-ship 
Xerox'  tui-naround,  readers  should  knc 
about  his  affirmative  action  leadershi 
When  David  ar-rived  at  Xerox,  minori 
gi-oups  and  women  made  up  only  2 
of  the  company's  U.  S.  sales  force.  Whi 
he  retired,  the  figiu-e  was  50%.  This  e 
panded  pool  of  r-esour-ces  contr-ibuted 
Xerox'  leadership  talent  and  success.; 

Douglas  Re 
Faii-fleld,  Coi 

It  is  encom-aging  to  see  corporate  € 
ecutives  like  David  KearTis  take  an  : 
terest  in  refor-ming  Amer-ican  educatic 
But  nowhere  is  ther-e  any  mention  ma: 
of  the  need  to  upgrade  teacher  pay 
impr-ove  schools  by  attr-acting  and  i 
taining  highly  capable  personnel.  Wh 
"quality,  standar-ds,  choice,  competitir 
are  all  unquestionable  components 
education  r-eform,  none  of  them  v. 
work  effectively  if  they  are  impleme  ■ 
ed  by  teachers  and  principals  of  me- 
ocr-e  ability. 

While  taxpayer's  and  businesses 
want  education  r-eformed,  most  wain 
on  the  cheap.  But  talent  comes  ;ii 
price.  Stricter  standards  for  teacln 
may  keep  incompetents  out,  but  t! 
won't  br-ing  heavy  hitters  in.  We  need 
understand  the  concept  that  evt 
sports  fan  knows  alr-eady:  If  you  w 
quahty  on  your-  team,  you'll  have  to  i 
for  it. 

Thomas  Sulli'i 
Spokane,  W; 

MALAYSIA'S  CYBER  CORRIDOR 
BOASTS  SOME  SUCCESSES 

It's  unfair  and  misleading  to  insini 
that  the  Multimedia  Super  Corri 
(MSG)  is  a  failm-e  ("Mahathir-'s  High-li| 
Folly,"  Infor-mation  Technology,  Mar 
While  the  Msc  may  be  facing  sc 
problems,  these  have  been  largely  a 
suit  of  the  economic  crisis  which 
r-educed  investor  interest  in  Asia  in  j 
eral  and  affected  the  gover-nment 
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lORRECTiONS  &  CLARIFICATIONS 

IVIake  kiddie  seats  mandatory,"  (Personal 
usiness,  Mar.  22),  which  appeared  in  some 
ditions,  erroneously  stated  that  a  US  Air- 
ays  plane  crashed  in  Sioux  City,  Iowa,  in 
989;  it  was  a  United  Airlines  flight. 

ecause  of  a  typographical  error,  "CBS:  Can 
lei  Karmazin  reinvent  network  TV?"  (Cov- 
r  Story,  Apr.  5)  stated  that  CBS  Corp.  is  a 
media  giant  with  $26  billion."  It  should 
ave  read  "worth  $26  billion." 


icial  capability  to  proceed  with  the 
c's  full  implementation.  A  lot  of  mon- 
has  been  spent  to  develop  the  nec- 
;ary  inft-astnacture,  and  the  govem- 
mt  remains  committed  to  the  Msc, 
ich  continues  to  build  up  steam. 
You  mention  Singapore  and  Hong 
ng  as  alternatives  for  investors  in 
h  tech.  But  these  two  have  theii"  own 
)blems — including  high  costs.  The  de- 
uation  of  the  ringgit  has  made  the 
:  cheap  for  high-tech  companies. 
Yoa  say  that  money  spent  to  develop 
trajaya,  which  you  described  as  a 
icore  element  of  the  msc,  was  waste- 
Putrajaya  is  not  part  of  the  msc. 
fou  failed  to  get  the  views  of  Intel, 
tsushita,  or  Dow  Corning.  These 
ipanies  have  long  been  established 
Malaysia,  and  they  are  increasing 
ir  investments. 

^hese  investors  know  that  Prime 
dster  Mahathir  Mohamad  was  tak- 
aim  at  short-term  investors  who 
e  wi'eaked  havoc  on  the  Malaysian 
lomy.  There  is  gi'owing  internation- 
greement  on  the  need  for  some  con- 
s  on  short-term  capital.  On  the  oth- 
I  land,  Malaysia  has  made  it  easier 
1  ever  for  these  investors,  relaxing 
I  ign  ownership  restrictions  and  im- 
j  v'ing  their  investment  terms.  The 
!  "ency  regulations  did  not  affect  the 
j  companies. 

Asgar  Stephens 
National  Economic  Action  Council 
Prime  Minister's  Department 
Kuala  Lumpui' 
lor's  note:  Putrajaya  is  listed  as  an 
"J  city"  in  government  literature 
it  the  project. 

INESSES  ARE  COOL 

>  GLOBAL  WARMING  ACCORD 

16  suggestion  that  business  and  en- 
imental  groups  are  "lining  up"  be- 
the  Chafee-LiebeiTnan-Mack  Cred- 
r  Early  Action  is  incorrect  ("All 
over  global  wanning,"  In  Business 
Week,  Mar.  15).  Currently,  only 
environmental  group  supports  the 
lation — and  its  members  helped 
;  the  bill. 


The  Global  Climate  Coalition  repre- 
sents approximately  2.30,000  business- 
es. Although  our  member  companies 
have  yet  to  indicate  any  position  on  the 
Chafee  legislation,  they  remain  opposed 
to  adoption  of  the  1997  Kyoto  Protocol 
or  any  measure  that  would  move  us 
closer  to  adoption  of  this  damaging 
agi'eement.  Only  a  handful  of  other  com- 
panies that  stand  to  gain  have  indicated 
support  for  the  Chafee  proposal. 

Business  remains  supportive  of  the 
voluntary  programs  in  place  to  address 


gi'eenhouse  gas  emissions.  There  is  no 
gr'oundswell  of  support  among  business 
for  the  Kyoto  Protocol. 

Glenn  F.  Kelly 
Executive  Director 
Global  Climate  Coalition 
Washington 

THE  SUNNY  SIDE 

OF  PROTECTIONISM  

"Tliis  banana  war  is  no  laughing  mat- 
ter" (News:  Analysis  &  Commentary, 
Mar.  22)  may  have  been  a  factual  story, 


"This  Easter  bunny  looks  pretty  average  from  afar,  Bob. 
But  close  up,  the  'Williams  Effect' starts  to  reveal  itself." 


Hop  to  it.  Nobody's  bigger  than  Williams  on  both  sides  of  the  energy 
and  communications  fence.  Whether  it's  building  more  than  32,000 
miles  of  fiber-optic  network,  operating  over  27,000  miles  of  natural  gas 
pipeline  or  marketing  about  40%  of  the  electric  generating  capacity  in 
the  Los  Angeles  basin —we're  BIG.  So  call  us,  quick  as  a  you-know-what. 

Energy  •  Communications  •  Leadership 

1-800-WILLIAMS  •  WWW.WILLIAMS.COM  •  NYSE:  WMB 
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Yes,  it's  only  a  vision.  But  what  if  it  came  true?  Heart  and  circulatory  diseases  are  still  the  major  cau: 
of  death.  That's  why  the  scientists  at  Hoechst  Marion  Roussel,  our  pharmaceutical  company,  are  putti 
their  hearts  into  research  and  development  to  find  new  ways  of  improving  the  lives  of  cardiac  patie,; 
So  that  some  day  the  only  cure  necessary  for  an  aching  heart  will  be  a  smile  on  the  face  of  a  loved  ' 


Imagine  lovesickness  being  the  only  thing  that  can  cau 


Hoechst  Marion  Roussel  is  the  pharmaceutical  company  of  Hoechst,  an  international  group  of 


g  innovation  in  Life  Sciences. 


Hoechst  AG,  D-65926  Frankfurt,  www.hoechst.com 


"If  more  business  books  were  as  useful,  concise,  and  just  plain  fun  to  read 
as  The  McKinsey  Way,  the  business  world  would  be  a  better  place." 

—Julie  Black,  best-selling  author  of 


ETHAN  M.  RASIEL 


WAY 

Usin^i  the  Vechniqnc<  of  the  World's 
Top  Siralegic  Consultants  to  Help 
Yoti  ami  Your  Business  


All  I  Really  Need  to  Know  in  Business 
I  Learned  at  Microsoft 


Manage  Your 
Business  the 
McKinsey  Way 

Now  you  can  learn  the  unique 
skills  that  have  made  McKlnsey-ites 
legends  in  the  world  of  business. 
From  the  'elevator  test'  to  the 
80/20  rule,  McKinsey  has  developed 
techniques  that  are  as  well-guarded 
as  they  are  successful.  With  The 
McKinsey  Way  you  too  can  apply 
and  profit  from  the  celebrated 
McKinsey  method. 


Readers  Report 


but  fi-om  the  standpoint  of  the  worlc 
small  and  economically  weak  nations 
missed  the  most  important  threat 
economic  globalization. 

That  thi-eat  lies  in  the  fact  that  u 
less  the  rules  of  the  World  Ti'ade  Org 
nization  are  rewritten  to  take  into  j 
count  the  economic  fragility  of  sm; 
nations,  globalization  as  a  beneficial  trt 
ing  concept — capable  as  it  is  of  bi-ingi 
enormous  gains — will  self-destruct  1 
virtue  of  the  opprobrium  it  general 
among  the  weak  and  the  poor. 

Individual  Americans  who  come 
these  shores  as  touiists  are  appalled 
what  they  perceive  will  be  the  : 
evitable  results  of  Washington's  star 
on  this  issue.  They  see  immediate  e 
nomic  destiniction  among  a  hardworki 
landowning  peasantry  and  a  consequ( 
breakdown  of  social  order  in  a  comn 
nity  tiying  hai'd  to  earn  an  honest  liv 
without  the  benefit  of  natural  resourc 

Your  own  economy  has  done  a  w 
derful  job  in  expanding  and  generat 
wealth,  and  we  can  learn  much  fr 
your  model.  But  don't  let  mater 
progi'ess  blind  you  to  simple  justice. 

F.  N.  Devj 
St.  Lucia,  West  Inc 
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Books 


ARS  OF  RENEWAL 

Henry  Kissinger 

non  &  Schuster  •  l,151pp  •  $35 


¥HEN  AMERICA  HAD 
i  GRAND  STRATEGIST 


k  /■"  aybe  Henry  Kissinger  should 
m  I  have  been  Secretaiy  of  Defense. 
T -B-For  in  the  third  and  final  in- 
Ument  of  his  memoii's,  Years  of  Re- 
m.l,  he  repeatedly  defends  himself 
linst  salvos  from  both  the  left  and 
ht  flanks,  and  he  retaliates  in  kind. 
But  while  this  book  settles  lots  of 
res,  it  has  a  far  broader  purpose:  ele- 
ing  in  the  eyes  of  histoiy  the  achieve- 
nts  of  the  Ford  Administration  and,  in 
ticular,  Gerald  R.  Ford  himself  The 
ner  National  Secuiity  Adviser  and 
retary  of  State  makes  a  strong  case 
the  ex-President,  whose  judgment, 
n  self-confidence,  and  willingness  to 
a  political  price  for  doing  the  right 
ig  let  him  begin  the  heahng  process 
■r  Watergate  and  Vietnam.  Ford's  de- 
m  to  press  for  majority  nile  in  south- 
Africa,  for  example,  allowed  Ronald 
igan  to  savage  him  in  the  gop  pri- 
ces, weakening  Ford  for  the  general 
tion.  His  principles  may  have  cost 
reelection. 

loreover,  Kissinger  has  provided  an 
client  handbook  on  diplomatic  phi- 
phy  and  the  intricate  juggling  of  in- 
!sts  during  negotiations.  It  will  be- 
e  required  reading  for  students  of 
mational  relations,  histoiy  buffs,  and 
rs  of  inside-the-Beltway  intiigue. 
here  is  some  overlap  with  the  au- 
•'s  previous  efforts:  The  first  170 
describe  the  Nixon  years  and  pol- 
lehievements  such  as  the  opening  to 
la.  Here,  Kissinger  demonstrates 

in  diplomacy,  nothing  is  what  it 
IS.  The  goal  of  the  new  China  policy, 
example,  was  not  simply  to  align 
hington  and  Beijing  against  Moscow. 

objective,  he  says,  was  to  be  closer 
oth  Moscow  and  Beijing  than  they 
i  to  each  other.  That  would  maxi- 

U.  S.  flexibility. 

0  arena  was  more  complex  than 
inon.  When  fighting  broke  out  there 
reen  radical  Palestinians  and  the 


Chiistian  militia  in  1975,  Syria,  which 
normally  supported  Palestinians,  backed 
the  ChiTstians.  Damascus  hatl  no  stomach 
for  a  radical  government  next  door  That, 
strangely  enough,  put  Syria  on  the  same 
side  as  Israel.  Meanwhile,  Egyptian  Pres- 
ident Anwar  Sadat  wanted  to  thwart 
Syiia.  Thus,  he  supported  the  Palestini- 
ans, enhancing  his  standing  in  the  Arab 
world  at  little  cost.  So  it  went,  as 
Kissinger  wound  his  way  through  the 
Middle  East's  political  minefield. 

Much  of  the  book  is  a  defense  of  the 
author's  theory  of  foreign 
policy.  While  his  tactics 
were  derided  by  some  as 
amoral,  he  believes  that  fo- 
cusing on  the  national  in- 
terest, rather  than  on  lofty 
principle,  is  the  only  viable 
approach.  Wilsonian  moral- 
ists— such  as  the  Dem- 
ocratic Party's  liberal 
wing — he  says,  fail  to  see 
that  patient,  incremental 
progress  can  achieve  moral 
ends.  Nevertheless,  he  ad- 
mits that  his  strongest  ar- 
gument for  the  U.  S.  posi- 
tion in  Vietnam  was  a 
one — while  critics  asserted 
involvement  there  did  not 
national  interest.  Kissinger  acknowl- 
edges the  irony. 

The  author  attacks  neoconservatives, 
too,  over  theii"  desir-e  for  confi'ontation 
with  Moscow.  Rightists  trained  theii*  fire 
on  detente,  which  "in  their  view,  com- 
pounded bad  policy  with  French  termi- 
nology." They  didn't  see  that  their  ap- 
proach could  backfii'e:  Witness  Russia's 
tightening  up  on  Jewish  emigi-ation  after 
the  adoption  of  the  Jackson- Vanik 
amendment — legislation  whose  threat  of 
sanctions  against  Moscow  was  intended 
to  have  the  opposite  effect.  Kissinger 
skewers  some  of  liis  enemies  with  a  vel- 
vet stiletto.  He  calls  Richard  Perle,  then 


HENRY 
KISSINGER 

OF 

'[heOmtiiilmgf'Uumei^  Hh  Menmrs 


i 


moralistic 
that  U.S. 
serve  the 


an  aide  to  Senator  Henry  M.  "Scoop" 
Jackson  (D-Wash.),  "far  too  intelhgent 
not  to  have  realized  that  some  of  the 
charges  he  was  making  were  more  cyn- 
ical than  substantive." 

Almost  everyone  mentioned  in  the 
book — and  the  roster  of  miniprofiles  in- 
cludes everyone  from  Mao  Zedong  to 
Tanzanian  Pi-esident  Juhus  K  Nyerere — 
gets  a  zinger  One  exception  is  Ford.  It  is 
hard  to  understate  Kissinger's  adulation 
for  the  foiTner  President.  One  reason  for 
this  may  be  the  affable,  direct  way  Ford 
dealt  with  people  in  general — and  with 
Kissinger  in  paiticulai'.  Ford's  almost  off- 
hand request  that  Kissinger  stay  on  as 
Richard  M.  Nixon  was  about  to  leave 
office  quickly  ended  any  Ungeiing  uncer- 
tainty about  Kissinger's  status. 

And  Kissinger  says  his  fu-st  conver- 
sation with  Ford  after  Nixon's  decision 
to  resign  left  an  indelible  impression: 
"For  the  first  time  since  1  came  to  the 
White  House,  I  left  the  Presidential 
presence  without  afterthoughts,  confi- 
dent that  there  was  no 
more  to  the  conversation 
than  what  I  had  heard." 
He  contrasts  that  to  meet- 
ings with  Nixon.  "Since 
one  could  never  be  certain 
that  Nixon  might  not  undo 
what  he  appeared  to  have 
just  decided,  wariness  oc- 
casionally verging  on  para- 
noia prevailed  among  his 
entourage."  The  change  in 
environment  provided  un- 
imaginable relief  for  the 
White  House  and  for  the 
nation. 

Kissinger  tinmpets  the  Ford  Admin- 
istration's deeds,  fi'om  the  Helsinki  ac- 
cord, which  contributed  to  the  breakup  of 
the  Wai'saw  Pact,  to  the  creation  of  the 
Group  of  Seven  summits.  It  almost 
makes  one  wistful  for  the  days  when  a 
grand  strategist  directed  foreign  policy. 
But  Kissinger's  effort  is  also  a  reminder 
of  defeats  in  Vietnam  and  Cambodia,  of 
rocky  relations  with  Russia,  failed  shuttle 
diplomacy  in  the  Middle  East — and  the 
poison  and  passion  fi'om  Watei-gate  and 
Vietnam  that  coursed  through  the  body 
politic.  True,  a  smait  guy  like  Kissinger 
may  have  been  at  the  helm.  But  wei'e 
the  old  days  really  all  that  gi-eat? 

BY  STAN  CROCK 

Crock  is  business  week's  chief  diplo- 
matic correspondent. 


KISSINGER  IS  EXCELLENT  ON  THE  INTRICATE 
lUGGLING  OF  INTERESTS  DURING  NEGOTIATIONS 
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Technology  &  You 


BY  STEPHEN  H.  WILDSTROM  

HANDHELDS  THAT 
COULD  USE  A  HAND 


Microsoft's  CE 
operating  system 
doesn't  allow  enough 
design  freedom 

Microsoft's  Windows 
CE  operating  system 
tor  handheld  comput- 
ers is  like  a  bright  but  un- 
derachieving child.  You  figure 
it's  capable  of  doing  great 
things  some  day,  but  more  of- 
ten than  not,  it  disappoints. 

That's  certainly  the  case 
with  the  latest  generation  of 
CE-powered  Palm-size  com- 
puters. I  tested  the  first  two 
models  with  color  displays, 


mainly  by  big  corporations, 
which  use  them  to  run  spe- 
cialized programs.  But  the  ri- 
val Palm  line  from  3Com  is 
still  the  handheld  of  choice 
for  the  rest  of  us. 

Color  overcomes  the  sin- 
gle worst  problem  of  the 
original  monochrome  models. 
The  complex  system  of  Win- 
dows icons  and  buttons  was 
almost  incomprehensible  on  a 
2k;-by-3-inch  display.  The  col- 
or screens  are  easier  to  navi- 
gate and  generally  far  more 
legible,  though  I  still  find  the 
design  way  too  complicated 
for  so  small  a  display. 

Microsoft  maintains  much 
tighter  control  over  Windows 
CE  hardware  than  it  does 
with  desktops  or  laptops.  But 
it's  loosening  its  gi"ip  a  little, 
and  the  new  designs  show 
more  variation  than  their 
predecessors.  In  pai'ticular, 
HP  and  Compaq  have  chosen 
different  display  technologies. 
The  HP  Jornada  420  uses  a 


use  to  Compaq's  10.  The 
Aero  was  also  more  readable 
in  sunlight. 

Comparisons  between  the 
CEs  and  3Com's  Palm  are  in- 
evitable, since  they  are  de- 
signed to  do  the  same  tasks. 
Windows  ce  devices  are  big- 
ger than  a  Palm  III — by 
enough  that  holding  a  CE  is 
not  quite  comfortable.  Un- 
like the  skinny  new  Palm  V, 
they  don't  come  close  to  fit- 
ting comfortably  in  a  pocket. 
While  the  Palm's  display  is 
smaller,  monochrome,  and  in 
older  models,  dimmer,  a  sim- 
pler user  interface  makes 
Palms  easier  to  read  and 
use. 

PCs  ONLY.  In  theoiy,  a  more 
advanced  operating  system, 
faster  processors,  and  higher 
resolution  displays  should 
make  the  ce  devices  more  ca- 
pable, but  this  isn't  quite  the 
case.  Information  is  entered 
by  wi-iting  in  either  Windows 
ce's  "natiu'al  chai-acter  set"  or 
its  clone  of  Palm's  Graffiti 
chai'actei's.  Both  ai"e  easy,  fast, 
and  accui-ate.  The  ce  contact 
manager  and  calendar  are 
highly  usable.  But  swapping 
data  with  your  desktop  PC— 
Macintoshes  need  not  ap- 
ply— is  tricky  and  depends 
heavily  on  Microsoft's  Out- 
look 97  or  98  contact  man- 
ager. Syncing  with  infor- 


New  CEs  vs.  the  Palm 


COMPAQ  AERO  2100 


the  Compaq  Aero  2100  and 
the  Hewlett-Packard  Jorna- 
da 420.  (The  Nino  500  is  due 
next  month  from  Philips 
Electronics.)  While  they  are 
much  better  than  the  origi- 
nal Palm-size  pes  that  came 
out  last  year,  they  have  not 
improved  enough  to  make  me 
want  to  carry  one.  Little 
wonder  that  ("E  devices  of  all 
types   have   been  bought 


PRICE 

DISPUY 

LENGTH  WEIGHT 
(INCHES)  (OUNCES) 

^^H^  COMPAQ 

^^^^  AERO  2100 

$449 

touch-sensitive 
color 

5.3     :  11 

HP  JORNADA  420 

480 

color 

5.1   ;  9 

3COM  PALM  V 

449 

monochrome 

4.5   i  4 

DATA;  MANUFACTURERS,  BUSINESS  WEEK 


conventional  backlit,  passive- 
matrix  liquid-crystal  display. 
The  Compaq  Aero  2100  uses 
a  new  design  called  I'eflective 
TFT.  I  find  the  Jornada 
screen  more  readable  under 
most  lighting  conditions,  but 
you  pay  a  price  in  battery 
life,  with  HP  claiming  six 
hours  per  charge  of  its  lithi- 
um-ion batteries  in  normal 


mation  managers,  such  as 
Lotus  Organizer,  requires 
Puma  Technology's  $70  Intel- 
lisync software.  The  built-in 
softwai'e  includes  a  basic  mail 
progi'am  and  Web  browser, 
but  using  them  online  re- 
quires a  $169  modem  fi-om 
Pretec  (www.pretec.com),  the 
only  modem  that  fits  the  Ce's 
Compact  Flash  slot. 


One  place  where  the  Ji 
nada  and  Aero  have  a  cl( 
advantage  over  the  Palmi 
in  their  built-in  sound  s| 
tems.  Audible  (www.au 
ble.com)  offers  a  player  j 
wide  range  of  recorded  s 
ken   material,   with  au 
books  generally  priced 
tween  $5  and  $10  each.  Cc 
paq  bundles  the  Audible  pi 
er  with  the  Aero,  but, 
some  weird  reason,  chose 
equip  it  with  a  2.5-millime 
headphone  jack  rather  tl 
the  ubiquitous  Walkman-st 
3.5-mm  jack.  The  Jornada 
a  3.5-mm  jack.  Although  . 
dible  playere  ai"e  available 
a  variety  of  other  devi( 
the  ce  devices  make  hai 
packages.  One  drawback: 
can  easily  take  10  minutei 
more  to  dowmload  an  ho 


worth  of  audio  from  the  ' 
to  your  PC  and  then  i 
your  PC  to  a  handheld. 

Microsoft  designed  ^ 
dows  CE  to  make  it  eas,\ 
programmers  familiar  ' 
desktop  Windows  to  w 
applications.  But  its  insist 
on  controlling  hardware 
sign  and  on  making  the 
plays  as  Wmdows-Uke  as 
sible  has  produced  palm 
that  are  neither  imagin; 
nor  easy  to  use.  A  little 
dom  might  help  CE  live  i 
its  potential — and  give  v 
better  handheld  computt 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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Economic  Viewpoint 


BY  ROBERT  KUTTNER 


A  DOW  THAT  CAN'T 

FALL  TO  EARTH?  DREAM  ON 


Sure,  the  New 
Economy  is 
turning  out 
dandy  growth. 
But  that 
doesn't  justify 
stocks  going 
much  higher, 
and  the  bubble 
could  burst 


Robert  Kuttner  is  co-editor  of  The 
American  Prospect  and  autlior  of  The 
End  of  Laissez-Faire 


AS  the  Dow  crosses  10,000,  some  Wall 
Street  stock  market  promoters  rely  on 
the  New  Economy  to  justify  their 
claim  that  share-pnce  gi'owth  far  in  excess  of 
growth  in  gi'oss  domestic  product  can  go  on 
indefinitely.  They  make  me  veiy  nei-vous.  But 
before  the  rebuttal,  let's  concede  what's  new 
about  the  New  Economy.  Mainly,  it  is  more 
flexible  and  capable  of  faster,  noninflationary 
gi'owth  than  most  economists  recently  thought 
possible. 

Why?  One  candidate  is  deregulation.  An- 
other is  wage  discipline.  Another  is  globalism. 
But  the  most  important  reason  is  technology. 
After  a  long  lag,  the  gains  from  information 
technology  are  finally  showing  up  in  the  pro- 
ductivity statistics,  gdf  gi-owth  rates  in  excess 
of  3%  are  not  only  thinkable  but  nomial. 

We  can  all  celebi'ate  higher  gi'owth.  But  in 
the  medium  term,  higher  growth  does  not 
necessai^ily  translate  into  ever-increasing  stock 
prices,  especially  when  the  market  is  already 
sky-high.  Stock  prices  reflect  earnings  and 
dividend  gi'owth,  the  rate  of  inflation,  and 
expectations.  Other  tilings  being  equal,  high- 
er earnings  and  lower  inflation  translate  into 
higher  share  prices.  But  at  a  time  when  div- 
idend payouts  are  meager  and  earnings  un- 
spectacular, stocks  are  attractive  mainly  on 
the  expectation  of  capital  appreciation. 
PANIC  SELLING.  Today,  the  "rational"  part  of 
high  price-earning  ratios  reflects  low  infla- 
tion. The  "irrational"  part  reflects  the  expec- 
tation that  shai-e  prices  will  continue  rising  at 
exceptional  rates.  Either  factor,  however, 
could  go  into  reverse.  Even  with  low  inflation 
and  a  real  growth  rate  of  3%,  there  is  nothing 
about  the  New  Economy  that  justifies  price- 
earnings  ratios  much  higher  than  their  cur- 
rent levels,  already  near  historic  highs. 

Recent  reports  of  lower  corporate  earn- 
ings stimulated  a  brief  sell-off.  Even  modest 
signs  of  inflation  would  signal  panic  selling.  In 
the  past,  despite  the  standard  economic  nar- 
rative, inflation  has  only  rarely  been  kindled 
by  macroeconomic  overheating  of  the  sort 
manageable  by  Federal  Reserve  intervention. 
The  notable  inflation  of  oui'  time,  in  the  1970s, 
was  a  complex  brew  of  external  shocks  com- 
pounded by  random  accidents,  cost-of-living 
escalators,  and  a  real  estate  bubble.  Virtually 
nobody  predicted  opec's  oil  price  quadrupling, 
much  less  that  it  would  combine  with  several 
years  of  crop  failures  and  a  sharp  rise  in 
medical  costs.  The  high  inflation  of  the  1970s 


sent  stock  prices  tumbling,  and  consumer  s; 
ings  defensively  went  into  housing,  wh] 
only  further  spiked  inflation.  None  of  t. 
was  predicted  or  easily  managed. 

Inflation  is  less  likely  to  accelerate  ir 
deregulated  economy,  thanks  to  intense  pr 
competition,  but  inflationary  shocks  are 
from  impossible — and  could  be  quite  dam^ 
ing.  The  higher  the  cuiTent  multiples  go, 
more  they  are  vulnerable  to  random  ever 
which  (by  definition)  cannot  be  either  ant 
pated  nor  capitalized  in  share  prices.  A  1 
more  years  of  the  stock  gi-owth  we've 
joyed  lately  would  send  p-e  ratios  into  tri 
digits.  The  motivation  to  invest  in  stO' 
would  then  be  exclusively  based  on  expec 
tions  of  still  higher  prices,  since  dividend 
turns  would  be  even  more  trivial  than  tl 
are  today.  I  don't  know  what  this  remii 
you  of,  but  it  reminds  me  of  Japan.  There, 
sustainable  share  prices  reflected  a  rig 
system  of  cross-ownership.  In  our  e 
though  the  "market"  is  speaking,  rather  t 
an  old-boy  network  keeping  silent,  the  rei 
is  not  dissimilar:  a  stock  bubble. 

Economist  Dean  Baker  recently  wame( 
what  he  called  "bull-market  Keynesianis 
With  oi'dinaiy  wage  growth  sluggish,  mue 
today's  prosperity  reflects  the  wealth  effi 
of  high  share  prices.  People  who  own  st( 
feel  prosperous,  and  they  spend  fi'eely.  But 
share  prices  fall,  and  you  get  economic 
traction  across  the  board. 

Among  their  other  odd  side  effects,  si 
mai'ket  bubbles  produce  effervescent  prop 
of  permanent  prosperity.  Among  the  mosi 
ventive  are  James  K.  Glassman  and  K 
A.  Hassett  in  their  forthcoming  book 
S6,000.  Their  notion  is  that  the  risk  prem 
of  stocks  relative  to  bonds  is  iirational 
that  logically  it  should  nairow  to  zero, 
the  real  long-temi  yield  on  stocks  to  e 
that  on  government  bonds,  they  calcu' 
the  p-e  ratio  would  need  to  quadrupl 
about  100 — which  would  put  the  Do 
around  36,000,  "tomorrow,  not  10  or  20  y' 
from  now."  But  siu'ely  there  is  a  good  n 
for  that  risk  premium.  Stocks  are  riskier 
bonds.  Have  we  forgotten  even  that? 

The  permanent-prosperity  crowd 
points  to  the  optimism  of  individual  inve; 
as  a  positive  indicator.  But  this  shoul 
less  than  reassuiing  to  the  small  fiy.  His 
cally,  it's  the  little  fish  who  get  swanl 
when  the  tide  turns. 
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On  March  24lh,  Newell  acquired  Rubbermaid  and  a 


powerhouse  in  the  housewares,  hardware  and  home 


furnishings,  and  office  products  categori 


The  new  company,  called  Newell  Rubber: 
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Anchor  Hocking'  and  of  course,  Rubbermaid' 


It  also  brings  together  strategic  management  disciplines 


which  we  believe  will  increase  shareholder  value. 


Newell  Rubbermaid.  A  good  fit  for  the  short  term. 


And  the  long  haul. 
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Economic  Trends 


BY  GENE  KORETZ 

WHO'S  STRESSED 
OUT  AT  WORK 

Higher  skills  mean  longer  hours 

Are  Americans  ovei-worked?  In  re- 
cent years,  social  critics  have 
claimed  that  workers  are  putting  in  far 
more  time  on  the  job  than  they  used 
to — to  the  detriment  of  personal  satis- 
faction and  family  and  community  life. 
Others  have  disputed  such  claims,  not- 
ing that  worker  sui-veys  show  that  the 
average  woi'kweek  has  hai'dly  changed 
since  the  eai'ly  1970s,  staying  close  to  42 
hours  for  men  and  87  hours  foi'  women. 

A  study  in  the  Review  of  Social 
Economij  by  Jerry  A.  Jacobs  of  the 

AMERICANS  PUT  IN  LONGER 
(AND  SHORTER)  HOURS 


WORKERS  WHO  WORK: 

■  FEWER  THAN  30  HOURS  A  WEEK 

■  50  OR  MORE  HOURS  A  WEEK 
WOMEN 


1970         1997  1970  1997 

▲  PERCENT  OF  NONFARM  WORKERS 

DATA;  JERRY  A.  JACOBS  AND  KATHLEEN  GERSON 

University  of  Pennsylvania  and  Kath- 
leen Gerson  of  New  York  University 
throws  light  on  the  issue.  While  con- 
firming that  the  average  workweek  has 
not  changed  much  in  recent  decades, 
the  two  sociologists  point  out  that  sig- 
nificantly more  people  are  working  ei- 
ther long  or  short  weeks — often  to  then- 
dissatisfaction. 

Since  1970,  for  example,  the  share  of 
male  workers  logging  at  least  50  houi'S  a 
week  on  the  job  has  climbed  from  20% 
to  25%,  while  the  share  of  female  work- 
ers putting  in  similar  long  hours  has 
risen  from  5%  to  more  than  10%-.  The 
ranks  of  those  working  fewer  than  30 
hours  a  week  have  also  gi-own. 

Skilled  and  highly  educated  Ameri- 
cans are  especially  likely  to  work  long 
hours,  note  the  researchers.  Among 
those  with  professional,  technical,  or 
managerial  jobs,  more  than  83%  of  men 
and  17%  of  women  now  put  in  50-hour- 
plus  weeks,  compared  with  20%  of  men 
and  7%  of  women  in  other  occupations. 
Among  college  gi-aduates,  the  compara- 
ble shares  are  nearly  40%-  for  men  and 
20%  for  women,  about  four  times  the 


proportions  of  those  with  less  than  a 
high  school  degi'ee. 

Many  people  working  long  hoiu's  may 
command  high  salaries,  but  that  doesn't 
mean  they're  happy.  Analyzing  respons- 
es to  a  1992  nationwide  workforce  sur- 
vey, Jacobs  and  Gei-son  report  that  45% 
to* 50%  of  workers  (and  80%  of  those 
working  more  than  50  hom's  a  week) 
said  they  would  prefer  to  work  fewer 
hours,  and  more  than  25%  said  they 
would  take  a  pay  cut  to  make  it  happen. 
By  contrast,  only  17%  of  workers,  in- 
cluding many  part-timers,  said  they 
would  like  to  increase  their  incomes  by 
working  more  houi's. 

As  for  those  most  dissatisfied  with 
long  hours,  the  researchers  believe 
much  of  the  discontent  is  among  dual- 
eai'ner  couples — particularly  those  with 
children.  Since  1970,  they  note,  the  pro- 
portion of  manied  couples  in  which  both 
partners  work  has  soared  ft-om  36%  to 
60%,  sharply  curtailing  the  time  avail- 
able for  domestic  tasks  and  family  life. 

If  most  workers  on  long  workweeks 
prefer  to  spend  fewei'  hours  on  the  job, 
why  hasn't  the  labor  market  accommo- 
dated them?  The  answer,  speculates  Ja- 
cobs, is  that  many  employers  faced  with 
high  fringe-benefit  costs  would  rather 
have  full-time  workers  put  in  more  time 
than  hire  additional  workers.  Many  also 
economize  by  using  more  part-timers 
who  get  few  perks. 

The  problem,  says  Jacobs,  "is  that 
what  may  be  efficient  for  individual 
businesses  may  not  be  beneficial — or  ef- 
ficient— for  society  as  a  whole." 


ONE  ARGUMENT 
FOR  CLEAN  AIR 

Evidently,  it  buoys  property  values 

Critics  of  federal  aii-pollution  regu- 
lations tend  to  stress  the  heavy 
costs  of  such  standards — if  only  because 
the  burden  on  business  is  immediate 
and  easy  to  assess,  while  the  benefits 
are  delayed  and  difficult  to  measure  in 
dollar  terms.  Still,  as  a  recent  National 
Bm'eau  of  Economic  Research  working 
paper  by  Kenneth  Y.  Chay  and  Michael 
Greenstone  of  the  University  of  Cali- 
fornia at  Berkeley  suggests,  the  even- 
tual economic  gains  can  be  substantial. 

The  study  looks  at  how  regulations 
spawned  in  the  1970s  and  1980s  by  the 
Clean  Aii-  Act  i-educed  pollution  in  ai'eas 
across  the  U.  S.  and  asks  whether  such 
reductions  affected  house  prices.  It 
found  that  ah*  quality  improved  fai'  more 
in  counties  that  were  forced  to  cut  pol- 


lutants than  in  similar  counties  that  a) 
ready  met  the  standards.  At  the  sami 
time,  house  prices  rose  rose  nearly  59 
more  in  the  1970s  and  nearly  4%  mon 
in  the  1980s  in  the  counties  forced  ti 
clean  up  then-  air. 

The  bottom  line,  estimate  Chay  am 
Greenstone,  is  that  pollution  regulation 
appear  to  have  I'aised  the  value  o 
homeowners'  houses  by  as  much  as  $8 
billion  in  the  1970s  and  $50  billion  ii 
the  1980s.  Apparently,  it's  not  only 
good  location  that  can  boost  the  price  c 
a  home  but  also  the  quality  of  the  ai 
wafting  over  the  gi'ounds. 


LESS  ANXIETY 
ABOUT  JOB  LOSS 

More  employees  feel  more  secure 

Six  months  can  make  quite  a  diffei 
ence  in  employees'  perception; 
That's  the  clear  message  of  a  recei 
quarterly  survey  of  U.  S.  workers 
Rutgers  University's  Heldrich  Cent( 
for  Workforce  Development  and  i\ 
University  of  Connecticut's  Center  f( 
Survey  Research  &  Analysis. 

Back  in  August,  after  the  midyei 
stock  mai-ket  coirection  (BW — Sept.  12 
the  survey  found  that  59%  of  respoi 
dents  were  "veiy  concerned"  about  j( 
security  foi"  workers  and  32%  felt  sin 
larly  about  the  ciu-rent  unemploymei 
rate.  By  the  time  the  Februaiy  surv( 
was  completed,  however,  the  shares 
workers  veiy  concerned  about  job  i 
cmity  and  the  jobless  rate  had  droppi 
to  36%'  and  18%'  respectively.  And  whi 
44%'  voiced  strong  concerns  about  woi 
stress,  a  similar  number  reported  th 
they  regarded  their  jobs  as  being  ve: 
close  to  "the  perfect  job." 

Although  the  resurgent  stock  mark 
may  have  affected  workers'  views,! 
monthly  employ- 
ment-quality index 
devised  by  Wash- 
ington's Employ- 
ment Policy  Foun- 
dation suggests 
that  they  have  a 
fiiTner  basis.  After 
treading  water  in 
mid-1998,  the  index 
(which  reflects  la- 
bor mai'ket  trends 
such  as  the  unem- 
ployment rate  and 
the  ratio  of  high- 
paying  to  low-pay- 
ing jobs),  moved 
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up  shaiply  in  December  and  January. 
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T  WAS  THE  BEST  OF  TIMES, 
T  WAS  THE  BEST  OF  TIMES 

s  other  sectors  weaken,  consumer  spending  should  fuel  the  expansion 

Febi'iiaiy  are  well  below  their  fourth-quaiter  levels. 

However,  none  of  those  sector's  alone  can  control  the 
economy  as  effectively  as  does  the  consumer  sector, 
which  accounts  for  two-thirds  of  real  gross  domestic 
product.  For  example,  to  generate  an  annual  rate  of 
growth  of  1%  in  real  gdp  in  one  quarter,  consumer 
spending  by  itself  has  to  grow  at  a  mere  1.4%  annual 
rate.  But  capital  spending  alone  has  to  increase  by  al- 
most 8%,  and  housing  has  to  soar  by  24%. 

That  explains  why  the  out- 
look for  strong  grovv^th  is  so     HOUSEHOLD  OPTIMISM 
dependent    on    households         IS  RISING  AGAIN 
maintaining  a  frenzied  spend- 
ing pace.  And  so  far,  con- 
sumers show  no  sign  of  buck- 
Ling  under  the  task,  since  their 
fundamentals  remain  support-      .  consumer 
ive  (chart).  In  particular,  la-    9°»  confidence 
bor-market  conditions  appear 


CORPORATE  PROFITS 
ARE  IN  A  DOWNTURN 


JSmSiSLakJMlM  on  American  consumers,  don't 
pect  A  Tale  of  Two  Cities.  It  was  the  best  of  times — 
le  End.  Just  look  around.  A  record  number  of  people 
e  working.  Incomes  are  growing  more  than  tvdce  as 
5t  as  inflation.  With  the  Dow  Jones  industrial  average 
10,000,  stock  wealth  has  doubled  in  less  than  four 
ars.  Credit  is  cheap  and  available.  No  wonder  con- 
mer  confidence  is  soaring. 

None  of  this  seems  likely  to  change  anytime  soon, 
t  if  you  musi  have  something  to  grouse  about, 
isider  this:  Not  all  sectors  in  the  economy  are  doing 
well  as  consumers.  In  fact,  U.  S.  growth  is  becom- 
j  lopsided.  Last  year,  consumer  spending  generated 
1  percentage  points  of  the  economy's  3.9%  growth, 
th  the  expansion  increasingly  dependent  on  cou- 
riers, any  weakening  in  the  supports  to  their  spend- 
j  could  put  the  economy  at  risk. 

The  most  susceptible  sup- 
port might  be  the  stock  mar- 
ket. Equity  prices  are  depen- 
dent on  earnings  expectations, 
but  coiporate  profits  have  been 
a  disappointment.  The  Com- 
merce Dept.  reported  on  Mar 
31  that  fourth-quarter  profits 
adjusted  for  inventoiy  changes 
and  depreciation  fell  to  $821.7 
bUlion,  and  they  were  flat  com- 
pared to  year-ago  levels 
art),  even  though  the  economy  expanded  by  4%. 
n  addition,  companies  are  making  less  money  from 
h  unit  of  output.  Profit  margins  fell  last  quarter 
pite  economic  gi'owth  of  6%.  Earnings  jitters  are  a 
reason  for  the  market's  recent  volatility.  So  far, 
ugh,  consumers  have  shrugged  off  any  market  slide 
just  continue  to  spend. 

rSIDE  OF  CONSUMER  SPENDING,  the  tktee  key 

IS  to  watch  are  foreign  trade,  housing,  and  business 
jstment.  After  narrowing  late  last  year,  the  trade 
cit  is  widening  again,  and  trade  probably  subtract- 
p-eatly  from  first-quarter  economic  growth.  Housing 
I  well  be  topping  out,  based  on  three  straight 
ithly  declines  in  new-home  sales.  And  last  year's 
)nd-half  slowdown  in  capital  spending  appears  to  be 
:inuing,  given  that  both  factory  sliipments  of  capital 
is  and  production  of  business  equipment  thi-ough 


CHANG 

ft  vc 

EFROM 
RAGD  

ui 

QUARTERLY      1  I'* 

I  I  I 


CHANGE  I 

I  I  I  I  I  I  1  I  I 

95      '96      '97  '98 

PERCENT,  AT  ANNUAL  RATES 

)ATA:  COMMERCE  DEPT.  BUSINESS  WEEK 


J  niiiuNii  J  jiiriiL  

JAN  '96  MAR  '99 

as  solid  as  ever.  First-time  aindex  i985=ioo 
claims  for  jobless  benefits  data:  conference  board 
thi'ough  Mar  20  have  remained  below  300,000  per  week 
since  last  January.  The  level  of  new  claims  has  not 
been  that  low  in  any  eight-week  period  in  the  last  25 
years.  Tyjjically,  if  labor  markets  ai'e  loosening  up  in 
any  big  way,  the  shift  will  show  up  fu'st  in  the  claims 
data.  And  the  volume  of  help-wanted  ads  in  January 
and  February  was  greater  than  in  any  other  two- 
month  period  in  nine  years. 

Also,  veiy  favorable  financial  conditions  in  the  form  of 
equity  gains  and  low  interest  rates  enable  shoppers  to 
splurge  on  new  cars,  bigger  homes,  and  the  latest 
liigh-tech  gadgets.  And  the  Federal  Reserve  appears 
content  to  keep  money  and  credit  flowing  freely. 

AS  WIDELY  EXPECTED,  the  Fed  kept  interest  rates 
steady  at  its  Mar.  30  policy  meeting,  and  it  gave  no 
sign  that  it  had  shifted  its  bias  for  future  policy  deci- 
sions. In  a  recent  switch,  the  Fed  said  that  it  now  will 
announce  any  major  shift  in  its  thinking,  even  if  it 
holds  rates  steady.  Before  this  year,  this  so-called  in- 
termeeting  policy  bias  had  been  available  only  after  a 
lag  of  several  weeks. 

Some  policymakers  appear  vdlling  to  allow  continued 
strong  gTowi:h  until  cleai"  sigTis  of  a  pickup  in  inflation 
emerge.  unKke  past  preemptive  strategies.  As  yet,  super- 
tight  job  markets  have  not  generated  serious  wage  ac- 
celeration, and  economic  problems  abroad  have  kept 
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U.  S.  inflation  at  only  a  1.6%  yearly  rate  in  Febraaiy. 

Consumers  are  counting  on  a  mix  of  strong  job  mar- 
kets, low  inflation,  and  solid  business  growth  to  continue 
through  the  rest  of  the  year.  The  Conference  Board's 
March  index  of  consumer  confidence  rose  for  the  fifth 
month  in  a  row  to  133.9,  from  133.1  in  February. 

Confidence  fell  sharply  last  fall  amid  financial-market 
tuiTnoil,  but  the  index  is  now  only  four  points  below  its 
thi'ee-decade  high  hit  last  June.  Households  were  more 
upbeat  in  March  than  in  Febniary  about  both  the  cur- 
rent climate  and  expected  conditions  six  months  from 
now.  Moreover,  an  all-time  low  11.8%  of  consumers  de- 
scribed jobs  as  "hard  to  get." 

ECONOMIC  OPTIMISM  has  been  a  substantial  support 
to  the  housing  boom.  Home  sales  have  slipped  recent- 
ly, but  given  U.  S.  population  trends,  they  are  coming 
off  unsustainably  Wgh  levels.  After  1998's  boom  year,  it 
is  not  suipnsing  that  housing  sales  and  constmction  are 
likely  to  ease  a  bit  in  1999.  New  single-family  home 
sales  fell  2%  in  Febi-uaiy,  to  an  annual  rate  of  881,000 
(chart).  Existing  home  sales  also  fell  in  February,  dip- 
ping a  small  0.4%  to  a  5.02  million  rate. 

Housing  has  been  boosted  by  strong  income  growth, 
wealth  gains  from  the  stock  market,  and  extremely 
low  mortgage  rates.  But  ultimately,  homebuilding  de- 
pends on  the  number  of  new  households  formed.  And 
according  to  Standai'd  &  Poor's  dri,  for  the  past  few 


NORWAY 


HOME  SALES  SLIP  FROM 
THEIR  RECORD  PACE 


NEW  SINGLE- 
FAMILY  HOMES 


years  new  housing  and  mobile  homes  have  outpaced  th€ 
number  of  new  households.  That's  even  tme  when  tak- 
ing into  account  homes  destroyed  or  demolished. 

Demogi'aphics  suggest  that  the  number  of  new  proj- 
ects will  start  to  fall.  Already,  the  National  Associatior 
of  Home  Builders  says  its  members  report  a  slow- 
down in  buyer  traffic  and  home  sales.  In  additionj 
mortgage  applications  to  buy  a  home  are  down  11%  sc 
far  in  the  fii'st  quarter  from  the  fomlh  quarter  of  1998j 

But  given  the  healthy  out- 
look for  consumer  fundamen- 
tals, housing  is  unlikely  to 
drop  sharply.  Moreovex',  the 
outlook  for  home-related 
spending  is  still  upbeat.  Sales 
of  furniture,  appliances,  and 
electronics,  as  well  as  remod- 
eling projects,  will  probably 
increase  this  year  and  con- 
tribute to  economic  growth. 

With  growth  more  tilted  to- 
ward consumers,  the  stock  market  becomes  an  m 
creasingly  important  player  in  the  outlook.  Consumer 
are  now  so  wired  into  Wall  Street's  ups  and  down 
that  the  vulnerability  of  the  market — and  corporat 
profits— has  become  a  new  downside  risk  foi*  the  ecor 
omy.  But  until  the  market  tunis,  the  best  of  times  fo 
consumers  should  roll  on. 
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A  THOUSANDS,  AT  ANNUAL  RATES 
DATA;  COMMERCE  DEPT 


OIL  MAY  LUBRICATE  A  SLOWDOWN 


The  boost  in  petroleum  prices, 
generated  by  the  agreement 
among  opec  and  foLU'  non-member 
nations,  comes  at  a  good  time  for 
Norway,  the  world's  No.  2  oil  ex- 
porter and  a  non-OPEC  member  of 
the  pact.  Its  economy 
faces  sharply  slower 
growth  this  year  and 
next,  after  six  years  of 
strong  growlh.  And 
higher  oil  prices  give 
Norges  Bank,  Nor- 
way's central  bank, 
added  leeway  to  cut 
interest  rates. 

Prior  to  1999, 
Norges  Bank's  focus 
was  on  the  ki'one's  stability,  which 
sometimes  resulted  in  sharp  poli- 
cy swings  that  adversely  affected 
the  economy.  Last  year,  when  the 
price  of  Brent  crude  fell  to  a  12- 
year  low  of  less  than  $10  a  barrel. 


BLEAK  TIMES  AHEAD 
IN  NORWAY 


A  PERCENT  CHANGE  FORECAST 
DATA.  NORGES  BANK 


the  krone  weakened,  forcing  the 
central  bank  to  hike  its  policy 
rate  from  3.5%  to  8%  in  defense 
of  the  currency. 

Now,  Norges  Bank  appears  to 
have  shifted  its  policy  focus  away 
from  stabilizing  the 
krone  to  stabilizing 
the  economy.  Already 
this  year  it  has  cut 
policy  rates  twice,  to 
7%,  even  though  the 
krone  had  fallen  be- 
low the  central  bank's 
target  band.  With 
Brent  crude  now  sell- 
ing at  more  than  $14, 
the  krone  has 
strengthened  more  than  4%  vs. 
the  euro  this  yeai'.  More  rate  cuts, 
perhaps  totaling  a  full  percentage 
point,  are  expected. 

More  cuts  are  needed  because 
the  past  rate  hikes,  tight  fiscal 


policy,  and  weak  global  demand 
are  pummeling  the  economy.  In 
its  quartei'ly  inflation  report, 
Norges  Bank  forecasts  economic 
gi'owth  of  0.75%  this  year,  down 
from  2%  in  1998.  Moreover,  it  ex- 
pects mainland  gross  domestic 
product,  which  excludes  oil,  to 
slow  from  2.9%  to  about  zero  this 
year  and  next  (chart).  Already, 
consumer  confidence  is  down  to 
recession  levels,  and  domestic  de- 
mand fell  in  the  fouith  quaiter  af- 
ter years  of  gi'owth. 

The  biggest  hit  to  gdp  growth 
will  come  in  business  investment ; 
as  companies  cut  back  spending 
on  oil  exploration  and  develop- 
ment. Even  beyond  oil,  past  hikes 
in  wage  costs  and  weak  pricing 
generally  have  cut  company  earn- 
ings. Housing  and  business  con- 
stmction have  yet  to  feel  the  full 
ill  effects  of  last  year's  rate  hikes, 
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Either  the  new  Land  Rover  is  substantially  bigger 

or  Grandma  is  shrinldng. 


i  ducing  the  most  technoloiJically 
iced  Land  Rover  ever. 

;'ve  added  quite  a  lot  to  the  new 

Rover  Diseoven'  Series  II. 

i  more  inches  in  length.  3.8  more 

s  in  width.  15.5  more  cubic  feet  of 

space.  Even  1.2  inches  of  height  to 

ndshield. 

:  t  inches  aren't  the  only  things  we've 
In  fact,  some  85%  of  the  Discovery 
:  II  is  completely  new,  from  its 


optional  Active  (Cornering  Enhancement 
to  its  electronic  brake  force  distribution 
to  its  newly  a\'ailable  self-leveling  suspen- 


DISCOVERY  SERIES  II  $34,775* 


sion.  Features  like  these,  along  with 
13,500  other  new  parts,  are  sure  to  keep 
any  grandma  busy  enough  to  forget  about 
pinching  cheeks. 

On  top  of  all  this,  the  Discovery  comes 
with  a  starting  MSRP  of  834,775:' 

So  call  l-80()-FINE  4m)  or  visit  us  at 
www.Best4x4.LandRover.com,  and  find 
out  for  yourself  why  the  Discwery  Series 
II  is  the  perfect  vehicle  for  your  family. 

No  matter  which  way  it's  growing. 


TING  MSRP  OF  A  1999  DISCOVERY  SERIES  II  IS  $34/75  MSRP  OF  MODEL  SHOWN  IS  $42,875  AND  INCLUDES  DUAl  SUNROOFS,  lEATHER  APPEARANCE.  PERFORMANCE  4  REAR  SEAT  PACKAGES  BOTH  MSRPS  INCLUDE  $625 
ON  CHARGE  AND  EXCLUDE  TAXES,  TITLE,  LICENSE  &  OPTIONS  OPTIONAL  FEATURES  CURRENTLY  SUBJECT  TO  AVAILABILITY  ACTUAL  PRICE  DEPENDS  ON  RETAILER  4  SUBJECT  TO  CHANGE  SEE  RETAILER  FOR  DETAILS 
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GOING, 
GOING. 
GONE 

Online  haggling  is  the  hottest 
thing  happening  in  E-commerce 


Audie  Schwardt  was  cruising  the 
Web  one  Januaiy  evening  when 
lie  saw  an  advertisement  for  On- 
sale  Inc.,  an  onHne  auction  house. 
Schwardt,  a  42-year-old  Army  sergeant 
major  at  El  Paso's  Fort  Bliss,  checked  it 
out — and  found  prices  up  to  50%  off  re- 
tail. Since  then,  he  has  spent  more  than 
$1,000  a  month  on  PCs,  digital  cameras, 
and  other  gear  for  himself  and  friends 
at  Onsale  and  WebAuction.com.  Says 
Schwardt:  "Except  for  an  emergency,  I 
don't  buy  electronics  at  retail  anymore." 

Going  once,  going  twice — sold  to  the 
man  with  the  mouse!  Forget  plain  old 
online  stores.  Forget  portals.  Today, 
there's  nothing  hotter  in  E-commerce 
than  auctions.  On  Mar  25,  America  On- 
line Inc.  announced  a  deal  to  feature 
online  auction  king  eBay  on  its  sei"vice 
and  then  saw  its  stock  jumj)  8%.  And  on 
Mar.  30,  Amazon.com  gave  the  phenom- 
enon its  blessing  by  launching  Ama- 
zon.com Auctions.  That  same  day,  Price- 
Line.com,  which  allows  consumers  to 
bid  for  everything  from  home  loans  to 
airline  tickets,  launched  an  initial  public 
offering.  Its  shares  immediately  tripled, 
giving  the  profitless  cyber-emporium  a 
market  cap  of  .$9.8  billion.  Even  tradi- 
tional retailers  like  Sharjjer  Image  are 
adding  sites.  Says  Forrester  Research 
Inc.  analyst  Kate  Delhagen:  "It's  only  a 
matter  of  time  before  eveiy  retailer  has 
an  online  auction." 

What's  going  on  here?  A  whole  lot 


more  than  viitual  bargain  himting,  that's 
for  sure.  Even  though  there's  no  guar- 
antee that  they'll  get  a  better  price, 
millions  of  consumers  and  business 
buyers  ai'e  opting  for  the  chance  to 
say  what  they'll  pay  for  all  man 
ner  of  goods  and  seivices — 
everything  from  mort 
gages  and  shoes  to 
steel  and  even  cattle. 
In  all,  predicts  San 
Francisco  Internet 
market  watcher 
Keenan  Vision  Inc.,  consumer  and  busi- 
ness auctions  will  account  for  29%  of 
all  E-commerce,  or  $129  billion,  by  2002, 
up  from  $3.8  billion  at  the  end  of  1998. 

The  implications  could  be  massive  for 
the  entire  economy.  Potentially,  cyber- 
auctions  and  other  online  markets  could 
push  aside  sticker  prices  and  usher  in 
an  era  of  "dynamic  pricing,"  in  which  a 
vride  range  of  goods — not  just  baiTels  of 


oil  or  shares  of  stock — would  be  pric 
according  to  what  the  market  will  be 
instantly,  constantly. 

Tliis  revolution  in  pricing  is  sometk 
that  couldn't  have  happened  without  t 
Web.  Thanks  to  their  Internet  conn 
tions,  buyers  and  sellers  around  t 
world  can  connect  at  almost  no  cost 
making  instant  bai'gaining  a  snap.  Ever 
they  don't  buy  at  auction  sites,  consum( 


vFI 

SWEEPS 
THE  WEB 


►  PriceLine.com,  where  airline  tickets  and  hotel  rooms 
auctioned,  went  public  on  Mar.  30,  rocketing  57  to  clos 

►  Amazon.com  began  offering  auctions  on  Mar.  30  to  i1 
8  million  customers 

►  eBay  forged  a  $75  million  deal  with  America  Online 
Mar.  25  to  promote  its  eBay  auctions  on  AOL 

►  Catalogue  retailer  Sharper  Image  began  offering  onlin 
tions  of  new  and  excess  merchandise  on  Mar.  1 

►  Computer  E-tailer  Cyberian  Outpost  launched  a  site  on 
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ave  access  to  reams  of  data  about  \irod- 
cts  and  pricing  on  the  Web,  so  mer- 
lants  can't  use  obscuiing  tactics  such 

■'suggested  dealer  price."  But  sellers 
m  gain  advantage,  too:  Tliey  know  more 
Dout  buyei-s  and  can  taOoi-  products  and 
rices  to  individual  customers. 

That's  the  long-range  potential.  For 
3W,  auctions  are  clearly  a  great  way  to 
raw  buyers  to  online  stores.  "There 
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▲  BILLIONS  OF  dollars'  ' 
•  INCLODES  AUCTIONS  AND  OTHER  DATA:  KEENAN 
MARKETS  WITHOUT  TlXED  PRICES     VISION  INC 


are  people  who  love  buying  this  way," 
says  Danyl  Peck,  ceo  of  Cyberian  Out- 
post Inc.,  an  online  computer  seller  that 
launched  an  auction  sei^vice  on  Mar.  16. 

The  killer  company  in  this  new  cate- 
gory, so  far,  is  eBay  Inc.  Since  it  was 
started  in  1995 — when  founder  Pierre 
Omidyar  tried  to  find  a  market  for  his 
girlfriend's  Pez-dispenser  collection — 
eBay  has  single-handedly  created  a  new 
market  out  of  Web  auctions.  In  the 
process,  Omidyar  has  stumbled  on  a 
setup  that  turns  a  profit  faster  than 
other  E-business  models.  The  key:  eBay 
avoids  inventory  and  shipping  costs  by 
siinply  setting  up  a  mai'ket  and  taking  a 
cut  of  transactions — so  it  has  been  prof- 
itable from  the  start.  Investors  know 
tills  well:  Amazon's  auction  effort  added 
$4  billion  to  its  mai'ket  cap  in  two  days. 

Not  all  of  the  name-your-price  models 
are  quite  so  lucrative.  Consider  Price- 
Line,  which  often  makes  up  the  diffei-- 


44  In  industrial  markets, 
auctions  will  destroy 
fixed  pricing 

—VERNON  KEENAN,  Keenan Vision 


ence  between  a  low  bid  and  what  it 
pays  for  airline  tickets.  It  says  the  sub- 
sidies— which  help  keep  it  in  the  red — 
are  justified  because  they  create  cus- 
tomer loyalty.  So  far,  investors  seem  to 
have  no  qualms. 

INVENTORY  BOON.  Meanwhile,  the  pric- 
ing revolution  is  transforming  commer- 
cial markets.  Ti-ansactions  in  many  in- 
dustries— especially  those  with 
perishable  wares,  such  as  advertising 
space — may  soon  come  to  resemble  elec- 
tronic equities  trading.  Adauction.com, 
for  instance,  sells  online  ad  space  that 
once  went  unsold.  In  April,  it  will  move 
into  print  publications  and  later  into 
broadcast.  Says  Keenan  Vision  analyst 
Vernon  Keenan:  "In  industrial  markets, 
auctions  will  destroy  fixed  pricing." 

This  scenario  does  have  a  potential 
downside  for  merchants.  After  all,  if 
you  can  buy  a  used  copy  of  Henry 
Kissinger's  new  book  for  $5  on  eBay 
(as  you  could  on  Mar.  30),  you  won't 
pay  $24.50  for  it  at  Amazon.  Might  buy- 
ers eventually  demand  price  concessions 
on  othei-  products,  too?  That's  precisely 
what  worries  retailers.  Their  fear,  says 
CSC  Consulting  Vice-President  Chris 
Davis:  "The  benefits  of  reduced  mar- 
keting and  sales  costs  may  not  outweigh 
having  profit  margins  driven  down." 

Still,  sellers  don't  necessarily  lose  in 
the  new  nibber-pricing  world.  The  vast- 
ly lower  cost  of  selling  online  provides 
plenty  of  riches  to  go  around.  And  auc- 
tions can  actually  boost  margins.  Ama- 
zon may  net  more  fi'om  the  fee  it  gets 
for  selling  a  used  book  at  auction  on 
its  site  than  it  does  from  selling  the 
same  book — which  it  has  had  to  buy 
wholesale,  pack,  and  ship — through  its 
retail  arm.  Auctions  can  also  be  a  gi-eat 
way  to  turn  inventoiy  losses  into  profits. 
Sharper  Image  says  it's  getting  40%  of 
retail  on  excess  goods  via  online  auction, 
compared  with  20%  from  liquidators. 
Plus,  says  C'EO  Richai'd  Tlialheimer,  "we 
can  sell  it  a  lot  faster  And  maybe  they'll 
buy  something  else  at  full  price." 

In  any  case.  Pandora's  E-box  is  now 
open,  and  pricing  will  never  be  the 
same.  Already,  market  watcher  For- 
rester Research  says  35%  of  online  buy- 
ers have  purchased  through  auctions, 
and  the  number  of  buyers  will  grow 
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from  3  million  in  1998  to  at  least  14 
million  by  2003.  Says  Ken  Neibaui",  se- 
nior vice-president  of  marketing  at  In- 
ternet Shopping  Network  Inc.:  "You'll 
see  auctions  becoming  a  permanent  way 
for  how  people  shop  on  the  Internet." 

For  how  businesses  sell,  too.  Auc- 
tions are  moving  from  eBay-like  per- 
son-to-person affaii's,  wMch  now  account 
for  70%  of  the  $1.4  billion  in  goods  sold 
online,  to  businesses  selling  to  con- 
sumers, which  will  account  for  66%  of 
the  $19  billion  Net  market  in  2003.  The 
merchantlise  mix  wiW  change,  too.  Com- 
puters now  are  huge  sellers.  But  by 
2003,  some  $2.1  billion  of  airline  tickets 
and  hotel  rooms,  $1.7  billion  of  car  sales, 
and  $1.2  billion  of  apparel  sales  will  be 
sold  through  online  auctions.  Industrial 
auctions  such  as  FreeMarkets  Online 


Inc.,  which  sell  coal  and  printed  circuit 
boards  to  businesses,  are  gi'owing  even 
faster — from  $8.7  billion  last  year  to 
$52.6  billion  in  2002,  says  Foirester. 
HOME  LOANS,  TOO.  At  the  same  time, 
suppliers  are  using  auctions  to  bid  for 
buyers.  At  IMX  Mortgage  Exchange,  an 
online  home-loan  market,  brokers  post 
homebuyers'  requests  for  loans  and 
lenders  bid  on  them.  One  broker  says 
the  process  saves  her  up  to  a  half-point 
and  her  customers  another  half-point 
over  traditional  transactions. 

Tiaie,  auctions — in  particular,  person- 
to-person  auctions  like  eBay's — can  be 
risky  business.  At  least  two  govern- 
ment agencies  are  investigating  alleged 
cases  of  fraud  on  eBay.  WMle  eBay  has 
instituted  new  protections,  such  as  in- 
surance services  and  identity  certifica- 


tion, its  hands-off  attitude  toward  th 
sales  on  its  site  concerns  some  consumt 
advocates.  Replies  eBay  ceo  Meg  Wlii 
man:  "If  fi-aud  were  rampant,  we  woul 
not  have  had  such  big  growth." 

Win  the  name-yoiu-price  model  swet 
the  economy?  Not  entirely.  It  take 
work  to  haggle — which  is  why  fixe 
prices  happened  in  the  flj'st  place.  Sa} 
Amazon  CEO  Jeffrey  P.  Bezos,  wl 
thinks  fixed  prices  will  remain  the  non 
"Would  you  want  to  negotiate  the  pric 
of  The  New  York  Times  every  time  V' 
bought  it?"  But  for  many  other  prnc 
ucts,  millions  of  buyers  figure  a  litt 
haggling  is  a  small  price  to  pay  for 
sweet  deal. 

By  Robert  D.  Hof  in  San  Mateo,  in 
Heather  Green  in  New  York  and  Pa 
Judge  in  Boston 


COMMENTARY 

By  Steve  Hamm 

MELISSA  IS  SENDING  YOU  A  WARNING 


As  computer  bugs  go,  Melissa  is  a 
doozie.  On  Mar  26,  someone  us- 
ing the  moniker  Sky  Roket 
posted  this  new  viiTis  on  the  ? 
Net's  alt.sex  newsgroup,  and 
from  there  it  was  mailed  out 
across  the  Internet.  Embedded 
in  the  E-mail  were  the  name 
"Melissa"  and  a  list  of  porn 
Web  sites.  Within  days,  Melissa 
had  infected  hundreds  of  thou- 
sands of  computers  across  the 
U.  S.,  Europe,  and  Asia.  It  even 
forced  the  shutdown  of  the 
E-mail  system  at  software  giant 
Microsoft  Corp. 

Melissa  didn't  get  me.  Nor  did  a 
couple  of  copycat  viinses  called  Mad 
Cow  and  Papa.  But  I  was  safe  only 
because  my  company  doesn't  use  Mi- 
ci'osoft's  Outlook  E-mail  progi'am — 
the  one  targeted  by  these  bugs.  Usu- 
ally, I  ignore  the  thi-eat  of  viruses. 
Until  Melissa  came  along,  I  had  never 
checked  to  make  sui"e  I  had  vims 
protection  on  my  office  PC.  (I  do.)  I 
should  know  better,  but  I  have  not 
once  downloaded  an  ujjdate  to  protect 
me  fi'om  the  200  or  so  new  strains 
that  appear  each  month.  Just  paint  a 
big  bull's-eye  on  my  disk  drive. 

I'm  not  alone.  Computer-secmity 
experts  estimate  that  while  most  cor- 
porate PC  users  have  at  least  nidi- 
mentary  protection  from  viruses,  few- 
er than  30%'  regularly  update  their 
antivirus  software  to  protect  them- 


selves from  the  latest  strains.  "We 
have  to  change  the  mind-set  of  con- 
sumers," says  professor  Eugene  H. 
Spafford,  a  computer-secuiity  special- 
ist at  Purdue  University.  "Melissa  is 
just  a  warning.  Tilings  are  going  to 
get  a  lot  worse." 

Why?  For  starters,  the  Net  is  the 
perfect  distribution  vehicle  for  com- 
puter viruses — connecting  nearly  200 
million  people  worldwide.  Melissa 
spread  quickly  via  the  Web  because 
it  replicates  by  sending  out  E-mails 
fi'om  each  computer  it  coirupts — like 
a  chain  letter  on  speed.  Inserted  in  a 
Word  file,  Melissa  was  able  to  in- 
struct computers  to  send  E-mails  to 
the  top  50  names  in  recipients'  ad- 


dress books  because  of  the  way  Mi- 
crosoft weaves  together  its  word- 
processor  and  E-mail  progi-ams. 
Purdue's  Spafford  wonies  that 
that  integi-ation  makes  it  easier 
for  hackers.  Then  there's  hackers' 
ever-growing  ingenuity.  These 
days,  they're  using  vii-uees  to  break 
into  coipoi'ations  and  steal  secrets 
without  leaving  a  trace. 

Don't  blame  the  computer  indus- 
tiy.  Companies  such  as  Symantec 
Corp.  and  Network  Associates  Inc. 
work  around  the  clock  to  spot  new 
vinises  and  publish  inoculations  and 
cui-es  within  hom"s  of  outbreaks.  And 
most  PC  companies  now  ship  an  an- 
tiviras  progi'am  with  each  machine. 
Microsoft  and  Apple  Computer  Inc. 
could  integi'ate  antivims  protection 
into  their  operating  systems.  But  in 
this  case,  they're  wise  to  leave  the 
job  to  the  specialists  who  make  virus 
detection  their  business. 

Thankftilly,  Melissa  turned  out  to 
be  an  annoyance  rather  than  a  tnaly 
destinctive  force  designed  to  damage 
progi'ams.  In  that  sense,  we  all  got 
off  easy.  Still,  it  should  be  a  wake-up 
call  to  wired  organizations  and  indi- 
vidual computer  users  everywhere. 
Yes,  that  means  you.  So  get  viith  it, 
or  someday,  one  of  Melissa's  nastier 
relatives  could  come  calling. 

Hamm  is  business  week's  soft- 
ware editor. 
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WHAT  A  MICROSOFT  DEAL  SHOULD  LOOK  LIKE 


The  Microsoft  trial  isn't  over  yet, 
and  the  current  talks  between 
the  company  and  government 
prosecutors  could  lead  to  a  settle- 
ment. StUl,  the  issue  of  what  reme- 
dies should  be  employed  to  end  al- 
leged Microsoft  abuses  is  being  hotly 
debated.  The  state  attorneys  general, 
for  example,  reportedly  favor  forcing 
Microsoft  to  auction  off  rights  to  its 
crown  jewels — the  source  code  and 
user  interface  of  the  Windows  operat- 
ing system.  The  intention:  to  get  this 
technology  in  the  hands  of  others  as 
well  as  Microsoft  and  create  com- 
petition where  there  is  none. 

When  the  trial  began,  most 
antitrust  economists  viewed  such 
a  "structural"  remedy,  which 
would  dramatically  change  the 
nature  of  Microsoft  Corp.,  as  far 
too  radical.  They  believed  that 
the  eventual  remedy  would  focus 
on  "conduct" — that  is,  some 
tough  package  of  restrictions  on 
Microsoft's  behavior,  such  as  lim- 
iting what  functions  can  be  in- 
cluded in  the  operating  system. 
That  would  be  consistent  with 
the  past  two  decades  of  antitmst 
policy,  which  has  concentrated 
primarily  on  policing  bad  conduct 
rather  than  on  breaking  up  mo- 
nopolies. 

BAD  PRECEDENT.  But  I  am 

among  those  who  are  reluctant- 
ly coming  to  the  conclusion 
that  the  economy,  the  comput- 
er industry,  and  perhaps  even 
Microsoft's  shareholders 
would  be  better  off  with  a 
carefully  constnicted  struc- 
tural remedy.  As  the  trial 
has  unfolded,  it  has  become 
clear  that  a  conduct  remedy  strong 
enough  to  control  Microsoft's  behav- 
ior would  have  to  be  tightly  super- 
vised and  monitored  for  years  to 
come.  Indeed,  trustbusters  wound  up 
launching  the  current  suit  because 
iVIicrosoft  basically  ignored  the  1994 
consent  decree  curbing  its  behavior. 

But  government  supervision  of 
Microsoft  would  set  a  bad  precedent. 
Since  Microsoft  has  its  finger  in  vir- 
tually every  high-tech  pie,  any  moni- 
-oring  of  it  would  necessitate  the 
■egulation  of  its  relations  with  other 


companies  as  well.  The  result  would 
start  us  down  a  shppeiy  and  deadly 
slope  to  government  micromanage- 
ment  of  the  high-tech  sector. 

By  contrast,  a  well-crafted  struc- 
tural remedy  would  have  the  virtue 
of  minimizing  the  continual  govern- 
ment interference,  which  might  slow 
innovation.  One  of  the  guiding  princi- 
ples of  the  New  Economy  is  that 
regulators  should  set  ground  rules, 
then  step  away.  Indeed,  freedom 
from  heavy-handed  regulation  has 
been  one  of  the  key  advantages  the 


Licensing  Windows 
is  a  better  idea  than 
imposing  restrictions 
on  how  Gates 
operates.  And  it 
keeps  the  feds  from 
micromanaging 
the  industry 


U.  S.  has  over  Japan  and  Europe. 

There  are  other  structural  reme- 
dies besides  the  Ucensing  idea.  One 
would  break  Microsoft  into  two  or 
three  "Baby  Bills,"  and  then  set 
them  free  to  compete  in  all  Micro- 
soft's businesses.  Another  would  hor- 
izontally divide  the  operating- 
systems  and  applications  sectors. 
Such  actions  would  follow  precedents 
set  by  the  breakups  of  both  Stan- 
dard Oil  in  1911  and  at&t  in  1984. 

In  Microsoft's  case,  the  most  logi- 
cal approach  would  be  to  deal  direct- 
ly with  its  source  of  power:  the 
Windows  monopoly.  Selling  off 
the  intellectual  property  rights 
to  Windows  would  allow  com- 
petitors, for  example,  to  sell 
smaller  versions  of  the  operat- 
ing system,  or  package  them 
with  other  applications.  Or 
Windows  could  be  put  on  top  of 
Linux,  making  it  a  far  more 
user-fiiendly  operating  system. 
If  Microsoft  and  its  Windows 
rivals  stick  to  a  common  pro- 
gi'amming  interface,  and  they 
have  every  incentive  to,  they'll 
avoid  dividing  the  standard  that 
has  served  customers  so  well. 

With  a  structui'al  remedy  in 
place.  Bill  Gates  would  be  able  to 
do  what  he  says  he  most  wants 
— ^integrate  anything  he  chooses 
into  the  operating  system.  Given 
the  ferociousness  of  Gates  as  a 
competitor,  losing  the  Windows 
monopoly  could  very  well  unleash 
a  powerful  new  gi'oundswell  of 
profitable  softwai'e  innovation  by 
Microsoft.  By  contrast,  effective 
conduct  remedies  hurt  sharehold- 
ers more  by  hobbling  the  compa- 
ny over  the  long  run. 

Getting  a  sti-uctural  remedy 
through  the  appeals  process  won't  be 
easy,  given  the  lack  of  recent  prece- 
dent. But  if  the  alternative  is  per- 
manent government  supervision 
of  Microsoft — and  by  extension, 
the  rest  of  the  industiy — it's 
the  right  thing  to  do. 

Economics  editor 
Mandel  frequently 
unites  cm  the 
New  Economy. 
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OIL 


THIS  GIANT  SURE 
HAS  A  BIG  APPETITE 

BP  Amoco's  bid  for  Arco  sets  a  new  pace  for  consolidations 


Sir  John  Browne  is  no  stranger  to 
Alaska's  North  Bay — or  to  Atlantic 
Richfield.  One  of  his  fii'st  jobs  at 
British  Petroleum  was  helping  to  de- 
sign part  of  the  Alaska  pipeline.  And 
as  chief  executive  of  Bntish  Petroleum 
Co.  Exploration  in  the  early  1990s, 
Browne  traveled  often  to  Pnadhoe  Bay, 
where  bp  and  Arco  operated  a  joint 
drilling  venture.  Now,  as  ceo  of  BP 
Amoco  PLC,  Browne  is  headed  back  to 
those  roots — in  a  suiprise  megadeal  to 
acquire  Ai'co  and  expand  bp's  oil  and 
gas  assets  in  Alaska  and  elsewhere. 

If  bp  Amoco  succeeds  in  its  $25  bil- 
Uon  takeover  of  Ai-co,  it  will  add  more 
thr.n  $10  billion  in  revenues  and  reach  a 
market  capitalization  of  $190  billion,  bp 
Amoco  Ai'co,  as  the  merged  company 
may  be  called,  would  control  a  majority 
of  Prudhoe  Bay.  the  largest  oil  and  gas 


field  in  the  U.S.  bp  would  get  West 
Coast  gasoline  retailing  and  a  gi-eater 
presence  in  Asia,  including  Arco's  suc- 
cessful natui-al  gas  projects  in  Indonesia 
and  a  shai'e  of  China's  Yacheng  gas  field. 

For  all  its  logic,  the  deal  astounded 
other  oil  industry  execs.  After  all,  bp 
is  still  in  the  midst  of  digesting  Amoco. 
And  when  Brown  snagged  Amoco  last 
fall,  he  all  but  promised  shareholders 
that  he  would  not  try  another  major 
deal  soon.  But  that  was  before  Exxon 
Corp.  and  Mobil  Corp.  agi'eed  to  team 
up  and  form  a  new  industiy  Goliath. 

The  51-year-old  Browne  is  also  mak- 
ing a  major  bet  on  where  oil  prices  are 
headed.  After  falling  over  two  decades, 
prices  have  bounced  back  from  around 
$10  last  fall.  With  Organization  of  Pe- 
troleum Exporting  Countries  members 
agreeing  to  cut  production  by  1.7  billion 


ROUGHNECK  PLAY 

BP  boss  Sir  John 
Browne  promised  n( 
more  deals  after  the 
Amoco  merger.  But 
that  was  before  the 
Exxon-Mobil  union. 


ban-els  per  day  starting  on  Apr.  1,  tl 
price  has  recently  jumped  from  aboi 
$12  to  $14.50.  And  bt  Alex.  Brown  ( 
analyst  Fergus  MacLeod  predicts  prio 
will  "liit  $16  by  yearend  and  $18  by  200 

That  should  boost  post-merger  ear 
ings  nicely.  And  it  would  help  take  tl 
sting  out  of  taking  on  Union  Texas  P 
troleum,  which  Ai'co  bought  for  $2.5  b 
lion  last  June.  "Arco  bought  Union  fli 
around  $17  a  barrel  at  a  time  wh*' 
cmde  oil  prices  had  dipped  to  $10,"  sa 
Mark  Purdy,  a  senior  analyst  for  t 
Arthur  Andersen  Petroleum  Servic 
Group  in  London. 
ALASKA  OPPOSED?  The  BP-Arco  deal 
the  fi-uit  of  two  months  of  transatlam 
talks  between  Browne  and  Mike  Bowl 
his  countei-part  at  Arco.  The  two  sho' 
hands  on  a  deal  in  Los  Angeles,  and 
Mai'ch  30,  the  bp  Amoco  boai'd  approv 
the  plan.  The  Arco  board  was  expect 
to  approve  the  merger  on  Apr.  1.  | 

Because  the  two  companies  have  litfl 
overlap,  the  deal  is  unlikely  to  me" 
with  Federal  Ti-ade  Commission  oppo 
tion.  The  main  opposition  is  likely  b 
come  from  Alaska,  where  the  new  en 
ty  will  control  just  under  70%  of  all 
production.  In  the  past,  Alaska's  G-li 
leadership  was  keen  to  make  the  sta| 
more  attractive  to  new  entrants.  Nol 


BAMOCOPARCO? 

.  The  new 
BP  Amoco  Arco 
at  a  glance 
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CRUDE  OIL  PRODUCTION  Will  manage  the 
biggest  oil  and  gas  field  in  the  U.S.,  Alaska's 
Prudhoe  Bay,  controlling  1  million  of  the  1.3 
million  barrels  of  oil  produced  daily  in  Alaska. 

GAS  PRODUCTION  Consolidates  BP  Amoco's 
role  as  the  top  producer  in  Britain's  North 
Sea,  where  Arco  has  substantial  reserves. 
Opens  up  access  to  Asian  markets  with  Arco's 
13  trillion  cubic  feet  of  natural  gas  reserves  in 


Indonesia.  Other  projects  include  the  conden- 
sated  gas  field  in  Yacheng,  China. 


OIL  REFINING  &  MARKETING  Arco  s  1,760 
West  Coast  service  stations  and  two  oil  refiner' 
ies  in  Washington  state  and  California  comple 
ment  BP  Amoco's  strong  position  east  of  the 
Rocky  Mountains.  The  new  entity  will  also 
have  refining  operations  in  Asia,  including  a 
partial  share  in  a  Chinese  refinery. 


Decidedly,  yes.  At  Compaq,  we  believe  a  storage 
system  should  be  so  simple  and  flexible,  you  hardly 
even  notice  it.  That's  why  Compaq  Storr    "      '  s 
manages  data  across  multiple  platforms.  Se^ 

turning  your  stored  data  into  a  flexible  re"^""'  :e 
It  your  enterprise.  All  while  being  centrally  managed  fros  location. 
-  J, '.__v:ause  our  standards-based  architecture  provides  lu..  :.i.;h  availability 
J  robustness  you  need  to  handle  data  throughout  your  c;  '"^'")  find 

It  how  our  invisible  storage  solution  can  visibly  improve  the  w.i;  .  u  manage 
ta,  contact  T800-STORWORK  or  www.co  .com/yourdata. 


COMPAQ.    Better  answers. 
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authorities  fear  the  new  company's  heft 
would  intensify  barriers  to  entry,  bp 
Amoco  disagi'ees,  believing  it  could  low- 
er the  cost  of  oil  production  in  Alaska, 
making  the  market  more  competitive. 

With  this  deal,  Browaie  buffs  his  rep- 
utation as  one  of  the  industry's  most 
forceful  leaders.  Through  acquisition 
and  restructuring  he  has  made  bp  one 
of  the  world's  most  efficient  players. 
Earlier,  as  head  of  bp  Exploration, 
Browne  realigned  the  company's  port- 
folio, shifting  from  mature  markets  to 
new  areas  including  Algeria,  Azerbai- 
jan, Colombia,  and  the  Gulf  of  Mexico. 
After  becoming  group  chief  exec  in 
1995,  he  focused  on  the  untapped 
Alaskan  gas  reserves.  With  the  Arco 
acquisition,  bp  Amoco  will  gain  access 
to  the  25  trillion  cubic  feet  of  natural 
gas  that  Ai'co  controls  in  Alaska.  Even- 
tually, BP  Amoco  hopes  to  use  its  tech- 
nology and  the  trans- Alaska  pipeline 
to  convert  it  into  liquids. 
COST  SLASHER.  Can  Browne  manage 
the  expansion  of  bp's  empire?  General 
Sh"  James  Glover,  fonner  commander  in 
chief  of  British  land  forces,  who  re- 
cently retired  from  BP  Amoco's  board 
after  nearly  a  dozen  years,  has  no 
doubts.  "He's  able  to  quickly  identify 
priorities  and  relentlessly  pursue  them. 
From  the  very  first  day  I  met  him,  I 
realized  he  was  destined  for  the  top," 
he  says. 

It  was  Browiie,  in  fact,  who  oversaw 
bp's  first  megamerger,  the  acquisition 
of  Standard  Oil  of  Ohio.  Since  the  Amo- 
co deal  last  summer,  Browne  and  his 
team  have  identified  most  of  the  10,000 
jobs  to  be  eliminated  and  slashed  costs 
by  $2  billion  one  yeai'  ahead  of  schedule. 
By  acquiring  Ai'co,  BP  Amoco  hopes  to 
save  an  additional  $1  billion. 

Browne  clearly  is  setting  the  pace 
for'  consolidation  in  the  industry.  Shiink- 
ing  margins  and  rising  costs  have  con- 
vinced industry  execs  that  most  com- 
panies can  no  longer  afford  to  go  it 
alune,  says  David  R.  Bliss,  vice-chair- 
man of  Delta  Consulting  Group  Inc. 
Now,  Anglo-Dutch  giant  Royal  Shell  is 
feeling  the  heat,  and  France's  Elf 
Aquitaine  has  expressed  interest  in  do- 
ing a  deal.  And  in  the  U.  S.,  Chevron 
Corp.  and  Texaco  are  the  most  likely 
merger  candidates.  The  two  are  often 
mentioned  as  a  logical  merger  play  be- 
cause of  their  successful  joint  ventures 
in  Asia.  "Now,  they  may  be  forced  to 
do  a  deal  or  risk  getting  left  in  the 
dust  by  the  Europeans,"  says  Tim 
Whittaker,  oil  and  gas  analyst  at  Com- 
merzbank  Global  Equities  in  London. 
Or  at  least  by  Sir  John  Browne. 

By  Kerry  Capell  in  London 


CHINA 


SLOW  BOAT  TO 
A  TRADE  DEAL 

Beijing's  hard  line  has  sunk 
its  WTO  hopes-for  now 

When  Chinese  Prime  Minister  Zhu 
Rongji  travels  to  Washington  on 
Apr.  8,  he  may  get  the  usual  fan- 
cy dinners  and  military  salutes  that 
crowd  agendas  when  influential  premiers 
make  official  visits.  But  he  is  imlikely  to 
get  the  ceremony  he  wants  most:  the 
signing  of  an  agreement  with  Bill  Clin- 
ton to  speed  China's  entiy  into  the  134- 
member  World  Ti'ade  Oi'ganization. 
He  can't  blame  the  Clintmi  Adminis- 


ZHU:  A  WASTED  TRIP? 


The  U.S.  won't  back  China's  bid 
to  join  till  it  agrees  to  ax  tariffs 
and  end  obstructive  rules 


tration,  which  badly  wants  a  pact  with 
Beijing  and  pushed  hard  to  get  it.  U.  S. 
Trade  Representative  Charlene  Barshef- 
sky  even  made  an  eleventh-hour  trip 
to  Beijing  to  meet  with  Zhu.  On  Mar. 
30,  however,  those  talks  broke  down. 
"We  have  serious  disagreements — a 
whole  host  of  them,"  says  Commerce 
Secretary  William  M.  Daley,  also  in  Chi- 
na to  discuss  trade.  "The  expectation 
that  this  would  have  been  done  befor-e 
Zhu's  visit — the  hype  around  that  may 
have  been  a  little  high." 

The  basic  disagTeement:  China  r-efus- 
es  to  give  a  specific  timetable  for  ad- 
hering to  all  of  the  gToup's  rales,  such 
as  ending  protective  tariffs  and  elimi- 
nating quotas.  China  also  wants  to  dole 
out  concessions  as  it  sees  fit  to  a  few  se- 


lect U.  S.  companies — such  as  Motorolij 
Boeing,  and  two  U.  S.  insurance  cons 
panies  to  be  named  later. 

The  administr-ation,  with  backing  froi| 
most  of  the  U.  S.  business  community,  | 
standing  fii-m.  Bar-shefsky  has  asked  fci 
a  specific  timetable  with  written  guai 
antees  that  China  will  lower  taiiffi 
eliminate  quotas,  and  allow  the  sale  i| 
exports  without  requirements  for  goir^ 
thr-ough  Chinese  interTnediaries.  | 
NO  DEAL.  The  lack  of  progress  on  w^ 
could  place  ftuther  str-ain  on  China-U.  | 
r-elations.  But  many  U.  S.  business  i| 
ter-ests — forToerly  China's  biggest  boosj 
ers  in  Washington — now  object  to  r| 
war-ding  China  for  r-ank  protectionisr| 
Financial  services  and  farm  gi-oups,  I 
particular-,  are  against  allowing  Beijirs 
into  the  wro  on  its  own  ter-ms.  "We  a| 
not  looking  for  a  deal  at  any  pricei 
says  Caiman  J.  Cohen,  pr-esident  of  tl 
Emergency  Committ( 
for  American  Tr-ade, 
coalition  of  exporter-s. 

Given  the  rancor 
Congr-ess  toward  Chii 
the  Administr-ation  fei 
it  needs  a  unified  fro, 
by  business  to  give  ai' 
deal  a  chance.  "If  tb 
Administration  signedt 
weak  deal  without  bu: 
ness  support,  any  ci.u 
plaining  industry  woui 
be  used  by  Congress  > 
an  example  of  insuf 
cient  progr-ess,"  sa 
Robert  Vastine,  chief 
the  Coalition  of  Servi^ 
Industries,  which  rej)! 
sents  financial-servic 
telecom,  and  compui 
companies. 

In  fact,  while  Zhu 
offering  to  reduce  a  ti 
tariffs  and  raise  a  fi 
quotas,  business  lobbies  say  that  Beiji 
has  actually  moved  backward.  The  pi 
er-ful  far-m  lobby  points  out  that  Chi 
wliich  has  been  the  fastest-gr-owing  m 
ket  for  U.  S.  soybeans,  is  pr-oposing 
impose  a  new  quota  on  soybeans 
we  do  not  resolve  these  issues  n 
while  we  have  leverage,  we'r-e  not  lil 
ly  to  do  it  in  the  future,"  says  Audi 
Erickson,  a  lobbyist  for  the  Americ 
Farm  Bui-eau  Fedei-ation. 

The  Administr-ation  hasn't  ruled  ou 
deal  later-  this  year,  pei-haps  before 
December  meeting  of  the  wro  in  Se 
tie.  But  meanwhile,  Zhu  will  have 
be  content  with  a  White  House  dim 
or  two. 

By  Paul  Magnusson  in  Washing, 
and  Dexter  Roberts  in  Beijing 
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Besides  having  great  money-saving  ideas  on  Kemper  auto  insurance, 
many  independent  agents  have  something  else:  a  teenage  driver  in  the  family. 
Understanding  and  sympathy,  no  extra  charge. 


irEITIPER 


INSURANCE  FOR  TODAY'S  WORLD 
TRUST  •  HISTORY  •  SERVICE 

Contact  your  independent  Kemper  agent  or  www.kemperinsurance.com  or  1-800-228-2579. 


COMMENTARY 


By  Geoffrey  Smith 


WHY  SMALL-CAPS  WILL  KEEP  GETriNG  TRAMPLED 


I 


f  finally  seeing  the  Dow  close 
above  10,000  on  Mar.  29  didn't 
mean  much  to  you.  you're  in  good 
company.  Peer  closely  at  the  mar- 
ket, and  you'll  notice  that  vast  sec- 
tors of  Coi-porate  America  and  the 
investors  backing  them  have  been 
sitting  on  the  outside,  looking  in 
on  this  party.  And  the  chances 
are,  they're  not  being  invited  any-  j 
time  soon.  | 

The  Dow  Jones  industrial  aver- 
age has,  incredibly,  doubled 
since  November,  1995.  But  if 
you  were  among  those 
who  thought  small- 
caps  offered  more 
gi'owth  potential 
than,  say,  IBM, 
you  were  out  of 
luck.  The  Russell  2000 
index,  which  tracks  some  of  the  na- 
tion's smallest  companies,  has  risen 
just  S'Z'vc  duiing  the  Dow's  climb. 
And  it  is  dovm  9*7^  since  the  begin- 
ning of  1998. 

Small  companies  ai-e  getting 
cmshed,  imless  they  have  ".com"  in 
their  name,  of  course.  And  big  com- 
panies— that  is,  really  big  compa- 
nies— are  soaiing.  The  dichotomy  is 
breathtaking.  The  100  lai-gest  compa- 
nies in  the  Standard  &  Poors  500- 
stock  index  have  contributed  roughly 
90'^  of  that  index*  G.S'^c  gain  this 
yeai-.  according  to  Morgan  Stanley 
Dean  Witter. 

ROCKY  ROAD.  The  mai'ket's  lack  of 
breadth  makes  it  seem  like  a  shaky 
foundation  for  another  leg  of  a  bull 
mai'ket.  Trae,  many  of  Wall  Street's 
top  strategists,  including  Abby 
Joseph  Cohen,  the  sage  of  Goldman, 
Sachs  &  Co.,  predict  that  the  Stan- 
dard &  Poor's  index  of  500  stocks 
will  rise  8*^  by  yearend.  But  for  in- 
vestors hoping  that  Dow  10,000  \rill 
somehow  lift  the  flagging  fortunes  of 
a  broader  airay  of  stocks,  the  news 
is  not  promising.  Even  so.  most  mai'- 
ket mavens  believe  smaO  stocks  will 
continue  to  suffer.  "The  only  thing 
that  could  change  this  right  nri  .v  is  a 
major  shock  to  the  system,"  sa  ■- 
Scott  Black,  a  small-cap  special  at 
Delphi  ^lanagement  in  Boston. 

What's  boosting  the  giants?  A.jove 
all,  it's  theu-  ability  to  generate 


strong,  sustained  profit  gi-o\\-th.  Over 
the  past  five  yeai's,  earnings  at  the 
nation's  30  lai'gest  companies  have 
increased  19.5<7(  on  average,  says  Je- 
remy J.  Siegel.  a  finance  professor  at 
the  WTiaiton  School.  The  compai'able 
figiu"e  for  Russell  2000  companies  is 
less  than  I0'7c.  And  they've  swung 
wilcUy. 

This  yeai".  the  earnings  outlook  is 
foggA\  Analysts  expect  small-cap 
profits  to  be  up  26%  and  lai'ge-cap 
profits  to  gain  I7'7c.  But  lai'ge-caps 
should  still  come  out  ahead  in  the 
stock  mai'ket.  The  reason"?  Investors 
trast  profit  forecasts  for  lai'ge  com- 
panies more  than  they  do  for  small 
companies.  That  makes  sense,  given 
the  long  track  records  of  such  com- 


Only  the  Big  Boys 
Are  Making  Big  Gains 


Year-to-date  performance  of  the 
S&P  500,  by  market  capitalization 


AVG. 

MARKET  CAP 

IN  BILLIONS 

PERFORMANCE 
YEAR-TO-DATE 

1ST  QUINTILE 

S70.5 

+  7.5% 

2ND  QUINTILE 

15.0 

+  3.9 

3RD  QUINTILE 

7.8 

+  0.7 

4TH  QUINTILE 

4.4 

+  0.7 

5TH  QUINTILE 

1.7 

-1.3 

DATA:  MORGAN  STANLEY  DEAN  VmiER 


panies.  "As  long  as  investors  are 
making  20%  retm-ns  investing  in  the 
SiP  500.  they  think:  ""Why  should 
I  bother  \rith  anything  else?' " 
says  John  Ballen.  cliief  in- 
vestment officer  at  ^lassa- 
chusetts  Financial  Ser- 
vices in  Boston. 

The  big  boys  ai'e  also 
the  biggest  beneficiaiies 
of  low  inflation.  In  an 
economy  where  most 
companies  have  little 
pricing  power,  many  of 
the  top  U.  S.  companies, 
such  as  Microsoft,  Intel, 
Pfizer,  and  General  Electric, 
have  a  gi-eater  ability  to  con- 
trol costs  than  smaller  compa- 
nies— by  strong-aiTning  suppU- 
ers,  for  example.  Similarly,  lai'ge 
companies'  high  stock  prices  and 
strong  profits  give  them  enoi'mous 
flexibility  to  accjuire  smaller  compa- 
nies and  expand. 

COMEUPPANCE.  Small-caps  have  an- 
other drawback:  They  lack  liquidity. 
Mutual-fund  investoi's  have  pulled 
some  88  billion  out  of  small-cap  funds 
so  fai-  this  yeai' — for  small  stocks,  no 
small  deal  in  terms  of  selling  pres- 
sui'e.  Most  issues  ai'e  so  thinly  trad- 
ed an\"way  that  big  investors  can't 
buy  large  blocks  without  affecting 
the  stock  price.  At  the  same  time, 
the  populai-ity  of  Net  stocks  is  suck- 
ing away  capital  fi'om  othenrise  at- 
tractive non-Xet  companies,  both  big 
and  small.  Stock  in  DelMonte  Foods 
Co..  for  example,  is  down  22%  fi'om 
its  Febmary  initial  public  offering. 

Histon'  shows  that  small-caps  will 
eventually  get  theii'  due.  After  all. 
for  seven  decades,  fi'om  the  1920s 
foTO'ai'd.  small-cap  stocks  earned  a 
12.5'7f  average  annual  retui'n,  vs. 
11.29c  for  lai'ge  caps,  according  to  Ib- 
botson  Associates  in  Chicago.  Small 
stocks  have  almost  always  outper- 
foi-med  large  stocks  following  reces- 
sions, and  sometimes  after  major 
mai'ket  coiTections.  "Clearly,  historj'' 
shows  that  the  trend  is  going  to 
change  at  some  point,"  says  Ballen. 
But  it  won't  be  because  of  Dow 
10,000. 

Smith  covers  finance  from  Boston. 
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Glad  you  asked. 

Because  while  ".com" 
is  behind  just  about  every 
company  name  on  the  planet, 
not  everyone  knows  who's 
behind  ".com" 

At  Sun,  we've  been  think- 
ing about  (and  designing 
around)  the  very  idea  of 
the  Net  since  1982.  A  radi- 
cal approach  that  not  only 
gave  us  a  head  start  —  it 
gave  us  our  entire  focus. 

Everything  we  make  and 
do  is  about  the  Net.  The 
whole  Net.  And  nothing 
but  the  Net. 

From  our  Net-based  serv- 
ers (the  Herculean  engines 
behind  the  Net)  to  our 
Solaris'  software  (the  robust 
foundation  for  the  Net)  to 
our  lava  "technologies  (the 
universal  link  for  the  Net). 

And  soon,  our  newest 
technologies  will  push  the 
Net  out  to  every  kind  of 
hand-held  gizmo  and  appli- 
ance imaginable.  (As  well 
as  to  a  few  that  aren't  yet.) 

Wherever  .com  heads 
next,  we'll  be  right  behind 
the  dot.  Powering  it  along. 
Changing  the  way  we  work, 
live  and  play. 

Stop  back  here  and  see 
us  again  soon. 

We're  the  dot  in  .com: 


fi  Mlcfosyslems.  Inc  All  rights  lesaveO  Sun.  Sun  Microsystems,  Ihe  Sun  Logo,  Solans.  Java,  ttie  Jdva  Collee  Cup  Logo  anO  We'ie  tti 


■e  tradeniarte  or  regiilKred  IraOemarks  al  Sun  Micro'j'v^iem?. 
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ECONOMICS 


IT'S  OFFICIAL: 

WE'RE  MISSING  BY  A  MILE 

Washington  owns  up  to  understating  productivity  growth 


The  Bureau  of  Labor  Statistics  just 
made  an  important  confession. 
Based  on  results  fi-om  studies  re- 
leased on  Mar.  30,  the  govemment  has 
all  but  admitted  for  the  fii"st  time  some- 
thing that  many  economists  have  ar- 
gued for  years:  U.  S.  productivity 
growth  is  understated,  especially  in 
hai'd-to-measure  sen'ice  industries.  The 
results  offer  the  latest  ammunition  for 
those  who  believe  that  the  U.  S.  econo- 
my is  in  the  middle  of  a  technologj'-dii- 
ven  productivity  revolution  that  could 
have  significant  long-term  impacts  on 
gi'owth,  inflation,  and  economic  policy. 

The  heart  of  the  research  is  a  study 
by  the  bureau's  William  Gullickson  and 
^lichael  -J.  Haiper.  in  which  they  break 
down  productivity  gi'owlh  by  various 
industries  using  a  concept  called  multi- 
factor  productivity.  This  meastu'e  is  a 
more  comprehensive  gauge  of  produc- 
ti\ity  than  what  has  been  traditionally 
used  because  it  meastu'es  the  produc- 
tivity of  both  labor  and  capital.  It  also 


CAN  THESE  DATA  BE  RIGHT? 

Now,  even  the  government  says  no 


MULTIFACTOR 
PRODUCTIVITY 


GROWTH  CONTRIBUTION 
FROM; 


YEARS 

GROWTH* 

MANUFACTURING 

NONMANUFACTURING 

1949-73 

2.3% 

0.8% 

1.5% 

1973-79 

0.6 

-0.2 

0.8 

1979-90 

0.5 

0.5 

0.0 

1990-96 

0.8 

0.8 

0.0 

'Unadjusted  for  changes  in  skill  levels 


tries  to  captui-e  the  impact  of  techno- 
logical change — so  central  to  the  New 
Economy  debate. 

The  results  show  what  even  the  go\'- 
ernment  admits  is  implausible,  if  not 
impossible:  Based  on  e.xisting  data,  the 
contribution  of  nonmanufacturing  in- 
dustries— mainly  services — to  produc- 
tivity gi'owth  was  zero  from  1979  to 
19%.  The  BLs  identified  five  ser\"ice  in- 
dustries— banking,  insm-ance.  constnic- 
tion.  utilities,  and  health  care — that 
showed  negative  growth.  Given  the 
massive  investment  by  many  of  these 
industries  in  efficiency-impro\ing  tech- 
nologj',  especially  by  financial-senices 


companies,  that  restilt  strains  credibility. 

So  how  off  ai-e  the  restilts?  Associate 
Commissioner  Edwin  R.  Dean  will  only 
say,  "We  have  not  showTi  that  the  de- 
gi-ee  of  underestimate  is  large."  But  if 
you  arbitrarily  reset  the  gi"o\rth  rate 
in  these  industries — ^just  to  zero — over- 
all multifactor  productivity  gro\rth 
would  be  raised  by  0.4  percentage 
points.  If  you  assign  them  a  more  lil<ely 
1*7^ ,  the  imdei"statement  for  the  economy 
would  be  a  significant  0.8  to  0.9  points. 
OPEN  QUESTIONS.  Those  recalculations 
would  more  than  double  the  overall 
growth  rate  of  multifactor  productivity 
since  1973.  More  important,  they  imply 
that  the  l'~f  annual  gi'owth  figiu-e  that 
the  BLS  has  used  for  labor  productivity 
since  then  also  severely  misrepresents 
the  efficiency  of  American  workers. 

To  he  stu"e,  the  bls  research  leaves 
many  questions  unanswered.  First  of 
all,  as  Dean  points  out,  productivity  in 
some  sectors  may  well  be  overstated. 
Manufacturing,  for  instance,  is  increas- 
ingly using  temporary  labor 
that  is  counted  in  the  senice 
sector,  which  could  understate 
the  number  of  hours  worked 
in  manufactmnng,  thus  biasing 
productivity  gi'owth  upward. 
Also,  the  studies  do  not  settle 
the  current  raging  debate: 
Does  the  U.  S.  economy's  abil- 
ity to  gi-ow  at  a  rapid  ¥7c  clip 
over  the  past  two  years  with- 
out generating  inflation  reflect 
a  permanent  upshift  in  pro- 
ductivity growth?  Or  is  the 
good  showing  merely  a  tem- 
poraiT  result  of  weak  global  conditions 
outside  the  U.  S.  and  otlier  transient 
factors? 

The  best  thing  to  come  out  of  this 
research  is  likely  to  be  better  produc- 
tivity data,  since  it  identifies  the  key 
industries  where  the  BLS  will  now  re- 
double its  efforts.  In  particular.  Dean 
says  that  work  on  more  acciu'ate  bank- 
ing-sector data  already  undenvay  will 
result  in  better  measurement  for  that 
industiy  by  yearend.  However,  he  ad- 
mits that  progi-ess  will  be  slow,  not  be- 
cause of  a  lack  of  productivity  at  Bi,s. 
but  a  lack  of  money. 

By  James  C.  Cooper  i)i  Xeir  York 
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ADELSON:  Counting  on  convention^ 


ENTREPRENEURS 


VEGAS' LATEST 
LONG  SHOT 

The  Venetian  will  charge  top 
rates  in  a  citv  awash  in  hote" 


It's  nearing  7  p.m.  on  Friday, 
Sheldon  Adelson  is  eating  fi'ozen 
glut  on  his  private  Gulfstream 
heading  fifom  Las  \'egas  to  Van  Nu; 
Calif.  Tlie  64-yeai"-old  Adelson,  the  m 
who  made  nearly  a  billion  dollars 
selling  the  Comdex  computer  show,  h 
one  more  mission  for  the  day:  to  che 
out  a  faux-Italian  mm"al  that  will  gi'£ 
the  ceiling  of  Las  \"egas'  newest  swa 
hotel,  the  Venetian. 

Tliis  is  Adelson's  baby,  Ms  .S1.2  billi 
tribute  to  the  fabled  Adriatic  city  risi 
smack  in  the  middle  of  the  Vegas  str 
Like  the  ultra-elegant  Bellagio.  wh; 
Mirage  Resorts  Inc.  Chairman  Ste 
WvTin  opened  two  miles  down  the  st 
in  October,  the  Venetian  is  part  of  t 
latest  strategic  gamble  by  Vegas  ho 
liers:  elaborate  resort-style  hotels  tl 
are  destinations  in  themselves,  not  ji 
convenient  places  for  tomists  to  flop 
tween  trips  to  the  shows  and  casinoi 
Tliis  liigh-end  strategy-  has  plenty 
risk.  Adelson  plans  to  chai-ge  an  aven 
of  S167  a  night,  among  Vegas"  steep 
room  rates — at  a  time  wiien  the  citj 
awash  in  109,000  rooms  that  hotel  o'v 
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FIDELITY, 


DIVIDEND 


GROWTH 


SOUND  BUSINESS 

FUNDAMENTALS 
INCREASED  EARNINGS. 

AND  GROWING  DIVIDENDS  CAN  BE  THE  PROOF. 


FIDELITY  DIVIDEND  GROWTH  FUND' 

35.85% 

26.53% 

27.33% 

ONE  YEAR 

FIVE  YEAR 

LIFE  OF  FUND 

V 

J 

RETURNS  AS  OF  12/31/98  PAST  PERFORMANCE  15  NO  GUARANTEE  OF  FUTURE  RESULTS 


FACT  KIT 


The  Fidelity  Dividend  Growth  Fund  looks  at  a  com 
panys  dividend  growth  or  potential  dividend  growth 
as  a  sign  of  financial  strength.  If  you  consider  dividend  growth  a 
[    rlr^rEr         sign  of  a  company's  strength,  this  fund  could  be  a  smart  addition 
to  your  portfolio.  Of  course,  only  you  can  decide  which  funds  are  nght  for  you.  To  learn 
more,  get  the  Fact  Kit  today  and  see  what  Fidelity  money  management  FidBlity 
excellence  can  do  for  you. 


FUND 


Consider  this 
fund  for 
your  IRA 


Investments 


WHERE    15  MILLION  INVESTORS  PUT  THEIR  TRUST 


8    0  0 


FIDELITY 


OR       VISIT       WWW.FIDELITY.COM       FOR       FUND  PROSPECTUS 

For  more  complete  information  on  any  Fidelity  fund,  including  charges  and  expenses,  call  for  a  free  prospectus  or  download  one  at  fidelity.com. 
Please  read  it  carefully  before  you  invest  or  send  money. 

I  DD  SERVICE:  1-800-544-0118  for  the  deaf  and  hearing-impaired  9  a.m.  -  9  p.m.  FT. 

'Lile  ol  fund  is  as  of  inception  4/27/93.  Average  annual  tola!  returns  include  changes  in  share  pnce,  reinvestment  of  dmdend  and  capital  gams.  Share  pnce  and 
return  will  vary  and  you  may  have  a  gain  or  a  loss  when  you  sell  your  shares.  Fidelity  Distnbutors  Corporation  7 1674 
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ers  often  fill  by  cutting  rates.  But  Adel- 
son  has  one  card  up  his  sleeve:  the 
Sands  Expo  and  Convention  Center, 
which  sits  next  door  to  the  Venetian 
and  Adelson  also  happens  to  own.  With 
an  estimated  1.2  million  conventioneers 
visiting  the  center  annually,  Adelson  is 
counting  on  them  renting  nearly  two- 
thirds  of  the  Venetian's  3,036  suites,  of- 
ten in  mid-week,  when  Vegas  usually 
dies.  "Can  they  do  it?  Sure,"  says  long- 
time hotel  and  casino  consultant  Saul 
F.  Leonard.  "Will  it  be  easy?  No  way." 
DOGE'S  PALACE.  Adelson  is  familial'  with 
long  shots — both  winning  ones  and 
losers.  The  son  of  a  Boston  cab  driver, 
he  became  a  huge  force  in  Las  Vegas  in 
the  1980s  as  Comdex,  once  a  little  trade 
show  for  computer  dealers,  musliroomed 
into  the  biggest  annual  trade  show  in 
the  U.  S.  Adelson  shrewdly  aiTanged  to 
get  a  piece  of  the  action — from  airline 
tickets  to  hotel  reservations — from  the 
200,000-plus  Comdex  attendees  each 
year,  before  selling  out  to  Japan's  Soft- 
bank Corp.  for  $860  million  in  1995. 

Adelson  had  setbacks,  too,  losing  mil- 
lions after  buying  the  inn-down  Las  Ve- 
gas Sands  for  $128  million  from  Kirk 
Kerkorian  iii  1989.  His  new  place  will  be 
anytliing  but  shabby.  Adelson  brought  in 
3,000  tons  of  imported  marble  for  the 
floors  and  built  replicas  of  the  Doge's 
Palace,  the  Rialto  Bridge,  and  the  bell 
tower  of  St.  Mark's  cathedral.  No  ex- 
l^ense  was  spared  on  the  suites  either. 
Each  has  three  phones  and  a  fax.  "I've 
been  a  buyer  of  rooms  in  Vegas  for 
years,"  says  Adelson.  "I'm  giving  buyers 
what  they're  going  to  want." 

He'd  better  be  right.  To  build  the 
Venetian,  Adelson  went  heavily  into 
hock.  He  raised  $522  million  in  high- 
yield  debt,  and  financed  eveiything  from 
the  air  conditioners  to  the  beds.  He  also 
invested  some  $320  million,  including 
his  45-acre  Sands  plot.  Says  Adelson: 
"Either  I'm  the  stupidest  guy  around 
or  the  biggest  crap  shooter  in  town." 

When  it  ojjens  in  late  April,  guests 
wiW  see  a  half-completed  casino,  with 
only  2,500  rooms  ready  and  a  branch 
of  the  tony  Canyon  Ranch  health  spa 
not  set  to  open  until  May.  What  will  be 
on  hand,  however,  are  i^ickets:  To  keep 
costs  down,  Adelson  didn't  sign  a  con- 
tract with  the  Culinary  LInion,  which 
represents  45,000  food  service  workers. 

It's  just  one  more  examjjle  of  how 
Adelson  wants  to  set  his  own  rales  in 
Vegas.  Says  Adelson,  "I  wasn't  swad- 
dled like  the  others  were  in  gi-een  felt. 
I'm  going  to  do  things  differently." 
That's  0.  K.  with  Vegas — as  long  as  you 
come  out  a  winner. 

By  Ronald  Grover      Las  Vegas 


TELECOIVUVIUNICATIONS 

CAN  IRIDIUM 
BEAT  THE  CLOCK? 

Lenders  grant  an  extension, 
but  they  want  fast  action 

Last  November,  Iridium  made  lots 
of  promises  to  investors  and 
lenders  as  it  prepared  for  the  long- 
awaited  launch  of  its  $5  billion  global 
satellite  phone  service.  The  Motorola- 
backed  outfit  proposed  to  offer  phone 
service  to  viitually  anywhere  on  Earth 
by  means  of  a  network  of  66  sateUites. 
By  the  end  of  March,  the  execs 
pledged,  they  would  have  52,000  sub- 
scribers from  among  the  world's  busi- 


i; 


The  only  way 
CEO  Staiano  is 
going  to  see 
anymore  good 
news  is  if  he 
cobbles 
together  a  new 
strategy 


ness  elite,  $30  million  in  revenues,  and 
hope  of  making  Iridium  pay. 

Not  quite.  Analysts  figure  Iridium 
generated  just  $4.6  million  from  15,000 
subscribers.  That  puts  it  in  technical 
default  on  an  $800  million  loan — on 
which  the  banks  gi-anted  a  60-day  ex- 
tension on  Mai-.  29.  That's  the  same  day 
("Ff)  Roy  Gi'ant  resigned,  citing  personal 
reasons.  Iridium's  stock  sank  to  15'A  on 
Mar.  31,  down  79%  from  its  liigh  of  70'%. 
last  May.  "Iridium  is  only  going  to  hit 
bad  news  until  late  this  year,"  says  Tim 
O'Neil,  an  analyst  at  SoundView  Tech- 
nology Group. 

The  only  way  it's  going  to  see  good 


news  after  that  is  if  it  can  cobble  a  ne-* 
strategy.  When  Motorola  Inc.  executive 
began  planning  Iridium  in  1985,  the 
failed  to  anticijjate  that  cellulai'  systen 
would  quickly  spread  around  the  glob( 
making  the  places  where  most  execs 
accessible.  And  by  the  time  Iridiui 
started  marketing,  it  was  clear  th£ 
there  weren't  tlirongs  of  people  ready 
pay  $3,000-plus  for  handsets  and  $7 
minute  for  calling  when  a  digital  eel 
phone  is  maybe  $50  and  calling  can 
as  little  as  lOt  a  minute.  "Until  tl 
jDhones  are  competitive  with  terrestri 
phones,  there  might  not  be  a  market 
says  one  industry  executive. 

Iridium  admits  some  mistakes — mai 
ly  in  how  it  tried  to  sell  its  servic 
"We  haven't  done  a  great  job  trainii 
our  distribution  partners,"  says  Cra 
W.  Bond,  Iridium's  vice-president  f( 
marketing  development.  Iridium  reli 
on  major  investors  th 
operate  the  system  in 
countries.  There  are  al; 
distribution  deals  wi 
360  pailners — mainly 
phone  companies — in 
countries.  These  alii 
have   less   costly  a 
more  popular  services 
push  than  Iridium  has 
offer.    And  delays 
handset  deliveries  fro 
Motorola  and  Kyoce 
Corp.  earlier  this  ye 
didn't  help. 

Now  what?  Iridium 
reorienting  its  marketi: 
to  industrial  and  govei 
ment  contracts,  rath 
than  business  travele: 
It's  also  tiying  to  take 
more  active  hand  in  sal 
and  technical  suppo: 
Under  the  Godfat 
Plan,  it  has  assigned 
managers,  including  c 
Edward  F.  Staiano 
work  with  each  of  the 
national  partners.  At  least  some  sha: 
holders  are  waiting  to  see  if  this 
pay  off.  "On  a  longer  term  basis 
strongly  believe  in  the  market  oppor 
nity,"  says  .Jeffrey  N.  Greenblatt,  pa 
ner  in  Baker  Nye  Greenblatt 

Meanwhile,  rival  satellite-phone  v( 
tures  are  coming  on  tap.  For  instan 
Globalstar  lp,  which  will  launch  in  S 
tember,  will  sell  cheapei-  $1,000  phot 
and  calls  averaging  65?  a  minute. 

For  now.  Iridium  must  straggle 
overcome  its  shaky  start.  If  it  doesn't 
may  find  itself  pennanently  gi'ounde 
By  Catherine  Yang  in  Washingt 
with  Roger  Crockett  in  Chicago 
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COMEBACK  FOR 
LONG-TERM  CAPITAL? 

FINALLY,   THE    BACKERS  OF 

Long-Term  Capital  Manage- 
ment have  gotten  some  good 
news.  The  consortium  of  14 
banks  and  brokers  that  bailed 
out  the  Greenwich  (Conn.) 
hedge  fund  last  September 
by  ponying  up  a  total  of  $3.6 
billion  should  be  getting  their 
money  back  sooner  rather 
than  later.  On  Mar.  30,  ltcm 
announced  that  it  posted  20% 
returns  in  the  past  six 
months  and  reduced  its  risk 
by  50%.  If  the  markets  stay 
strong,  ltcm's  backers —  in- 
cluding Chase  Manhattan, 
Merrill  Lynch,  and  Deutsche 
Bank — may  get  to  see  at 
least  some  of  their  $100  mil- 
lion to  $300  million  individ- 
ual commitments  returned  to 


CLOSING  BELL 


TARRED 


Philip  Morris  lost  a  second  major 
jury  verdict  in  less  than  two 
months  on  Mar.  30,  and  its  stock 
felt  the  effects.  After  an  Oregon 
jury  awarded  $80.3  million  to  the 
family  of  a  deceased  smoker,  the 
largest  U.S.  cigarette  maker  saw 
its  stock  lose  15%  of  its  value 
over  two  days,  falling  to  35  on 
Mar.  31.  Other  tobacco  stocks 
wheezed  in  sympathy  amid  con- 
cerns that  the  Oregon  verdict 
bodes  well  for  the  hundreds  of 
tobacco  suits  still  outstanding. 
More  lawsuits  are  likely,  says 
Florida  plaintiffs'  attorney 
Stephanie  Hartley:  "Anytime  you 
see  a  verdict  that  size,  lawyers 
are  going  to  notice."  The  compa- 
ny will  appeal. 


PHILIP 


PRICE  II  \ 

-    _  Marlhorfl  ^ 
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them  well  before  the  thi'ee- 
year  terms  of  their  loans. 
"This  is  veiy  good  news  for 
everyone,"  says  Richard  Tor- 
renzano,  a  spokesman  for  the 
consortium. 


PRICE  HIKES  =  LESS 
FIZZ  FOR  COKE 

last  year,  COCA-COLA  FELT 

an  eaiTtings  squeeze  as  busi- 
ness in  key  overseas  markets 
was  hammered  by  the  global 
economic  crisis.  And  now,  its 
bech'ock  Noith  American  busi- 
ness has  gone  flat,  too.  On 
Mar.  30,  the  Atlanta-based 
soda  giant  revealed  that  it  ex- 
pects case  sales  to  fall  1%  to 
2%  in  the  first  quarter— a 
shaip  downswing  fi'om  the  1%' 
to  2%.  rise  that  Wall  Street 
was  expecting.  Most  troubling 
to  analysts  is  that  Coke's  total 
North  American  volume  is 
now  expected  to  rise  only 
2%,— half  what  Wall  Street 
was  banking  on.  Coke  officials 
attribute  the  slowdown  to  its 
efforts  to  push  through  its 
fii"st  price  liike  in  five  yeai's — 
hikes  that  PepsiCo  didn't 
match  in  many  markets. 

AMINIVAN  MARRIAGE 
IS  ON  THE  ROCKS 

THE  UNION  OF  RENAULT  AND 

Nissan  appears  to  be  ending 
the  minivan  marriage  be- 
tween Ford  and  Nissan, 
which  have  co-]3roduced  the 
Nissan  Quest  and  the  Mer- 
cury Villager  since  1992. 
Sources  at  both  companies 
say  their  minivan  strategies 
are  parting  ways.  And  Nis- 
san President  Yoshikazu 
Hanawa  told  Wall  Street  an- 
alysts on  Mar.  29  that  by 
i;004,  he  plans  to  end  his  re- 
lationship with  Ford,  accord- 
:'ig  to  the  newspaper  Nihon 
KkoI.  Nissan  wants  to  de- 
vt  minivans  with  Renault, 
whiii  '  i  iyj  wants  to  engineer 
its  ow,  ifiivan  for  Mercuiy 
and  maj  .uild  a  small  mini- 
van  derivi  (1  from  its  new  Fo- 
cus small  car,  sources  sav. 


NEADLINER:  SANJAY  KUMAR 


COMPUTER  ASSOCIATES'  DEAL  DRIVER 


Andrew  Filipowski,  ceo  of 
Platinum  Technology,  once 
vowed  he  would  never  sell 
the  software  maker  to 
sometime  rival 
Computer  Associ 
ates  Interna- 
tional. But  that 
resolve  melted 
away  on  Mar. 
22  when  he  had 
dinner  with  CA 
President  Sanjay 
Kumar. 

Over  pasta  e  fagioli  at 
Paul's  Italian  Restaurant 
in  Filipowski's  hometown 
of  Winston-Salem,  N.  C, 
Kumar  explained  why 
industry  consolidation 
made  it  imperative  that 
the  two  companies  merge. 
Then  he  named  a  price  Fil- 
ipowski couldn't  refuse.  A 
week  later,  they 


announced  a  $3.5  billion 
deal — -the  largest  in  soft- 
ware history.  "Flip  and  I 
were  able  to  . . .  set  aside: 
the  competitive 
rhetoric  we've 

thrown  around,' 
«   says  Kumar. 
Over  the 
past  12  years, 
Kumar  has 
helped  engineer 
deals  that  have 
built  CA  into  a  $6  bil- 
lion enterprise.  Says  Alec 
Ellison,  a  managing  direc- 
tor at  banker  Broadview 
International:  "Sanjay's 
great  at  waiting  until  the 
price  is  right."  Kumar 
aims  to  cut  costs  and  boost 
operating  earnings  by 
$700  million  in  the  first  12 
months  after  the  deal. 

By  Steve  Hamn. 


YAHOO!  S  BROADCAST 
BONANZA  

AS  EXPECTED,  YAHOO! SEALED 

a  $5.6  billion  deal  for  Broad- 
cast.com,  the  leading 
provider  of  audio  and  video 
on  the  Internet.  The  trans- 
action, set  to  be  announced 
before  the  opening  of  the 
market  on  Apr.  1,  gives 
Yahoo!  the  multimedia  pro- 
gramming capability  it  wants 
to  offer  its  more  than  50  mil- 
lion monthly  users.  And  it 
gives  Broadcast.com  share- 
holders $130  a  share,  an  11% 
premium  from  the  Mar.  31 
closing  price.  Analysts  say 
the  deal  puts  Yahoo!  in  a 
stronger  position  as  it  seeks 
to  battle  rival  America 
Online  for  Netizens. 


ABUYBACK  LIFTS 
US  AIRWAYS 

HOPING  TO   END   ITS  STOCK 

dive,  us  Airways  on  Mar.  30 


announced  a  $500  million  bu 
back.  Its  shares  rose  7% 
the  news.  Other  airhne  stoc 
were  also  buoyed.  Despite 
pacity  woes  and  rising 
prices,  caniers  ai"e  hoping 
better    times    in  comn 
months  after  a  lingering  bo 
of  the  Asian  flu.  "They 
the  worst  is  behind  then 
says  Glenn  Engel,  an  analj 
at  Goldman  Sachs.  But 
Airways  has  a  ways  to  go 
fore  it  is  aloft  again:  T 
stock  is  still  nowhere  near 
52-week  high  of  83M. 

ETCETERA... 


■  UAL  President  James  Go(  jcij 
win  will  succeed  Gera 
Greenwald  as  CEO. 

■  DaimlerChrysler  expe( 
1999  operating  profits  to  r 
about  4%,  in  line  with  sal( 
a  Heart-device  manufacti 
er  Guidant  is  recalling  soi 
pacemakers. 

■  European  regulatOs, 
0.  K.'d  AT&T  and  British  Tep 
corn's  global  phone  ventu 
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There's  a  Smarter  Way  to  Unlock  Your  Enterprise  System  Data 


SAS®  Solutions  Hold  the  Key. 


You've  invested  millions  in  your  ERP  system. 

Looking  for  a  way  to  turn  all  that  data  into 
information. ..and  true  competitive  advan- 
tage? You're  ready  to  expand  your 
business.  Seeking  a  reliable  way 
to  evaluate  profits,  monitor 
costs,  and  manage  budgets? 
ou're  anxious  to  satisfy  customer  needs  and  stake- 
older  demands.  Waiting  for  one  consistent  version  of 
16  truth — from  every  corner  of  your  enterprise? 


♦  Free  up  your  ERP  data  to  free  up  your  business 

♦  Enhance  profitability  through  data  mining 

♦  Unleash  the  business  potential  of  R/3,  other  ERP 
systems,  or  other  data  sources— using  integrated 
SAS  capabilities  for  CRM,  balanced  scorecard, 
quality  improvement,  and  more. 

SAS  software  solutions  leverage  strategic  partnerships 
and  are  Year  2000  compliant  and  platform  independent. 


AS  software  solutions — from  the  world's  leader  in 
ecision  support— let  you  get  down  to  business  with 
AP  AG's  R/3. ..or  any  other  data. 


Visit  us  at  www.sas.com/erppayoff  for  more  information 
and  to  request  our  free  guide:  Maximizing  Return  on  Your 
SAP  AG  R/3  Investment.  Or  give  us  a  call  at  919-677-8200. 


SAS  Institute  Inc.  The  Business  of  Better  Decision  Making. 


/M 

SAS  Institute  Inc. 


m1  all  other  SAS  institute  inc.  product  or  service  names  are  registered  trademarks  or  trademarks  ol  SAS  Inslitule  Inc  in  the  USA  and  other  countries. ' 
rand  and  product  names  are  trademarks  of  their  respective  companies.  Copyright  ©  1999  by  SAS  Institute  Inc    20692. BUS 


indicates  USA  regtstration 


.sas.com/erppayoff    :E-mail:  bw@sas.com    91 9 .677.8200 


CONSIDERING  HOW  WELL  WE  HANDLE  EVERYTHING 
UNDER  THE  ROAD,  IT'S  NO  WONDER  OUR 
NEW  4x4  PERFORMS  SO  WELL  ON  THE  ROAD. 


LIMESTONE 


Introducing  the  all-new  1999  Jeep„  Grand 
Cherokee.  A  remarkable  new  vehicle  with  all  the 
incredible  off-road  capability  you  expect  from  the 
leader  in  4x4s,  plus  the  added  benefit  of  a  smoother, 
tighter,  more  responsive  on-road  ride. 

An  enhanced  Quadra-Coil'"  suspension  and 
an  all-new  steering  system  enable  Jeep  Grand 
Cherokee  to  handle  the  twists,  turns,  and  obstacles 
of  paved  roads  as  effortlessly  as  it  maneuvers 
rocky  mountains,  deep  canyons,  and  treacherous 


guUeys.  A  stiffer  UniFrame  construction  reduce 
vehicle  noise  and  vibrations  while  also  creating 
firmer,  more  precise  ride  on  all  types  of  surfaces. 

To  learn  more,  please  visit  www.jeep.com  o 
call  1-800-925-JEER  And  discover  that  what's  oi 
the  road  is  now  just  as  exciting  as  what's  under  i 


m 

I 


Jeep 


THERE'S    ONLY  ONE 


THE     ALL-NEW     )EEP    GRAND  CHEROKEE 

THE  MOST  CAPABLE  SPORT   UTILITY  EVER* 


*Based  on  AMCI  overall  on-  and  off-road  performance  tests  using  Grand  Cherokee  with  available  Quadra-Drive'"  and  V8  engine. 

Jeep  is  a  registered  trademark  of  DaimlerChrysler. 
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mOSE  LOOPHOLE  HOUDINIS 
MAY  ESCAPE  YET  AGAIN 


It's  a  ritual  as  old  as  the  revenue  code  itself:  Financial  en- 
gineers take  advantage  of  loopholes  to  devise  exotic  tax 
shelters,  em-iching  corporate  clients  under  the  nose  of  the 
iternal  Revenue  Service.  Eventually,  the  revenooers  get 
ise.  If  the  iRS  can't  halt  the  abuses  under  existing  law,  it 
5ks  Capitol  Hill  for  a  legislative  ban.  But  by  the  time  Con- 
ress  acts,  the  loophole  Houdinis  are  devising  ever  more  in- 
entive  ways  to  shelter  income. 

In  hopes  of  ending  this  game,  the  White  House  has  begun 
1  assault  on  abusive  corporate  shelters.  In 
s  fiscal  2000  budget.  President  Clinton 
edged  to  outlaw  more  than  a  dozen  ques- 
anable  tax  practices,  such  as  transfening  as- 
:ts  among  coiporate  subsidiaries  to  write  off 
e  same  equipment  multiple  times.  And  in 
pril,  Deputy  Ti'easury  Secretary  Lawi'ence 
.  Summers  will  issue  a  report  attacking  egre- 
ous  tax  dodges.  It  will  propose  giving  the 
S  more  authority  to  close  loopholes  on  its 
m  and  to  punish  both  shelter  promoters  and 
e  companies  that  rely  on  them.  It'll  be  a 
ugh  sell.  But  under  the  status  quo,  says  Sum- 
3rs,  "one  is  reminded  of  painting  the  Brook- 
n  Bridge.  No  sooner  is  one  section  painted 
er  than  another  appears,  needing  work." 
tOAD  CRACKDOWN.  In  the  1986  tax-code  over- 
ul,  Congress  stamped  out  most  individual  shel- 
l's. But  new  ones  keep  sprouting  in  the  cor- 
rate  world.  Tax-law  complexity  makes  finagling  hard  to 
sist.  Besides,  investment  bankers  and  tax  pros  are  pushing 
als  on  their  clients,  and  CFOs  fear  being  left  beliind  in  the 
ih  to  trim  taxes.  "You  don't  want  to  be  the  one  paying  the 
^hest  effective  tax  in  yom'  business,"  says  one  accountant, 
anford  University  law  professor  Joseph  M.  Bankman  fig- 
3s  such  loopholes  save  companies  $10  biUion  a  year. 
Case  in  point:  wildly  populai-  lease-in,  lease-out  transactions, 
ider  these  deals,  a  U.  S.  multinational  leases  the  town  hall 


SUMMERS:  Tough  sell 


of,  say,  a  Swiss  municipality,  prepays  the  rent,  and  takes  a 
quick  tax  deduction.  It  then  immediately  leases  the  building 
back  to  the  town  but  doesn't  take  payment  until  the  next 
year  The  result:  a  deduction  now,  and  no  income  until  later 
Treasuiy  is  tiying  to  halt  such  arrangements.  But  the  Ad- 
ministration thinks  a  broader  crackdown  is  wairanted.  Its 
most  explosive  idea:  giving  the  iRS  power  to  bar  transactions 
that  are  designed  to  avoid  taxes — but  sei-ve  no  economic  end. 
They  also  want  the  agency  to  expand  its  practice  of  issuing 
mles  that  retroactively  zing  completed  deals. 

The  Administration's  planned  crackdown  has 
already  stirred  strong  opposition.  "Ti'easury 
took  a  spaghetti  approach,"  says  Phil  Wiesner, 
head  of  the  national  tax  practice  of  kpmg  Peat 
Mai-wdck.  "Tliey  tlu'ew  a  wide  an-ay  of  proposals 
against  the  wall  to  see  what  will  stick."  House 
Ways  &  Means  Committee  Chairman  Bill 
Archer  (R-Tex.)  says  next  summer's  tax  bill 
probably  will  include  some  anti-shelter  provi- 
sions. But  he  has  stopped  short  of  embracing  the 
broad  prohibitions  Ti-easmy  wants.  Even  con- 
gressional Democrats  are  skeptical  that  un- 
leashing the  IRS  is  the  right  way  to  go.  "Ti'ea- 
sury has  cleai'ly  identified  a  real  problem  hei-e," 
says  one  Hill  Democratic  aide.  "But  I'm  not 
sure  they  have  the  solution." 

In  the  end,  the  Administration  is  unlikely  to 
get  many  of  the  reforms  it  wants.  Heightened 
attention  to  the  shelter  issue  could  prod  Congress  into  shutting 
down  a  deal  or  two.  And  lawmakers  may  gi'ant  the  iRS  addi- 
tional power  to  require  disclosure  of  iffy  deals  and  increase 
penalties  for  the  most  abusive  sheltei-s.  As  for  a  blank  check  to 
halt  loophole-users  in  their  tracks — don't  banl<  on  it.  A  year  af- 
ter cuitailing  the  iRS's  ability  to  squeeze  inrlividual  taxpayers, 
Congi-ess  isn't  about  to  let  its  least  favorite  agency  kill  off  all 
of  Corporate  America's  tax-avoidance  schemes. 

By  Howard  Glecknum 


CAPITAL  WRAPUP 


KNOCKOUT  PUNCH? 

Boxing's  heavyweight  title  remains 
p  for  grabs  after  judges  laughably 
eclared  a  draw  between  Evander 
[olyfield  and  Lennox  Lewis  on  Mar. 
3.  But  the  match  has  created  one 
ear  winner:  Federal  regulation  of 
oxing  now  looks  like  a  cinch. 

Congress  this  spring  will  deliver  a 
low  to  boxing's  seamy  side  with  legis- 
tion  aimed  at  ehminating  incestuous 

isiness  relationships  and  giving  new 
3wer  to  federal  prosecutors  to  stem 
)rruption  and  double-dealing.  Promot- 


ers remain  sanguine.  They're  still  hop- 
ing that  fans  will  forgive  and  forget  in 
time  to  pony  up  for  a  Holyfield-Lewis 
rematch.  But  one  fan  who  won't  forget 
is  Senator  John  McCain  (R-Ariz.),  who 
had  a  ringside  seat  for  what  may  go 
down  as  the  biggest  fix  in  boxing  his- 
tory. The  Holyfield-Lewis  farce  gave 
renewed  momentum  to  McCain's  year- 
old  efforts  to  clean  up  the  sport. 

McCain's  bill,  dubbed  the  Muham- 
mad Ali  Boxing  Reform  Act  in  honor 
of  one  of  its  most  celebrated  support- 
ers, would  require  promoters  and  orga- 
nizers to  file  clisclosure  statements  on 


their  financial  ties  and  make  promoters 
reveal  then-  take  of  a  boxer's  purse. 

McCain  won  unanimous  Senate  ap- 
proval for  the  measure  last  year,  only 
to  see  it  fail  for  lack  of  a  sponsor  in 
the  House.  This  time,  Representative 
Michael  G.  Oxley  (R-Ohio)  will  submit 
a  House  version.  Oxley  sees  smooth 
sailing  after  some  procedural  maneu- 
vering. Meanwhile,  attorneys  general 
from  nearly  a  dozen  states  are  prepar- 
ing an  endorsement  of  the  bill.  And  so 
far  there's  not  a  peep  of  complaint 
from  the  boxing  industry. 

By  Lorraine  Woellert 
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JAPAN 


WHY  JAPAN 
IS  STUCK 

Free  money  can't  budge  the  economy 


Decades  fi'om  now,  people  may  still 
be  arguing"  over  one  of  the  most 
intriguing  economic  mysteries  of 
the  1990s:  How  did  a  countiy  as 
rich  and  sophisticated  as  Japan  fall  into 
a  liquidity  trap,  a  bizaire  state  of  affairs 
in  which  even  near-zero  interest  rates 
fail  to  get  banks  lending,  businesses  in- 
vesting, consumers  spending,  and  the 
real  economy  moving? 

By  any  measure,  Japan's  economic 
crisis  this  decade  has  been  a  nightmai'e. 
A  vortex  of  falling  asset  prices,  banking 
crises,  declining  coiporate  pi'ofits,  and 
rising  govemment  debt  has  sucked  the 
economy  down.  After  bumping  along 
with  a  meager  average  growth  rate  of 
1.5%  between  1990  and  1997,  Japan  is 
now  mired  in  an  awful  recession.  On 
Mar  30,  the  government  announced 
Febmaiy's  jobless  rate  had  jimiped  to  a 
record  4.6%,  while  household  spending 
fell  5.7%  in  Januaiy,  a  13-year  low. 

Now,  the  best  minds  in  economics 
ai'e  brooding.  Why  haven't  the  standai'd 
postwar  policies  to  kick-start  an  econo- 
my worked  for  Japan?  The  U.  S.,  for 
instance,  bailed  out  its  banldng  sector  in 
the  early  1990s  with  monetary  tools. 
The  Federal  Reserve  engineered  a  300 
basis-point  spread  between  short-  and 
lonp-term  rates  that  allowed  banks  fat 
profit  margins  on  lending.  Nordic  coun- 
tries such  as  Sweden  used  government 
handouts  to  fLx  their  banks. 

Japan  has  tried  and  failed.  Nearly  $1 
trillion  worth  of  public  works,  tax  cuts. 


bank  bailouts,  and  even  shopping  vouch- 
ei^s  have  been  pumped  into  the  economy. 
All  Japan  has  to  show  for  it  is  a  world- 
class  budget  deficit  that's  about  10%  of 
gi'oss  domestic  product.  The  Bank  of 
Japan  slashed  its  discoimt  rate  fi"om  6% 
in  1991  to  0.5%  in  late  1995.  In  Mai-ch,  it 
even  pushed  short-term  rates  to  zero. 
Yet  few  see  the  economy  pulling  out  of 
recession  until  late  next  year 

Until  recently  it  was  barely  credible 
that  an  advanced  economy  could  face 
Japan's  dilemma.  Tine,  academics  once 
thought  a  lot  about  liquidity  traps, 
which  Depression-era  economist  John 
Maynard  Keynes  raised  as  a  possibility 
in  the  1930s.  But  interest  in  the  issue 
waned  in  the  inflationary  postwar 
decades.  And  periodic  recessions  re- 
sponded to  the  usual  measui-es. 
BLUNT  TOOLS.  Then  came  the  great 
Japanese  recession.  Today,  the  boj  is 
virtually  giving  money  away,  and  no- 
body wants  it.  Japan  has  vast  savings 
but  no  credit  creation.  Japan  may  have 
waited  far  too  long  to  apply  classic 
remedies.  Fiscal  and  monetaiy  tools  be- 
come blunted  once  a  depression  psy- 
chology, such  as  Japan  now  suffers,  sets 
in.  And  when  Tokyo  did  move,  the  mea- 
sui'es  were  Hi-matched  to  the  economy's 
needs.  In  1997,  for  instance,  the  gov- 
ernment raised  taxes  to  shrink  budget 
deficits,  assuming — wongly — that  the 
economy  was  on  the  mend. 

Even  today,  Japan  may  not  be  ex- 
panding the  money  supply  fast  enough. 


In  Febinaiy,  it  gi-ew  3.5%  year  on  yea  >, 
So  while  the  bo.j  has  cut  rates,  it 
not  pumped  money  into  the  system  b 
for  instance,  bujang  government  bon( 
from  the  public  to  put  more  cash 
their  pockets.  "There's  a  confusion  th 
low  interest  rates  indicate  an  easy  mo|5!|, 
etary  policy,"  says  Michael  R.  Rose: 
berg,  managing  du'ector  of  intemation 
fixed-income  I'esearch  at  Menill  Lyn^ 
&  Co.  in  New  York.  "The  bo.j  has  n 
done  a  major  quantitative  easing.  Tl 
money  supply  has  failed  to  gi'ow." 


Japan  has  cut  its 
official  discount 
rate  to  0.5%  and 
short-term  rates  to 
nearly  zero.  Yet  the 
economy  isn't  grow- 
ing. Here's  why: 


BANKS 

Burdened  by  bad 
debts  and  short  of 
capital,  they  aren't 
lending.  Instead,  they 
are  putting  excess 
reserves  in  the 
bond  market. 


COMPANIES 

They  have  little 
incentive  to  borrow 
to  finance  new 
investment  because 
industrial  Japan  is 
already  saddled  with 
excess  capacity. 


iiiii 


CONSUMERS 

They  are  so  anxious 
that  they  are  saving, 
not  spending,  even 
though  bank  deposits 
yield  less  than  1%. 

DATA;  BUSINESS  WEEK  iJii 
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The 

Liquidity 
Trap 
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The  failure  of  Japane.^e  policies  is 
ling  to  calls  for  radical  solutions.  For 
imple,  Richard  Jerram,  ing  Baring 
'Uiities'  Tokyo-based  economist,  says 

BOJ  should  expand  money  supply 
25%  and  edge  inflation  up.  Tlie  logic: 
isumers  will  spend  if  they  feai'  prices 
!  rise  later.  Govei'nment  and  private 
't  burdens  would  melt  away  in  nom- 

terms.  It's  an  idea  that  has  sup- 
t.  "If  deflation  sets  in,  they've  got  a 
ior  problem  on  their  hands,"  says 
ienberg.  "They've  got  to  avoid  de- 
ion  by  inflating." 

Jut  neither  boj  Governor  Masaru 
?ami  nor  the  bank's  policy  boaixl  likes 
idea.  That's  because  they  don't  tWnl^ 
cs  and  consumers  are  likely  to  cheer 
ind  spend  just  because  a  dose  of  in- 
on  makes  them  feel  richer.  Japan's 
-making  companies  don't  have  much 
■ntive  to  borrow.  Meanwhile,  ordi- 
y  Japanese  are  so  anxious  about 
r  jobs,  incomes,  and  retu-ement  that 


they  would  rather  save  than  sjjend.  Su 
half  of  Japan's  $10  trillion  in  household 
financial  assets  langiiish  in  bank  deposits 
yielding  less  than  1%. 

And  whatever  liquidity  the  central 
banlv  may  have  created  is  not  sticking  in 
Japan.  Wliere  did  the  money  go?  Some 
fled  overseas  as  Japanese  investors 
snapped  up  higher-yielding  foreign 
bonds,  mostly  U.  S.  Ti'easuries.  More 
became  a  sort  of  Japanese  gift  to  world 
bond  and  equity  markets  as  foreign 
hedge  funds  made  a  killing  boiTowing 
yen  cheap  and  flipping  them  into  U.  S. 
and  Em'opean  assets. 
LEERY  LENDERS.  But  precious  little  liq- 
uidity actually  flowed  around  Japan's 
own  economy.  Last  year,  bank  lending 
fell  some  4%,  wMle  the  economy  shi-ank 
2.5%.  That's  largely  due  to  the  dicey 
state  of  banks.  Because  they're  canyuig 
a  humongous  $600  billion  of  bad  loans 
on  their  books,  they  ai'e  leeiy  of  lending 
to  companies — even  if  they  could  find 


Some  economists 
are  pushing 
radical  measures, 
uch  as  reigniting 
nflation,  on  the 
theory  that  if 
consumers  see 
prices  headed 
upward,  they'll 
start  spending 


sound  ones  that  wanted  to  bor- 
row. That's  a  big  stumbling  block, 
as  banks  have  always  been  a  far 
bigger  conduit  for  capital  in  Japan 
than  in  other  rich  countiies.  "The 
tried  and  tnie  method  of  making 
loans  in  Japan  has  broken  down, 
and  nothing  has  emerged  to  re- 
place it,"  says  hsbc  Securities 
economist  Peter  Morgan. 

That  explains,  in  large  part, 
why  the  bo.j's  cheap-money  policy 
hasn't  worked.  Commercial  banks 
■  -  are  basically  lending  surjjlus  cash 
,  on  their  books  right  back  to  the 
,  government  by  buying  govern- 
- '  ment  bonds.  That  tactic  created 
a  bond  market  bubble  that  collapsed  in 
Febraary.  The  Finance  Ministiy  had  to 
spend  $3.6  billion  to  refloat  the  market. 

One  senior  boj  economist  admits  that 
the  central  bank  is  now  in  "uncharted 
tenitoiy."  Cheap  money  hasn't  had  any 
significant  impact.  So  the  bo.j  is  hoping 
that  Japan's  banl^  bailout  and  fiscal  push 
will  do  the  trick.  But  such  gi'adualism 
may  be  crumbling,  boj  minutes  show 
that  on  Feb.  12  its  policy  board  dis- 
cussed, but  voted  dowTi,  a  plan  to  in- 
crease base  money  supply  by  10%. 

If  Japan's  economy  doesn't  recover 
soon,  the  central  bank  may  turn  on  the 
printing  presses,  pushing  the  yen  into  a 
free  fall.  Tliat  could  trip  up  a  recovering 
Asia,  home  to  40%  of  Japan's  exports, 
and  widen  the  countiy's  huge  trade  sur- 
plus with  the  U.  S.  But  it  might  be  the 
price  of  a  lasting  recovery  in  Japan.  It 
won't  be  ftm.  But  little  about  the  ch'ead- 
ed  liciuidity  ti'ap  is. 

By  Brian  Breniner  in  Tokyo 
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THE  SIZZLE  IS 
OUT  OF  SAP 

Its  Net  stumble  threatens  the 
software  giant's  star  status 

Last  autumn,  Germany's  $5  billion 
softwai'e  powerhouse,  sap,  was  gi'ow- 
ing  at  an  explosive  annual  rate  of 
47%  and  combing  the  high-tech  world 
for  6,500  new  hires,  sap  wanted  to  repo- 
sition its  massive  enterprise  systems, 
which  mn  eveiything  from  accounting 
to  purchasing  for  big  corporations 
throughout  the  world,  as  key  channels 
for  buying  and  selling  on  the  Internet. 
The  goal:  to  double  sales  in  the  next 
three  years  and  generate  as  much  as 
60%  of  this  gTowth  fi'om  new  products, 
many  of  them  Web-based.  "Our  cus- 
tomers want  to  be  connected  to  every- 
body," Co-chairman  Hasso  Plattner  told 
BUSINESS  WEEK. 

Less  than  six  months  later,  however, 
Plattner  and   Co-chairman  Henning 
Kagemiann  are  iimning  into  snags,  sap, 
along  with  its  competitors,  is  suffering 
from  slower  sales  as  companies  delay 
new  software  pm-chases  until  next  yeai; 
when  the  dreaded  Y2K  computer  prob- 
lem is  beliind  them,  sap  warned  in  late 
March  that  first-quarter  sales  gi-owth 
;uld  come  in  lower  than  the  expected 
'  '^v  to  25%,  less  than  half  of  last  year's 
More  worrying,  sap's  new  genera- 


tion of  products  designed  to  link  its  cor- 
porate customers  to  each  other  and  to 
theii'  suppliers  and  customers  via  the  In- 
ternet is  trickling  into  the  marketplace 
more  slowly  than  anticipated.  As  a  result, 
sap's  stock  is  mii'ed  at  less  than  half  of 
its  1998  high  (chart). 

sap's  challenge  is  to  move  quickly  to 
market  with  Intemet-linked  and  E-com- 
merce  products  that  are  easy  for  all 
kinds  of  customers — not  just  tech 
whizzes  at  big  companies — to  use.  "Tliey 
have  to  reinvent  themselves,"  says  Lau- 
rent Lachel  of  British 
tech  consultancy  Oviun 
Ltd.  SAP  sustained  ex- 
traordinary growth 
through  most  of  the 
1990s  by  selling  com- 
plex software  to  cor- 
porate info-tech  de- 
paitments,  fi'om  Bayer 
to  IBM.  Now,  these 
companies  are  eager 
to  extend  their  net- 
works far  beyond  cor- 
porate walls,  trading 
information  with  sup- 
pliers, customers,  and 
Web  shoppers.  This  means  sap  must 
become  as  user-fi-iendly  as  Amazon.com 
Inc.  sap's  new  logo  features  the  word 
"Enjoy,"  with  the  Y  stretching  down  to 
create  a  smile,  and  adds:  "The  software 
that  works  the  way  I  do." 

Yet  SAP  is  behind  on  the  Web  because 
years  ago  its  top  executives  made  a  bet 
that  customers  would  prefer  to  build 
theii"  owTi  systems  for  sharing  tlata  with 
customers  and  suppliers.  "We  originally 
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had  a  business-to-business  model  in  miiK 
[for  E-commerce],"  says  Plattner.  "Now 
we  see  it  has  to  be  more  open."  So  sap  i- 
offering  Web-linked  products,  such  as  iti 
new  supply-chain  management  system 
which  lets  companies  and  then-  supplier 
networks  slwe  infomiation  on  inventory, 
shipping,  and  prices  simultaneously.  Oth- 
er products  in  the  works  will  help  com- 
panies automate  sales.  But  rivals  such 
as  Siebel  Systems  and  Trilogy  Develop- 
ment Coi-p.  are  still  ahead  of  sap  ir 
tliis  game — and  fill  most  of  the  orders 
DATICING  EUEPHANT?  Meanwliile,  SAP'i 
new  products  are  getting  mixed  re^ 
views.  Its  supply-chain  systen 
lacks  zippy  featui-es  offered  bj 
rivals,  analysts  say,  so  cus 
tomers  ai"e  waiting  foi 
improvements  be 
fore  buying.  Anc 
many  of  SAP' 
sales  systemi 
are  still  in  th( 
.  labs.  "Despite 
press  release 
embracing  the  concept  of  E-commerce 
ai-gnes  William  J.  FaiTeO,  analyst  at  Mor 
gan  Stanley  Dean  Witter,  "we  behevt 
SAP  doesn't  have  much  to  offer"  FaiTel 
downgraded  sap  stock  fi'om  "outpertbiTO 
to  "neutral"  after  the  company  disclose( 
slow  ftrst-quarter  sales  on  Mar.  25. 

SAP  faces  teclinical  and  personnel  hur 
dies  as  well.  One-thuxl  of  its  staff  joinec 
the  company  less  than  a  year  ago.  Ye 
from  its  headquartei's  in  Walldorf  to  th< 
labs  in  Silicon  Valley,  new  teams  mus 
put  together  a  dizzying  variety  of  offer 
ings.  "We've  got  to  ge 
these  new  workers  el 
ficient,"  says  Kager 
mann.  Adds  Andrev 
M.  Dailey,  vice-presi 
dent  for  mai'keting  a 
rival  Baan  Co 
"They've  got  to  get  ai 
elephant  to  dance." 

Still,  SAP  has  roor 
to  maneuver  It  contir 
ues  to  have  a  hammer 
lock  on  its  core  mai'ke 
of  enteiprise-softwar 
programming.  Of  th 
top  20  companies 
that  sector,  sap  eanied  $627  million  las 
yeai;  while  the  other  19.  led  by  less  pro] 
itable  Oracle  Coip.  and  PeopleSoft,  los 
$140  million.  With  its  list  of  blue-chi 
customers,  sap  is  strong  enough  to  pic' 
up  market  share  in  its  core  business 
The  huge  growth,  though,  will  be  i 
E-commerce.  To  remain  Europe's  sofi 
ware  superstar,  sap  must  learn  to  rid 
the  E-commerce  wave. 

By  Stephen  Baker  in  Pan 
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ANATOMY 

OF  A  TAINTED  MERGER 

A  probe  exposes  the  clubby  practices  of  German  banking 


Workers  at  Munich-based  Hy- 
po Vei-einsbank  were  still  sipping 
their  morning  coffee  when  the 
raid  began.  Escorted  by  police  officers, 
investigators  from  the  state  attorney's 
office  seized  boxloads  of  files  from  the 
bank's  ci"edit  depailment.  Elsewhere 
around  the  Bavaiian  city,  other  exam- 
iners seai'ched  the  posh  homes  of  fornier 
bank  executives.  The  questions  they 
wanted  to  answer:  Did  a  healthy  bank 
knowingly  merge  with  a  sick  one  to 
fend  off  a  takeover?  And  was  the  public 
deliberately  kept  in  the  dark? 

The  Mar.  10  raids  were  the  latest 
blow  to  the  Sept.  1  merger  of  Bay- 
erische  Hyijotheken-  und  Wechsel-Bank 
and  Bayerische  Vereinsbank,  which  cre- 
ated Germany's  second-largest  bank.  In 
October,  the  newboi'n  institution  had  to 
set  aside  $1.94  billion  to  cover  the  for- 
mer Hypo's  shaky  real  estate  projects. 
That  prompted  the  investigation  into 
whether  top  executives  of  the  foiTOer 


HypoBank,  including  ceo  Eberhard 
Martini,  fraudulently  concealed  the  ex- 
tent of  problem  assets. 

No  one  has  been  formally  charged 
with  any  wrongdoing.  But  shares  of  the 


VICTIM?  Schmidt  say 
he  didn  't  know  of 
Hypo's  problems 

merged  bank  have  fal 
en  17%,  to  $58,  in  th 
past  three  months.  I 
an  effort  at  damag 
control,  HypoVerein 
on  Mar.  28  nominate 
Kurt  F.  Viermetz,  51 
a  foiTner  vice-chairma 
at  J.  P.  Morgan  &  Co 
to  step  in  as  head 
its  supervisory  board 
Ci'itics  say  th 
merger  provides 
object  lesson  in  wh£ 
Gei-man  banks  an 
companies  often 
wrong:  forming  a 
liances  for  mutual  pn 
tection  rather  tha 
strategic  wisdom.  Sue 
syiTibiotic  ties  ai-e  con 
mon  in  German 
where  a  major  hosti 
takeover  has  neve 
taken  place.  But  th 
aftermath  of  the  Hi 
poVereins  deal  is  ce: 
tain  to  subject  future  mergers  t 
gi'eater  sci-utiny. 

The  sad  irony  of  the  mess  at  H; 
po Vereinsbank  is  that  many  analysts  a] 
prove  of  its  strategy.  Unlike  some  r 
vals,  Hyi^oVereins  isn't  spending  hug 
sums  on  investment  banking,  a  crowda 
market  dominated  by  U.  S.  fii'ms.  ll 
stead,  it's  focusing  on  property  lending  f 
northern  and  eastern  Eui'ope.  Despit 
the  scandal,  analysts  say  the  idea  i. 
building  a  Eui'opewide  mortgage  bank 
a  sound  one,  if  H^'jJoVereins  can  put  i 
current  woes  behind  it  quickly. 

The  problems  began  in  1990.  Coi 
vinced  that  (ierman  reunification  wou 


GEniNG  OFF  TO  A  ROCKY  START 

JULY  10,  1996  Deutsche  Bank  buys  5.5%  of  Vereinsbank.  Insurer  Allianz, 
a  major  shareholder  in  Vereins  and  an  archrival  of  Deutsche,  fears  a 
takeover  is  imminent. 


FALL  1996,  SPRING  1997  Vereins  CEO  Albrecht  Schmidt  secretly  agrees 
with  the  chief  of  HypoBank,  another  Bavarian  bank,  to  merge.  Allianz  and 
the  Bavarian  government  support  them. 

JULY  21,  1997  Schmidt  and  Hypo  CEO  Martini  announce  merger  plan. 

SEPT.  1, 1998  HypoVereinsbank  officially  begins  doing  business. 

OCT.  28,  1998  Schmidt,  now  CEO  of  HypoVereinsbank,  reveals  that  $1.94 
billion  is  needed  to  cover  shaky  real  estate  projects  from  former  HypoBank. 

MAR.  10,  1999  Munich  prosecutors  raid  bank  offices  and  homes  of  former 
HypoBank  executives  in  criminal  investigation.  Martini  is  among  targets. 
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Certified  Pre -  Owned  Lexus 


3  YEARS/100,000  MILES. 
OBVIOUSLY,  WE'RE  NOT  AFRAID  OF  COMMITMENT. 


This  could  be  the  beginning  of  a  long  and  beautiful  relationship.  Lexus  is  proudly  offering  a  very  cununittal 
3-year/100,000-total-i'ehicle-niile  limited  warranty  on  every  Certified  Pre-Owned  Lexus.  N<jt  only  that, 
but  a  rigorous  128-point  inspection  and  our  generous  Customer  Care  Package'''  that  includes  amenities 
like  24-hour  Roadside  Assistance,  new-car  financing  rates*  and  a  free  loaner  car  with  qualified  repairs. 


The  ultimate  marriage  of  convenience^  Definitely.  Take  the  plunge  and 


test-drive  a  Certified  Pre-Owned  Lexus  today.  Only  at  your  Lexus  dealer.      only  at  your  lexus  dealer 


lexuscpo.com 


©1999  Lexus,  a  Division  of  Toyota  Motor  Sales,  U.S.A.,  Inc.  Lexus  reminds  you  to  wear  seathelts,  secure  children  in  rear  seat,  obey  all  speed  lau  s  anil  drn  e  responsilih. 
'See  your  participating  Lexus  dealer  for  details  on  the  Lexus  Certified  Pre-Owned  Customer  Care  Package  including  the  limited  u'arrant\  and  Knadude  A^-,istance. 

financing  available  to  qualified  customers  through  Lexus  Financial  Services. 
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touch  off  an  economic  boom,  banks 
rushed  to  fund  projects  in  the  East.  Few- 
were  more  aggi'essive  than  HypoBank. 
It  bought  dozens  of  sites  and  fitted  them 
out  with  offices,  roads,  and  even  rail 
links.  After  the  boom  failed  to  material- 
ize, HypoBank  admitted  its  holdings 
were  oven^alued.  It  set  aside  $833  mil- 
lion in  1997  to  cover  the  risk — assuring 
investoi*s  that  was  enough. 

Meanwhile,  in  1996,  Deutsche  Bank 
revealed  that  it  had  acquired  o.o%  of 
Vereinsbank's  shai'es.  Tlie  announcement 
signaled  that  Frankfiut-based  Deutsche 
had  designs  on  Vereinsbank — a  tlu-eat 
not  only  to  the  bank  but  also  to  Mu- 
nich's claim  to  be  a  Eui'opean  financial 
capital.  Vereinsbank  ceo  Albrecht 
Schmidt  went  to  HypoBank's  Martini 
with  a  proposal.  If  they  could  combine 
their  strengths  in  mortgage  lending  to 
create  a  supeiregional  i)owerhouse,  they 
could  fend  off  the  noilhem  iiivader.  They 
would  also  be  anriing  themselves  for  the 
euro,  which  would  bring  new  banking 
competition  fi"om  outside  GeiTnany. 

Schmidt  and  Martini  enlisted  support 
fi'om  their  key  shareholders — all  vener- 
able Mimich  in.stitutions  with  interlocking 
financial  and  personal  connections.  Tliese 
included  insm-er  Allianz — an  arcluival  of 


Deutsche  Bank — utility  conglomerate 
Viag,  and  the  Bavarian  state  govern- 
ment. Helpfully,  state  officials  ruled  that 
the  transaction  would  be  tax-fi-ee. 

The  arrangement  backfired  almost 
immediately.  Just  two  months  after  Hy- 
poVereins  was  officially  created,  CEO 
Schmidt  disclosed  that  H^^JoBank's  real 
estate  holdings  were  profoundly  over- 
valued, requiiing  an  additional  $1.94  bil- 


A  sad  irony:  The 
HypoVereins  merger 
may  have  made  good 

strategic  sense 


lion  in  loan-loss  reserves.  Schmidt  in- 
sisted he  had  known  nothing  of  the 
problems  before  the  merger.  Some  ob- 
sen'ers  find  that  hard  to  beheve. 

For  now.  though,  many  people  give 
him  the  benefit  of  the  doubt.  "I  can't 
prove  otherwise,"  says  Klaus 
Giiinewald,  who  represents  bank  em- 
ployees on  Hjqjo Vereinsbank's  supervi- 
sorx  board.  Prosecutors  aren't  investi- 


Lighten  up. 


gating  Schmidt.  And  Schmidt  is  doing 
his  best  to  clear  the  air.  On  Mar  25,  he 
announced  plans  to  commission  an  inde 
pendent  audit  and  laid  out  a  tumai-oimd 
,plan  for  the  unprofitable  coiporate  lend 
ing  business.  He  vows  to  more  than 
double  the  bank's  return  on  capital  to 
15%  by  2003. 
SHAREHOLDER  REVOLT?  But  the  bank 
remains  tainted.  Maitini.  denying  WTong- 
doing,  has  defied  calls  to  resign  from 
the  supervisory  board.  And  more  un- 
pleasant revelations  could  result  fi'on 
the  probe.  The  auditors'  report  coulc 
prompt  fonner  Vereinsbank  shai'eholders 
to  claim  they  w-ere  cheated  because  Hy- 
poBank's worth  was  exaggerated.  Dissi- 
dent shai'eholdei^  ai-e  plaiming  to  raise 
stink  at  the  May  6  general  meeting. 

The  bank's  image  may  get  a  boost 
from  VieiTnetz,  whose  credentials  make 
him  one  of  the  most  successful  Ger- 
mans ever  to  work  on  Wall  Street.  H« 
could  be  in  an  awi^ward  position,  hav 
ing  advised  Schmidt  and  Martini  in  th( 
merger.  "I  know  both  gentlemen  prettj 
well,"  he  says.  Yet  he  may  be  enougl 
of  an  outsider  to  bring  a  much  needec 
blast  of  fresh  air  to  this  very  Germai 
merger. 

By  Jack  Eu'i)ig  i))  Frankfur 
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EDITED  BY  PAUL  MAGNUSSON 


KOSOVO:  A  BAD  BEGINNING 
AND  NO  GOOD  ENDING 


It  began  with  the  loftiest  of  intentions:  President  Clinton 
and  NATO  would  take  Serbian  strongman  Slobodan  Milose- 
vic by  the  scmff  of  the  neck  and  foi'ce  him  to  stop  ha- 
rassing ethnic  Albanians  in  Kosovo.  Instead,  the  allies'  police 
action  has  turned  into  a  Balkan  imbroglio  in  which  both 
sides  blundered:  The  U.  S.  President  misi-ead  Serbian  re- 
solve to  chase  ethnic  Albanians  from  Kosovo,  while  Milosevic 
failed  to  understand  that  NATO  had  to  react  strongly  to  re- 
ports of  mass  murders  of  civilians  in  Europe. 

As  NAT(j  bombs  rained  down  on  an  unrepentant  Serbia  in 
late  March,  Yugoslav 
troops  and  militias  in- 
tensified their  war  of 
terror  against  the 
Kosovars,  forcing  more 
than  100,000  refugees 
to  flee  to  Albania, 
Macedonia,  and  Mon- 
tenegi'o.  In  the  wake  of 
a  failed  peace  mission 
to  Belgi'ade  on  Mar.  30, 
Russia  sent  wai'ships  to 
the  Mediten-anean.  Tliis 
tinderbox  of  Balkan 
passions  is  precisely 
what  the  West  sought 
to  avoid.  Now,  in  cai)i- 
tals  around  the  world, 
political  leaders,  diplo- 
mats, and  analysts  are 
wondering  how  the 
Kosovo  ciisis  wiW  end.  In  fact,  it's  possible  to  envision  several 
different  endgames  in  which  the  fighting  peters  out.  Yet  no 
real  I'esolution  seems  likely. 

In  the  most  likely  outcome,  Milosevic  becomes  the  next 
Saddam  Hussein,  a  defiant  leader  of  a  pariah  state.  Weeks  of 
intense  nato  bombing  giind  dowi  his  militaiy.  But  Milosevic 
still  succeeds  in  driving  the  Kosovars  out  of  their  temtory 
well  befoi-e  his  last  tank  is  destroyed.  The  result:  Serbia 
would  declare  a  moral  victoiy  over  the  West.  Kosovo  would 
be  predominantly  Serb,  and  Milosevic  would  enjoy  rising  do- 
mestic support. 

RUSSIAN  RESCUE?  Then  what?  Once  Kosovo  is  "purified," 
Serbia  could  sue  for  peace,  and  nato,  eager  to  end  the  bomb- 
ing and  wind  down  the  confi-ontation,  would  be  hard-jjressed 
to  turn  down  the  offer.  Yet  Milosevic  would  also  lose  any  le- 
gitimacy he  has  left  in  F]urope.  Nomial  commercial  ties,  such 
as  Telecom  Italia's  $496  million  stake  in  the  Serbian  phone 
company,  would  be  imperiled  as  fui-ious  allies  impose  an  eco- 
nomic embargo  on  the  outlaw  nation.  But  as  Iraq's  Saddam 
Hussein  has  shown,  a  dictator's  ability  to  survive  isolation  is 
often  underestimated.  In  this  situation,  Milosevic  would  hang 
on,  Ser'bia  would  be  quarantined,  and  a  humbled  nato  would 
ease  its  pangs  of  conscience  by  pouring  miUions  into  human- 
itarian aid  for  displaced  Albanians  in  Southern  Europe. 
But  there  is  still  the  possibihty  that  all  the  parties  in- 


volved could  return  to  the  negotiating  table.  In  this  situation, 
Russia  would  ))lay  a  key  role  as  peace  broker:  Milosevic 
himself,  now  branded  as  a  war  ciiminal,  may  never  again  be 
able  to  bargain  face-to-face  with  the  U.  S. 

But  Russian  Prime  Minister  Yevgeny  M.  Primakov  or  one 
of  his  aides  could  negotiate  on  behalf  of  Milosevic.  Since 
Russia  is  desper-ate  to  overcome  its  post-cold-war  impotence, 
it  could  gain  mileage  by  playing  the  peacemaker  role.  U.  S.  of- 
ficials say  that  if  Primakov  can  broker  a  pact  that  keeps 
alive  the  issue  of  an  Albanian  ethnic  enclave,  a  Russian  res- 
cue could  be  a  plus. 
"We  believe  Kosovo 
should  be  an  au- 
tonomous region  of  Ser- 
bia," insists  a  senior 
Administration  official. 
Yet  any  enclave  the  Al- 
banians do  secure 
would  be  fragile  and 
need  massive  support 
from  the  allies. 

If  neither  of  these 
alternatives  plays  out. 
escalation  of  the  war  is 
almost  inevitable.  Some 
(iop  hawks  and  formei 
military  officials  now 
think  that  the  West 
has  boxed  itself  in  to 
future  ground  war  ir 
the  Balkans.  Othei-wise 
NATO's  humiliatior 
could  fatally  weaker 
the  alliance.  And  as  ev 
idence  of  mass  kilHnj 
mounts,  hawks  an 
talking  of  an  allied  in 
vasion  as  the  only  waj 
to  halt  the  carnage 
"It's  time  to  stop  treat 
ing  Milosevic  as  a  negotiating  partner  and  time  to  star 
treating  liim  as  the  enemy,"  insists  former  Defense  Secretary 
Frank  C.  Carlucci. 

For  now,  Clintonites  are  resisting,  reckoning  that  U.  S 
public  opinion  won't  support  such  action.  "The  Pi'esident  is  de 
termined  to  continue  a  systematic  air  campaign,"  an  Admin 
istration  official  says,  expressing  gi"ave  doubts  that  "sendinj 
in  ovei'  100,000  [troops]  to  occupy  Kosovo  and  Yugoslavia  it 
the  coiTect  way  to  move  foi-ward." 

As  matters  now  stand,  only  the  disco veiy  that  the  Serbi 
have  herded  large  numbers  of  Kosovar  civilians  into  con 
centration  camps  could  persuade  the  allies  to  budge  fron 
this  position.  That  means  the  West  may  be  in  for  weeks  o 
months  of  indecisive  but  bloody  action  in  the  Balkans. 

By  Lee  Walczak  i)i  Washington 
with  John  Rossant  in  Rom 


HOMELESS 

As  Kosovar  refugees  flood  into 
neighboring  Balkan  countries, 
the  prospect  of  a  secure 
homeland  looks  bleak-and 
prolonged  fighting  looks  likely 
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Just  Like  Everyone's  Kids: 
Above  Average 


A  Report  Card  For  American  Century  Funds 


American  Century 
Income  &  Growth 

I  Year         o  Years        5  Years      Life  of  Fund      Moriuii^^star  Rating 

27.7°/°    28.7°/°   23.7°/°    21.9°/°  ***** 
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American  Century 
Equity  Growth 

1  Year         3  Years        5  Years      Life  of  Fund     Monungstar  Rating 

25.5'«   29.5*   23.9*    W  ***** 

LiPPER  Growth                r\r\  no/           oo/  1 
Funds*                       22.^°      Ill''  1( 

3.6*    16i»  N/A 

Average  annual  total  returns  and  Morniiigstar  performance  ratings  as  of  December  31,  1998.  Funds  rated  for  tlie  overall 
and  3-\/enr  period  among  2,802  domestic  stocl<  funds  and  for  die  5-i/ear  period  among  1,702  domestic  stock  funds. 


Outperforming  the  majority  of  your  peers 
is  something  to  be  proud  of.  According  to 
Lipper,  Inc.,  American  Century's  hicome  & 
Growth  Fund  and  Equity  Growth  Fund 
have  done  just  that  for  all  time  periods. 
Plus,  Morningstar  rates  these  funds  among 
the  top  10%  of  domestic  stock  funds  for 


risk-adjusted  performance.  And  while  past 
performance  doesn't  guarantee  future 
results,  these  two  investment  opportunities 
have  a  history  of  getting  good  report  cards. 
For  more  information  about  these  funds, 
ask  your  investment  professional  or  contact 
American  Century 


Please  ask  for  a  prospectus  with  more  complete  information,  including  charges  and  expenses.  Be  sure  to  read  it 
careftdly  before  you  invest  or  send  money.  Naturally,  past  performance  can't  guarantee  future  results. 

Morningstar  pmprictary  ratings  reflect  risk-adjusted  performance  for  Investor  Class  Shares  as  of  12/31/98.  These  ratings  may 
change  monthly,  and  arc  calculated  from  the  fimd's  three-,  five-  and  ten-year  (when  available)  average  annual  total  returns  in 
excess  of  90-day  Treasury  bill  returns,  with  appropriate  fee  adjustments  and  a  risk  factor  reflecting  fimd  performance  below 
90-day  Treaswy  bill  returns.  Income  and  Growth  and  Equity  Growtli  have  five-star  ratings  for  three  and  five  years  out  of  2,802 
and  1,702  domestic  stock  funds.  The  top  ten  percent  ofthefimds  in  an  investment  category  receive  five  stars. 

'For  the  period  ending  December  31,  1998,  as  provided  by  Lipper,  Inc.  Data  quoted  represents  past  performance.  Investment 
return  and  principal  value  will  fluctuate,  and  redemption  value  may  be  more  or  less  titan  original  cost.  Funds  Distributor,  Inc. 
©1999  America}!  Century  Services  Corporation  '  bwk427-iid 
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;  the  gteens,  the  reds 


Introducing  color  Palm-size  PCs 
powered  by  Windows  CE. 

Face  it,  color  communicates.  It  makes  it  easier  for  you  to  read  and 
understand  information.  Witli  new  color  Palm-size  PCs,  you  can: 

■  Clearly  view  and  use  your  Pocket  Outlook-  information:  Update 
your  calendar,  review  your  task  list,  read  e-mail,  look  up  phone 
numbers  and  addresses. 

■  Show  color  photos*  to  colleagues  or  use  color  maps  when 
you  travel. 

■  Capture  a  voice  note  or  listen  to  music. 

■  Customize  your  Palm-size  PC  by  adding  all  the  applications 
and  information  you  need,  with  up  to  16  MB  of  memory  and 
expandable  storage. 


Powered  by 


There's  more.  Palm-size  PCs  are  a  great  way 
to  take  your  Windows'-based  information 
with  you.  Simply  connect  your  Palm-size  PC 
with  your  desktop  PC  to  automatically  update  any  changes. 
And,  it's  familiar,  if  you  know  Windows,  you  know  Windows  CE. 


Color  Palm-size  PCs  powered  by  Microsoft® 
Windows  CE  are  available  from  several 
manufacturers,  at  CompUSA,  Circuit  City  and 
other  retailers,  starting  at  just  $449.  So  don't 
sing  the  hard-to-view  Blues,  see  the  clear 
benefits  of  color,  today. 


www.microsoft.com/windowsce/color 
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olof  photos  can  be  viewed  by  many  third-party  software  applications.  Image  Expert"**  CE  from  Sierra  Imaging.  Inc.  was  used  in  this  advertisment.  ©  1999  Microsoft  Corporation.  All  rights  reserved.  Microsoft,  Where  do  you  want  to 
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1  change  the  way  the  world  feeds,  clothes,  and  heals  itself 


ike  any  farmer,  Rod  Gangwish  of  Shelton,  Neb.,  is  a 
hard-nosed  businessman,  wary  of  latching  on  to  what 
somebody  says  is  the  next  big  thing  in  agi'o  tech.  So 
when  the  fii'st  com  seeds  genetically  engineered  to  resist 
pests  were  released  in  1997,  Gangwish  proceeded  slowly. 
I  For  a  year,  the  third-generation  farmer  cultivated  a 
,11  test  plot  on  his  1,500-acre  spread  to  And  out  whether  the 
1  could,  as  advertised,  repel  a  pest  called  the  Eui'opean  com 
ir  without  cutting  his  yield.  Gangwish,  like  all  fai'mers,  had 
lake  a  calculation:  The  new  seeds  would  cost  more,  but  he 
lid  save  on  pesticides. 

'he  48-year-old  farmer  was  won  over.  He  defeated  the  com 


borer  and  got  a  bit  more  yield  out  of  the  biotech  com.  Pleased 
with  the  results,  he  began  planting  the  seeds  on  one-third  of 
his  acreage  last  year.  Now,  as  spi'ing  planting  approaches  the 
Great  Plains,  Gang-wish  is  experimenting  with  a  soybean  de- 
signed to  resist  powerful  weed-killing  hei'bicides.  "The  ciuTent 
trends  in  biotechnology  are  the  greatest  thing  since  hybrid 
corn,"  he  says. 

Hybiid  crops,  along  with  increased  use  of  fertilizers  and  ir- 
rigation, led  to  the  so-called  green  revolution  in  the  1950s 
and  1960s  in  which  crop  yields  soai'ed  and  hundreds  of  milKons 
of  people  were  saved  from  stai-vation.  Com  yields,  for  example, 
rose  from  20  bushels  per  acre  in  1920  to  120  bushels  per  acre 


Fooling  Mother  Nature 
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today.  Some  researchers  are  worried,  howevei',  that  fmther 
gains  would  be  liard  to  come  by. 

But  breaktln'oughs  in  genetics  have  made  it  ijossible  to  im- 
prove crops  in  ways  conventional  breeders  couldn't  have 
dreamed  of.  After  years  of  reseai'ch  and  a  few  broken  promis- 
es, a  second  gi-een  I'evolution  is  at  hand.  The  gene-splicing 
technology'  that  has  ti'ansfonned  health  care  is  now  being  ap- 
plied to  plants,  and  the  possibilities  are  endless.  With  con- 
ventional breeding,  it  takes  seven  to  eight  years  to  produce  a 
new  plant,  which  may  be  only  marginally  better  than  its 
predecessor  Genetic  engineering  allows  researchers  to  in- 
sert virtually  any  gene  into  a  plant  and  create  a  new  ci'op — 
indeed,  a  whole  new  species — in  nearly  half  the  time.  And  vir- 
tually anything  is  possible. 

Plants  could  be  engineered  to  emit  then-  own  pesticides,  to 
gTow  in  diy  or  salty  soil,  and  to  pi'oduce  food  nutritionally  su- 
perior to  what's  available  today.  Crops  are  being  designed  to 

jjroduce  new  kinds  of 
plastics  as  well  as  vac- 
cines and  foods  that 
can  ward  off  disease. 
This  second  revolution  could  have  an  impact  on  the  entire 
economy,  given  the  more  than  $800  billion  a  year  Ameri- 
cans spend  on  food  alone.  Its  impoitance  was  recognized  by 
federal  Reserve  Board  Chairman  Alan  Greenspan,  who  said 
in  a  Mai-.  16  speech:  "I  cannot  stress  too  much  the  over- 
whelming importance  of  technical  change"  in  faiming. 

"Wliat's  going  on  offers  the  promise  of  curing  disease  and 
growing  more  and  better  food  on  land  in  a  more  sustainable 
way,"  says  Monsanto  Chainnan  Robert  B.  Shapiro.  "We're 
talking  about  three  of  the  largest  industries  in  the  world — 
agi'icultui'e,  food,  and  health — that  now  operate  as  separate 
businesses.  But  there  are  a  set  of  changes  that  will  lead  to 
their  integi'ation." 

The  potential  of  the  scientific  advances  is  strikingly  clear 
But  whether  businesses  can  capitalize  on  this  revolution  is  a 
more  difficult  question.  Investors  and  businesses  seeking 
jjrofits  in  agiiculture  have  been  frustrated  before.  Wliat's 
different  this  time,  however,  is  that  some  of  the  world's 
biggest  companies  have  bet  their  futures  on  the  new  tech- 
nology. Old-line  industrials  such  as  DuPont,  Monsanto,  and 
Dow  Chemical  are  doing  a  fluny  of  agi"o  deals,  scrambling  to 
transform  themselves.  European  drug  comjjanies  such  as 
Novartis  and  Hoechst,  now  merging  with  Rhone-Poulenc, 
are  mshing  in  despite  the  doubts  of  their  home  consumers. 

Tlieb-  efforts  have  led  to  the  ci-eation  of  a  new  industiy:  life 
sciences  (below).  The  first  genetically  engineered  crops  went 
on  the  market  only  five  years  ago,  but  this  year  .50%  of  all 
U.  S.  com,  soybean,  and  cotton  acreage  will  be  tiuned  over  to 
reengineered  crops,  estimates  University  of  Missouii  at  Co- 
lumbia economist  Nicholas  G.  Kalaitzandonakes.  Within 


The  New 
Super  Crops 

As  farmers  rush  to  adopt 
the  first  commercially 
available  bioengineered 
crops,  researchers  are 
developing  others  that 
could  dramatically  change 
farming,  health  treat- 
ment, and  manufacturing: 


1A  piece  of  DNA  with  the  desired 
traits  to  be  added  to  the  plant 
IS  selected.  Then  units  of  ring-shaped 
DNA  called  plasmids  are  pulled  out 
of  a  microbe  called  agrobacterium. 
The  plasmid  ring  is  snipped  open, 
the  DNA  is  inserted  into  the  circle, 
and  the  re-engineered  circle  is  put 
back  into  the  agrobacterium. 


PLANT 
CELL 


NUCLEUS 
CHROMOSOME 


2 A  piece  of  a  leaf  frc 
a  tomato  plant,  for 
example,  is  put  into  a  so 
with  the  agrobacteriun' 
which  hooks  on  to  one 
leaf's  plant  cells.  The  a 
plasmid  transfers  the  [ 
into  the  plant  cell. 


five  years,  the  market  for  genetically  engineered  agiicultura 
and  food  products  is  expected  to  hit  $20  billion,  up  fron 
over  $4  billion  in  1999.  By  2020,  the  market  could  hit  $75  bil- 
lion, according  to  Zeneca  Group  PLC.  "It's  pretty  likely  that  bj 
the  eai'ly  2000s,  vittually  eveiy  [food]  product  will  have  som« 
element  of  genetic  engineering."  says  Charles  S.  Johnson 
chairman  of  Pioneer  Hi-Bred  International  Inc. 
EUROPEAN  OUTCRY.  It's  not  just  the  coiporate  world  that  ii 
hoping  to  cash  in — plenty  of  entrepreneiu's  are  waking  up  t( 
the  promise  of  agiicultiu'al  biotech.  The  ventui-e  capital  com 
munity,  largely  out  of  the  agincultm-al  sector  since  the  earh 
1980s,  is  raising  $750  inillion,  estimates  Bay  City  Capital  LLC 
one  of  the  largest  players.  Bay  City,  wliich  has  I'eceived  back 
ing  of  $100  million  fi'oiu  Chicago's  savvy  Piitzker  family  for  tw( 
ag  fimds,  is  also  managing  the  North  American  fimd  just  an 
nounced  by  Gilde  Investment  Management  of 
Utrecht,  a  unit  of  the  Dutch  farm 
lender  Rabobank.  (iOde  plans  five  oth- 
er similar-sized  regional  funds. 

But  if  the  potential  rewards 
are  enormous,  the  possible  pitfalls 
are  just  as  significant.  A  major 


A  NEW  DIET  FOR 
ANIMALS  Poultry  and  cattle 
could  soon  be  dining  on  feed 
engineered  to  provide  better 
protein  and  to  help  the  animals 
absorb  phosphorus — which 
could  reduce  feed  costs  and  cut 
the  amount  of  ecologically  dam- 
aging phosphorus  found  in  ani- 
mal waste. 


HERBICIDE  RESISTANCE  In  1996,  Mon- 
santo began  selling  soybeans  genetically 
altered  to  be  resistant  to  the  company's 
popular  Roundup  weed  killer.  Monsanto  and 
Hoechst  also  market  other  herbicide-resistant 
croDS  such  as  corn. 


HEALTHIER  FOODS  DuPont  and  Mens  c 
are  close  to  marketing  soybeans  that  prod 
heart-healthy  oils.  Also  close  to  market  ar 
soybeans  enhanced  to  be  tastier  and  easi( 
digest. 
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pgenic  plants  with  entirely  new  attributes  are 
i  by  splicing  the  gene  of  one  species  onto  another 


3 


The  foreign  DNA  is 
transferred  into  the 
nucleus  of  the  plant  cell, 
where  it  becomes  part  of 
the  plant's  chromosomes. 


le  plant  cell  is  cultivated  until  it  divides  and 
ows  into  new  plants  with  the  alien  DNA  encoded 
lir  genes. 

PETRI  DISH 

LANTS 


possibilities  for  foodstuffs  that  actually  improve  health. 

As  world  population  and  incomes  continue  to  rise,  major 
leaps  in  food  productivity  will  be  critical  to  sustaining  eco- 
nomic gi-owth  in  much  of  the  developing  world.  "The  equation 
doesn't  work  unless  we  get  significantly  more  productivity 
from  the  land  we  have,"  says  DuPont  Chairman  and  ceo 
Charies  0.  HoUiday  Jr. 

But  plant  biotechnology  changes  that  equation.  In  1984,  re- 
searchers working  with  Monsanto  were  able  to  use  a  bac- 
teriimi  as  a  vehicle  for  inserting  a  new  gene  into  a  relative  of 
the  tobacco  plant  (illustration).  The  bacterium,  called  Agrobac- 
terium  tumefaciens,  contains  a  mobile  piece  of  dna  known  as 
a  plasmid  that  can  be  easily  transfeiTed  from  one  organism  to 
another.  Scientists  insert  a  piece  of  dna  with  a  desii-ed  trait — 
insect  resistance,  say — into 


e  plants  with  new  traits  are  then  trans- 
red  to  soil. 


lacklash  has  already  started  in  Europe, 
inhere  fears  of  "Frankenstein  foods"  are  at  a 
ever  pitch.  Public  skepticism  about  government  regulators, 
ombined  with  controversy  over  a  study  that  seemed  to 
laim  that  rats  fed  genetically  modified  potatoes  suffered  im- 
lune-system  damage,  has  stoked  outcries  ft'om  Europeans. 

Even  if  the  new  crops  pass  regulatoiy  muster,  it  is  still  un- 
lear  when  or  how  the  life-sciences  players  wdll  recoup  the  bil- 
ons  invested  in  developing  products.  "If  you  want  to  make 
isulin  in  a  soybean,  you  can  do  it.  Wliether  it  makes  eco- 
omic  sense  is  open  to  question,"  warns  Pioneer's  head  of 
roduct  development,  James  E.  Miller. 

But  two  powerful  factors  are  outweighing  the  uncer- 
ainties.  The  first  is  demogi'aphics.  Over  the  next  40  years, 
!iere  may  be  as  many  as  50%  more  mouths  to  feed,  experts 
redict.  Hugh  Grant,  co-president  of  Monsanto's  agi'iculture 
unit,  figures  farmers  would  have  to  pro- 
^#  duce  75%  more  food  per  acre  under  cur- 

jj^  rent  conditions — hardly  a  prescription  for 

^  a  sustainable  environment.  At  the  same 
"  I    time,  aging  populations  put  increasing 
A  strains  on  medical  systems,  opening  up 


the  plasmid,  and  then  al- 
low the  bacteiium  to  in- 
fect a  plant.  The  plasmid 
transfers  the  foreigii  dna 
to  the  plant  cell.  The  al- 
tered plant  cell  then  repli- 
cates itself,  and  a  new 
transgenic  species  is  bom. 

The  bioengineering  of 
new  species  has  led  to  a 
seismic  shift  in  agi-icultiu'e. 
One  of  the  fu"st  commercial 
genetically  engineered  prod- 
ucts was  Calgene's  Flavr 
Savr  tomato,  introduced  in 
May,  1994,  with  a  gene  in- 
serted to  slow  the  ripening 


LIFE  SCIENCES  ? 


How  did  a  group  of  lum- 
bering chemical  and  agri- 
culture giants  suddenly 
become  "life-sciences" 
companies?  Monsanto 
and  Novartis  both  claim 
to  have  invented  the 
moniker,  coined  in  1996. 
"Plant  sciences"  no 
longer  seemed  broad 
enough  to  describe  the 
revolution  in  plant  genet- 
ics. Then,  too,  "life  sci- 
ences" might  just  sound 
sexier  to  investors. 


process  so  the  tomato  could 

stay  on  the  vine  longer.  The  tomato  was  a  flop,  in  pait  because 
of  its  Mgh  cost.  Two  yeai's  later,  though,  scientists  at  Monsanto 
Co.  engineered  a  hit:  a  soybean  designed  to  withstand  heavy 
dousings  of  Monsanto's  blockbuster  weed  killer,  Roundu]3. 
Roundup  kills  weeds  by  inhibiting  the  creation  of  an  enzyme 
that  is  critical  for  plant  gi-owth,  but  it  can  stop  crops  dead  in 
theii-  tracks  as  well.  Monsanto  scientists  introduced  a  gene  that 
makes  soybeans  resistant  to  the  herbicide  so  it  can  be  freely 
applied  to  weeds  without  harming  crops. 
BUG-PROOF  COTTON.  In  the  past  two  yeai's,  the  Roundup-re- 
sistant gene  has  been  inserted  into  cotton  and  com.  The  Uni- 
versity of  Missouri's  Kalaitzandonakes  figures  the  use  of 
Roundup-i'esistant  soybeans  alone  could  save  famiers  as  much 
as  $1  billion  a  yeai*  in  herbicide  costs.  At  the  same  time,  sci- 
entists at  Monsanto  and  other  comj^anies  have  successfully  in- 
serted a  pest-fighting  gene  from  a  bacterium  found  in  soil 
called  Bacillus  thuringiensis  into  cotton  and  other  crops.  Tlie 
gene  creates  a  protein  that  is  deadly 


1  KILLERS  Since 
farmers  have  been  plant- 
ton  containing  a  gene 
bacterium  deadly  to  the 
i  bud  worms.  Corn  and 
s  have  also  been  created 
!g-killing  genes. 


DISEASE  FIGHTERS  ELM  and 

others  are  designing  tomatoes  with  high 
levels  of  possible  cancer-fighting  sub- 
stances and  corn  and  soy- 
beans that  can  be  used  to 
produce  hemoglobin. 
DuPont  is  studying 
isoflavones,  components 
of  soy  that  may 
impede  heart 
disease. 
Bananas  or 
potatoes  that 
can  deliver  a 
dose  of  vaccine 
are  in  the  works 


MANUFACTURING  Monsanto 
is  working  on  cotton  that  pro- 
duces fibers  in  blue  and  khaki. 
A  DuPont  microbe  helps  make  a 
super-resilient  polyester,  while 
Cargill  and  Dow  plan  to  get 
plastics  from  corn. 
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Ingersoll-Rand's  Schlage®  locks  offer 
maximum  security  to  keep  families 
free  from  fear  of  home  invasion.  This 
is  the  reason  that  Schlage  is  the 
leader  in  consumer  and  commercial 
architectural  hardware  markets. 
Leading  brands  such 
as  Schlage  typify  our 
company  today.  Well 
recognized  names,  such  as  Torrington® 
and  Ingersoll-Rand",  have  been 
combined  with  value-added 
acquisitions  such  as  Bobcat- ,  Club  Car'^ 
Thermo  King'-'  and  Blaw-Knox'-'. 

Our  corporate  portfolio  is  now  made 
up  of  powerful  industrial  and  commercial 
brands  offering  an  enormous  variety 
of  products  and  services.  Around  the 


■  niilliotis  f>f  dollars 


millinin  ofdnllctrs 


world,  these  brands  are  recognized  as 
market  leaders.  They  provide  excellent 
growth  opportunities  along  with  the 
prospect  of  earnings  consistency. 

The  result  of  our  aggressive  attitude 
toward  change?  1998  marked  Ingersoll- 
Rand's  fifth  consecutive  year  of  record 
earnings.  And  the  trend  continues. 

Ingersoll-Rand  is  a  fundamentally 
different  company.  Better.  Stronger.  And 
more  dynamic. 

Write  Ingersoll-Rand,  200  Chestnut 
Ridge  Road,  Woodcliff  Lake,  NJ  07675. 
Or  visit  us  at  www.ingersoll-rand.com. 
Our  NYSE  symbol  is  IR.  Discover 
the  feeling  of  being  safe  and  secure. 


For  families  everywhere,  the 
Schlage  brand  has  become 
synonymous  with  security. 
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NEBRASKA  CONVERT 

War\' at  first.  Rod 
Gangwish  now  plants 
reengineered  com  seed 
\\idely  on  his  acreage 

to  ceitain  insects — reducing 
or  eliminating  the  need  for 
pesticides. 

The  success  of  these  ear- 
ly bioengineered  crops  re- 
shaped the  industiy.  In  the 
past  thi-ee  yeai-s,  Monsanto 
has  shucked  its  once-core 
chemical  unit  and  paid  $8 
billion  to  buy  up  a  number 
of  big  seed  companies.  Not 
to  be  outdone,  on  Mar.  15. 
archrival  DuPont  Co. 
bought  the  SO-^f  it  didn't  al- 
ready own  of  Pioneer  Hi- 
Bred — the  world's  largest 
corn-seed  developer  and 
distiibutor — for  S7.7  bUhon. 
TWIN  TRACKS.  Underlying  the  life-sciences  revolution  is  the  no- 
tion that  biotecluiology.  agricultiu'e,  food,  and  chugs  ai'e  all  con- 
vei'ging.  That's  why  giant  chemical  and  phamiaceutical  com- 
panies, such  as  DuPont.  Monsanto.  Zeneca  Group,  and  Novaitis. 
ai'e  now  working  to  luicover  the  sequences  and  fimctions  of 
genes  in  evei-ytliing  fi-om  humans  to  bacteria  to  plants. 

In  fact,  the  effort  to  midei'stand  the  genes  in  plants  miiroi-s 
much  of  the  work  being  done  to  unlock  the  secrets  of  the  hu- 
man genome.  Pai~adigin  Genetics  Inc..  for  example.  iTin  by  No- 

vartis  veteran  John 
Ryals,  is  ti-ying  to  de- 
cipher the  function  of 
genes  that  make  up 
two  plants:  rice  and  the  weed  Ambidopsis  tlialiaua.  These 
could  then  sen'e  as  the  "laboi-atoi-y  mice"  for  plant  genetic  re- 
seai'ch.  Ryals'  group  has  developed  a  technique  that  blocks 
the  action  of  a  gene  when  it  is  exposed  to  a  certain  chemical 
or  light.  After  the  gene  is  blocked,  tests  are  done  to  see  how 
the  plant  fimctions  without  it.  By  analyzing  the  results,  sci- 
entists can  find  out  if  a  gene.  say.  leads  to  production  of  a  pro- 
tein critical  to  the  sui-xival  of  the  weed.  If  so.  blocking  that 
protein  could  lead  to  a  new  herbicide. 

In  the  seai'ch  for  useful  genes,  the  big  life-sciences  companies 
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ai-e  going  into  overdiive.  Pi- 
oneer has  sequenced  thi'ee- 
fomths  of  the  80,000  genes 
in  com  and  should  complete 
the  job  within  five  yeai's. 
The  startup  Mendel  Bio- 
technology Inc.,  in  which 
Monsanto  and  Mexico's  Em- 
presas  La  Moderna — the 
world's  largest  fruit-  and 
vegetable-seed  developer- 
hold  stakes,  is  trying  to 
identify  the  15%  of  aU 
genes  that  control  other 
genes,  pro\iding  a  key  tool 
to  manipulate  traits.  "It's  a 
reasonable  goal  that  we  will 
know  the  fimction  of  all 
genes  in  plants  within  10 
years."  predicts  Men- 
del Chairman  Chris  S. 
Somenille. 

Once  the  function  of 
gene  is  known,  reseai'chere 
want  to  be  able  to  turn  it 
on  and  off  at  will.  Another  startup,  Sangamc  Biosciences 
Inc.  in  Riclmiond,  Calif.,  is  ti-ying  to  develop  a  "master  key' 
to  switch  any  gene  on  or  off.  The  company  is  designing  so 
called  transcription  factors,  the  proteins  that  regulate  genes 
One  potential  use  for  these  substances  would  be  to  control  the 
timing  of  flowering  and  finit-beaiing 

AH  these  advances  could  also  \ield  a  big  payoff  for  con- 
sumers in  the  foiTn  of  more  nutritious  foods.  The  next  few 
yeai-s  will  see  a  flmiy  of  com-  and  soybean-oil  products  with 
heail-healthy  oils,  some  of  them  processed  into  food  additives 
or  diet  supplements.  At  Novaitis'  Agiicultm'al  Discoveiy  In 
stitute  being  set  up  in  La  Jolla,  CaHf.,  with  an  investment  o: 
.S600  million  over  the  next  10  yeai's,  scientists  ai-e  working  to 
reduce  food  allergies  caused  by  proteins  that  ai'en't  digested.  If 
genes  could  be  inserted  to  relax  the  tightly  wound  proteins,  the 
theoiy  goes,  the  body  could  chop  them  into  productive  amino 
acids.  DXAP  Holding  Coip..  the  reseai'ch  ann  of  el.m.  is  tning 
to  genetically  alter  bananas  to  waixl  off  the  liighly  damaging 
"black  figatoka"  rot.  Fuither  out.  though,  it  has  its  eye  on  a 
bigger  piize:  inserting  a  gene  to  heighten  the  tomato's  ly- 
copene  content.  Lycopene  is  a  natm-ally  occiming  chemica 
believed  to  be  effective  in  preventing  several  types  of  cancer 
Given  their  industrial  heritage,  it's  not  sui-prising  tha 

Dow  Chemical  Co.  anc 

THE  RAGE  IS  ON 

Without  higher  fields 
from  gene  science, 
farm  producti\it>'  viiW 
trail  population  gains 


DuPont  are  pushing 
into  another  fi'ontier- 
producing  industria 
fibers  fi"om  transgenic 
corn  and  other  crops 
and  engineered  bacte- 
ria. Perhaps  more 
promising  ai-e  efforts  to  use  biotech  to  produce 
materials  otherwise  unavailable.  For  40  years 
DuPont  has  sought  an  economical  way  to  make 
!(:;t.  a  lab-produced  polyester  fabric  five  times  mon 
resihent  tlian  petrochemical-based  polyester  No\i 
they  ai'e  engineering  E.  coli  bacteria  to  make  it 
Commercial  sales  could  start  in  tltree  years. 
SURPRISE  DELIVERY.  All  these  scientific  advances 
will  mean  little  if  consumers  reject  transgeni( 
plants.  Protesters  in  Em-ope  have  torched  Iris! 
potato  fields  and  dumped  a  truckload  of  genetical 
ly  engineered  soybeans  on  the  steps  of  10  DowTiini 
Street  in  London.  A  consortium  of  seven  leadinj 
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The  1999  Business  Week  Technology  Leadership  Summit 
is  designed  for  senior  technology  leaders  and  other  execu- 
tives who  need  to  integrate  business  strategies  through 
technology.  Key  executives  from  leading  firms  will  drive  in- 
depth  strategy  workshops  designed  to  help  you  make  sense 
of  your  technology  challenges  and  business  opportunities. 
We've  stripped  away  the  visionary  rhetoric  and  the  empty 
promises  to  create  a  single  day  full  of  real-world  value. 

You'll  work  with  industry  analysts,  financial  specialists, 
marketing  and  technical  specialists  to  learn  how  e-business 
customers  and  suppliers  are  changing  IT  and  how  IT  has  the 
power  to  create  new  business  opportunities  for  you. 

In  addition  to  this  hands-on  learning,  you'll  have  a  chance 
to  hear  Chuck  Martin,  author  of  Net  Future,  and  take  home 
a  copy  of  his  book.  You  may  even  wind  up  with  a  tote  bag. 

Limited  Reservations  Available. 

In  order  to  make  this  a  valuable  experience  for  each 
executive,  conference  attendance  will  be  strictly  limited.  To 
reserve  your  place  or  for  more  information,  visit  our  website: 

http://conferences.businessweek.com/1999/ctls/ 

You  can  also  call  Julie  Terranova  at  1-800-682-6007,  e-mail 
her  at  julie_terranova@businessweek.com,  or  contact  fax-on- 
demand  at  1-800-682-6007,  document  #90. 
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WILL  THEY  BUY  IT? 

Monsanto's  Shapiro 
must  convince  U.S. 
farmers  tliat  overseas 
resistance  will  fade 


European  supermar- 
ket chains  in  mid- 
March  agreed  to  drop 
all  piivate-label  goods 
containing  genetically 
modified  products. 

Even  more  worri- 
some to  business  executives  and  U.  S.  trade  offi- 
cials is  a  patchwork  of  inconsistent  European 
Union  regulations.  The  eu  has  appi'oved  U.  S. 
imports  of  a  herbicide-resistant  soybean  and  four 
varieties  of  insect-  or  herbicide-resistant  corn. 
But,  because  several  varieties  of  still-unapproved 
U.  S.  corn  varieties  are  mixed  in  with  the  ap- 
proved commodities,  Europe  has  blocked  all  ship- 
ments. "There  has  been  a  real  reluctance  on  the 
part  of  officials  to  show  any  leadership  on  these 
issues,"  complains  Timothy  .J.  Galvin,  the  Agri- 
culture Dept.'s  administrator  for  foreign  service. 
SUPERWEEDS?  Most  scientists  believe  consumers' 
fears  have  little  basis  in  fact.  There's  no  evi- 
dence yet  that  any  of  the  foods  now  on  the  mar- 
ket are  unsafe.  Most  of  the  modifications  encode 
for  proteins  that  either  don't  end  up  in  the  food 
part  of  the  plant  or  are  digested  like  any  other 
protein.  Critics  fret,  however,  that  some  people  could  be  al- 
lergic to  the  added  proteins. 

There  is  gi-eater  concern,  however,  about  the  possible  effect 
of  transgenic  crops  on  the  environment.  In  the  constant 
struggle  between  humans  and  nature,  insect-resistant  plants 

could  lead  to  the  ap- 
pearance of  even 
tougher  insect  pests. 
Genes  to  resist  insects 
or  pesticides  might  also  find  their  way  into  wild  species, 
leading  to  the  creation  of  superweeds. 

It  doesn't  help  that  the  giant  agi'ochemical  firms,  already 
living  down  a  pollution-laden  legacy,  have  become  .symbols  for 
all  that  is  wrong  with  Big  Science  and  Big  Business.  "The  re- 
action in  Eui'ope  is  a  lot  like  the  religious  fLmdamentalists  in 
other  countries,"  snaps  Novartis  President  Daniel  Vasella. 


Special  Report 


A  Who's  Who  of  Life  Sciences 


COMPANY 

STRATEGY 

ASTRAZENECA 

Merger  of  Zeneca  with  drugmaker  Astra  creates  a  life-sciences  company 
focusing  on  both  pharmaceuticals  and  genetically  engineered  crops 

AVENTIS 

A  new  life-sciences  operator  to  be  created  this  year  by  the  merger  of  Hoechst  and 
Rhone-Poulenc,  Aventis  will  divest  its  chemicals  businesses 

DOW  CHEMICAL 

Playing  catch-up  to  industry  leaders,  Dow  wants  to  focus  on  improved  crops  and 
industrial  applications  such  as  creating  plastics  from  corn 

DUPONT 

Plans  to  use  cash  generated  by  slower-growing  businesses  like  polyester  and  chemi- 
cals to  fund  aggressive  investments  in  life  sciences 

EMPRESAS  LA 
MODERNA 

A  growing  force  in  the  industry,  Mexico's  ELM  wants  to  play  on  its  strength  in 
vegetable  and  fruit  seeds  by  developing  products  with  better  nutritional  value,  taste, 
or  longer  shelf  life 

MONSANTO 

The  most  aggressive  dealmaker  in  life  sciences,  Monsanto  is  focusing  exclusively  on 
agriculture,  drugs,  and  food  after  the  spin-off  of  its  chemical  business  in  1997 

NOVARTIS 

Considered  the  sleeping  giant  in  life  sciences,  Novartis  is  looking  to  develop  new 
biotech  crops  and  leverage  the  company's  nutrition  business  by  introducing 
disease-fighting  cereals  or  seeds 

SOURCE;  COMPANY  REPORTS,  BUSINESS  WEEK 

Whether  the  protests  are  well-founded,  they  are  makini 
farmers  wary.  David  Lehs,  who  grows  corn  and  soybeans  ii 
Independence,  Iowa,  is  a  believer  in  genetically  engineere< 
seeds.  But  he  isn't  wilUng  to  make  a  wholesale  changeover  un 
tU  a  basic  question  is  answered:  "Can  we  sell  oui*  crops  in  Eii 
rope  or  South  America  or  -Japan?"  he  asks. 

In  the  U.  S.,  meanwhile,  there  are  mounting  concerns  abou 
the  concentration  of  power  witliin  agiicultiu'e.  Regulators  ant 
food-poHcy  officials  ab'eady  ai'e  ch-awing  an  antilogy  between  Mi 
crosoft  Coip.'s  dominance  in  soflwai'e  operating  systems  and  th 
life-sciences  companies'  control  of  seed  technology.  Agiicul 
tui'e  Secretaiy  Daniel  R.  Gliclonan  wonders  whether  the  com 
panies  should  be  forced  to  release  genetic  information  abou 
plants  into  the  public  domain.  (An  interview  with  Ghckman  i 
available  at  www.businessweek.com.)  And  there  are  wonie 
that  the  life-sciences  giants  vrill  be  concerned  only  about  th- 

richest  markets  and  wealth 
iest  farmers  while  the  de 
veloping  world  goes  hungi^ 
"There  are  very  seriou^ 
questions  whether  biotecl 
advances  will  be  to  the  pub 
lie  good,"  warns  Ismail  Ser 
ageldin,  chairman  of  thi 
World  Bank's  Consultativ' 
Group  on  Internationa 
Agiicultiu'e  Research. 

As  with  so  much  on  th 
futuristic  edge  of  science 
however,  the  biggest  stum 
bling  block  may  be  the  bot 
tom  line.  Before  the  life 
sciences  companies  cash  ir 
new  food-distribution  meth 
ods  and  safeguards  need  t 
be  put  into  place  linkinj 
labs,  farmers,  grain  han 
dlers,  and  processors.  Sep 
arating  genetically  engi 
neered  crops  fi"om  natm-e' 
own  is  alone  an  enormou 
task — and  a  critical  on' 
should  labeling  regulation 
become  widespread.  Deter 
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mining  who  along  the  chain  extracts  financial  value  is  keeping 
the  number-crunchers  hard  at  work. 

Wary  of  biotech's  decades  of  over-promising  and  under-de- 
livering new  pharmaceuticals,  a  number  of  life-sciences  ex- 
ecutives are  cautious  about  promising  quick  returns  (box). 
DuPont  has  even  decided  to  hold  on  for  now  to  some  slow- 
gi'owing  chemical  and  fiber  businesses  for  the  rich  cash  flow 
they  generate,  bucking  the  industry  trend.  Pioneer  Chainnan 

Johnson  has  long 
warned  that  many 
hurdles  remain  before 
the  new  reseai'ch  pays 
off.  "It  is  a  vei7  difficult  challenge,"  he  says,  "to  identify  what 
characteristics  to  put  into  a  plant  and  to  create  a  difference 
that  someone  will  pay  for." 

Still,  for  the  fledgling  industry,  there  are  encoui'aging  signs 
that  a  strategic  model  is  taking  shape.  Analysts  and  rivals 
suggest  that  one  of  the  eai'ly  shrewd  moves  is  a  new  joint 
ventui'e  between  Monsanto  and  giant  gi-ain  processor  Cargill 
Inc.  to  design  and  produce  enhanced  animal  feed.  The  new 


Special  Report 


company,  called  Renessen,  is  designed  to  draw  upon  Cargill's 
huge  distribution  capabilities  and  Monsanto's  raw  science. 

Meantime,  other  links  in  the  distribution  chain  ai-e  evolving. 
Archer  Daniels  Midland  Co.  has  developed  handling  and  sep- 
ai'ation  technology  that  will  enable  it  to  contract  with  fanners 
this  year  to  export  100  million  bushels  of  specialty  grains. 
Equipment  makers  Deere  &  Co.  and  Case  Corp.  are  design- 
ing sensing  devices  to  let  fanners  monitor  protein  and  oil  con- 
tent, an  increasingly  important  task  as  processors,  food  com- 
panies, and  regulators  require  documentation  of  every 
component.  "I  can't  think  of  any  industiy  where  bigger  bets 
are  being  placed,"  says  Case  President  Steven  G.  Lamb. 

The  stakes  are  only  going  to  be  higher.  Competitors  in  the 
life-sciences  industiy  are  convinced  they  are  poised  to  deliv- 
er long-promised  healthier,  safer,  more  productive  crops.  Now 
they  just  have  to  persuade  the  world's  farmers  and  con- 
sumers to  buy  them. 

By  Richard  A.  Melcher  in  Chicago  and  Amy  Barrett  in 
Philadelphia,  with  John  Carey  in  Washington,  Geri  Smith  in 
Mexico  City,  Jack  Ewing  in  Frankfurt,  and  bureau  reports 


rNVESTORS,  DON'T  SOW  YOUR  SEEDS  TOO  SOON 


To  hear  DuPont  and  Monsanto 
tell  it,  the  life-sciences  business 
has  limitless  potential.  But  for 
those  looking  for  an  opportunity  to 
invest,  the  key  word  is  "potential" — 
the  big  payoff  from  biotech  agricul- 
ture will  likely  be  years  in  coming. 
Investors  need  to  pick  players  that 
not  only  have  an  edge  in  developing 
genetically  engineered  products  but 
also  have  solid  growth  in  other,  less 
glitzy  businesses. 

The  Hfe-sciences  company  best 
able  to  fill  both  halves  of  that  equa- 
tion is  Monsanto.  It  is  the  clear 
leader  in  biotech  crops,  but  more  im- 
portant, Monsanto's  traditional  drug 
business  is  getting  a  big  boost  from 
its  hot  new  arthritis  treatment,  Cele- 
brex. Merrill  Lynch  &  Co.  analyst 
John  E.  Roberts  figui*es  Celebrex 
wiW  hit  $2  billion  in 
sales  by  2002.  Com- 
bine that  with  the 
sti'ong  ag  business, 
and  Roberts  expects 
Monsanto's  earnings 
per  share  will  soar 
88%  this  year  and 
33%  in  20*00,  to  75(Z 
and  $1,  respectively. 
The  stock  now  trades 
around  $46  per  share, 
but  Jeffi-ey  Cianci, 
portfolio  manager  at 
Jesup  Capital,  says  a  fairer  price  for 
Monsanto  would  be  .$70. 
HEADWi^^D.  The  outlook  is  not  so 
rosy  foi  life  sciences  companies  that 
still  have  a  big  stake  in  cyclical 
businesses.  Dul'ont  Co.  generates 
just  under  14%  of  its  $25  billion  in 
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annual  revenues  from 
life  sciences.  To  give 
Wall  Street  a  better 
handle  on  the  returns 
of  its  new  ventures, 
DuPont  announced 
plans  in  March  to  cre- 
ate a  tracking  stock 
for  its  life-sciences 
business.  But  Merrill's 
Roberts  says  that 
DuPont's  current 
share  price  of  about 
$57  already  places  a 
fair  valuation  on  both  life  sciences 
and  other  operations. 

Dow  Chemical  Co.  is  also  facing 
heavy  pressure  in  commodity  chemi- 
cal businesses — with  no  upturn  in 
sight.  While  Dow  management  is  do- 
ing a  good  job,  HSBC  Securities  ana- 
lyst Paul  T.  Leming 
notes:  "The  question 
is  how  long  it  takes — 
one,  two,  or  three 
years — before  the 
wind  is  at  their  back 
instead  of  in  their 
face." 

Pharmaceutical 
companies  tiying  to 
break  into  life  sci- 
ences at  least  have 
the  advantage  of  a  ro- 
bust underlying  indus- 
try. But  they  still  need  enough  new 
drugs  in  the  pipeline  to  support 
gi'owth  until  agro-tech  investments 
kick  in.  Sanford  C.  Bernstein  ana- 
lyst Dr.  Terrence  W.  Norchi  has  a 
hold  rating  on  Novartis,  even  though 
the  stock  is  trading  at  more  than  a 
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20%  discount  to  its  ri- 
vals. Norchi  worries 
that  because  Novartis 
doesn't  have  a  stellar 
pipeline  of  new  drug 
and  ag  products,  an- 
nual sales  and  earn- 
ings could  grow  only 
5%  and  8%  respec- 
tively over  the  next 
five  years. 

The  merger  of 
Zeneca  Group  vdth 
Swedish  competitor 
Astra  to  form  AstraZeneca  PLC  may 
offer  investors  a  better  option.  Ana- 
lyst Viren  Mehta  of  Mehta  Partners 
LLC  expects  the  combined  company 
to  generate  significant  cost  savings. 
Zeneca's  stock,  currently  at  $48  a 
share,  is  under  pressure  on  Wall 
Street  assumptions  that  Astra's  $5 
billion  ulcer  drug  Prilosec  will  face 
swift  competition  from  generic 
knockoffs  when  its  U.S.  patent  ex- 
pires in  2001.  But  Mehta  expects  a 
string  of  secondaiy  patents  to  keep 
rivals  at  bay  for  a  while. 

There  is  less  enthusiasm  for  the 
other  pending  life-sciences  merger — 
Hoechst  and  Rhone-Poulenc.  The 
new  company,  Aventis,  plans  to 
dispose  of  its  chemical  businesses, 
but  that  could  take  some  tim.e. 
Aside  from  Hoechst's  $470  million 
allergy  dinig  Allegra,  Mehta  doesn't 
see  any  stars  in  the  two  companies' 
drug  lineups  in  the  near  term. 
And  that  could  well  outweigh  any 
jazzy  new  engineered  crops  in  the 
labs. 

By  Amy  Barrett  in  Philadelphia 
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The  new  business  platform 

START 

leading  the 
e-business 
revolution. 


Don't  miss  the 
only  electronic 
business  event 
for  business 
and  technology 
managers. 

It's  a  once-in-a- 
lifetime  opportunity 
to  supercharge  every 
business  process 
and  relationship  you 
rely  upon.  To  antici- 
pate your  future  and 
to  build  an  organiza- 
tion so  profoundly 
responsive,  it  can 
handle  any  future. 

Now  is  the  time 

to  understand 
electronic  business: 
its  strategies, 
solutions,  next-  M 
generation  business 
practices  and,  above 
all,  its  implications. 
And  now  there  is  a 
single  source  for 
the  insights  that 
can  enable  your 
electronic  business  | 
revolution: 

eBusiness 
Conference  a 
and  Expo  1| 

June  8-10,  1999 

San  Jose 

Convention 

Center, 

San  Jose, 
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Web  and  Internet 
technologies  will 
transform  every 
aspect  of  how 
you  compete. 

They'll  help  you  reach  new 
markets,  deepen  customer 
relationships,  leverage 
knowledge,  compress  time-to- 
market,  strengthen  your  supply 
chain,  and  more  -  much  more. 
IF  you  know  why  and  how. 
One  conference  shows  you 
why  and  how,  bnnging 
together  leading  practitioners 
and  world  class  expertise  in 
every  electronic  business 
opportunity  that  matters. 

Q  eBusiness  Conference  and  Expo  from  Business  week  and  InformationWeek  ^ 

Discover  the  business  benefits  and  best-practice  techniques  for: 

•  Defining  an  end-to-end  Web  strategy  that  generates  synergy  throughout  the 

enterprise 

•  Deploying  Web-based  collaboration  and  knowledge  solutions  that  supercharge 
your  speed  and  responsiveness 

•  Building  on  e-commerce  extranet  and  intranet  sites  you've  already  deployed, 
to  achieve  greater  ROI  than  ever  before  and  strengthen  customer  relationships 

•  Web-charging  your  key  IT  projects  -  including  data  warehouses  and  data  marts. 
ERP  and  supply  chain  automation,  client/server,  and  network  management 

•  Identifying  emerging  Web  technologies  that  offer  superior  business  value  - 
and  the  best  strategies  for  implementing  them 

•  Securing  your  Web  and  Internet  resources  as  the  business-critical  assets  they 
have  become 


-Business  Technologies  featured  at  eBusiness  Expo 


•  e-Business  services  and  integration 

•  Customer  management  software 

•  Knowledge  management,  business 
intelligence.  OLAP 

•  Applications  development 
(customization) 

•  Management  frameworks  and 
technologies 


•  ERP  supply  chain  systems 

•  Network  security  and  architecture 

•  Internet/intranet/extranet 
(networking)  hardware  and  software 

•  Web  servers  and  related 
technologies 

•  Front  end  Internet  access  techno- 
logies: PCs.  terminals,  browsers 


Start  at  eBusiness  Conference  and  Expo 
June  8-10,  1999,  San  Jose  Convention  Center 

Simply  the  industry's  broadest,  deepest,  most  timely 
executive  briefing  on  electronic  business  strategy  and 
implementation,  featuring  real  world  case  studies. 


CMP 


Real  world  content 
from  a  source  you  trust. 


BusinessWeek 


AND 


Gain  leadership  skills  and  immerse  yourself  in  the 
technologies  of  electronic  business: 

eBusiness  Conference  and  Expo 

June  8-10,  1999,  San  Jose  Convention  Center 

Web  and  Internet  technologies  will  transform  every  aspect  of  how  you  com- 
pete. They  will  help  you  reach  new  markets,  deepen  customer  relationships, 
leverage  knowledge,  compress  time-to-market,  strengthen  your  supply  chain 
and  more.  If  you  know  why  and  how.  Attend  the  eBusiness  Conference,  and 
immerse  yourself  in  the  new  skills  and  technologies  of  electronic  business. 
Meet  the  leaders.  Identify  the  opportunities.  Compare  the  technologies.  Ferret 
out  the  nonsense.  Run  the  numbers.  Make  it  happen.  At  your  personal, 
hands-on  business  school  for  the  next  economy:  eBusiness  Conference 
and  Expo 

Pick  and  choose  from  35  expert  sessions,  organized  into  4  tracks  focused  on 
The  Business  Benefits,  The  Technology  Solutions,  The  Real  World 
Case  studies  and  The  Channel  driving  today's  most  important  electronic 
business  initiatives.  Every  session  is  led  by  expert  practitioners — 
and  crafted  to  deliver  maximum  actionable  information  for  decision-makers. 


Look  Who's  Driving  eBusiness... 

Corporate  activities  experiencing  significant  change  in  their  business 
practices  as  a  result  of  Electronic  Business  opportunities 

Department  H^|H[^H^^^^^^HHH^^^HHHH|  ^ 

Marketing  mmmmmma^^ 

Customer  Service  ^^^^^^^^^^^^^^^^^^^^^^H  38% 

Sales  ^^^^^^^^^^^^^^■  31%. 

^^^^^^^^^^^^^^^^^^^^^^^^^^ 
Operations/Fulfillment  ^^^^^^^^^^^^^^H  28% 

Finance/Accounting  [|||||||||||||||||||||||||||^^  25% 
Management  ||||^||||||||[||||||||||||||[|H 
Purchasing  23% 
Human  Resourses  llllllllllllllllllllll^ 

Distribution  ^^^^HHHj  17% 

Source:  InformationWeek  Research  in 

Production/Manufacturing  ^^^^^H  14%        ""^"'i^*'""  ""^  ^'iSf'Pf:"'' 


H  17% 

^™  Source:  InformationWeek  Research  in 

14%  consultation  with  Fisher  Center,  UC-Berkeley, 

and  IBM.  Survey  of  250  IT  Managers. 


If  you're  in  this  group,  you  need  to  attend  eBusiness  Conference  and  Expo 


•  Executive/Corporate 
Management 

•  CEO,  President,  Vice 
President,  CFO,  COO 

•  Functional 
Management; 
Finance,  Operations, 
Manufacturing, 
Logistics,  R&D,  Sales, 
Marketing,  HR, 
Customer  Service, 
Purchasing 


•  IT  Management 

•  CIO,  IT  Architect,  IT/IS 
Director,  IT/IS 
Manager,  Network 
Manager,  Web 
Manager 

•  Line  of  Business 
Management 

•  VARS/Resellers 

•  IS  Manager,  Web/ 
Intranet/Extranet 


•  Database 
Professional, 
Networking  or 
Telecommunications 
Professional 

•  Systems  Manager, 
Analyst,  Support 

•  Professional 
Consultant/  Integrator/ 
Outsourcer 

•  ISP 


In  just  three 
days,  you'll  gain 
in-depth  practical 
insights  that  could 
take  years  to 
achieve  on  your 
own,  insights 
that  will  supercharge 
every  planning  and 
deployment  decision 
you  make! 

Get  inspired 

by  our  speakers, 
Industry  leaders 
who  have  already 
implemented 
e-Business  strategies: 
CareerPath.com 
Charles  Schwab 
Citigroup 
Day-Timer 
Disney 

Drugstore.com 

E*TRADE 

FedEx 

General  Motors 
Giga  Information 
Group 

Home  Depot 
Hummer  Winblad 
Ventures 
InfoSeek 
Knight-Ridder 
Levi  Strauss 
Lockheed  Martin 
Lycos 

MasterCard 

The  Internet  Alliance 

McKesson  &  Company 

Metal-Site 

Nike 

Onsale 

Paine  Webber 
pcOrder 

Price  Waterhouse 
Coopers 

RSA  Data  Security 
UPS  Worldwide 
Visa  USA 


eBusiness  Conference  and  Expo  I  June  8-10,  1999 

Get  more  information  and  register  online  at  www.ebusinessexpo.com 


ebusiness 

conference  and  expo 

Hie  new  business  platform 
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eBusiness  Conference  an 


MONDAY,  JUNE  7 


The  Business 
Benefits  Track 


For  ' 
Technical  & 
Marketing 
'  Managers 


10:30am-1 1:45am 


1:30pm-2:30pm 


2:45pm-3:45pm 


GENERAL  SESSION 

Panel  Discussion:  Electronic  Business 

and  the  Transformation  of  Your  Enterprise 


Creating  the  Best  Customer 
Experience  on  the  Web 


Defining  Virtual  Logistics  and 
Fulfillment  for  the  Literal  World 


Transforming 
Traditional 
Business 


4:00pm-5:00pm 


The  Revolution  in  Corporate  Structure 


WEDNESDAY,  JUNE  9 


10:15am-1 1:30am 


1:30pm-2:30pm 


2:45pm-3:45,  m 


4:00pm-5:00pm 


URSDAY,  JU 


9:00am-1 0:00am 


10:15am-11:15am 


11:3C.-^n-  ■  0pm 


12:45pm-2. 


GENERAL  SESSION 

Tomorrow's  e-Business: 

Architecture,  Culture,  Security  and  Beyond 


Privacy  vs.  Markets  of  One: 
Where  to  Draw  The  Line? 


The  End  of  the  Free  Ride: 
Report  from  the  Capitol 


GENERAL  SESSION 

A  One-Way  Rollercoaster? 

Evaluating  Investment  in  e-Businesses 

Battlestations!  Protecting  Payments  and 
Data  Against  New  Economy  Threats 


Defining  the  Virtual  Global  Marketplace 


The 
>  Emerging 
'Virtual' 
Corporation 


Bricks  and  Blocks  Still  Matter: 

New  Rules  for  Malls,  Stores,  and  Channels 


LUNCH  PANEL  DISCUSSION 
Including  Prior  Key  Panelists:  The  Future  of  the  Enterprist 


xpo  Program-at-a-Glance 


eal  World 
ase  Studies 


The  Technology 
Solutions  Track 


The  Channel 
Track 


Workshop:  Enabling  Web  Storefronts 


Workshop:  Enabling  Web  Storefronts 


GENERAL  SESSION 
Electronic  Business  and  the 
Transformation  of  Your  Enterprise 


GENERAL  SESSION 
Electronic  Business  and  the 
Transformation  of  Your  Enterprise 


The  Features  Pipeline  for 
Commerce  Software 


Too  Much  to  Choose  From? 
Evaluating  e-Business  Solutions 


Platforms  for  the  Future: 
Which  Will  Win  and  Why 


Solution  Selling  Over  the  Web 


How  the  Web  Has  Changed 
Product  Distribution 


Lessons  Learned  from  the 
e-Business  Expansion 


GENERAL  SESSION 
Tomorrow's  e-Business:  Architecture, 
Culture,  Security  and  Beyond 


e-Procurement:  The  New  Reality 


The  Eyes  Have  It:  Retinal  Scans 
and  Biometric  Security 


Building  a  Better  Plan 

for  e-Commerce/e-Business 


GENERAL  SESSION 

Tomorrow's  e-Business:  Architecture, 

Culture,  Security  and  Beyond 


How  e-Business  is  Changing 
Supply  Chain  Management 


Infrastructure  for  e-Business 


Success  Stories 


GENERAL  SESSION 

A  One-Way  Rollercoaster? 

Evaluating  Investment 

ine-Businesses^^^^^^^ 

Architectures  for 

Supply  Chain  Management 


e-Commerce  Middleware: 
Objectifying  the  Customer 
Relationship  via  Application 
Servers 


GENERAL  SESSION 
A  One-Way  Rollercoaster? 
Evaluating  Investment 
in  e-Businesses 


The  "New"  e-Business  Client 


Business  Planning  for 
e-Business 
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The  Business  Benefits  Track  For  Business  and  IT  Managers  i 

A  thorough,  realistic  look  at  the  advantages  and  risks  of  electronic  business  —  organized  by 
the  global  enterprise  and  technology  experts  at  Business  Week  and  InformationWeek. 


UESDAY,  JUNE  8  | 


GENERAL  SESSION 
10:30  am  -  11:45  am 
Panel  Discussion: 
Electronic  Business  and  the 
Transformation  of  Your  Enterprise 
e-Business  technologies  will  transform 
virtually  every  relationstiip 
that  matters  to  yourl 
organization , 


Transforming 
Traditional 
Business 


helping  you  build 
an  enterprise  ' 
unprecedented-"! 
agility  and  respor 
siveness.  In  this 
panel  discussion. 

leading    practitioners^    W  > 

review  four  crucial  challenges ' 
facing  every  company  seeking  to  lever- 
age these  revolutionary  opportunities. 

•  Discover  how  to  enrich  your  customer 
relationships  via  Web-based  relation- 
ship management,  site  personalization, 
one-to-one  marketing,  and  traffic  analy- 
sis and  how  Web  technologies  raise  the 
bar  for  everyone  in  the  marketplace. 

•  Learn  how  to  achieve  breakthrough 
results  throughout  your  entire  value 
chain,  using  today's  Web-centered 
logistics,  inventory,  supplier,  and  prod- 
uct management  systems. 

•  Preview  Web-based  solutions  for  cap- 
turing more  business-critical  knowl- 
edge, within  and  beyond  the  borders  of 
your  enterprise  and  for  leveraging  that 
knowledge  more  effectively  than  ever 

•  Gain  new  insight  into  an  issue  that 
bedevils  virtually  every  e-business 
decision-maker:  defining  workable 
ROI  and  productivity  metrics  for  the 
Internet  economy 


1:30  pm  -  2:30  pm 
Creating  the  Best  Customer 
Experience  on  the  Web 

Does  the  e-business  experience  differ 
from  the  in-person  experience  when  it 
comes  to  transacting  business? 

2:45  pm  -  3:45  pm 

Defining  Virtual  Logistics  and 

Fulfillment  for  the  Literal  World 

Trillions  of  dollars  changed  hands 
electronically  during  last  winter's  holiday 
selling  season  and  many  of  those 
transactions  were  conducted  between 
individual  consumers  and  virtual  stores 
that  have  no  physical  presence. 


4:00  pm  -  5:00  pm 

The  Revolution  in  Corporate 

Structure 

Electronic  business  —  in  all  its  many 
forms  —  has  transformed  how  organiza- 
tions deal  with  their  partners,  suppliers 
and  customers.  It  has  also  forced 
organizations  to  rethink  EVERYTHING 
about  how  and  why  and  with  whom  they 
do  business. 


\Y,  JUNE  9  ^ 


GENERAL  SESSION 

10:15  am  -  11:30  am 

Tomorrow's  e-Business:  Architecture, 

Culture,  Security  and  Beyond 

In  the  heat  of  the  battle  A 
to  deploy  Internet  tech-V^.  '  \ 
nologies.  it  is  easy  -|-^ 
to  lose  sight  of  the\  ' 
big  picture:  what Emerging 
should  your<^  'Virtual' 
enterprise  look  like  /  Corporation 
-and  act  like-  once, 
these  technologies  are 
in  place?  Join  this' 
provocative  discussion  of  how' 
to  build  enterprises  that  truly  achieve  the 
promise  of  Internet  technology.  Discover 
why  intelligent  technical  architectures  are 
more  critical  than  ever,  as  enterprises 
seek  to  integrate  Web-based  and  legacy 
systems,  leverage  existing  data 
resources,  and  choose  tomorrow's  best 
computing,  networking  and  development 
platforms.  Battlestations!  Battlestations! 
Understand  the  next  generation 
of  internal  and  external  threats  to  your 
IT  infrastructure  and  how  to  guard 
key  business  assets  against  these 
threats,  without  compromising  your 
competitiveness.  Most  important  of  all, 
learn  how  the  successful  e-business 
must  transform  its  corporate  culture, 
identifying,  hiring,  training,  retaining  and 
supporting  people  who  can  thhve  in  the 
Internet  economy. 


2:45  pm  -  3:45  pm 
The  End  of  the  Free  Ride: 
Report  from  the  Capitol 

The  tax  holiday  for  companies  sharing 
the  prosperity  of  the  e-business  econon 
is  coming  to  a  close.  Will  taxation  put  tt 
brakes  on  the  growth  of  e-business 
will  levies  simply  be  seen  in  the  electro 
ic  world  as  they  are  in  the  real  worl 
a  necessan/  evil  that  can't  be  defeated 

4:00  pm  -  5:00  pm 
Bricks  and  Blocks  Still  Matter:  New 
Rules  for  Malls,  Stores,  and  Channe 

In  a  marketplace  where  companies  wi 
no  physical  presence,  no  visible  inventc 
and  no  local  ties  are  thriving  at  tl 
expense  of  traditional  purveyors  of  gooc 
how  can  traditional  retailers  sun/ive?  Tl 
answer'^,      rip,-ppti';p|.,  cjo-i.-jp 

^JFFhursday,  junTio^i 


1:30  pm  -  2:30  pm 

Privacy  vs.  Markets  of  One: 

Where  to  Draw  The  Line? 

Cookies  are  most  pleasingly  left  by  Girl 
Scouts  who  have  done  their  best  to  raise 
funds.  Less  pleasing,  at  'east  in  some 
cases,  is  the  realization  that  the  billions  of 
cookies  left  behind  at  web  sites  by 
inquisitive  consumers  can  be  a  source  of 
legal  liabilities  as  well  as  sales  leads. 


eBusiness  Conference  and  Expo  I  June  8-10,  1999 
For  Full  Session  Descriptions  or  to  Register  Online,  go  to 
www.ebusinessexpo.com  or  call  800-652-2578 


GENERAL  SESSION 
9:00  am  -  10:00  am 
A  One-Way  Rollercoaster? 
Evaluating  Investment , 
in  e-Businesses 
The  electronic  busi- 
ness marketplace" 
has  already  pro- 
duced some  of  the' 
most  spectacular^ 
successes  -  and^ 
busts  -  the  commercial  j 
world  has  ever  experi- 
enced. What  lessons  have  been' 
learned  from  these  spectacularly  swift  B' 
dramatic  rises  and  falls?  This  panel  of  n  i 
ket  analysts,  financial  analysts  and  venti 
capitalists  shares  its  insights  on  where  . 
now  stand  and  where  we're  headed  nex 


10:15  am  -  11:15  am 
Battlestations!  Protecting 
Payments  and  Data  Against 
New  Economy  Threats 

With  e-business  going  mainstream,  h^ 
consumer  and  commercial  secu' 
concerns  disappeared?  Hardly!  V. 
billions  of  consumer  dollars  finding  tl 
way  into  the  electronic  payment  stre. 
and  with  commercial  payments  soaril 
into  the  trillions,  security  concerns  ha 
never  been  more  acute.  We'll  offer  ad\ 
on  state-of-the-art  techniques  that  c 
protect  you  and  your  business. 

11:30  am  -  12:30  pm 

Defining  the  Virtual  Global  Marketplai 

Economists  and  legislative  analy;; 
debate  whether  a  borderless  ent 
can  be  ordered  to  play  by  traditiC' 
economic,  governmental  and  socit 
rules.  Is  the  online  medium  truly  beyoi 
the  governance  of  national  governmer. 
global  financial  regulators  and  ultimat/ 
any  form  of  governance? 
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eal  Customers,  Real  Experience...  Real  World  Case  Studies 

3ht  sessions,  case  studies  and  panel  discussions  designed  to  help  you  in  developing  the 
isiness  case  for  installing  and  implementing  electronic  business  strategies. 


TUESDAY,  JUNE  8  WEDNESDAY,  JUNE  9jff 


0  pm  -  2:30  pm 
ilock  or  Fort  Knox: 
iluating  and  Implementing 
line  Security 

this  comprehensive  case  study, 
;over  how  a  top  e-commerce  site 
itified  transactional  security  tech- 
jes  that  offered  maximum  protection 
le  introducing  minimum  friction  into 
online  transaction. 


5  pm  -  3:45  pm 

i  Extended  Firewall: 

Kt-Generation  Intranets 

N  that  you've  created  your  intranet, 
I  finished  posting  forms  to  let  your 
rs  choose  their  4C1 K  plan,  where  do 
go  next?  In  this  session,  you'll  review 
;t-generation  intranet  applications 
ly  to  offer  the  most  significant 
npetitive  advantage. 

0  pm  -  5:00  pm 

jring  the  Correct  Foundation: 

Iding  Today  for  the  Future 

I've  worked  hard  to  design  a  network 
astructure  that  will  deliver  the 
formance  you  need  to  support  your 
usiness  applications.  But  today's 
astructure  is  likely  to  be  insufficient 
n  a  year  from  now.  What  then?  In  this 
sion,  a  leading  internetworking 
nner  gives  you  practical  business 
dance  on  evolving  your  network  with  a 
limum  of  cost  and  pain. 


1:30  pm  -  2:30  pm 

Sharing  the  Wealth  of  Information: 

Collaborative  Extranets 

In  the  past  two  years,  scores  of  large 
extranets  have  gone  from  the  drawing 
board  to  reality.  Are  they  meeting  their 
potential?  What  are  the  business  lessons 
to  be  learned  about  deploying  and 
managing  them?  In  this  detailed  case 
study,  you'll  take  a  look  inside  one  of  the 
first  and  most  widely-publicized  extranets. 

2:45  pm  -  3:45  pm 
Redefining  the  Supply  Chain 

In  this  end-to-end  case  study  you'll  learn 
how  one  global  leader  leveraged  Web 
technologies  to  streamline  and  enhance 
its  supply  chain  achieving  breakthrough 
results  in  both  cost  and  quality.  Learn 
how  Web  technology  provides  an  ideal 
platform  for  integrating  diverse  systems 
from  your  suppliers  and  customers. 


4:00  pm  -  5:00  pm 

Libraries  of  Commerce: 

Data  Warehousing  for  e-Business 

Companies  worldwide  are  discovering 
that  they  can  dramatically  enhance  the 
value  of  data  warehousing  by  Web- 
enabling  it.  In  this  detailed  case  study, 
you'll  learn  step-by-step  how  to  do  so. 
Discover  how  to  design  a  data  ware- 
house architecture  that  leverages  Web 
technology  for  wider  access  and  greater 
flexibility  without  compromising  scalability 
or  performance.  Compare  the  widely- 
divergent  alternatives  in  the  marketplace 
with  your  business  goals  in  mind  and 
understand  the  holes  that  remain  in 
current  offerings. 


Succeed  in 
electronic 
business 
tomorrow. 

Make  your 
plans  today. 


10:15  am  -  11:15  am 

The  New  ERP:  e-Business  Rewards 

Web  technologies  are  transforming  the 
field  of  enterprise  resource  planning  allow- 
ing companies  of  any  size  to  deploy  ERP 
solutions  more  quickly  more  widely  and 
more  cost-effectively  than  ever  before. 
Discover  how  one  leading  firm  is  using 
Web-based  ERP  to  integrate  virtually 
every  aspect  of  the  business,  including 
planning,  purchasing,  manufacturing, 
marketing,  sales  and  customer  service. 
Get  a  candid  view  of  the  unique 
challenges  of  Web-based  ERP. 


11:30  am  -  12:30  pm 

Markets  of  One:  Capitalizing  on 

Mass  Customization 

The  Web  is  the  first  market  channel  where 
mass  customization  is  not  merely 
possible,  but  critical  to  competitive 
advantage.  Draw  on  the  insights  of  these 
leading  practitioners  as  you  discover 
today's  best  strategies  for  personalization. 


TUTORIAL  WORKSHOP 


MONDAY,  JUNE  7TH  ^ 

9:00  am  -  3:00  pm 
Enabling  Web 
Storefronts 

'Attend  this 
jn-depth  elec- 
"tronic  business 
^workshop  —  a 
■unique,  hands- 
opportunity  to 
'plan  your  e-business 
strategy  and  implementation!  This 
workshop  will  examine  the  wide  range 
of  tools  that  are  available  and  demon- 
strate how  to  set  up  a  sample  store- 
front using  some  of  the  more  popular 
e-commerce  suites.  These  suites 
claim  to  offer  all  that  is  needed  to  open 
your  store,  and  we'll  show  you  why 
that  claim  isn't  always  true  and  what 
are  the  strengths  and  weaknesses  of 
each  product  offering.  We'll  examine 
both  good  and  bad  examples  of 
e-commerce  web  sites  and  talk  about 
what  makes  them  desirable  or  forget- 
table. We'll  also  examine  whether  you 
should  build  your  own  with  commonly 
available  tools  or  make  use  of  a  web 
storefront  provider,  along  with  ways  to 
integrate  back-end  payment  schemes 
and  accounting  and  inventory  systems 
into  your  Web  store-front. 

WHO  WILL  BENEFIT: 

Technical  &  marketing  managers 
and  anyone  involved  in  evaluating 
e-commerce  products. 


HI 

O 
LU 

m 


Organized  by  the  experts  at  InternetWeek,  Network  Computing 
and  Windows  Magazine,  this  track  delivers  specific,  up-to-date 
infornnation  for  evaluating  today's  most  strategic  electronic  commerce 
technologies,  from  commerce  servers  to  middleware,  security  to 
supply  chain  management. 


(       TUESDAY,  JUNE  8  } 

1:30  pm  -  2:30  pm 

The  Features  Pipeline  for 

Commerce  Software 

In  a  world  where  many  organizations  see 
the  migration  to  conducting  business  via 
the  Internet  as  a  natural  and  essential 
activity,  the  build  versus  buy  decision  is 
moot.  The  question  is  how  do  you 
choose  the  right  companies  to  assist  in 
design  and  implementation  of  a  total 
e-commerce  solution? 

2:45  pm  -  3:45  pm 

Too  Much  to  Choose  From? 

Evaluating  e-Business  Solutions 

Once  you  understand  the  market  and  the 
type  of  applications  you  want  to  build, 
you  can  take  a  closer  look  at  the  specific 
technologies  and  capabilities  you  need. 
Attendees  will  hear  about  the  challenges 
to  create  and  enforce  a  coherent  testing 
methodology  for  electronic  commerce, 
how  electronic  commerce  fits  within  the 
framework  of  a  large  scale  environment, 
and  which  packages  do  or  do  not  make 
the  grade 

4:00  pm  -  5:00  pm 
Platforms  for  the  Future: 
Which  Will  Win  and  Why 

Windows  unmistakably  remains  the  plat- 
form of  choice  for  the  gamut  of  enterprise 
applications,  but  will  this  hold  true  in  the 
future?  e-Commerce  brings  with  it  a  need 
to  accommodate  an  ever-widening  chain 
of  corporate  partners  and  consumers... will 
this  weaken  or  strengthen  the  grip  that 
Windows  has  on  the  enterpnse  market? 
Which  alternatives  -Java.  Active-X  or  Linux- 
stand  the  greatest  chance  for  success?" 

(    WEDNESDAY,  JUNE  9  ) 


1:30  pm  -  2:30  pm 
e-Procurement:  The  New  Reality 

The  real  force  driving  the  acceptance  of 
e-business  rests  in  the  billions  of  dollars 
v>/orth  of  commerce  transacted  daily  on  a 
global  basis  m  business-to-business 
transacTions.  Here  in  the  world  of 
procurement  of  products  and  sen/ices  for 
commercial  use  —  not  only  are  the  ben- 
efits of  e-business  most  apparent,  the 
technologies  and  techniques  behind 
e-business  are  reshaping  the  way  global 
enterprises  conduct  business. 


2:45  pm  -  3:45  pm 

The  Eyes  Have  It:  Retinal  Scans 

and  Biometric  Security 

Security  administrators  considering 
biometrics  as  a  way  to  provide  better 
user  authentication  have  more  choices 
than  ever.  Yet  each  approach  has  its  own 
set  of  trade-offs,  and  no  single  biometric 
device  fits  every  application.  In  this 
session,  we'll  investigate  the  major 
biometric  technologies,  where  they  fit 
and  the  questions  you  should  ask  when 
looking  at  these  products. 

4:00  pm  -  5:00  pm 
Building  a  Better  Plan  for 
e-Commerce  /e-Business 

This  session  will  explore:  what  consti- 
tutes a  solid  business  plan,  what  compo- 
nents make  for  a  reasonable  forecast  of 
capital  payback  and  profitability,  and  how 
to  provide  guidance  for  staff  and 
implementation.  Attendees  will  benefit 
from  the  practical,  real  world  experiences 
of  companies  that  have  implemented 
successful  electronic  commerce  sites. 

(     THURSDAY,  JUNE  10  ) 

10:15  am  -  11:15  am 
Architectures  for  Supply  Chain 
Management 

Discover  how  relationship  management 
IS  being  built  into  today's  enterprise 
e-commerce  applications,  and  why  you 
should  seriously  consider  migrating  your 
EDI  applications  to  the  Web  now. 

11:30  am  -  12:30  pm 
e-Commerce  Middleware: 
Objectifying  the  Customer 
Relationship  via  Application  Servers 

For  IT  managers,  the  holy  grail  is  finding  a 
simple  way  to  share  information  across  a 
vast  array  of  technologies  and  platforms. 
Traditional  middleware  provided  such 
integration  in  client/sen/er  environments: 
in  Web-based  e-business  applications, 
that  role  shifts  to  application  servers. 
Application  servers  are  becoming  a  basic 
tool  for  e-commerce  application  develop- 
ment, deployment,  management,  and 
integration,  but  a  wide  spectrum  of  prod- 
ucts claim  to  fit  the  bill,  and  not  all  of 
them  can.  This  session  gives  you  a 
framework  for  evaluating  application 
servers  based  on  your  needs  for 
scalability,  availability,  manageability, 
interoperability,  and  flexibility. 


The  Channel  Tra< 

for  Resellers  and  VARs, 

from  the  experts  at  Computei 
Reseller  News  and  VARBusin^ 


TUESDAY,  JUNE  8 


1 :30  pm  -  2:30  pm 
Solution  Selling  Over  the  Web 

Using  the  online  medium  as  a  highly  t; 
means  of  reaching  customers  in  desired 
markets  -or  customers  who  fall  within  tech 
cally  attractive  profiles-  has  come  into  it 
What  are  the  hallmarks  of  channel  playe 
have  been  successful? 
2:45  pm  -  3:45  pm 
How  the  Web  Has  Changed 
Product  Distribution 
Physical  possession  of  softv^are  has  b 
almost  a  thing  ot  the  past.  How  are  the  ri 
coping  wrth  the  loss  of  physical  distribution 
4:00  pm  -  5:00  pm 
Lessons  Learned  from  the 
e-Business  Expansion 
The  rules  of  the  game  have  changed.  H 
resellers  dealing  with  and  taking  ad\'antag( 
flexibility  that  e-business  brings? 


WEDNESDAY,  JUNE  9 


1:30  pm  -  2:30  pm 
How  e-Business  is  Changing 
Supply  Chain  Management 

With  the  supply  chain  taking  oi".  almost 
complexity,  a  premium  is  placed  on  rela 
managemient.  Savvy  .resellers  are  taking  ach 
of  the  new  lay  of  the  land  by  embarf<:ing  on  ar 
customer- retention  and  recruitment  efforts. 
2:45  pm  -  3:45  pm 
Infrastructure  for  e-Business 
Resellers  and  VARs  are  facing  the  dual  ch£ 
of  advising  their  clients  on  how  to  capitaliz 
business  technologies  and  techniques  wf 
themselves  are  mastering  those  techniqu' 
dual  roles  of  master  ana  pupil  CAN  co-exi 
session  examines  how. 
4:00  pm  -  5:00  pm 
Success  Stories 
The  market  is  vast  and  definitions  of  fE 
retums  on  investments  run  the  gamut,  but 
success  is  in  the  eyes  of  the  beholder.  A 
resellers,  VARs  and  their  customers  that  tiav 
the  most  of  their  decisions  to  invest  in  e-bu 


THURSDAY,  JUNE  10 


10:15  am  -  11:15  am 
The  "New"  e-Business  Client 

Is  the  ultimate  client  a  business  executive, 
nology  executive  or  a  hybrid  of  both  at  ci 
sites?  An  examination  of  how  to  identify  an 
the  ultimate  decision-maker  and  those  wf 
influence  within  prospect  organizations. 
11:30  am  -  12:30  pm 
Business  Planning  for  e-Business 
What  techniques  work  for  transforming  1 
organizations  into  e-business  prepared  a 
tions?  What  roles  do  VARs  and  resellers 
that  process?  An  examination  of  what  met 
gies  work  and  which  ones  don't  fi'om  the 
and  custom.er  perspectives. 
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peakers 


Gain  insights  from  electronic  business  industry  leaders 


/  Adrian 

President  and 
arch  Leader, 
Information 
P 


Robert  B.  Carter 

Corporate  VP 
and  CTO. 
FedEx 


Alan  S.  Fisher 

Co-Founder 
and  CTO, 
Onsale,  Inc. 


Ken  Harris 

Wee  President 
and  CIO, 
Nike 


Bickel, 

xVP, 
ucts  and 
less 

lop  men  t, 
itone  Software 


:  Bunzel 

iging  Director, 

Waterhouse 

lers 


Daniel  P.  DiMaggio 

CEO, 
UPS  Worldwide, 
Logistics  Group 


Tim  Furey 

President 
and  CEO, 
Oxford  Associates 


Christina  Jones 

President 
and  Founder. 
pcOrder 


Bob  Evans 

Editor-in-Chief 
InformationWeek 


George  Gottlieb 

Partner, 

Gottlieb.  Packman 
and  Reisman 


Steve  Katz 

Chief  Information 
Security  Official, 
Citigroup 


Jerry  McElhatton 

Senior  Executive 
Vice  President, 
Global  Technology 
and  Operations, 
MasterCard 
International  Inc. 


Chuck  Nettles 

Executive 
Vice  President. 
McKesson 
&  Company 


Peter  Neupert 

CEO. 

Drugstore.com 


Marco  Papa 

CTO, 

CareerPath.com 


Jeff  Richards 

Executive  Director 
The  Internet 
Alliance 


usiness  Conference  and  Expo  will  feature  the  following  speakers: 


t  Abbey 

>r  VP  and  CIO, 
•  Webber 

Adrian 

^resident  and 
arch  Leader, 
Information 

0 

Sennett 

'  ECommerce, 

Bickel 

>rVP 
jcts  and 
less 

'opment, 
tone  Software 

ir  Blank 

;  Depot 

Bunzel 

<ging  Director 

Waterhouse 

'ers 


Robert  B.  Carter 

Corporate  VP 
and  CTO, 
FedEx 

Scott  Dietzen 

CTO, 

BEA  WebXpress, 
BEA  Systems,  Inc. 

Daniel  P.  DiMaggio 

CEO, 

UPS  Worldwide. 
Logistics  Group 

Bob  Evans 

Editor-in-Chief 
InformationWeek 

Alan  S.  Fisher 

Co-Founder 
and  CTO. 
Onsale.  Inc. 

Tim  Furey 

President  and  CEO, 
Oxford  Associates 


George  Gottlieb 

Partner 

Gottlieb,  Packman 
and  Reisman 

Ken  Harris 

VP  &  CIO, 
Nike 

Rob  Humphrey 

VP,  Technology 
&  Operations, 
Day-Timer  Inc. 

Christina  Jones 

President 
and  Founder, 
pcOrder 

Tom  Kasten 

VP  of  Information 
Systems, 

Levi  Strauss  &  Co. 

Steve  Katz 

Chief  Information 
Security  Official. 
Citigroup 


Chuck  Kirk 

CIO, 

General  Motors 

Bill  Kolb 

Director  of 
Information 
Technology, 
Lockheed  Martin 
Missile  Systems 

Jerry  McElhatton 

Senior  Executive 
VP  Global 
Technology 
Operations, 
MasterCard 
International  Inc. 

Harry  Motro 

President 
and  CEO, 
InfoSeek 

Chuck  Nettles 

Executive  VP, 
McKesson 
&  Company 


Peter  Neupert 

CEO, 

Drugstore.com 

Heidi  Oliver 

CTO, 

Homecomings 
Financial  Services 

Marco  Papa 

CTO, 

CareerPath.com 

Carl  F.  Pascarella 

President 
and  CEO, 
Visa  USA 

Ronald  Plesser 

Senior  Partner 
Piper  &  Marbury 

Jeff  Richards 

Executive  Director, 
The  Internet 
Alliance 


Diana  Richie 

Director  of 

Information 

Systems,  Television 

Syndication 

Division, 

Disney 

Tony  Ridder 

CEO. 

Knight-Ridder 

Gideon  Sasson 

Enterprise  President 
of  Electronic 
Brokerage, 
Charles  Schwab 
&  Co. 

Patrick  Stewart 

President  and  CEO. 
MetalSite 

Anne  Winblad 

Principal. 
Hummer  Winblad 
Ventures 


'all  speakers  are  eitiier  confirmed  or  invited 


Talk  to  experts 
that  can  help  you  in 
real  time  on  the  inte 
active  exhibitor  flooj 

ACCPAC  International 

Accrue  Software 

AGENTIcs 

Assist  Software 

Attachmate  Corporation 

Bernett  Research 

Blaxxun  Interactive 

Camelot  IS-2 

Categoric 

Data  Mirror 

eDocs 

eGain  Communications 
Empresa  inc. . 
Evergreen 

Gresham  Computing 
Firepond  inc. 
Foglight  Software 
Frank  Riberman  Consultir 
Great  Plains  Software 
Hewlett-Packard  Compar 
HolonTech 
HyCurve  Inc. 
IBM 

Intershop 
Iriscan  Inc. 

Kana  Communications 

Lante  Corporation 

Marketwave  Corporation 

MATRAnet,  Inc. 

Mercury  Interactive 

MicroStrategy 

Modcomp 

New  York  City 

Economic  Development 

Corporation 

OnDisplay 

Optimal  Networks 

Corporation 

Oracle  Corporation 

PaymentNet 

PeopleSoft 

Presentek 

RealWorld  Corporation 
RSW  Software 
Sagent  Technologies 
SEAGULL 
Silknet 

Specialized  Software 

International 

Sprint 

TechWeek  Magazine 
Transaction  Information 
Systems 

Vectrix  Corporation 
Watchguard 
Technologies  inc. 
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HolonTech 


INTERSHOP 


IVopleSoft 

Business  Network 


Lante 


SILKNET 


Sprint 


WatchliTWI 
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4  Ways  to  Register  for  eBusiness  Conference  and  Expo  Today! 

Online:  www.ebusinessexpo.com  By  Fax:  212-592-8233  By  Phone:  800-652-2578 
Mail:  CMP  Business  Forums,  3  Parl<  Ave.,  30th  Fl.,  NY,  NY  10016,  Attn:  M.  Sutherland 


ebusiness 

conference  and  expo 

The  new  business  platform 


le  8-10,  1999 

Jose 

vention  Center, 
Jose,  CA 


el  &  Travel 
•rmation 

al  hotel  rates  have 
arranged  for  eBusiness 
rence  &  Expo  attendees, 
rates  can  only  be  obtained 
lh  Par  Avion  Meetings 
;onventions.  the  official 
less  Conference  &  Expo 
provider.  Par  Avion  has  also 
ated  discounted  air  fares 
ar  rentals. 

)  visit  our  web  site  at 
ebusinessexpo.com 
Par  Avion  direct  at 
27-8137. 


int  Hotel 

uth  Market  St, 
tes  walk)* 

se 

&  Towers 

naden  Blvd. 
Dor)* 

>ainte  Claire 

uth  Market  St. 
tes  walk)" 

e  Plaza 

naden  Blvd. 
tes  walk)* 

)e  Anza  $155  Single 

Santa  Clara  Blvd.  $155  Double 
utes  walk)* 


$199  Single 
$199  Double 


$185  Single 
$185  Double 


$175  Single 
$185  Double 


$169  Single 
$189  Double 


testern  Inn 

uth  Second  St. 
tes  walk)* 

am  Hotel 

orth  1st  St. 
utes  by  car)' 


$75  Single 
$85  Double 


$145  Single 
$1 45  Double 


nate  distance  from  Convention  Center 

!  note:  Availability  cannot  be 
teed,  although  evety  effort  will 
ie  to  accommodate  requests, 
date  for  the  above  rates  is 
,  1999.  Quoted  prices  are 
le  only  through  Par  Avion, 
ihown  above  do  not  include 
and  City  Tax. 


Registration  Form  to  register  additional  names,  please  photocopy  this  form. 


NAME:    J  Ml 

Fust/  _l  Mrs 
Last:       -I  IVis 


TITLE 


COMPANY 


ADDRESS 


COUNTRY 
TELEPHONE 


I      I  t 


I      I      I  i 


I      I  I 


I  I 


 l_l_l  

I  I 


STATE  II       ZIP  I      I  I 


POSTAL  CODE 


I      I      I      I      I      I  I 


 l_l_l_l_l_l_f_l_ 


I     I     I  I 


CONFERENCE  PROGRAM  t  i  ,  c  -  j 

eBusiness  Passport  J  $1 .095 

/Access  to  all  contei  ence  sessions  timugtiout  tlie  Event, 
including  ttie  Monday  workstiop.  Go  anywhere,  pick-and-ciioose 
your  own  custom  program.  Includes  all  keynotes 

Full  Conference  Package  □  $995 

/Access  to  all  conference  sessions.  Tuesday  tlirougli  Thursday 

Pick-and-choose  your  own  custom  program  Includes  all  keynotes 

One  Day  Conference  Package  J  $495 

Access  to  all  conference  sessions  for  one  day  Includes  keynotes 
(please  check  which  day)  J  Tuesday  J  Wednesday  J  Thursday 

Workshop  _l  $395 

Admission  to  the  Ivlonday  Workshop 

Conference  registration  includes  complimentary  breakfast,  lunch 
and  refreshments  on  all  conference  days  and  free  access  to  the  exhibits. 
EXHIBITS 


-AHtl   Mcly  Ibt 

□  $1,395 


□  $1,295 


J  $595 


□  $495 


Exhibit  Pass 

Includes  access  to  the  exhibit  area  on  all  three  days, 
plus  entry  to  all  kevnofes 


J  FREE  ($50  value) 

'f  vnii  nrp-renister  usina  this 


PAYMENT  METHOD 


□  Check  or  Money  Order,  payable  to  CMP  Business  Forums   _1  VISA   J  AMEX   J  MASTERCARD 

CARD  NUMBER  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I         EXP  DATE  I  I  I  l_ 

CARDHOLDER'S  NAME      I      I      I      I      I      I      I      I      I      I      I      I      I      I      I      I      I      I      I      I  I 


Cardholder's  Signature^ 


c 


ATTENDEE  INFORMATI 


w 


Uype  of  Organization 

U  Research/Development  Lab 

Manageiiienl 

4.H0W  do  you  buy 

C  Knowledge  management 

A  Aerospace 

V  Mon- profit/Trade  Association 

L  Outsourcing  IT  Services 

(Choose  }  or  more) 

software 

B  Manufacturing 

W  Business  Services 

M  Other 

A  Distributors 

D  Business  intelligence  soft- 

C  Banking 

X  Consultants  (non-computer| 

3.Job  Title 

B  Direct  from  the 

ware/OLAP/  databases 

D  Finance/Accounting 

YComputer  Manufacturer 

A  E-commerce  Manager 

Manufacturer 

E  Middleware 

E  Insurance/Real 

(HW,  SW,  PERI 

B  e-Business  Manager 

C  Computer  Retail  Stores 

F  Management  frameworks 

Estate/Legal 

Z  Computer/Network 

C  IS/Computef 

0  VAR/VAD 

and  technologies 

F  Government 

Consultant 

Systems/Operations/ 

E  Catalogs 

G  ERP/Supply  Cham  systems 

Federal/Military 

AA  Computer-Related 

Networking  Management 

F  Superstores 

H  Network  security/secunty 

G  Government  State/Local 

Retail/Wholesale 

D  Director,  Chiet.  Manager. 

G  Mass  Merchandiser 

architecture/frameworks 

H  Medical/Dental/Healthcare 

BB  VAR/VAD  Systems 

Head.  Supervisor 

H  Systems  Integrator 

I  Internet/intranet/extranet 

/Pharmaceutical 

Integrator 

E  IS/Computer  Systems/ 

1  Other 

(networking)  hardware 

1  Communications  Carriers 

2.Job  Function 

Operations/Networking 

S.Company  Size 

and  software 

J. Transportation 

A  Business  Unit 

Staff  (Specialist,  Analyst, 

A  100-499 

J  Web  servers  and  related 

K  Utilities 

Management 

Programmer,  Coordinator, 

B  500-999 

technologies 

L  Construction/Architecture/ 

B  General  Management 

Administrator) 

C  1,000-4,999 

K  Front  end  Internet 

Engineenng 

C  Finance  Manager 

F  Corporate  Management 

0  5,000-9,999 

access  technologies 

IVl  Data  Processing  Services 

D  Sales/Marketing  Manager 

G  Business/Department 

E  10,000-19,999 

PDs.  terminals,  browsers 

N  Wholesale/Trade/ 

E  Purchasing 

Management  Vice 

F  20,000  or  more 

LISP 

Distrit)utor/Retail 

FVAR/Reseller 

President 

G  Under  100 

7.What  is  your 

0  Education 

G  IT  Managers 

H  Business/Department 

6.Areas  of  Interest 

purchase  role? 

PAgnculture/Forestrv/Fishenes 

H  Networking/ 

Management  Director/ 

{Choose  1  or  more) 

A  Recommended 

0  Mining/Oil/Gas 

Telecommunications 

Manager/Supervisor 

A  Applications  development/ 

B  Final 

R  Travel/Hospitality/Recreation 

1  Sys  Integration/Consulting 

1  Consultant/Systems 

languages  (customization) 

C  Specify 

S  Marketing/Advertising 

J  Systems  Management 

Integrator 

B  Customer  management 

D  No  role 

T  Entertainment 

K  Applications  SW 

J  Network  Manager 

software 

Source  Code:  CPI 

Developments  to  Watch 


DITED  BY  ELLEN  LICKING 


lOASTERS  FIND 
I  WHOLE  NEW 
m  TO  ROLL 


OLD  ON  TIGHT.  THE  JOKER  S 

nx,  a  new  roller  coaster  at 
le  Six  Flags  America 
leme  park  in  Largo,  Md., 
ill  make  its  debr.t  this  com- 
■g  May.  And  its  trick  piece 
■  technology,  the  linear 
iduction  motor  (lim),  is 
slping  redefine  the  way 
)ller  coasters  roll.  The  new 
?asts  are  faster,  smoother, 
id  scarier  than  their  wood- 
1  predecessors. 
So  far.  Premier  Rides  of 
aryland,  the  roller  coaster 
anufacturer  that  helped  de- 
ilop  the  technology,  has 
unched  seven  lim  coasters. 


Three  more,  including  The 
Joker's  Jinx,  will  follow  this 
year. 

Conventional  roller  coasters 
are  dragged  by  chains  or  ca- 
bles— clank,  clank, 
clank — to  the  top 
of  the  first  hill. 
Then  gravity 
causes  the  cai"s  to 
accelerate.  In  con- 
ti-ast.  Premier 
Rides'  coasters 
slingshot  passen- 
gers out  of  the 
loading  station, 
accelerating  from  zero  to  70 
miles  per  hour  in  less  than 
four  seconds.  The  secret  is  the 
high-tech  motors,  about  200  of 
which  are  used  in  each  coast- 
er. When  juiced  with  an  alter- 
nating current,  the  motors 
create  an  electromagnetic 
force  that  accelerates  the 
coaster  over  the  fii'st  200  feet 
of  the  ride. 

Not  daring  enough?  Look- 
out for  linear  induction  water 
rides,  which  could  turn  pad- 
dleboats  into  speed  demons. 
To  dry  out,  take  a  spin  in  an- 
other new  coaster:  the  Ultra 
Twister.       Nellie  Atidreeva 


INNOVATIONS 


Researchers  from  Zymo- 
enetics  Inc.,  a  Seattle  bio- 
chnology  company,  have 
entified  three  new  com- 
)unds,  each  of  which  stimu- 
tes  new  bone  growth  in  an- 
lals.  If  they  prove  to  do  the 
.me  in  humans,  these  chem- 
als  could  become  an  impor- 
nt  treatment  for  osteoporo- 
5,  which  affects  an  estimated 
i  million  Americans. 
Osteoporosis  is  caused  by 
creased  bone  breakdown 
ithout  new  bone  formation. 
Lirrent  treatments  help  re- 
rd  bone  loss,  but  they  are 
lable  to  replace  what  is  al- 
;ady  gone.  To  find  drugs 
at  increase  bone  density, 
e  researchers  screened 
ns  of  thousands  of  com- 
mnds  for  their  ability  to 
lild  up  bones.  The  re- 
archers  are  now  testing 
ree  candidates  that  are 


easy  to  make  and  can  be  put 
into  pill  form. 

■  Cohesion  Technologies,  a 
biotechnology  company  based 
in  Palo  Alto,  Calif.,  is  mak- 
ing a  name  for  itself  in  the 
"goop  market,"  developing 
licjuid  sprays  that  help  stop 
bleeding  and  heal  tissues. 
When  its  fu'st  product,  the 
CoStasis  Surgical  Hemostat, 
is  appHed  to  a  bleeding  sur- 
face, it  rapidly  fomis  a  flexi- 
ble dressing  that  confoiTns  to 
the  tissue  surface  and  enters 
surface  cracks  and  crevices 
to  stanch  blood  flow. 

Surgeons  who  used  the 
product  report  that  they 
were  able  to  control  bleeding 
in  90%  of  their  cases,  usually 
within  3  to  10  minutes. 
CoStasis  is  currently  being 
marketed  in  Europe,  and  the 
company  expects  to  file  for 
approval  with  the  U.  S.  Food 
&  Drug  Administration  this 
spring. 


THIS  GOULD  PUT 
BIOPSIES  OUT 
OF  BUSINESS 

AT  LAST  month's  AMERICAN 

Physical  Society  meeting, 
Dartmouth  researcher 
Mary-Ann  Mycek  described 
a  new  laser  system  that  will 
help  doctors  identify  a 
malignant  tumor  without 
having  to  do  a  biopsy.  The 
laser  system  can  detect 
slight  chemical  and  struc- 
tural changes  in  a  tissue 
that  may  signify  the  very 
early  stages  of  cancers. 
When  tested  on  patients 
with  colon  polyps,  this  new 
detection  method  was  just 
as  accurate  as  conventional 
procedures. 

Normally,  when  a  doctor 


finds  a  suspicious  growth,  a 
piece  of  the  tissue  is  re- 
moved and  sent  to  the  labo- 
ratory for  analysis.  Getting 
the  results  can  take  days, 
even  weeks.  Mycek's  new 
laser  system,  however,  gives 
immediate  answers,  and  it's 
much  less  invasive  than  a 
biopsy.  Mycek's  team  tested 
the  laser  system  on  17  pa- 
tients who  were  undergoing 
routine  colon  examinations. 
Every  time  a  polyp  was  dis- 
covered, doctors  took  a  pic- 
ture of  the  tissue's  molecular 
structm-e  with  the  laser.  For 
comparison,  a  tissue  sample 
was  also  biopsied.  In  nearly 
every  case,  the  two  methods 
gave  similar  results.  Mycek 
says  this  device  could  be 
widely  available  in  a  few 
years.  □ 


GIVING  SURVIVORS  MORE  TIME  TO  ESCAPE 

WHEN  A  PLANE  CRASH-LANDS  AND  CATCHES  FIRE,  HALF 

the  people  who  survive  the  impact  may  not  get  out  in 
time.  That's  because  the  plastics  in  the  cabin — the  seat 
cushions,  carpeting,  walls,  and  luggage  bins — are  com- 
bustible. And  when  they  burn,  they  give  off  flammable 
gases  that,  in  two  minutes,  can  explode  into  a  fireball. 

The  Federal  Aviation  Administration  wants  to  give 
passengers  more  time  to  escape.  Four  years  ago,  it 
launched  a  $1.4  million,  four-year  progi-am  to  find  less 
combustible  plastics.  With  time  and  money  ranning  out, 
a  research  team  at  the  University  of  Massachusetts  at 
Amherst  has  turned  up  a  very  promising  material.  It's 
called  poly  hydroxy  amide.  When  it's  heated  to  about 
400F,  it  gives  off  water  vapor  and  changes  into  polyben- 
zoxazole,  a  sturdy  polymer  that  is  extremely  fire- 
resistant.  Commercial  development  could  begin  soon,  be- 
cause several  chemical  companies,  including  bp  Amoco, 
DuPont,  General  Electric  Plastics,  and  Union  Carbide, 
helped  support  the  research.  Otis  Port 
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Ed  Whitacre  has  built 
SBC  into  a  telecom  profit 
machine.  But  now,  he's 
facing  up  to  competition 

Wandering  thi-ough  his  sprawling  ranch  just  out- 
side San  Antonio,  Edward  E.  Whitacre  Jr., 
chainnan  and  ceo  of  SBC  Communications  Inc., 
keeps  a  watchful  eye  on  the  ground.  Besides 
deer,  horses,  and  two  zebras,  the  property  also 
is  home  to  rattlesnakes  and  cottonmouths. 
When  the  57-yeai-old  comes  across  one  of  the  deadly  critters, 
he  deftly  pins  it  with  a  stick  and  smashes  its  head  with  a 
rock.  "It's  no  big  deal,"  he  says  with  a  shing. 

But  then,  not  much  is  to  the  six-foot-four  native  Texan 
known  as  "Big  Ed"  by  finends  and  colleagues.  Over  the  past 
nine  years,  Whitacre  has  shown  the  same  kind  of  grit  while 


transfoiTning  what  was  the  smallest  Baby  Bell  into  the  second 
lai'gest,  just  beliind  Bell  Atlantic  Coip.  And  he's  not  done  ye' 
Now,  WTiitacre  is  pushing  to  complete  the  $62  billion  acqu 
sition  of  rival  Ameritech  Corp. — the  largest  telecom  de£ 
ever.  If  it  goes  through,  SBC  will  stretch  from  Californi 
thi'ough  the  Southwest  to  Ohio,  vrith  a  comer  of  Connecticu 
tlii-own  in  for  good  measure.  What's  more,  Whitacre  has  tak 
en  stakes  in  phone  companies  in  Mexico  and  South  Africa 
while  Ameritech  wduld  add  holdings  in  Canada  and  seven 
European  countries. 

What  Whitacre  is  attempting  is  nothing  less  than  th 
transfomiation  of  a  sleepy,  regional  monopoly  into  a  work 
class  juggernaut.  By  acquiring  telecom  properties,  beefin 
up  liigh-mai'gin  sei-vices,  and  then  slashing  overhead,  he  is 
creating  the  kind  of  superefficient  powerhouse  that  can 
slug  it  out  with  the  likes  of  MCi  WorldCom,  at&t, 
and  British  Telecommunications.  Today,  SBC  is  the 
most  profitable  of  all  the  Bells.  With  1998  net  in- 
come of  $4.0  billion  on  revenues  of  $29  billion, 
SBC  makes  33%  more  money  than  Bell  Atlantic, 
even  though  the  New  York-based  company  has 
higher  revenues.  And  its  stock?  Now  at  48,  it 
has  averaged  a  scorching  47%  annual  return 
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HOW  THE 
BABY  BELLS 
HAVE  GROWN 

Over  the  past  five  years 
^DL  has  become  the 
second-largest  local 
phone  company— and 
the  most  profitable 
Now,  it's  planning  to 
buy  Ameritech. 
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TURNABOUT 

Whitacre  is  lettin 
rivals  onto  SBC's 
turf  so  he  can  get 
a  crack  at  the 
billion  long- 
distance market 


over  the  past  two  years,  vs.  31%  for  the  Standard  &  Poor's 
500-stock  index.  "I  Hke  to  be  the  best,"  crows  Whitacre. 

How  he  has  succeeded,  though,  is  not  just  a  study  iri 
shrewd  deabnaking  and  ruthless  cost-cutting.  Whitacre  also  is 
one  of  the  industiy's  last  great  monopolists.  When  upstarts 
tried  to  invade  the  Texas  market  in  the  mid-1990s,  Wliitacre 


Information  Technology 


got  the  state  legislature  to  require  new  entrants  to  build  a 
phone  network  to  sei-ve  eveiy  house  in  a  27-niile  square — a  fi- 
nancial impossibihty  that  quashed  competition.  And  in  June, 
1997,  he  played  the  industiy  maverick,  launching  a  legal  as- 
sault to  overtm-n  key  elements  of  the  Telecommunications  Act 
of  1996 — the  deregulation  law  that  Congress,  telecom  com- 
panies, and  even  SBC  had  worked  for  years  to  pass.  "They 
have  raised  every  argument  they  can  tliink  of  to  block  entry 
by  feasible  competitors,"  says  Mai-k  Rosenblum,  vice-president 
for  law  at  at&t.  It  has  worked:  Competitors  have  swiped  only 
2.2%  of  SBC's  phone  Hnes,  compared  with  a  3.4%  loss  at 
Bell  Atlantic. 

SCRAPPY  UPSTARTS.  All  that  is  about  to  change  as 
deregulation  unfolds.  In  the  years  ahead,  Whitacre's 
coveted  local  phone  markets  will  come  under  fu'e  as 
never  before.  MCi  WorldCom  Inc.  is  starting  to 
lui'e  away  SBC's  lucrative  business  customers.  By 
next  year,  with  its  pui'chase  of  cable  giant  Tele- 
^  Communications  Inc.,  at&t  will  be  able  to 

I  attract  consumers  with  a  package  of  local, 

long-distance,  and  high-speed  Internet  ac- 
cess. And  then  there's  a  host  of  scrappy 
\  upstarts  like  Covad  Communications 

Group  that  are  muscling  in  on  SBC's 
high-margin  data  sei-vices.  Analysts 
'  estimate  SBC  could  lose  25%  of  its 

local  phone  business  by  2003. 
Can  Whitacre,  a  monopolist 
bom-and-bred,  sui-vive  with- 
out his  monopoly?  Few  ex- 
ecutives have  been  able 
to  remake  their  en- 


THE  LONG  ARM  OF 
ED  WHITAORE 

SBCs  acquisitions  have  extend- 
ed the  company's  influence 
throughout  the  country  and 
overseas.  Still,  critical 
strategic  challenges  remain. 

ti'enched  companies  into  nimble 
giants.  Ai"ound  the  world,  as  coun- 
tiies  begin  to  open  up  their  telecom 
monopolies,  the  process  of  deregu- 
lation is  causing  tuiTnoil  and  upheaval. 
In  GeiTnany,  Deutsche  Telekom  ah'eady 
has  lost  a  thu'd  of  its  market  to  up 
starts.  That  contributed  to  the  loss  of 
40,000  jobs  over  the  past  few  years. 

There  are  early  signs  that  SBC  could  be  a 
siu-vivor.  Of  the  seven  Bells  that  spun  off 
from  AT&T  in  1984,  only  SBC  and  Bell  At- 
lantic have  emerged  as  serious  contenders. 
"Give  SBC  credit,  they've  been  executing 
well,"  says  Rob  Frieden,  professor  of 
telecommunications  at  Pennsylvania  State 
University.  "The  smart  monopolist  undei*- 
stands  that  it  needs  to  reshape  itself  for 
the  day  when  it  doesn't  have  100%  market  share." 

Whitacre  ah'eady  is  changing  his  ways.  In  a  turnabout,  he 
is  starting  to  lay  out  the  welcome  mat  for  his  competitors. 
That's  partly  because  he  has  to:  Tvvo  recent  couit  decisions 

went  against  sec, 
forcing  the  compa- 
ny to  be  more  ac- 
commodating  to 
its  rivals.  "WTiitacre  came  out  with  both  gims  blazing,"  says 
Federal  Communications  Commission  Chairman  William  Ken- 
nard.  "Wien  he  realized  that  wouldn't  work,  he  put  his  guns 
away."  Wliat's  more.  Wliitacre  needs  regulators'  suppoit  for 
the  most  critical  pieces  of  his  strategy' — bming  Ameritech  and 
getting  the  abihty  to  offer  long  distance  in  his  temtoiies. 

To  move  into  long  distance,  Whitacre  must  convince  regu- 
lators that  his  markets  are  open  to  competition.  So  SBC  is 
helping  rivals  connect  to  its  network  and  get  electronic  access 
to  its  customers'  records.  "It  has  been  a  sea  change."  says 


PACIFIC  TELESIS  SBC  became  the  first 
Bell  company  to  gobble  up  another  when 
it  acquired  Pacific  Telesis  m  April,  1997, 
for  $16.7  billion. 


itformation  Technology 


THE  TELECOM 
SCORECARD 

The  U.S.  telecom 
industry  is  a  far 
different  creatimi 
when  AT&T  a 
seven  regional 
Bells  ruled  the 
Today,  consol 
reducing  the  nu 
iregional  companies 
r,  and  thinxjs  look 
different. 

^tpPANY  REPORTS.  BW.  BLOOMBERG 


MCI  WORLDCOM 


Royce  Holland,  CEO  of  Allegiance  Telecom  Inc.  in 
Dallas,  a  local-telephone  competitor.  "The  e\il  em- 
pu'e  has  become  all  about  brotherhood  and  coopera- 
tion." The  cooperative  stance  could  help  WTiitacre  enter 
long  distance  in  Te.xas  and  California  by  the  end  of  this  yeai 

Whitacre  knows  SBC  needs  to  get  bigger  to  withstand  th 
assault  of  giants  hke  MCi  WorldCom  and  at&t.  That's  why,  af 
ter  bming  Pacific  Telesis  Group  in  1997  and  Southern  Neii 
England  Telephone  Co.  in  1998,  he's  planning  to  acquir 
Chicago-based  Ameritech.  The  deal  would  add  $17.2  billion 
sales  and  21  million  phone  lines.  With  the  combined  compa 
nies,  WTiitacre  has  promised  to  sell  local  sei'\ice  m  30  mai'ket 
outside  his  home  tenitories — among  the  fii'st  targets  ar 
Seattle,  Miami,  and  Boston. 

Make  no  mistake,  though:  Whitacre  isn't  talking  about 
namby-pamby  merger  of  equals  like  the  one  Bell  Atlantic  an 
GTE  Coip.  ai'e  planning.  He  doesn't  share  power  with  anyone 
The  day  after  the  Pacific  Telesis  deal  closed,  SBC  took  awa 

THE  BIG  HITTERS 
SBC/AMERITECH*        BELL  ATLANTiC/Cl 


SALES  $30.4  billion 
NET  LOST  $2.7  billion 
EMPLOYEES  75,000 


SALES  $46.0  billion 


SALES  $57.1  billion 


NET  INCOME  $7.6  billion 


NET  INCOME  $5.2  bill 


EMPLOYEES  204,209 


EMPLOYEES  255,000 


MARKET  CAP  $169  billion      MARKET  CAP  $154  billion      MARKET  CAP  $140  bi 


Thanks  to  a  string  of  acquisi- 
tions capped  by  the  purchase 
'f  MCI  last  year,  CEO  Bernie 
Sobers  is  on  a  tear.  Most 

nportant,  MCI  WorldCom  is 
-'^e  best-positioned  telecom 
oiayer  in  the  fast-growing 

3ta  market.  One  weakness: 
wireless  presence. 


If  his  deal  for  Ameritech  is 
approved,  Whitacre  will  have 
a  powerful  lock  on  one-third 
of  all  the  phone  Imes  in  the 
country.  He  promises  that 
with  that  kind  of  scale,  he'll 
compete  in  local  markets 
against  Bell  Atlantic,  Bell 
South,  and  others. 


GTE  gives  Bell  Atlantic 
beachheads  for  expansi 
key  regions  beyond  the  i 
Coast,  such  as  Los  Ange' 
The  companies  have  a  he 
start  on  SBC  in  long  dis 
tance — GTE  can  providdi" 
service  already. 

'Assumes  companies  are  combined 
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AMERITECH  The  $62  billion  deal  with  Ameritech  would 
transform  SBC  into  a  telecom  titan,  with  $46  billion  in 
sales  and  one-third  of  the  nation's  phone  lines. 


_  BELt 


!C  Since  Whitacre  took  over  the  smallest 
by  Bell  in  1990,  he  has  built  it  into  the 
;ond  largest — and  most  profitable. 


acTel  CEO  Philip  J.  Quigley's  coiporate  jet  and  closed  down 
s  executive  lunch  room.  Already,  Whitacre  has  made  it 
ear  that  he'll  be  the  one  calling  the  shots  if  the  Ameritech 
:quisition  goes  tlirough.  "That  was  decided  in  a  minute,"  says 
.meritech  ceo  Richard  C.  Notebaert.  "He  who  pays  the 
remium  is  chau-man." 

The  Ameritech  deal,  though,  is  no  sure  bet.  Long-distance 
oponents  such  as  at&t  and  Spiint  Coip.  ai-e  lobbying  fiercely 
)  block  the  acquisition — even  launching  tv  ad  campaigns 
lowing  a  fat  Texan,  his  feet  up  on  a  desk,  lighting  a  cigai'  and 
Dlding  a  red-hot  branding  u-on  shaped  like  a  dollai"  sign.  "SBC 
ill  impose  its  view  on  Ameritech,  and  Mstorically  that's  been 
iticompetitive,"  says  Richard  Devlin,  Sprint's  general  counsel. 


"We're  against  that."  But  Whitacre  is  like- 
ly to  get  his  way.  The  Justice  Dept. 
signed  off  on  the  deal  on  Mar-.  Zi.  And 
while  the  Federal  Communications 
Commission  may  delay  or  attach 
conditions  to  the  deal,  it's  unlikely 
to  block  it  outright.  "There's  a  lot  of 
hand-vwinging  and  angst  at  the  FCC 
over  the  merger,  but  it's  going  to  get 
done,"  says  analyst  Scott  C.  Clelland  of 
Legg  Mason's  Precursor  Group. 
Tliat  will  put  Whitacre  in  the  telecom 

SOUTHERN  NEW  ENGLAND  TELECOM 

The  acquisition  of  Connecticut-based 
SNET  was  SBC's  first  foray  into  the 
Northeast — and  a  shot  across  the  bow  of 
rival  Bell  Atlantic. 


big  leagues.  In  the  U.  S.,  SBC  vrill  be  squaiing  off  against 
MCI  WorldCom,  at&t,  and  the  proposed  Bell  Atlantic-GTE. 
Overseas,  it  will  be  bulked  up  enough  to  take  on  the  likes  of 
British  Telecom  and  Japan's  Nippon  Telegi'aph  &  Telephone 
Corp.  With  its  stake  in  Telefonos  de  Mexico  and  Ameritech's 
slice  of  Bell  Canada,  SBC  looks  like  it  will  emerge  as  a  North 
American  powerhouse.  That's  because  once  it's  in  long  dis- 
tance, SBC  will  be  able  to  capitalize  on  the  fact  that  50%  of  all 
intemational  calls  to  Mexico  originate  in  SBC's  states,  mostly 
Texas  or  CaUfomia.  "[SBC]  is  lil^ely  to  be  one  of  the  top  playei"s 
in  the  world,"  says  analyst  Mel  J.  Marten  of  Edward  Jones. 
RAILROAD  TOWN.  Whitaci-e  has  jumped  onto  telecom's  fast 
track  without  straying  far  ft"om  home.  He  gi'ew  up  in  a  tiny 
Texas  railroad  town  called  Ennis,  40  miles  south  of  Dallas. 
Knovra  as  Edward  in  his  youth,  he  showed  a  competitive 
streak  eaiiy  on.  After  he  got  a  new  football  imiform  in  gi-ade 
school,  he  gave  ftiend  Robert  Sanders  his  old  outfit  so  the 
two  could  go  out  to  a  gi-avelly  yard  and  "butt  heads,"  recalls 
Sanders.  On  his  high  school  football  team,  he  was  known  as  a 
bruising  defensive  lineman  who  could  overpower  opponents. 
After  he  and  high  school  chum  Bill  R.  Ranton  cleaned  the 
band  hall,  the  fiiends  would  play  one-on-one  basketball,  and 
Whitacre  would  usually  clean  up  with  his  "deadly  15-foot 
jumper,"  says  Ranton. 

Ennis  also  taught  Whitacre  about  hard  work.  Most  men  in 
town,  including  Wliitacre's  father,  worked  for  the  Southeni 
Pacific  Railroad,  doing  eveiything  from  loading  baggage  to 


THE  loimisiTioi  umimim 


U  S  WEST 


SPRINT 


»  $59.4  billion 
<ICOME  $3.8  billion 
OYEES  140,000 


SALES  $12.4  billion 


NET  INCOME  $1.5  billion 
EMPLOYEES  47.000 


SALES  $17.1  billion 
NET  INCOME  $0.4  billion 
EMPLOYEES  64,900 


BELLSOUTH 

SALES  $23.1  billion 
NET  INCOME  $3.3  billion 
EMPLOYEES  88,400 


ET  CAP  $179  billion      MARKET  CAP  $28  billion       MARKET  CAP  $42  billion       MARKET  CAP  $79  billion 


.  Michael  Armstrong 
'en  the  company  hope 
ressively  cutting 
striking  key  alliances, 
quiring  cable  player 
Dmmunications  Inc. 
still  faces  imposing 
iges,  particularly  in 
ig-distance  business. 


CEO  Solomon  Trujillo  is 
making  an  aggressive  bid  to 
expand  with  new  services 
like  video  and  high-speed 
Internet  access.  But  the 
odds  of  success  are  against 
him.  Unless  he  pulls  off  a 
miracle,  U  S  West  looks  like 
takeover  bait. 


CEO  William  T.  Esrey  made  a 
risky  bet  on  wireless  services 
that  is  paying  off.  But  Sprint 
remains  one  of  the  smallest 
players  in  an  industry  where 
scale  is  critical.  Look  for  one 
of  the  Bells  to  acquire  the 
company  once  they're 
allowed  into  long  distance. 


CEO  F.  Duane  Ackerman  is 
enjoying  sunny  days  of  late. 
Strong  economic  growth  in 
the  Southeast  has  helped 
BellSouth  post  enviable 
gains  in  revenues  and  prof- 
its. He  runs  the  one  Bell 
with  an  outside  shot  at 
remaining  independent. 
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(li-iving  the  diesel  engines.  In  high  school,  Edwai'd  spent  sum- 
mei-s  hauling  freight  and  doing  other  odd  jobs.  But  his  dad,  who 
had  labored  his  entii'e  life  as  an  engineer,  wanted  sometliing 
better  for  his  son.  "TMs  is  not  for  you,"  his  father  boomed  in 
his  deep  voice  as  Whitacre  nem-ed  gi'aduation  in  1959.  "You  go 
to  school."  So  Wliitacre  went  to  Texas  Tech  University,  be- 
coming the  fb'st  in  liis  family  to  get  a  college  education. 
It  wasn't  clear  early  on  whether  the  tuition  was  money 

  well  spent.  Diuing 

^9MMHRHHIB9WlliWOTHI    the  summer  after 
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his  junior  year, 
Wliitacre  still  was 
ti-ying  to  figure  out  how  to  make  a  living.  One  day  he  stopped 
into  the  local  phone  company,  then  called  Southwestern  Bell 
Corp.,  to  ask  for  a  job.  Even  after  a  manager  told  him  there 
wasn't  any  work,  Wliitacre  refused  to  leave.  "I  need  a  job  real 
bad,"  he  said,  offenng  to  do  anything.  He  got  his  wish:  He 
started  out  at  the  company  he  would  later  head  by  hammer- 
ing in  fence  posts  and  measuring  telephone  wire. 

Paying  his  dues  returned  dividends  later  on  in  the  execu- 
tive suite.  In  1985,  it  was  Wliitacre's  confidence  and  broad  in- 
dustry knowledge  that  persuaded  then-senior  executive 
Robert  G.  Pope  to  put  the  young  manager  in  charge  of  a 
gi'oup  of  unregTilated  businesses,  including  the  vdreless  op- 
erations. Shortly  after  liis  promotion,  Wliitacre  was  asked  to 
give  his  fii'st  presentation  at  an  annual  meeting  of  ofiicers. 
Fresh  from  an  operation  to  soothe  a  painftd  disk  in  his  neck 
and  wearing  a  bulky  bandage,  Whitacre  did  it  without  a 
liitch.  "A  guy  willing  to  do  that,  well,  he'll  succeed  in  anytliing 
he  wants  to  do,"  says  Pope. 

And  he  did.  In  the  late  1980s,  then-CEO  Zane  Bames  was 
so  impressed  by  how  Whitacre  had  guided  SBc's  Kansas  imit 

through  the  breakup  of  the  Bell 
system  that  he  made  him  a  can- 
didate to  nxn  the  entire  company. 
Whitacre  held  a  variety  of  cor- 
porate jobs,  including  director  of 
regulatory  affairs  and  CFO.  In 
1989,  as  Barnes  prepared  to  re- 
tire, SBC  directors  debated 
whether  to  elevate  Wliitacre  or 
executive  John  Hayes  to  the  top 
post.  Hayes  was  a  favorite  of 
Barnes's  and  a  "little  overconfi- 
dent," recalls  longtime  director 
Admiral  Bobby  R.  Inman.  Many 
board  members  preferred 
Whitacre's  knack  for  working 
with  people  and  his  toughness.  "He  was  veiy  straightfor- 
ward," Inman  says. 

Once  he  got  the  top  job,  Whitacre  wasted  no  time.  The 
first  week  he  took  over  as  CEo  in  January,  1990,  he  started 
pusliing  regulators  to  back  off  his  company,  recalls  Randall  D. 
Barron,  then  SBc's  Missouri  chief.  Whitacre  asked  then-Mis- 
souii  Governor  John  Ashcroft  for  a  meeting,  and  the  pan*  got 
together  the  next  day.  Almost  before  the  governor  could 
finish  congi'atulating  Whitacre,  the  newly  minted  CEO  said  SBC' 
couldn't  keep  returning  a  portion  of  its  profits  to  customers  if 
the  company  had  to  compete  with  new,  unregulated  phone 
<  i.nipanies.  "He  sure  didn't  pull  any  punches,"  Bairon  re- 
iienihers  Ashcroft  saying.  The  governor  talked  to  his  I'egu- 
alur...  who  eased  off  SBC  in  Missouri. 

<  kiinir.L-  influence  vrith  key  government  officials  has  been  crit- 
ical to  vViuuicre's  success.  In  V.W2.,  he  set  out  to  get  laws 
passed  in  Texas  to  slow  the  advance  of  rivals  and  reduce  state 
control  over  phone  rates.  SBC  faOe  i  in  1993  to  get  such  laws  on 
the  books,  which  only  fii'ed  up  Wl  itaci'e  more.  "We're  going  to 
win  next  time  ai'ound,"  he  vowed.  '^)y  the  1995  legislative  ses- 
^  ion,  SBC  had  an  amiy  of  110  lobbyi  !  s.  who  pushed  lawmakers 


Whitacre  has 
made  it  clear 
who  will  call 
the  shots  if 
the  Ameritech 
deal  goes 
through 


EDWARD  E.  WHITACRE  JR. 

BORN  Nov.  4,  1941. 

CHILDHOOD  The  son 

of  a  railroad  engineer, 
Whitacre  grew  up  trap- 
ping frogs  and  shooting 
rabbits  with  his  shotgun 
in  the  fields  of  Ennis, 
Tex.,  a  small  railroad 
town  about  40  miles 
south  of  Dallas.  In  high 
school,  he  played  first  base  on  the  baseball  team  and 
defensive  end  on  the  football  squad.  Most  classmates 
thought  the  well-liked  teenager  was  headed  for  railroad 
work  or  middle  management.  "I  would  never  in  a  mil- 
lion years  have  thought  that  he  would  have  gone  on  to 
do  such  big  things,"  says  a  childhood  friend. 

LIFE-CHANGING  MOMENT  The  sum- 
mer after  his  junior  year  in  college, 
Whitacre  applied  for  a  job  with  South- 
western Bell  in  Dallas.  When  the  man- 
ager said  there  were  no  openings, 
Whitacre  refused  to  leave.  "I  need  a 
job  real  bad,"  he  said,  offering  to  do 
anything.  The  manager  gave  him  a 
position  hammering  in  fence  posts  and 
measuring  telephone  wire. 


COLLEGE  The  first  in  his  family  to  go  to  college, 
Whitacre  graduated  from  Texas  Tech  University  with  a 
degree  in  industrial  engineering  in  1964. 

WHY  HE  DOESNT  DO  E-MAIL  Whitacre  doesn't  have 
a  computer  in  his  office.  He  prefers  to  write  notes  by 
hand  or  have  letters  typed  by  his  secretary.  "I'm  not 
computer  illiterate,  but  I'm  close.  If  two  people  are  sit- 
ting 20  feet  from  each  other  and  sending  each  other  E- 
mails,  I  think  that's  ridiculous." 

HOBBIES  Although  he  didn't  start  until  his  mid-405, 
Whitacre  has  become  an  avid  golfer  and  has  dropped 
his  handicap  to  a  respectable  12.  Long  off  the  tee,  his 
major  weakness  is  hitting  out  of  sand  traps. 

RANCH  LIFE  Whitacre's  ranch  in  suburban  San  Anto- 
nio IS  rife  with  deer,  two  zebras,  and  rattlesnakes — 
which  Whitacre  casually  kills  by  pinning  them  with  a 
stick  and  crushing  their  heads.  His  favorite  ranch 
activity  is  driving  his  Caterpillar  tractor  to  move  debris 
and  dig  holes.  "I've  been  known  to  run  over  trees  and 
do  stupid  things,  but  I  like  to  do  that,"  he  says. 


HOME  LIFE  Married  for  years  to  wife  Linda.  He  wanted 
to  see  her  so  badly  as  a  college  student  that  he  drove 
an  old  Ford  300  miles  on  weekends  from  Lubbock  to 
Fort  Worth.  The  couple  has  two  grown  daughters. 


COOKING  SKILLS  Whitacre  has  more  heart  in  the 
kitchen  than  talent.  He  likes  to  cook  breakfast  for 
friends  and  colleagues,  but  they  steer  clear  of  his 
Bisquick  biscuits.  "They're  the  worse  damn  biscuits 
you've  ever  had,"  says  one  friend. 

READING  He  just  finished  Blind  Man's  Bluff,  the  sto 
ry  of  how  daredevil  American  submariners  took  huge  ' 
risks  to  help  the  U.S.  win  the  cold  war. 
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e-business 


With  an  IBM  Web  Self-Service  solution,  they'd  all  be  at  the  front  of  the  line  for  ticket 
purchases,  reservations,  seat  changes,  flight  availability  or  frequent  flyer  questions. 
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Youve  got  a  Web  site.  So  why  are  they  still  standing  in  line'/  New  generation 

IBM  Web  software  gets  sites  beyond  publishing,  improving  customers'  satisfaction  by  giving  them  tools  to 
serve  themselves  on  tlieir  schedule,  while  increasing  profits  l)y  freeing  staff  from  routine  tasks.  Our 
Web  Self-Service  solutions  let  you  start  basic  and  add  ftinctionality  as  you  go.  The  result:  highly  interactive 
apps  that  link  to  core  data  and  business  functions -and  move  you  to  s-t'SjS" 


the  front  of  the  line.  See  how  at  ww^.software.ihni.com/webseKsemcc.  Solutions  for  a  smaU  planet ' 
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to  pass  a  bill  halting  competition,  albeit  tempoi-arily. 

Even  today,  SBC  is  a  fierce  lobb>ing  machine.  In  Texas,  it 
donated  $896,751  to  federal  lawmakers  in  1997-98,  according 
to  the  Center  for  Responsive  Politics  in  Washington.  That's 
second  only  to  utility  company  Em-on  Coip.  Legislators  joke 
about  how  tough  the  company  is:  "You  have  to  get  up  in  the 
morning  and  sprinkle  meat  tenderizer  on  these  people," 
cracks  Dallas  Democratic  Representative  Steven  D.  Wolens. 

Wliile  he  giiarded  his  monopoly,  Whitacre  was  preparing 
for  the  future  with  a  boldness  atyijical  of  Ma  Bell's  conserv- 
ative ranks.  In  Febniary,  1996,  SBC  executives  held  a  re- 
treat in  the  resort  town  of  Ojai,  Calif,  100  miles  north  of  Los 

Angeles,  to  discuss 
how  to  compete  in 
a  more  open  in- 
dustry. Whitacre 
tossed  out  the  idea  that  SBC"  had  to  get  biggei-  to  sm-vive.  His 
lieutenants  thought  he  meant  buying  one  of  the  small,  inde- 
pendent phone  companies.  But  leave  it  to  a  Texan  to  think 
oversized:  Wliitacre  said  he  wanted  to  buy  another  Baby 
Bell,  something  that  had  never  been  done  before.  "Let's 
make  the  big  jumjj,"  he  said.  Witliin  two  weefe,  Wliitacre  was 
negotiating  to  buy  San  Francisco-based  Pacific  Telesis. 

After  the  acquisition  was  completed,  Whitacre  quickly 
showed  he  had  no  tolerance  for  the  polite,  gentlemanly 
ways  of  the  old  telecom  world,  ceo  Quigley  was  stiipped  of 
his  responsibilities  the  day  after  the  merger  closed  and 
bumped  to  a  largely  ceremonial  role  as  vice-chairman.  With- 
in six  months,  a  third  of  the  top  '.iO  PacTel  managers  were 
gone.  "It  was  like  people  were  vaporized,"  says  one  former 
PacTel  executive,  sbc  points  out  that  it  has  added  4,000 
rank-and-file  jobs  in  California. 

SAVVY  APPROACH.  Wliitacre  will  need  such  wlut-leather  ways 
in  the  months  ahead.  Besides  acquiring  Ameritech,  his  top 
priority  is  getting  into  the  $80  billion  long-distance  business. 
To  do  that,  he  must  prove  to  regulators  that  sbc  is  allowing 
rivals  into  its  turf.  The  Texas  Public  Utility  Commission, 
which  says  SBC  has  met  10  of  14  items  on  its  checklist,  is  cur- 
rently testing  the  links  between  sbc's  network  and  those  of 
competitors  such  as  Allegiance  Telecom. 

In  the  meantime,  Whitacre  is  not  standing  on  the  sidelines. 
He  watched  as  Ameritech  and  U  S  West  Inc.  failed  in  bids  to 
jiartner  with  the  Denver-based  upstart,  long-distance  earner 
'^,west  Communications  International  Inc.  The  FCC  nixed 


THE  SBC  TEAM 

Even  for  the 
industry  giant 
Whitacre  is 
building,  it  will  take 
flawless  execution 
to  compete  globally 


those  deals  because  it  rul 
that  the  Bells  were  getting  in 
long  distance  without  openir 
up  their  local  markets. 

In  a  little-noticed  mov 
Whitacre  used  a  savvier  a 
proach.  On  Feb.  8,  sbc 
noimced  a  partnership  with  t. 
communications  division 
Williams  Cos.,  based  in  Tuli 
In  the  deal,  WilUams  agi'eed 
cany  SBC's  long-distance  traffic  at  favorable  prices  after  s: 
wins  regulatoiy  approval  to  enter  the  long-distance  mai'ket.  B 
Wliitacre 's  plan  goes  deeper.  As  SBC's  dealmaking  team  w 
putting  the  final  touches  on  the  partnersMp,  Wliitacre  steppi 
in  to  demand  a  piece  of  Williams.  Seated  at  a  simple  met; 
fi-ame  table  in  a  conference  room  at  the  San  Antonio  aitpo: 
Wliitacre  told  Williams  ceo  Keith  E.  Bailey  that  SBC  wanti 
ownersliip.  By  buying  a  stake  rather  than  simply  leasing  ni 
work  sei-vices,  he  felt  SBC  would  get  top-notch  products  fi- 
Williams — fi-om  digital  phone  lines  to  Internet  transmissi^ 
softwai'e.  In  exchange,  sbc  would  supply  $500  million  in  mm 
needed  capital  and  take  a  10%  interest  in  WilUanis.  Within 
horn-,  "we  had  stacked  hands"  on  the  deal.  Bailey  recalls. 

Getting  into  long  distance  is  about  far  more  than  sbc  s( 
ing  long-distance  voice  calls  to  its  local  customers.  It  want; 
chunk  of  the  fast-gi'owing  long-distance  data  market.  Wh 
nationwide  retailers,  for  example,  collect  cash  register 
tals  from  their  stores  scattered  throughout  the  countiy,  s 
can't  can-y  that  traffic.  "Because  of  regulation,  they  contin 
to  be  fi-ozen  out  of  a  big  portion  of  the  data  mai'ket,"  says 
alyst  Guy  W.  Woodlief  of  Pnidential  Securities  Inc. 

SBC,  however,  is  still  socking  in  local  data  revenues:  $ 
million  in  the  fourth  quarter  alone,  up  27%  from  the  pre 
ous  year.  Wlutacre  has  made  it  a  priority  to  get  an  even  b 
ger  slice  of  the  market.  Last  year,  sbc's  California  ch 
Edward  A.  Mueller  planned  to  roll  out  high-speed  Digi 
Subscriber  Lines  in  the  Golden  State  by  April,  1999. 
Whitacre  had  other  ideas.  In  December,  without  briefing  a 
of  his  staff,  he  told  Wall  Street  analysts  that  sbc  would  s 
DSL  service  within  weeks.  "He  went  from  catching  up 
pushing  it — real  quick,"  says  Michael  Tumer,  executive  vi( 
president  of  corporate  planning. 

Whitacre  needs  to  push  sbc  in  the  wii-eless  mark' 
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ODDLY,  THE  MOST  DANGEROUS 
PEOPLE  IN  BUSINESS  ARE  THE  ONES 
J         WHO  ALWAYS  TELE  YOU  EXACT LY 
W  H  AT  YOU  WANT  TO  HEAR. 


In  business,  there  are  times 
when  what  you  want  to  hear  is 
veiy  different  from  what  you  need 
to  hear  But  to  make  the  right 
decisions,  you  need  the  unvarnished 
tnith.  This  is  when  you  can  rely 
on  the  CPAs  in  your  company. 
Every  CPA  is  committed  to  giving 
you  an  honest,  accurate  analysis 
of  your  situation,  fust  as  impoitant, 


CPAs  arc  versatile  business 


strategists  who  can  provide  the 
valuable  insights  and  information 
top  management  needs  to  improve 
business  performance.  With  no 


strings  attached. 


THE    CPA:    N  E  V.R  R    UNDERESTIMATE    THE    VALUE !' 


erican  Institute  oj  Ccrlijicd  Public  Accounlanti 


too.  Last  yeai-.  AT&T  launched  its  Digital  One  Rate,  wliich  al- 
lows customers  to  pay  a  fixed  monthly  fee  for  a  bucket  of 
minutes  without  any  extra  roaming  or  long-distance  chai'ges. 
The  simple  plan  has  helped  at^t  attract  more  than  850.000 
customers  so  far.  cutting  into  the  business  of  other  earners 
like  SBC.  "That  changed  things  in  the  wii'eless  industiy  for 
 good."  says  ana- 
lyst ^^'Oodlief.  "You 
have  to  have  a  na- 
tion\\ide  footpiint 
in  order  to  have  a  good  product  for  high-end  users." 

Pi'oblem  is.  SBC  has  huge  gaps  in  its  wii-eless  network.  Tlie 
Amei-itech  acquisition  will  help:  Together,  the  two  compa- 
nies have  wireless  ser\ice  in  eight  of  the  nation's  top  10 
mai'kets.  But  it  still  will  have  holes,  notably  in  the  Southeast 
and  Northeast.  Tliat,  analysts  say.  means  that  sec  has  to  con- 
sider acquiiing  a  wii-eless  player  or  at  least  wii-eless  licenses 
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in  key  metropolitan  ai-eas.  Wliitacre  isn't  con\inced.  While  h 
won't  rale  out  an  acquisition,  he  points  out  that  only  4*^ 
SBC  subscribers  roam  outside  of  its  region. 

Even  for  the  kind  of  industiy  giant  WTiitacre  is  building, 
will  take  billions  of  doUai-s  and  flawiess  execution  to  compe 
globally.  Wliitacre  has  been  able  to  squeeze  $1  bilHon  a  ye 
in  cost  saxings  fi-om  the  Pac-Bell  merger  and  he  expects 
save  an  additional  Si. 2  bilUon  annually  fi-om  the  Amerite 
deal.  Wliile  that's  efficient,  it's  not  as  fomiidable  as  the  S2 
billion  that  rival  MCi  WorldCom  has  saved. 

Tine,  telecom  adversaries  fi'om  MCi-WoiidCom  to  Biiti 
Telecom  are  sui'e  to  provide  gale-force  competition.  But  f 
an  outdoorsman  who  is  used  to  killing  rattlesnakes  on  tl 
windswept  plains  of  Texas,  weathering  a  stoiTn  might  be. 
Whitacre  says,  no  big  deal. 

By  Roger  O.  Crockett  in  San  Antoni 
with  bureau  repo) 


WHITACRE  STEPS  UP  TO  THE  MIKE 


Noticeably  uncomfortable 
i)i  the  spotlight.  SBC  Coni- 
)»ii}iicatio)is  Inc.  CEO  Ed- 
ward E.  Wliitacre  -Jr  almost 

■7>i  •  ■  "  •'-:>  *'  ■  "  edia.  But 
ii'  '/I  Iii.s  of- 

ji'-  ■  io'it  jiour  of  SBC's 

Si'  ■■  io  lieadquaiiers, 

\V  ■  '  '  d  his  thoughts 

{)i      ■  ;/  and  himself 

With  BU>I\K.-S  \vf:i-:K  rom  - 
spondoit  Rngt  r  i>.  Cruckeff. 

On  his  disdain  for  meetings: 

This  is  a  nonbm-eaucracy.  It's 
a  result  of  my  being  an  impa- 
tient person.  Growing  up  in 
this  business,  I  attended  thou- 
sands of  meetings.  One  of  the 
things  I  decided  was  that  if  I 
ever  got  to  be  chau-man,  I 
was  not  going  to  have  long 
meetings.  Don't  confuse  me 
with  all  this  superfluous  stuff. 


On  his  competitive  spirit: 

I  like  to  compete,  and  I  like  to  do 
well.  It  kind  of  gets  the  juices  flow- 
ing. It's  a  veiT  competitive  w'oiid 
we're  in.  It's  an  exciting  business 
we're  in,  and  we're  lucky  fi-om  that 
standpoint. 

On  what  he  wants  for  SBC: 

I  like  to  be  the  best.  I  like  for  om* 
stock  price  to  be  the  liighest.  I  like 
for  oui-  employees  to  be  the  highest 
paid.  I  like  for  us  to  have  the  best 
network. 


to  them.  And  the  Ameritech 
deal  gives  us  the  scope  and 

scale  to  do  that  \\^  have  to 

have  the  customer  base  of 
both  medium-  and  large-scale 
businesses.  We  have  to  have 

the  consumer  base  You 

can't  be  a  global  player  and  be 
small.  It  just  doesn't  work. 

On  his  management  style:  i 

Gosh.  I  don't  know.  It's  kind  of  | 
all  over  the  map.  Sometimes 
I'm  veiy  hands-on.  Sometimes 
I  spend  a  lot  of  time  on  strate- 1 
gA'.  I  like  a  lot  of  interaction 
with  people.  We're  a  pretty 
close  gTOUp.  and  we've  known 
each  other  a  long  time.  I'm  not| 
a  detail  fi*eak,  but  I  like  to 
know  wiiat's  going  on. 


HANDS-ON  CEO 


to  knoiv  what's  going 


hanging  on  and  hanging  on.  We  just 
cut  oiu-  losses. 

On  business  failures: 

We  didn't  do  that  well  in  England 
competing  against  British  Telecom. 
We  went  over  aii<l  built  the  tirst 
combination  cable-TV  and  phone  sys- 
tem. We  did  0.  K.,  but  we  hit  the 
wall  there  fauiy  quickly  and  got  out 
of  the  business.  We  ha\-en't  done  any 
good  in  the  cable-T\'  business.  I'm 
the  guy  who  said.  "Buy  [cable  com- 
panies] in  WasMngton.  D.  C,"  and 
I'm  the  same  guy  wiio  said,  "Let's 
get  out  of  the  business." 


On  SBC's  investment  philosophy:  On  the  need  to  build  a  bigger 

We  don't  keep  pouring  good  money  company: 

after  bad.  We're  not  afi-aid  to  say  I  don't  feel  it;  I  know  it.  We  have  to 

that  we  messed  up — and  we've  done  ha\-e  a  certain  mass  of  [phone]  hnes 

that  several  times.  Some  people  keep  and  customers  so  we  can  reach  out 


  On  his  responsibility  to 

shareholders: 

They  had  the  coiu-age  and  the  confi- 
dence to  put  money  in  this  business, 
and  they  desen'e  our  best  efforts  to 
reward  them  for  doing  that.  When 
we  do  well  for  the  stockholders, 
evenlliing  else  works.  If  the  stock 
were  doing  badly,  I  can't  imagine  a 
worse  scenaiio.  Tliat's  pretty  bleak 
to  me — htmkered  dow^l  and  having 
shells  lobbed  in  on  you  all  the  time. 

On  his  controversial  legal  attack  on 
the  Telecom  Act  of  1996: 

We  thought  the  government — the  leg- 
islation— was  singling  us  out  for  pun- 
ishment, and  we  thought  that  was 
against  the  law.  A  lot  of  people  joined 
oui-  suit  [U  S  West  Inc.  and  Bell  At- 
lantic]. I  hope  it  didn't  bend  too  many 

people  out  of  shape  I'd  rather  not 

do  it,  but  I  would  do  it  again. 
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'om  our  real-time  worldwide  resetiiu,^,.  ^^.^     . ,  .  ^  .i  Preferred'^  Service,  to  our 
oving  Rapid  Return®  and  2U-tiour  roadside  assistance.  Avis  continually  invests  in  technology 
Id  service  innovations.  All  to  make  your  rental  fast,  simple  and  precise. 

till,  we  know  technology  doesn't  try  harder,  people  do.  That's  why  we're  committed  to  a  spirit 
f  "sense  and  respond."  It's  an  attitude  within  our  employees  to  try  harder  by  recognizing  your 
^dividual  needs.  To  make  your  rental  experience  the  most  personal  and  convenient  possible. 
'J  come  to  Avis.  Where  the  only  thing  more  impressive  than  our  technology  Is  our  people. 


Am. 


We  try 


)//  Avis  at  1-800-331-1212,  or  visit  us  at  www.avis.com 


Legal  Affairs, 


A  SITE  FOR 
SOREHEADS 


As  "hate  sites"  target  companies,  managers  are  inventing  defenses 


Some  people  love  Im  i-ide  Harley 
Davidson  motorcycles.  Others 
enjoy  collecting  (inlls  and  cute 
little  toys.  Richard  Hatch  is  one 
of  the  few  people  on  eanh  Aith  a  pas- 
sion for  both. 

One  day  in  1997.  the  Ba  (Me.) 
resident  rode  to  his  local  Wai  '  ;ii-t  at  7 
a.m.  to  be  fii'st  in  line  to  bu,  a  new 
batch  of  Tamagotchis — those  tiny  Japa- 


nese electronic  "]3ets"  that  were  faddish 
briefly.  WTiat  haj^pened  next  is  in  dis- 
pute, but  both  sides  agi-ee  the  tattooed, 
210-pound,  self-described  "house  hus- 
band" got  into  a  shouting  match  with  an 
employee  and  was  banned  from  the 
store.  In  retaliation.  Hatch  hii-ed  a  Web 
design  expert  and  created  Walmart- 
sucks.com,  a  site  devoted  to  attacking 
the  Bentonville  (Ark.)-based  retailer. 


In  just  two  years,  it  has  sprouted 
beyond  Hatch's  wildest  dreams  of  i 
venge.  More  than  1.500  customers  h 
WTitten  in  to  attack  I'ude  store  m: 
agers,  complain  about  alleged  insects 
the  aisles,  offer  shoplifting  tips,  a 
fi"om  time  to  time,  WTite  romantic  oi 
to  cashiei's.  Disgi-untled  employees  a 
tate  for  unions,  expose  the  piu-port 
marital  infidehties  of  supei-visors,  a 
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AFTER  30  DAYS,  MOST 
CHARGE  CARD  COMPANIES 
GIVE  YOO  A  WARNING. 

WE  GIVE  YDD  ANOTHER  30  DAYS. 


There  must  be  a  catch,  right'?'  Actually,  no.  We  understand  that 
sometimes  a  three-day  business  trip  turns  into  three  weeks  and, 
by  necessity,  you  could  use  some  extra  time  to  pay  your  bill.  That's 
why  we  always  give  you  the  convenience  of  an  extra  billing  period  to 
pay  when  you  need  it,  interest-free.  Another  difference  is  having  a  real 
person  answer  your  calls  and  help  you,  24  hours  a  day.  We  also  give 
you  an  award-winning  rewards  program  that  allows  you  to  earn  miles 
that  can  be  redeemed  on  every  ma|or  U.S.  airline.  And,  of  course,  the 
Diners  Club  Card  is  welcomed  by  airlines,  hotels,  car  rental  companies 
and  millions  of  other  places  you  go.  Call  us  at  1  BOG  2  DINERS. 
We'll  answer  all  of  your  questions,  no  extra  charge. 


/|  |«  D'lmrs  Club 
International 


crmANW 


BREAKING  THE  PLASTIC  MOLD. 


CmBAN<0 


Citicorp  Diners  Club  Inc.  www.dinersclubus.com 


Legal  Affairs 


s  Netscape:  NikeBiz  ISocial  Labor , 


Print 


ill 

stop 


3  <2^''*^*'  s  Relate 


FIGHTING  IRE  THE  WIRED  WAY: 

Nike  posted  its  own  site  to 
counter  critics  of  its  labor 
record 


flij^  NilMSldfy      Responsibility       RtUil      Investors        Jobs       Mtdij  Sil«M^/ 


Labor  Practices 


ufion  vniATivES 

•  RMisH  Code 

•  Efltorclns  the  C«M 

•  AMrtssing  Wages 
MWOliNCEMENT 

•  Audio 

•  Tianscrlpt 

•  Video  Klqhilgbts 
fACtORY  C'JH 
REFHEHCEl  'l=Aftv 

TAurcus 


3 

-i  u  Netscape:  Nike  Watch:  Are  Nike  ractorles  sweatshops  which  explojl 

1^.    J*-     ^           ^  1 

Hoon»      S««reh    N«tse4p«     f  s^**      Print     S«ur1h|      S'o?  A 

urge  consumers  tu  shop  elsewhere. 
Plaintiffs'  lawyers,  meanwhile,  visit  in 
search  of  clients  and  useful  evidence 
against  the  company. 

So  it's  no  smi^rise  that  a  few  months 
after  Hatch  opened  the  site,  Wal-Mart's 
attorneys  sent  a  letter  thi'eatening  "nec- 
essary action"  unless  he  took  it  down 
within  48  hours.  Hatch  defied  the  $138 
billion  retailer — and  ultimately  Wal-Mait 
Stores  Inc.  blinked,  dropping  efforts  to 
close  the  site.  "Although  it  is  hard  to 
see  some  of  the  things  that  are 
said ...  we  are  not  going  to  get  into  a 
tit-for-tat  with  people  on  the  Internet. 
What  we  have  to  do  is  make  sure  that 
we  define  oiu'selves  and  not  let  someone 
else  do  it,"  says  corporate  affairs  vice- 
president  Jay  Allen. 

Wal-Mait  is  just  one  of  scores  of  com- 
panies facing  the  problem  of  "hate" 
sites.  More  than  100  of  America's 
biggest  brand  names  have  been 
targeted,  from  Allstate  to  Toys 
'R'  Us  to  Viacom.  And  some  com- 
panies have  the  honor  of  more 
than  one  attack  site:  Microsoft, 
for  example,  has  in  excess  of  liO. 

Wliile  many  of  these  compani 
have  tried  to  silence  their  cybei- 
ciitics,  few,  if  any,  have  succeeded. 
Protected  by  the  First  Amend- 
ment, Web  publishers  are  fi'ee  to 


JUST  STOP  IT 

■  ,  The  'STt»OM!  For  Kikt'  lemm  .  I 

■    --  I 

■  More  recent  reports 

-  Jamiyainp«ig!Lt!asp 


un  Hydt'  Park 
Corner  and  rail 

against  tilings  to  20  pe(_iijle  n(jw  can  put 
up  a  Web  site  and  rail  in  fi'ont  of  2  mil- 
lion people,"  says  William  J.  Comcowich, 
president  of  UtiliTech  Inc.,  a  Stratford 
(Conn.)  firm  that  charges  companies 
$1,995  per  month  to  monitor  what's  said 
about  them  on  the  Internet. 
USEFUL  DATA.  Wliile  the  sites'  content 
is  frequently  sophomoric — and  some- 
times fictional — they  also  can  be  invalu- 
able consiuner  tools.  "ITntied  Airlines,"  a 
site  devoted  to  attacking  United  Air- 
lines Inc.,  offers  detailed  advice  about 
how  to  get  the  company  to  respond  to 
complaints.  And  "Intel  Secrets,"  though 
not  aimed  at  ordinary  computer  users, 
gives  outside  engineers  detailed  data 
about  problems  with  the  company's 
chips.  Intel  says  almost  all  of  the  infor- 
mation on  the  site  can  be  obtained  from 

HOW  COMPANIES  FIGHT  BACK 
AGAINST  HATE  SITES 


GETTING  THERE  FIRST  As  a  defensive  maneu- 
ver, many  corporations  now  buy  the  URLs  for 
their  name  followed  by  the  word  "sucks.com." 

v^'AKING  NICE  Some  companies  try  to  figure  out 
why  the  creator  of  the  hate  site  is  angry,  then 


public  sources  but  admits  the  data  i; 
the  Web  page  can  be  useful  to  pu 
chasers  of  its  products. 

Because  hate  sites  give  customer 
who  used  to  have  "no  way  of  findii 
out  if  other  people  had  the  same  pro' 
lem"  a  way  to  connect,  advocate  Ral] 
Nader  thinks  they  have  the  potenti 
to  revolutionize  the  consumer  mo^■ 
ment.  Among  other  things,  the  sites  c; 
be  used  to  exchange  information,  org} 
nize  boycotts,  and  coordinate  lawsuit 
Hate  sites  "can  be  done  well  or  doi 
poorly,  but  in  general  they  are  fillir 
an  important  vacuum,"  Nader  says. 

Ironically,  the  information  on  mar 
hate  sites  is  sometimes  most  valuable  ■ 
the  companies  being  attacked.  Wi 
martsucks.com,  for  example,  asks  cus- 
tomers to  rate  their  local  stores  tV 
cleanliness,  prices,  and  custom!' 
service.  Hundreds  of  people  ha  • 
responded  with  numerical  scoii.- 
and  detailed  comments — a  fri; 
database  that  would  be  quite  cot 
ly  for  Wal-Mart  to  reproduce  1 
its  owTi.  But  like  most  compani^ 
Wal-Mart  execs  still  don't  const 
er  hate  sites  to  be  a  legitimj 
customer  feedback  mechanism 
Of  course,  many  sites  have  '<. 


post  almost  anything  online.  A    apologize  and  take  steps  to  fix  the  problem.  solutely  no  redeeming  social  val' 


oiporation's  only  legal  remed\'  is 
•  'lerally  to  sue  for  damages  -a 
■  hat  would  only  draw  mt  iv 
to  the  hate  site.  Th 
freeuuu.  ,  'ves  people  like 
not  to  m"nt,ion  public  interes 
L'rfUi;-'  c'nd  (!isgi"untled  workers, 
iiiroi  t  edented  power  to  lash  out 
■  t  ;'i  '.npanies  w  Idwide.  "The 
-■3,n. :■  people  wV     ised  to  stand 


TELLING  THEIR  STORY  Nike  and  Unocal  have 
defended  themselves  against  charges  of  Third 
World  misdeeds  by  creating  Web  sites  telling 


u  ,  ,  their  side  of  the  story.  .cg^.u.v 
Hatcl  I.   i   Klan — i 


One  RadioShack  hater,  whc 
Web  page  is  available  on  Yah( 
Inc.,  accuses  the  company  of 
legedly  supporting  the  Ku  KJ 


LITIGATING  As  a  last  resort,  many  companies 
have  tried  suing  hate-site  creators.  But  this 
strategy  almost  always  falls  foul  of  First 
Amendment  concerns. 


a  charge  the  company  d 
misses  as  outrageous.  Ap 
WOliam  A.  Sheehan  III,  a  Seatti- 
area  man  who  believed  his  cre.t 
had  been  unfairly  damaged  y 
several  rating  agencies,  retaliaid 
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i>>\arriott 

HOTELS  RESORTS  SUiTES 


RENAISSANCE. 

HOTELS  AND  RESORTS 


Marriott  Rewards'  25K  Bonus.  Marriott  Rewards  members  who  sign  up  for  our  special  bonus  will  get 
5,000  extra  points  for  every  three  stays*  at  a  IVlarriott  Hotels,  Resorts  and  Suites  or  at  participating  Renaissance 
Hotels  and  Resorts  from  now  until  September  6, 1999.  All  the  way  up  to  a  grand  total  of  25,000  bonus  points. 
Add  that  to  the  points  you're  already  racking  up  as  a  Marriott  Rewards  member  and  you  are  well  on  your  way  to 
basl<ing  in  the  sun  or  swishing  down  a  mountainside.  We  have  over  1,500  places  worldwide  (including 
many  glorious  resorts)  where  you  can  redeem  your  points.  Plus  cruises,  flights,  car  rentals  and  vacation 
pacl<ages.  To  sign  up  for  the  25K  Bonus,  just  call  1-888-977-7012  or  clicl<  over  to  www.marriottrewards.com. 


itf 


i\>  Harriott  R  e  w  a  r  d  s 


Legal  Affairs 


Despite  some  sites'  invective  and  outlandish  claims, 
courts  have  upheld  their  First  Amendment  rights 


against  some  of  the  companies'  employ- 
ees by  posting  family  infoiTnation  and 
maps  to  their  homes  on  his  Web  site. 
Feaiful  the  infonnation  might  get  into 
the  hands  of  a  stalker,  the  companies 
asked  a  judge  in  Seattle  to  close  the 
site.  But  although  Sheehan  called  the 
people  "scumbags"  and  worse,  he  didn't 
advocate  huiting  them,  so  the  judge  let 
him  keep  the  site. 

ConceiTi  is  also  gi'owing  that  some 
companies  may  be  covertly  using  hate 
sites  to  tarnish  rivals,  says 
James  M.  Alexander,  vice- 
president  of  WavePhore  Inc.,  a 
Phoenix  company  that  moni- 
toi"s  the  Internet  for  lai'ge  cor- 
porations. In  a  federal  suit 
filed  last  year  in  Michigan, 
Amway  Corp.  alleged  that 
Procter  &  Gamble  Co.  "has 
been  a  behind-the-scenes  spon- 
sor of  a  rogue  Web  site . . .  that 
foments  hate  rhetoric  about 
Amway."  In  addition  to  the 
standard  array  of  negative 
news  clippings  and  personal 
te.stimonials,  the  site  "Amway: 
The  Untold  Story"  has  pub- 
lished some  sensitive  internal 
documents,  p&g  acknowledges 
it  supplied  some  material  to 
the  creator  of  the  site  but 
says  the  documents  were  pub- 
lic and  that  it  acted  legally. 
It's  trying  to  dismiss  the  suit. 
Although  this  is  the  only  case 
where  the  issue  has  become 
public,  Alexander  says  clients 
have  told  him  they  suspect 
competitors  are  behind  certain 
hate  sites. 

KILLER  SITE.  While  the  nega- 
tive sites  are  usually  only  a 
nuisance  to  large  coi-porations,  they  can 
be  deadly  to  smaller  companies.  In  1998, 
David  Holker  hired  two  Costa  Mesa 
(Calif.)  Internet  site  designers  to  help 
him  develop  a  Web  page  for  liis  company, 
Express  Success  Inc.,  an  Orem  (Utah) 
multilevel  marketing  company  that  sold 
car  products.  After  a  billing  dispute,  the 
designers  created  expresssuccesssucks. 
com,  a  site  where  they  called  Express 
Success  a  "scam,"  pictured  Holker  in 
prison  clothing,  and  posted  an  advertise- 
ment for  one  of  liis  biggest  competitors. 

Holker  claims  the  attack  drove  his 
revenues  down  from  $60,000  monthly 
'  0  neai'ly  zero,  since  many  of  his  clients 
■  ime  from  the  Net.  "The  Internet  is  a 


wonderful  way  to  market  things,  but  it 
can  be  tenibly  abused,"  he  says.  Claim- 
ing defamation,  among  other  things, 
Holker  sued  the  Web  site  designers  last 
year.  His  efforts  to  shut  it  down  failed, 
but  he's  still  seeking  money  damages. 
The  Web  design  company  says  it's  act- 
ing within  its  free-speech  rights. 

Because  of  the  difficulty  of  suing  hate 
sites  out  of  existence,  companies  in- 
creasingly are  turning  to  other  strate- 
gies. Most  big  coiporations,  as  a  matter 


of  L'nii'.M',  1,.  ,  lie  Web  addresses, 
or  URLS,  for  their  names  followed  by 
the  word  "sucks.com"  or  preceded  by 
"Ihate."  But  often  they  don't  get  there 
in  time.  Once  a  company  spots  a  nega- 
tive site,  says  WavePhore's  Alexander, 
the  fastest  way  to  close  it  is  to  contact 
the  person  who  created  it  and  immedi- 
ately try  to  address  his  or  her  com- 
plaint. "You  call  them,  you  say  you're 
Sony,  you  fix  the  problem,  you  wiite 
the  check.  It's  the  smallest  check  you're 
going  to  WTite,"  he  says. 

But  it  doesn't  always  work.  Consider 
the  stoiy  of  Chase  Manhattan  Bank  and 
23-year-old  Scott  Harrison,  creator  of 
Chasemanhattansucks.com.  Even  after 


Chase  apologized  to  the  New  YorkeJ 
for  taking  months  to  ehminate  an  errol 
neous  charge  on  his  credit  card,  Harril 
son  refused  to  dismantle  his  site,  in  pari 
because  other  complaints  posted  therf 
had  increased  his  conviction  that  th| 
bank's  business  practices  needed  to  b| 
exposed. 

A  few  companies  are  reacting  witl 
their  own  Internet  counteroffensive.  If 
response  to  several  sites  urging  cor 
sumers  to  boycott  Nike  Inc.  for  undei| 

WALLOPING  WAL-MART 

Richard  Hatch  set  up  a 
Web  site  to  trash  the 
hain  after  he  was  bannej 
from  its  local  outlet 


l^aying  Third  World  worker 
the  sports  clothing  manufai 
turer  has  created  a  site  sep; 
rate  from  the  company's  ma: 
Web  page.  It  features  phot 
I  if  a  humble  but  clean-loo 
<hoe  manufacturing  plant 
<  hina  and  describes  benefi' 
iiffered  to  overseas  workers 
Dunkin'  Donuts  Inc.  h 
gone  further  After  a  dis: 
tied    customer  establish 
(lunkindonuts.org,  an  attai 
site  that  appeared  on  mai 
Internet  search  engines  ahe; 
I  if  the  company's  own  W( 
|iage,  the  company  contact 
about  25  people  who  had 
i  t-n  in  with  complaints  and 
lered  them  coupons  for  ft- 
'lunuts.  "If  this  was  whe 
fustomers  were  going  to  pi 
'  heir  comments,  we  thoug 
it  was  important  for  us  to 
ahead    and    address    them,"  sa 
spokesperson  .Jennifer  Rosenberg.  No 
the  company  is  in  negotiations  to  b 
the  site  from  its  founder,  25-year-c 
David  Felton  of  Hamden,  Conn.,  w 
says  he'll  sell  because  "they  have  be 
taking  complaints  and  responding." 

Not  too  many  other  companies 
liltely  to  get  off  this  easily,  though.  Afi 
having  devoted  dozens  of  houi's  to 
tablishing  his  site,  Walmartsucks.cor 
Hatch  says  that  he  has  "no  intention 
selling."  Most  other  hate-page  create 
agi'ee.  That  means  Coi-porate  Amer 
has  little  choice  but  to  get  used  to  the 
Bij  Mike  France  in  New  York,  u 
Joann  Muller  in  Detroit 
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Sr  our  free  brochure  and  a  prospectus,  which  contains  complete  information  on  risks,  charges  and  expenses.  Read  the  prospectus  carefully  before  you 
&"t  or  send  money. 

Cutting  Taxes;  Which  Funds  Are  iVIost  Tax  Efficient,"  Mutual  Funds  magazine,  June  1 998  issue. 
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^     Picture  a  revolution  led  by  the  ink-stained  guys 
who  come  to  fix  the  office  copier.  Instead  of 
y  yanking  out  jammed  paper,  they've  become  sys- 

I  terns  experts  who  build  a  digital  highway  that 
ts  you  scan  documents  in  Brazil,  weave  them  into  cus- 
imized  booklets  in  New  York,  and  print  on  demand  in  Lon- 
m — with  software  to  alter  American  spelling.  Where  they 
ice  hauled  toner,  the  white  shirts  now  sell  industry-specific 
olutions"  that  change  the  way  you  shuttle  infonnation.  Still 


)itting  out  a  mishmash  of  black- 
id-white  documents?  Stand  aside 
hile  they  turn  that  mess  into  a 
ilorful  show]3iece  that's  automati- 
Ey  tailored  to  each  customer  And 
)n't  kick  the  new  copier.  It's  your 
gh-speed  color  printer,  scanner, 
id  fax  machine,  too. 
Sounds  like  a  scene  more  suited 
Bill  Gates  than  the  Copier  Guy. 
at  this  is  the  game  plan  of  G. 
chard  Thoman,  president  of  Xe- 
x  Corp.,  whose  appointment  as 
ief  executive  could  come  within 
ys.  Recruited  two  yeai's  ago  from 
M  to  accelerate  Xerox'  transition 
digital  technology,  Thoman,  54, 
,s  already  turned  the  company 
:o  a  ferocious  aggi'essor  in  the 
cument  war — shooting  out  new 


Can  new 
CEO 
Rick  Thoman 

turn  its 
digital  dreams 
into  reality? 


sei^vices.  Indeed,  Thoman  wants  to  transfonn  the  veiy  natiu'e 
of  Xerox'  relationship  with  corporate  customers  around  the 
world.  Instead  of  just  pusliing  ]>roducts,  Thoman  wants  Xerox 
to  be  a  partner.  He  aims  to  build  digital  networks  linking  Xe- 
rox wondere  to  PC's  and  sei"vers,  putting  to  work  a  recently  ac- 
quired army  of  systems  specialists.  And  to  boost  its  slice  of 
higher-margin  outsoui'cing,  Thomas  wants  to  run  far-flung 
printing  and  copying  operations  for  customers  for  a  fee. 
At  the  same  time,  Thoman  is  intent  on  pushing  Xerox 
products  into  new  markets  at  the 
far  edge  of  the  Info  Age.  One  of 
the  hottest  is  customized  printing, 
where  companies  are  using  Xerox 
products  to  individualize  then*  com- 
munications with  customers  as  nev- 
er before.  Xerox  recently  set  up  a 
system  for  one  Danish  manufactm- 
er  that  lets  it  make  250  variations 
of  a  product  manual  on  the  spot 
and  drop  them  into  boxes  on  an 
assembly  line  as  needed.  And  for  a 
book  wholesaler  in  Germany,  Xe- 
rox systems  are  ah-eady  being  used 
to  print  paperback  reorders  on  de- 
mand. If  the  business  takes  off,  the 
long-term  implications  for  such  pa- 
per-heavy industries  as  publishing 
or  catalogs  are  enormous.  When 
book  titles  can  be  digitalized  and 


)ducts,  pusliing  its  wai'es  onto  store  shelves  in  record  num- 
's,  and  elbowing  into  Hewlett-Packard  Co.'s  printing  turf. 
If  Thoman  has  brought  much-needed  urgency  to  the  com- 
ly,  his  real  challenge  is  yet  to  come:  tuming  into  reality 
rox'  oft-stated — and  oft-missed — goal  of  becoming  a  key 
yer  in  the  digitalized  office.  A  longtime  protege  of  IBM 
airnian  and  ceo  Louis  V.  Gerstner  Jr.,  Tlioman's  vision  goes 
lond  chasing  evei-y  piece  of  paper  streaming  out  of  the 
cti'onic  office.  He's  positioning  Xerox  to  capitalize  on  one  of 
'  biggest  paradoxes  of  the  Infonnation  Age:  Rather  than 
ating  the  much-ballyhooed  "paperless  office,"  technologv' 
1  created  ever  moi'e  demand  for  documents — and  far  more 
'histicated  ones  at  that.  Thoman  figiu-es  no  company  is 
ter  positioned  to  build  a  market  out  of  that  bui-geoning,  if 
lefined,  need  than  Xerox. 

To  succeed,  the  soft-spoken  but  tough  executive  will  have  to 
1  off  the  same  trick  at  Xerox  that  his  mentor  managed  at 
•  Blue:  refocusing  a  company  long 
)wn  for  selling  high-end  gear  into 
ist-moving  provider  of  high-tech 


LOOKING  AHEAD  Thoman  is  hunting  new 
markets  at  the  far  edge  of  the  Information  Age 


ordered  up  by  stores  on  tleinand,  for  example,  the  savings  in 
inventory  alone  could  shift  the  economics  of  the  business. 
"We're  positioning  ourselves  around  knowledge,"  says 
Thoman,  "and  the  document  is  the  dna  of  knowledge." 
BOLD  PUSH.  Such  lofty  language  is  heai'd  often  fi'om  the  world- 
ly ex-consultant.  Thoman  reels  off'  references  to  H.  L.  Mencken 
or  Herbert  Hoover  the  way  most  CEOs  cite  golf  scores.  He  has 
three  master's  degi-ees  and  a  PhD  in  inteniational  economics, 
and  he  speaks  fluent  French,  honed  dming  fom*  years  in  Paris 
with  McKinsey  &  Co.  As  a  college  student,  Thoman  wanted  to 
become  a  dii)lomat.  "No  one  would  be  suiprised  to  see  him  as 
Secretaiy  of  State,"  says  McGill  University  classmate  Frank 
Slover.  Away  from  the  office,  though,  Thoman  has  an  un- 
wonkish  fonclness  for  motorcycles  and  fast  cars. 

Thoman's  high-concept  rhetoric  can  be  tough  to  process.  But 
so  far,  it  hasn't  clouded  his  ability  to  project  a  more  sophisti- 
cated image  for  Xerox.  Thoman  seems  to  be  getting  tlrrough — 
using  ad  campaigns,  speeches,  and 
glad-handing  at  high-tech  events 
such  as  Comdex,  the  computer  trade 
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Rick  Thoman,  P 
Hard  Driver 


THE  WORD 

His  message  is  getting  through 

HANDS-ON  INVOLVEMENT 

Thoman  hammers  out  strategy 
the  U.S.  marketing  campaign 


WELL  PREPARED 

Thoman  boasts  three  master's 
degrees  and  a  doctorate  in 
international  economics 

show.  "We're  getting  a  lot  more  calls  where 
clients  are  evaluating  Xerox  than  a  year 
ago,"  says  .James  W.  Lundy,  a  research  di- 
rector at  GaitnerGrou])  Inc. 

Still,  it's  a  pretty  bold  push  foi"  a  company 
so  synonymous  with  copying  that  its  name 
has  become  a  verb.  And  it  remains  a  tough 
sell.  Xerox,  after  all,  is  less  famous  for  forging  cutting-edge 
technology  than  for  letting  it  slip  away.  Xerox  created  the 
mouse  and  many  other  components  of  the  modern  PC,  only  to 
let  others  ran  away  with  the  revolution.  Tlie  company  ignored 
the  thi'eat  posed  by  .Japanese  copiers  and  new  office  piinters 
to  the  point  where,  by  the  lf)80s,  even  its  then-(^E()  David  T. 

Kearns  wondered  if 
Xerox  would  survive. 

Through  a  massive 
quality  overhaul  led  by 
Kearns  and  cEO  Paul  A.  Allaire,  wlio  succeeded  him  in  1990, 
Xerox  staged  a  di-aniatic  comeback.  The  company  grabbed  its 
copier  franchise  back  and  jumped  into  the  digital  world.  Last 
year,  Xerox,  based  in  Stamford,  Conn.,  had  record  operating 
profits  of  .$2.7  billion,  up  18%  fi-om  1997— compared  with  a  loss 
of  .$402  million  five  years  ago.  Although  rev- 
enue growth  has  been  slower,  1998  sales 
rose  7%,  to  $19.4  billion — among  Xerox' 
strongest  gains  in  the  '90s. 
"AGGRESSIVE."  Thoman's  job  to  take  Xe- 
rox to  the  next  level.  Xerox  today  is  far 
healthier  and  much  more  stable  than  in  the 
early  '80s,  but  stability  is  not  what  the  Xe- 
rox boai'd  or  its  shareholders  have  in  mind. 
Even  though  woiries  about  its  key  Brazilian 
larket  have  sent  shares  down  16%  in  re- 
nt months,  the  stock  is  still  up  4.5%,  at  .52, 
s!  1  Tlioman  wa.s  hii'ed  in  Jiuie,  1997.  "Paul 
gi-eat  job  with  the  turnaround,  but 
X.'MK  isn't  a  turnaround  anymore,"  says 
''  rick  Lncera  of  Independence  Investment 
■\?:sociates  Inc.,  which  has  1  million  Xerox 
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shares.  "We  needed  someone  a  little  more  aggi'essive  ai 
growth-oriented." 

Strong  gi-owth  will  come  only  if  Thoman  can  catapult  X 
rox  into  the  front  lines  of  office  technology,  on  a  par  with  IV 
ci'osoft  Corp.  or  Electronic  Data  Systems  Corp.  Last  ye 
more  than  half  of  the  copiers  Xerox  sold  were  digital — mea 
ing  that  they  record  documents  as  data  bits,  not  phot 
graphic  images.  Ti'ouble  is,  Xerox  had  long  billed  itself 
"digital"  without  delivering  all  the  technology.  And  ev 
when  it  did,  Xerox  didn't  change  the  way  customers  used 
products.  Sure,  when  its  copiers  are  hooked  up  to  an  offi 
network,  computer  users  can  manipulate  images  and  s 
them  out.  But  the  wave  of  new  desktop  piinters  do  much  t 
same,  and  they're  smaller  and  cheaper.  And  even  today,  oi 
half  of  new  Xerox  digital  coj^iers  are  linked  to  networ 


Thoman's  Plan  for  Xerox 


WHAT  HE  HAS  DONE  SO  FAR: 

•  Reorganized  the  sales  force  into 
teams  focused  on  the  needs  of 
specific  industries 

•Chopped  costs  by  consolidating 
in  Europe,  axing  9,000  jobs,  and 
trimming  production  costs  10% 

•Acquired  XLConnect,  which 
added  1,500  network  and  systems 
specialists  to  integrate  copiers  and 
printers  with  other  office  gear 


WHAT'S  NEXT: 

•  Deliver  double-digit  revenue 
growth  by  selling  more  digital 
copiers,  digital  printers,  and  the 
software  that  allows  users  to  share 
and  distribute  documents 


•  Get  more  companies  to  outsourc 
their  custom  printing  and  publish 
ing  needs  to  Xerox 

•Establish  a  presence  in  the  low- 
end  printer  market 
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That's  why  Thoman  has  his  work  cut  out  proving  that  a 
ipier  company  has  any  natural  edge  in  moving  documents 
ound  an  office  network.  The  most  obvious  advantages  that 
ipiers  offer  over  desktop  printers  are  lower  costs  and 
•eater  speed  and  flexibility.  But  with  a  printer  fi-om  hp  oi' 
mon  Inc.  sitting  beside  a  computer — and  with  the 
erox  copier  down  the  hall — the  instinct  is  to  print 
ultiple  documents  fi'om  the  desk. 
ICIER.  Therefore,  Thoman  must  push  Xerox  further 
to  a  world  where  customers  tiuTi  to  it  for  mor-e  than  a 
ox."  In  the  office  that  Tlioman  has  in  mind,  clients  don't  just 
ly  the  next  copier  or  printer  fi-om  Xerox.  They  also  let 
irox  hook  its  copier  into  an  office  network  and  use  its  soft- 
ire  to  reshape  the  way  the  network  channels  infonnation. 
id  if  Thoman  is  really  lucky,  Xerox  will  be  asked  to  manage 
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SHOW  AND  TELL  (ABOVE) 

Filming  an  in-iiouse  video  to 
pread  the  gospel  to  employees 

OFFICE  WORK  (FAR  LEFT) 

Colleagues  describe  Thoman 
as  soft-spoken  but  tough 

SELLING  THE  PRODUCT 

,         if  h  Morgan  Stanley 
President  John  Mack,  a 
I  high-profile  Xerox  customer 

the  whole  printing  process — turning  an  equipment  sale  into  a 
much  more  juicy  service  contract.  Such  outsourcing  gi'ew 
35%  for  Xerox  last  year,  to  $2.7  bilhon,  or  14%  of  revenues. 

The  message  has  begim  to  seep  through  to  customers. 
"They've  become  creative — and  now  look  at  om-  business  the 
way  we  do,"  says  Celeste  A.  Presto,  an  assistant  vice- 
president  at  Citibank.  Not  only  is  the  bank  letting  Xerox 
design  and  tiuTi  some  mailing's  into  coloiilil  brochui'es,  but 
it  also  is  starting  to  link  computers  to  Xerox  centers  so 
employees  can  order  copy  jobs  fi'om  their  desk.  The  re- 
sult: fewer  Xerox  machines  on  site  but  more  spent  on  services. 

That's  only  the  beginning  of  the  outsourcing  business 
Thoman  hopes  to  build.  Take,  for  instance.  Health  Now  ny 
Inc.,  a  Buffalo  insm-er  that  brought  in  Xerox  to  transfoiTn  its 
eclectic  kit  of  infoiTnation  for  new  members  into  a  customized 
color  book.  Xerox  not  only  set  up  the 
collating  and  printing  ecjuipment,  but 
its  specialists  also  reviewed  the  pa- 
pers, reorganized  them,  designed  the 
book,  and  highlighted  key  infonnation. 
Then  it  stepped  in  to  manage  the 
printing  of  customized  booklets  that 
can  instantly  note  benefits  changes.  "A 
lot  of  companies  can  print,  but  nobody 
else  was  as  far  along  in  handling  the 
information,"  says  Health  Now  ceo 
Thomas  P.  Hartnett.  "We  consider 
them  more  of  a  strategic  partner  than 
a  company  that  sells  equipment." 

It's  no  slam  dunk,  though,  that  the 
new  digital  Xerox  machines  can  be 
seamlessly  sown  into  existing  net- 
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XEROX  LEADS  IN 
COPIER  SALES... 


MARKET  SHARE  BY  UNIT  SALES 


HEWIin-PACKARD 


LEXMARK 


works.  For  all  the  company's 
smooth  marketing  talk.  Xerox 
machines  aren't  always  on  the 
best  of  terms  with  their  office 
mates.  Some  customei"s  giipe  that 
Xerox'  connection  technology*  is 
too  closed.  One  embairassing  ex- 
ample: RavTnond  K.  Xeif.  who  did 
Xerox  radio  commercials  as  the 
vice-president  for  infoiTnation  ser- 
vices at  Case  Western  Reserve 
Univei-sity  in  Cleveland,  is  tossing 
Xerox  copiers  off  the  campus  in 
favor  of  Canon.  "Xerox  said  they 
didn't  have  anvlhing  that  could 
speak  to  om*  Apples," 
says  Neff. 

Thoman  says  those 
issues  are  being  ad- 
dressed but  acknowl- 
edges that  hui'dles  re- 
main. At  least  Xerox 
isn't  alone.  "The  en- 
tire industiy  has  had 
a  challenge  in  doing 
connectivity."  says 
Lester  E.  Anderson 
of  Ricoh  Corp.  "Hav- 
ing these  machines 

speak  effectively  to  a  network  is  not  always  so  easy." 

To  bolster  its  abilities,  Thoman  is  beefing  up  in  technology. 
Last  May,  Xerox  paid  .$413  million  for  XLConnect — now  named 
Xerox  Connect.  The  move  added  1,500  network  and  systems 
specialists  who  design  office  networks  and  integi'ate 

copiers  and  print- 
ers with  comput- 
ers   and  other 
gear.  The  prima- 
ry aim  is  to  link  Xerox  products  with  computers  and  other 
network  softwai'e,  but  they're  not  hmited  to  that.  The  result: 
Xerox  is  starting  to  move  onto  the  tuif  of 
the  likes  of  Andei"sen  Consulting  and  Pitney 
Bowes  Inc. 

With  connectivity  cnicial,  Thoman 
is  teaming  up  with  big  software 
names.  In  May,  Xerox 
expects  to  announce  a 
Microsoft    link  that 
manies  Windows  soft- 
ware with  Xerox  tech- 
nology to  make  it  easier 
to  move  documents  fi-om 
its  copiers  onto  the  Net. 
That  follows  a  linkup 
with  Lotus  last  year  that 
integrates  Xerox  and  Lo- 
tus software:  Now,  documents 
scanned  into  a  copier  can  instantly  be 
sent  to  E-mail  or  files. 

FRESH  BOUNDARIES.  .Just  as  important,  Thoman  is 
shaking  up  the  way  Xerox  sells  itself.  BoiTowing  a  page 
fi'om  the  IBM  playbook,  in  .JanuaiT  Thoman  tore  up  the  old 
Xerox  sales  stinctiu'e  in  an  attempt  to  turn  its  box  salesmen 
into  consultants  who  sell  whole  systems.  Most  salespeople  no 
longer  manage  a  few  key  chents  sorted  by  geography  but 
rather  are  part  of  "industry-solutions  gi'oups"  specializing 
in,  say,  government  agencies  or  gi'aphic-arts  companies.  For 
New  York  sales  rep  Diane  Bergmanson,  that  means  lunclung 
with  the  info-tech  folks  instead  of  just  the  purchasing  types. 


...BUT  PRINTERS 
COME  UP  SHORT 
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Her  financial 
senices  team  in 
eludes  product  designers  and  soft- 
ware specialists.  "To  be  a  partner 
we  had  to  get  more  deeply  into  oui 
customers'  business,"  she  says. 

Xerox  is  hardly  the  fii'st  compan; 
to  extol  value-added  services, 
com-se.  And  not  eveiyone  loves  thi 
new^  pitch.  Not  only  do  Bergmansoi 
and  her  colleagues  have  to  leam  t 
sell  customized  networks  and  new 
fangled  macliines,  they  also  suddenl; 
face  internal  turf  fights  as  Xero: 
opens  the  doors  to  new  distributioi 
channels.  That  has  sent  some  veterans  nmning  for  the  exits 
It  has  caused  gTumbling  among  customers,  too.  Reai'ed  o 
decades  of  doting  service  ft"om  their  personal  Xerox  re{ 
some  chents  don't  want  to  heai-  about  solutions  teams.  Geoi'g 
Chen,  a  senior  manager  of  purchasing  at  Pliilips  Electronic 
North  Ainerica  Coi-p.,  was  distraught  to  have  Bergmanson, 
tmsted  problem  solver,  pulled  off  Ms  account.  "By  seveiing  r( 
lationsliips  hke  that,  they  put  themselves  at  risk  at  a  tim 
when  we're  making  decisions  as  well,"  says  Chen,  whos 
company  is  cmrently  evaluating  its  owti  suppher  network. 
Moreover,  it's  no  siupiise  that  comijetitoi-s  see  Tlioman 
Master-of-the-Digital-L!nivei*se  talk  as  mere  rhetoric  fi'oi 
a  company  that  is  stuck  in  a  dving  corner  of  the  offio 
They  acknovviedge  that  Xerox  has  long  gi'abbed  higl 
volimie  business  with  its  nine-yeai'-old  DocuTech  line 
massive  production  printers  that  can  chug  out  customize 
boolis  or  sevei-al  thousand  sheets  an  horn-.  But  the  company  wj 
late  in  cracking  the  low-end  mai'ket,  with  almost  no  presence 
desktop  piintei's,  where  most  office  work  emerges.  "Fund 
mentally,  they're  a  copier  company,  and  they  still  tliink  thi 
way,"  ai'gues  CaroljTi  M.  Ticknor,  general  manager  and  vie 
president  of  hp's  LaserJet  Solutions  Group. 
^^S^/-  ^^ct-  Xerox  has  yet  to  muse 

"  '  its  way  onto  much  of  m 

printer  tmf.  On 


THE  MOTHER 
OF  ALL  PRINTERS 

AYeimDocuTech  6180 
spits  out  paper  at 
180  sheets  a  minute 
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The  best 
benefit  choices 
come  from 

Hie  Principal. 

Group  Life,  Dental,  Vision  and  Disability, 
plus  great  service,  all  from  one  provider. 


plan  ahead. 


Want  the  best  insurance  benefits 
for  your  employees?  That's  exactly 
what  coverage  from  The  Principal 
delivers.  We  offer  a  full  range  of 
competitive  insurance  products 
including  group  life,  dental,  vision 
and  disability,  plus  the  flexibility 
to  package  these  options  to  fit 
your  needs  and  budget. 

And  with  service  that's 
dedicated  to  your  area,  you'll 
get  fast,  accurate  claims 
processing.  All  this  from 
The  Principal,  a  company 
with  over  a  century  of 
financial  expertise.  No  won- 
der employers  choose  us  more 
often  than  any  other  major  carrier 
for  their  group  life,  dental,  long 
and  short  term  disability  and 
vision  coverage.*  So  if  you're  not 
getting  this  kind  of  performance 
from  your  provider,  it's  time  to 
change.  Call  your  broker  or 
The  Principal  at  1-800-986-3343 
to  help  your  company  get  ahead. 


get  ahead. 


Plan  Ahead.  Get  Ahead!" 


Financial 
Group 


Health,  Dental  and  Disability  Insurance  •  Annuities  •  Mutual  Funds  •  401  (k)  and  Pension  •  Securities  •  PPO  •  Home  Mortgages 

'•)98  Principal  Life  Insurance  Company,  Des  Moines,  lA  50392.  Products  and  services  offered  through  Principal  Life  Insurance  Company  (  The  Principal),  its  subsidiaries 
affiliates  Mutual  funds  and  securities  distributed  through  Princor  Financial  Services  Corporation  (member  SIPC)  Securities  and  health  care  products  not  available  in 
all  states  *According  to  the  total  number  of  Employer  Contracts  reported  for  life,  dental,  long  term  disability,  short  term  disability,  and  vision  coverages 

published  in  the  EBPR  Group  Life  and  Health  Report  in  May  1998 


www.principal.com 


11.8%  of  Xerox'  revenues  last  year  came 
from  office  printers,  compared  with  50% 
from  office  copiei*s.  Thi'ough  hubris  or  igno- 
rance, Xerox  missed  the  booming  market 
for  personal  printers  and  copiers  that  hp 
and  Canon  built.  Now,  Xerox  is  racing  to 
catch  up.  This  month,  the  comjjany  will  un- 
veil several  more  machines  that  can  copy, 
piint,  scan,  and  fax,  priced  ai'oimd  $5(X).  But 
rivals  Canon,  Ricoh,  and  Konica  ai'e  going 
digital,  too,  and  ai'e  keepmg  prices  low  on 
machines  that  often  beat  Xerox'  offerings. 

Wliat's  more.  Canon  and  othei"s  ai'e  mov- 
ing into  high-speed  copiere,  a  market  Xerox 
has  largely  had  to  itself  That  threatens 
the  fat  margins  on  its  DocuTech  and 
DocuPrint  machines,  wiiich  can  carry 
$450,000  price  tags.  At  the  same  time,  off- 
set piinters  ai'e  tiT,ing  to  gi-ab  a  shai'e  of  the  copier  lJU.^llle^^. 
In  March,  Heidelberger  Diiickmaschinen  of  Germany  said 
it  was  taking  over  Eastman  Kodak  Co.'s  copier  line.  But 
Xerox  is  racing  to  bolster  its  own  offeiings.  It  agreed  recently 
to  buy  France's  .SET  Electronique,  wiiose  printers  can  shoot 
out  500  pages  a  minute.  More 
important,  set's  machines  plug 
into  a  wide  variety  of  comput 


Xerox  is  moving 
from  high-end 
gear  to  high- 
tech services 

COMDEX  KEYNOTERS 

Thoman  and  PARC's  Brown 
banter  with  an  actor  from 
Xerox'  VJ  ad  campaign 


liiuught,  'This  is  the  gu.y'"  says  dii'ector  N.J.  Nicholas  Jr. 
loved  his  questions,  and  he  approached  the  issues  with 
clarity  and  quickness  that  I  found  dazzling." 

Thoman  wasn't  dazzled  at  fii-st.  He  Hked  the  brand  but  n- 
Xerox'  reputation  for  being  slow  to  maii^et.  But  as  he  talke 

with  Allaire,  Thom,an  becan 


"  ' '  ' convinced  that  Xerox  was 
work  in  progress.  And  fro 

ers  and  printers,  including  those     BORN  June  25,  1944,  Tuscaloosa,_Ala_.   the  moment  he  joined.  Thorn; 


from  IBM  and  Siemens 
SOFT  CULTURE.  Considering  the 
competitive  swamp  Xerox  faces. 


EDUCATION  Montreal's  McGill  University,  Fletcher 
School  of  Law  &  Diplomacy  (Tufts  University),  Gradu- 
ate Institute  of  International  Studies  in  Geneva 


has  shifted  things  into  ove 
drive.  In  an  age  of  blunt  ai 
often  blistering  coi-porate  lea 


it's  easy  to  see  whv  Thoman    ers.  Thoman  comes  across 


quickly  became  the  company's 
top  candidate  to  succeed  Allaire, 
who  will  stay  on  as  chairman. 
Allaire  refocused  Xerox  on  its 
core  business,  but  he  and  the 


PhD  TOPIC  The  efficiency  of  investment  incentives, 
using  the  Belgian  economy  as  model:  "Belgium  was 
the  only  one  that  published  any  numbers" 

FAMILY  Second  marriage,  six  children,  aged  1 
through  24 


soft-spoken.  But  impressio: 
can  mislead.  "^\Tien  you  fu 
meet  Rick,  you  might  thii 
that  his  style  is  soft  or  eas 
says  Gerstner.  "But  peof 


board  concluded  the  company    wiio  have  worked  with . . .  Ri 


needed  a  tech-savvy  outsider  to 
make  the  move  to  digital  pay 
off.  Thoman  rose  through  the 
ranks  under  Gerstner,  first  at 
McKinsev,  then  at  American  Ex 


PARENTING  MOMENT  His  eldest  child's  racy  solo 
stage  show  in  London:  "It's  about  a  woman  exploring 
her  body  and  her  sexuality" 

EARLY  HOBBIES  Came  in  second  in  the  state  high 


quickly  learn  that's  not 
case.  He  demands  results." 
"YOU  CANT  HIDE."  Alan 
Monahan,  a  senior  vice-pre 
dent    at   Xerox  Corpora 


•\        >T          Tiru '      school  debating  championship  c 
press  and  rjr  Nabisco.  When   ?  r.  r   Strategic  Services 


Gerstner  took  the  top  job  at 
IBM,  he  handed  Thoman  the  task 
of  resuscitating  the  company's 
ailing  PC  hne.  At  that  point.  IBM 
was  losing  $1  billion  a  year  on 


ADULT  PURSUITS  Fast  cars — he  drives  a  Jaguar  and 
a  Chrysler  300IV1 — and  tennis 

ACCOLADES  Named  to  the  French  Legion  of  Honor 
after  making  American  Express  the  official  card  of 


describ 
an  eaiiy  meeting  with  Thom 
to  discuss  spending  on  su 
things  as  pens  and  plane  ti( 
ets.  Staff  figiu'ed  they  were 
for  a  shave;  some  guessed  tl 


PCS  because  of  poor  quality,  slow    f[^']':^   might  have  to  cut  $100  milli 


time  to  market,  and  too  many 
models.  Thoman  slashed  the  line 
from  190  to  65,  chopped  inven- 
toiy,  and  revamped  internal  sys- 
tems so  that  IBM  managers  got 
up-to-date  sales  data.  By  1995 

In  the  process.  Tlioman  helped  sliLft  the  rigid  IBM  cultiu'e  to 
one  more  attuned  to  fast-moving  tech  markets.  "Rick  helped 
me  transfoiTn  the  management  process  at  IBM  to  one  that  was 
more  open,  more  coUegial,  and  yet  more  demanding  of  an  an- 
alytical, market-fo- 
cused approach,"  Ger- 
stner says.  Thoman's 
strategic  vision  and 
success  with  the  numbei"s  got  liim  promoted  to  chief  financial 
officer  in  1995 — and  set  him  up  for  his  fii-st  ceo  post. 

In  then-  initial  discussions  with  Thoman,  Xerox  di- 
rectoi-s  came  away  feeling  that  he  had  a  strong  gi-asp  of 
the  company's  problems,  but  also  of  wiiere  digital  tech- 
'lology  could  take  it.  "Within  an  hoiu*  of  meeting  Rick.  I 
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FAVORITE  MOVIES  Casablanca,  Chariots  of  Fire, 
Shakespeare  in  Love,  and  Dirty  Rotten  Scoundrels, 
because  it  was  filmed  near  his  summer  house  in  the 
South  of  France 


were  in  the  black. 


The  Corporation 


fi-om  the  .$6  bUlion  budget. 
Thoman  stunned  them  by  al 
ing  for  a  $1  biUion  chop  wit] 
three  yeai's.  "A  guy  wiio  \\ 
never  sick  for  one  day  in  f 
yeai-s  suddenly  fell  sick  for  the  next  month."  Monalian  reca 
Monahan  expects  to  hit  the  target  by  2001 — a  year 
"He'd  say,  "How's  pm-chasing?'  eveiy  time  I  saw  him  af 
that.  You  can't  hide." 

Thoman  came  to  Xerox  knowing  there  was  still  a  lot  of 
to  cut.  Last  year,  the  company  said  it  would  trim  Em-opt 
operations  and  chop  9,000  jobs  worldwide,  sa\ing  $1  biUion 
2001.  Paitly  tlu'ough  smarter  piu-chasing,  Xerox  cut  the  c 
of  each  product  10%  last  year.  Xerox  tm-ned  inventoiy  o 
3.4  times,  vs.  5.0  for  HP.  Closing  the  gap  could  save  anot 
$1  billion  a  year  Says  Thoman:  "I've  brought  a  i 
sense  of  urgency  and  a  healthy  paranoia." 

He  also  sees  a  big  chance  to  solve  one  of  the  wc 
knocks  on  Xerox:  that  it  takes  too  long  to  get  prodii 
out  the  door  Each  yeai;  Tlioman  lias  ratcheted  up  pil 
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uct  introduciions — fi'om  about  40  in  1996.  to  SO  in  1997 
and  95  in  199S.  Last  yeai's  new  equipment  i-anged  fi-om 
Xerox"  cheeky  HP-compatible  toner  caitridges — which 
spa\\Tie<l  a  lawsuit  from  its  rival — to  a  faster  vei"sion  of 
its  DocuTeck  Says  Mai'k  R.  Hill,  manager  of  Xerox"  doc- 
lunent-ponals  business  unit:  "I  don't  tliink  Fve  been  in  a 
meeting  where  he  hasn"t  mentioned  the  woi-d  "speed." "" 
VCMe  Xei"ox  tecliies  sweat  tlie  details.  Thomaia  is  busy  sell- 
ing tlie  big  pictm-e.  On 
any  business  day.  he 
can  be  found  wooing 
big-name  customers 
such  as  Jolm  J.  ^lack.  president  of  Morgan  Stanley  Dean 
"\Mtter  over  limch.  Tlioman  attends  ad  stl•ateg^•  sessions  and 
was  intimately  involved  in  tlie  launch  of  Xerox"  new  .§200  mil- 
hon  U.  S.  ad  campaign.  The  liighbrow  tv  spots  featiu'e  a 
Greek  choms  that  peeks  do^wn  on  a  world  whero  Xerox  so- 
lutions save  companies  and  consimiers  fi*om  the  peiUs  of 
daily  life.  In  one.  employees  fi"et  about  a  colleague"s  lost 
knowledge  at  his  fimei-al.  not  knowing  he  used  Xerox  to 
scan  kev  documents  into  the  svstem. 


The  Corporation 


Pretty  subtle  for  piime  time.  But  Thoman  know 
Xerox  has  some  explaining  to  do  if  it's  going  to  vatil 
into  a  more  complex  world.  Last  fall.  Thoman  and  .Join 
Seely  Brown,  chief  scientist  of  Xerox'  Palo  Alto  Ri 
seai'ch  Center,  landed  the  company's  &"st  kejuote  slot 
Comdex.  Bro'wn  was  ad-Ubbing  dm-ing  a  diy  i-un  and  got 
talking  about  the  complex  mathematics  of  Internet  storai: 
The  Xeroids.  as  he  calls  nwketing  tj-pes  at  Xerox,  wer 
honifled.  Don't  talk  about  such  thick  subjects  in  front  of 
genei-al  audience,  they  admonished  him.  Thoman  stepped  it 
"Not  eventhing  we  do  makes  sense  in  the  simplest  temis, 
he  told  them.  Brown  kept  the  mathematics  in  his  speed 
"Rick  is  of  the  Digital  Age.  more  than  old  Xerox  ever  eoul 
have  been."  Brown  says.  "He  thinks  more  in  the  Silicon  Va 
ley  style  than  classical  Xeroids  do." 

Silicon  \'alley'?  Xot  yet.  ^^Tule  Xerox  may  be  promoting 
lot  of  high-tech  di*eams.  it  is  still  cHmbing  out  of  the  offic 
comer.  But  as  Thoman  moves  into  the  CEO  suite,  he's 
ready  staiTing  to  bum  a  new  image  for  the  copier  compan 
By  Diane  Brady,  with  Im  Soger  in  Xew  York  aitd  Jan 
Rae-Dapree  in  Palo  Alto.  Calif. 


A  DREAM  FACTORY  GETS  REAL 


Xerox  Coi-p.'s  Palo  Alto  Reseai'ch 
Center  used  to  be  the  wackj- 
aunt  of  the  Xerox  family.  pi"ized 
for  its  endearing  eccentricities  but 
otherwise  expected  to  sit  quietly  off 
in  a  comer.  PARC's  innovations — 
most  notably  the  gi'aphic  user  inter- 
face that  Steven  P.  Jobs  copied  to 
make  Apple  Computer  Inc.'s  Macin- 
tosh famous — were  not  routinely 
examined  for  commercial  potential. 
"There  was  a  lot  of  focus 
on  beating  back  the  com- 
petition" in  copiers, 
laments  reseai'ch  scientist 
Bob  Street,  a  2o-yeai*  paf.c 
veteran.  "There  was  less 
of  a  long-tenn  %ision."' 

Now.  however,  the  buth- 
place  of  pei-sonal  comput- 
ing— along  with  Xerox' 
other  four  reseai"ch  cen- 
tei^s — has  moved  into  Xe- 
rox" coiporate  mainsu-eam. 
PARC's  innovations  are  be- 
ing nuitiu-ed  into  new  Xe- 
rox product  hnes.  licensed 
to  teclmologA-  paixnei-s.  and 
spim  out  to  foiTn  10  new 
comjjanies  ■nithin  the  Xe- 
rox family  since  1996.  ""\Ve 
are  in  lockstep  with  the  coi-poration 
now."  says  PARC  dii"ector  and  Xerox 
chief  scientist  John  Seely  Brown. 
"»AY1NG  HEED.  Created  29  years  ago  to 
Tpiore  tlie  fi-ontiei-s  of  the  "paperless 
''!e.*'  PARC's  reseaixJiei-s  now  puzzle 
he  best  way  to  a-eate.  organize. 
1  -  v:  ::e.  and  manipulate  the  mjniad 
~    .   r:  r.:s  of  the  Computing  Age. 
:  e  "    p.  's  developing  elecuxinic  sta- 


ples— ^minuscule  tags  that  can  be  at- 
tached to  a  printed  document  and 
scanned  by  a  handlield  computer  to 
help  a  reader  find  an  updated,  digital 
vei"sion  of  the  work.  And  thanks  to 
innovative  ideas  from  Senior  Re- 
seai"ch  Fellow  Nick  Sheridon.  another 
team  is  working  to  dispense  with  pa- 
per entii-elv.  Its  cheap  "electiic  pa- 
per." which  resembles  an  Etch-a- 
Ske:er:  :oy.  v.-ould  let  usei-s  piii:: 


RESEARCHER  SHERIDON  BUIC  is  working  on 
digitd  pages  that  function  as  an  electronic  notebotric 


repoits  n-om  a  c-omputer  mto  an  eiec-- 
a-onic  notebook  over  and  over  again. 

Reseai-chei-s  ai"e  reveling  in  the 
newfound  attention  they've  been  get- 
ting n-om  top  management  lately. 
The  execs  went  so  far  as  to  make 
PARC  the  site  of  a  "board  meeting  last 
yeai".  For  the  first  time,  eveiy  Xerox 
manager  fi*om  the  level  of  executive 
rice-president  on  up  was  sn-oUing 


the  halls  of  PARC.  "We've  seen  more 
of  the  executive  team  in  the  last  two 
years  than  we  had  in  the  prerious 
10."  says  scientist  Beverly  Han-ison. 

And  tmlike  the  eai-ly  years,  when 
reseai"chei"s  were  allowed  to  waU 
them-selves  off  fi-om  the  niessj'  world 
of  customer  relations.  Brown  saj-s 
PARC's  computer  sdentists.  physicists, 
sociologists,  anthi-opologists.  and  elec- 
a-ical  engineei"s  now  join  Xerox"  new 
industrj--spedfic  teams  to 
"mai-inate  in  the  real  worid."' 
One  example:  Yeai-s  ago.  a 
team  of  aitindal-inteUigence 
reseai-chei-s  set  about  ti-jing 
to  build  a  machine  that 
would  automate  copier  i-e- 
pair  in  the  field.  That 
proved  to  be  impractical. 
But  lia\ing  obsen-ed  field 
:eclinicians  cai-efuDy.  re- 
seai-chers  concluded  that 
they  relied  as  much  on  one 
another's  experience  as  on 
repair  manuals.  So  they  au- 
tomated the  knowledge  ex- 
change between  the  techni- 
darj5.  The  resulting  online 
database  of  peei--reriewed 
repair  tips  saved  Xei-ox 
more  than  SlO  million  on  labor  last 
yeai-  and  is  now  offered  to  customei-s. 

Instead  of  feeling  isolated,  long- 
time reseai-chei-s  at  Xerox  talk  about 
feehng  c-onnected  to  its  business  diri 
sions.  Accused  once  of  fumbling  the 
fiitui-e  invented  by  parc.  Xerox  exec 
utives  ai-e  finally  listening. 

By  Janet  Rae-Dupi-ee  in  Palo  Altt 
Calif.,  with  Diane  Brady  in  Xeic  Yor 
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UTUAL  FUNDS 


)UCH!  THOSE  MEASLY 
{ETURNS  HURT 

nly  Net  and  large-cap  funds  soared  in  the  first  quarter 


I  f  you  do  most  of  your  investing 
'through  mutual  funds,  you  don't 
have  much  reason  to  celebrate  the 
Dow  Jones  industrial  average  bust- 
;  through  10,000  on  Mar.  29.  The  av- 
ige  U.  S.  diversified  equity  fund 
T^ed  a  total  return  of  just  1.15%  (in- 
ding  reinvestment  of  dividends  and 
)ital  gains)  this  year,  vs.  a  9%  price 
n  for  the  Dow.  If  anything,  the 
)pla  around  the  30  Dow  stocks  was 
t  a  painful  reminder  of  the  increasing 
Towness  of  a  market  in  which  more 
1  more  of  the  gains  are  concentrated 
fewer  and  fewer  stocks. 
Mutual-fund  investors  haven't  been 
ally  left  on  the  sidelines.  Those  who 
'e  flocked  to  index  funds  have  reason 
celebrate.  Most  index  funds  that  in- 


vestors use  track  the  Standai-d  &  Poor's 
500-stock  index,  and  the  s&P  500 — which 
clobbered  the  Dow  by  10  percentage 
points  in  1998 — is  still  up  a  hefty  6.8% 
for  the  quarter  (through  Mar.  29).  Not 
smprisingly,  cash  inflows  to  index  funds 
are  surging,  as  they've  done  for  several 
years.  And  where  is  that  money  coming 
fi'om?  "Investors  are  abandoning  man- 
aged funds  in  favor  of  indexers,"  says 
Robert  Adler  of  amg  Data  Services, 
which  tracks  flows  to  funds. 
FOREIGN  FUNDS  PERK  UP.  The  flrst 
quarter  of  1999  is  a  continuation  of 
many  of  the  same  trends  that  have  been 
in  place  for  the  last  several  years: 
Large-cap  funds  beat  those  that  buy 
midcap  stocks,  and  midcaps  beat  small; 
gTowth-stock  funds  beat  value  funds. 


The  performance  differential  between 
the  best  and  worst  style-based  cate- 
gories is  enormous — large-cap  gi'owth 
up  9.22%.  vs.  small-cap  value,  down 
9.02%  (table),  a  gap  of  more  than  18 
percentage  points.  Last  year,  the  lai'ge- 
gi'owth  to  small-value  gap  was  42  per- 
centage points,  but  that  was  over  a 
whole  year,  not  just  one  quarter.  Fund 
returns  are  calculated  for  business 
WEEK  by  Morningstar,  Inc. 

Funds  that  invest  abroad,  though  lag- 
ging behind  those  investing  at  home, 
are  doing  a  little  better.  Foreign  fimds, 
which  invest  abroad,  are  up  1.04%  year 
to  date.  World  funds,  which  can  include 
U.S.  stocks,  are  up  1.57%.  Funds  spe- 
cializing in  Japan  jumped  an  average  of 
14.2%;  Latin  A:nerican  flmds,  the  worst- 
perfonning  group  in  1998,  are  up  9.03%, 
thanks  to  a  surging  stock  market  in 
Mexico.  Diversified  emerging-markets 
fimds  are  up  6.33%-  year  to  date,  giving 
their  shareholders  some  hope  that  the 
worst  is  over. 

No  matter  what  categoiy  of  fund  you 
choose,  the  Internet  trumps  all.  The 
simply  named  Internet  Fund,  which 
nearly  tripled  its  investors'  money  in 
1998,  is  racing  ahead  at  a  blisteiing  pace 
this  year — up  an  incredible  93.26% 
(table).  Monument  Internet  Fund  was 
close  behind,  at  90.87%.  But  the  suc- 


Internet 
funds  gained 
more  in  the 
first  quarter 
than  most 
funds  ever  see 
in  one  year 


FUND 

TOTAL  RETURN* 

FUND                                         TOTAL  RETURN* 

INTERNET 

93.26% 

ORBITEX  INFO-TECH  &  COMMUNICATIONS  A 

26.85% 

MONUMENT  INTERNET 

90.87 

FIDELITY  FIFTY 

26.39 

AMERINDO  TECHNOLOGY  D 

66.79 

WEBS  INDEX  MEXICO  (FREE) 

26.24 

VAN  WAGONER  TECHNOLOGY 

58.29 

FIDELITY  NEW  MILLENNIUM 

25.80 

VAN  WAGONER  POST-VENTURE 

54.80 

FIDELITY  SELECT  DEVELOPING  COMM. 

25.76 

VAN  WAGONER  EMERGING  GROWTH 

54.74 

BT  INVESTMENT  LATIN  AMERICAN  EQUITY 

24.83 

MUNDER  NETNET  B 

52.61 

RESERVE  INFORMED  INVESTORS  GROWTH  R 

24.55 

FIDELITY  JAPAN  SMALL  COMPANIES 

39.09 

ROBERTSON  STEPHENS  EMERGING  GROVffH  A 

24.18 

WARBURG  PINCUS  JAPAN  SM.  CO.  COMM. 

36.90 

WARBURG  PINCUS  GLOBAL  TELECOMMUN. 

23.65 

VWW  INTERNET 

35.70 

OAKMARK  INTERNATIONAL  SMALL  CAP  1 

22.97 

FIDELITY  SELECT  ENERGY  SERVICE 

33.66 

DEUTSCHE  JAPANESE  EQUITY  B 

22.90 

VAN  WAGONER  MICRO-CAP 

33.10 

JANUS  OLYMPUS 

22.66 

VAN  WAGONER  MID-CAP 

31.86 

WRIGHT  EQUIFUND-MEXICO 

22.66 

DREYFUS  TECHNOLOGY  GROWTH 

31.66 

JANUS  MERCURY 

22.60 

RYDEX  ENERGY  SERVICES  INV 

31.40 

FIRSTHAND  TECHNOLOGY  INNOVATORS 

22.42 

LEXINGTON  TROIKA  DIALOG  RUSSIA 

30.30 

MANAGERS  CAPITAL  APPRECIATION 

22.26 

NAVELLIER  MID  CAP  GROWTH 

28.57 

IPS  MILLENNIUM 

22.14 

PROFUNDS  ULTRAOTC  INV 

28.47 

WM  GROWTH  A 

21.67 

TCW/DW  MID-CAP  EQUITY  B 

28.41 

PILGRIM  LARGE  CAP  GROWTH  B 

21.60 

INVESCO  WORLDWIDE  COMMUNICATIONS 

28.34 

JANUS  TWENTY 

21.48 

APEX  MID  CAP  GROWTH 

27.95 

FIRSTHAND  TECHNOLOGY  LEADERS 

21.30 

PBHG  TECHNOLOGY  &  COMMUNICATIONS 

27.93 

GUINNESS  FLIGHT  WIRED  INDEX 

21.22 

EATON  VANCE  GREATER  INDIA  B 

27.03 

ROCKWOOD 

21.21 

BERKSHIRE  CAPITAL  GROWTH  &  VALUE 

27.01 

ALGER  CAPITAL  APPRECIATION  B 

21.14 

TCW/DW  GLOBAL  TELECOM  B 

26.93 

FIDELITY  AGGRESSIVE  GROWTH 

21.07 

HE 

lEST 
lETURNS 


'PRECIATION  PLUS  REINVEST- 
IT  OF  OIVIOEriDSAND  CAPITAL 
IS  BEFORE  TAXES,  JAN.  1 
OUGH  MAR,  29, 1999" 
MORNINGSTAR  INC. 
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cess  of  Net  stocks  reaches  beyond 
the  funds  with  Internet  in  the 
names.  Fundmeister  Garrett  R. 
Van  Wagoner  engineered  a  spec- 
tacular comeback  for  his  flagging 
fund  family  by  piling  into  Net 


sizzling  54.7%  year-to-date  (page 
108).  Returns  on  four  other  Van 
Wagoner  funds  ranged  from 
81.86%  to  58.29%. 
BOND-FUND  DOLDRUMS.  What's 
also  rising  this  year:  interest  rates. 
While  the  Federal  Reserve  seems 
satisfied  enough  to  keep  short-tenn 


mai'ket  has  sold  off  enough  to  push 
intermediate  and  long-term  inter- 
est rates  up  about  0.60  percent- 
age points.  That  has  cut  into  bond 
fund  returns.  Long-term  government 
bond  fimds,  the  most  sensitive  to  chang- 
ing rates,  are  down  4.22%  for  the  quar- 
ter. Rydex  Juno  Fund,  which  moves  in 
the  opposite  direction  of  bond  prices, 
gained  6.59%,  which  made  it  one  of  the 
best-performing  bond  fimds  (page  106). 

Still,  the  quarter  was  probably  a 
draw  for  most  bond-fund  investors.  Tax- 
able bond  funds  are  down  0.4%  for  the 
quarter.  Tax-free  funds,  whose  munici- 
pal-bond holdings  are  a  little  less  rate- 


HOW  THE  BIC  FUNDS  FARED 


FUND 

NET  ASSETS 

BILLIONS 

TOTAL 
RETURN* 

FIDELITY  MAGELLAN 

$85.9 

8.94% 

VANGUARD  INDEX  500 

78.0 

6.92 

WASHINGTON  MUTUAL  INVESTORS 

51.7 

1.90 

INVESTMENT  COMPANY  OF  AMERICA 

50.5 

4.39 

FIDELITY  GROWTH  &  INCOME 

48.3 

3.82 

FIDELITY  CONTRAFUND 

39.6 

6.80 

VANGUARD  WINDSOR  II 

31.7 

4.09 

AMERICAN  CENTURY  ULTRA  INVESTORS 

31.4 

11.46 

JANUS 

26.7 

12.42 

VANGUARD  WELLINGTON 

25.9 

1.10 

'APPRECIATION  PLUS  REINVESTMENT  Of  DIVIDEND  AND  CAPITAL  GAINS  BEFORE  TAXES; 
JAN,  1  THROUGH  MAR,  29. 1999 

DATA:  MORNINGSTAR  INC, 


sensitive  than  U.  S.  government  bonds 
found  in  the  taxable  funds,  were  up 
0.31%.  High-yield  funds,  in  which  im- 
proving credit  quality  of  the  bonds  can 
offset  some  of  the  damage  from  rising 
rates,  were  up  1.98%.  Emerging-mar- 
kets bond  funds,  whose  retmiis  are  also 
driven  more  by  credit  and  liquidity  than 
interest  rates,  gained  3.33%.  That's  not 
much  of  a  bounce  back  considering  the 
funds'  25.2%  loss  last  year. 

Investor  appetite  for  mutual  fimds  is 


still  measui-ed  in  billions  of  doUa 
a  month.  But  even  with  the  Bal 
Boomers'  huge  need  to  invest 
equities  to  fimd  their  golden  yeal 
fund  inflows  are  falling.  For  tl 
first  two  months  of  1999,  cas 
flows  to  equity  funds  were  ! 
billion,  less  than  half  the  $38.1  b 
lion  registered  in  the  first  t\ 
months  of  1998,  according  to  t' 
Investment  Company  Institute. 

Some  fund  gi-oups  are  actua 
losing  assets,  amg's  Adler  sa 
Franklin  Templeton  equity  fun 
are  particularly  hard  hit,  with 
vestors  pulling  out  about  $4.5  h 


the  fii'st  two  months  of  the  ye 
That's  5.25%  of  the  gi'oup's  equi 
fund  assets  at  yearend.  On  t 
other  hand,  the  Vanguard  Groi 
the  king  of  indexing,  took  in  nearly 
billion  net  cash  into  its  equity  fun 
during  the  same  period. 

Still,  strong  performance  from  mj 
aged  funds  can  bring  in  the  bue 
Adler  says  Janus  Funds,  many  of  wh( 
funds  have  beat  the  s&p,  took  in  $ 
billion.  That's  more  than  twice  wl 
came  in  at  Fidelity  Investments,  s 
the  nation's  No.  1,  whose  returns  ha 
been  much  improved  over  the  last  ye 
Fidelity's  flagship,  the  $85.9  bill 


FUND  TOTAL  RETURN* 

PROFUNDS  ULTRASHORT  OTC  INV.  -32.86% 


FUND 

PBHG  EMERGING  GROWTH 


TOTAL  RETURN* 

-14.74% 


FIDELITY  SELECT  MEDICAL  DELIVERY 

-23.85 

FAIRPORT  MIDWEST  GROWTH 

-14.60 

SELIGMAN  FRONTIER  A 

-20.23 

ARMADA  SMALL  CAP  GROWTH  A 

-14,55 

POTOMAC  OTC/SHORT 

-19.88 

FIRSTAR  EMERGING  GROWTH  RET 

-14.50 

PREFERRED  SMALL  CAP 

-18.42 

WEBS  INDEX  BELGIUM 

-14,44 

MUNDER  SMALL  COMPANY  GROWTH  A 

-17.38 

TIMOTHY  PLAN  B 

-14,41 

RYDEX  ARKTOS  INV 

-17.21 

NORWEST  ADV  SMALL  CO.  STOCK  A 

-14.29 

PERRITT  MICRO  CAP  OPPORTUNITIES 

-17.21 

STEIN  ROE  SPECIAL  VENTURE 

-14.18 

NORWEST  ADV  PERFORMA  SM.  CAP  VAL.  1 

-16.80 

QUAKER  SMALL-CAP  VALUE 

-14.15 

PRUDENTIAL  SMALL-CAP  QUANTUM  B 

-16.69 

COLONIAL  SMALL  CAP  VALUE  A 

-14.13 

TEXAS  CAPITAL  VALUE  &  GROWTH 

-16.59 

SEFTON  SMALL  COMPANY  VALUE 

-14.07 

WORLDWIDE  INDEX  SPAIN  R 

-16.48 

GREAT  PLAINS  PREMIER 

-13.90 

PARKSTONE  SMALL  CAP  INV  A 

-16.47 

PBHG  SMALL  CAP  VALUE 

-13.80 

WESTCORE  SMALL-CAP  OPPORTUNITY 

-16.35 

ONE  FUND  SMALL  CAP 

-13,70 

WORLDWIDE  INDEX  GERMANY  R 

-16,34 

SKYLINE  SMALL  CAP  VALUE  PLUS 

-13,67 

PAINEWEBBER  SMALL  CAP  A 

-16.06 

PRINCIPAL  PRESERV  SELECT  VALUE  A 

-13.63 

SSGA  SMALL  CAP 

-15.97 

MONTGOMERY  U.S.  EMERGING  GROWTH  R 

-13.48 

ONE  GROUP  SMALL  CAP  VALUE  A 

-15.96 

1838  SMALL  CAP  EQUITY 

-13.47 

MENTOR  GROWTH  B 

-15.81 

MUNDER  FRAMLINGTON  HEALTHCARE  C 

-13,33 

GALAXY  SMALL  COMPANY  EQUITY  RET  A 

-15.61 

AMERICAN  CENTURY  SMALL  CAP  QUANT  INV 

-13,32 

FIRST  AMERICAN  REGIONAL  EQUITY  B 

-15.46 

KALMAR  "GROWTH-WITH-VALUE"  SMALL  CAP 

-13,28 

WEBS  INDEX  MALAYSIA  (FREE) 

-15.24 

PROFUNDS  ULTRABEAR  INV 

-13.23 

PACIFIC  ADVISORS  SMALL  CAP  A 

-15.02 

MARSHALL  SMALL-CAP  GROWTH  Y 

-13.22 

BLACKROCK  SMALL  CAP  VALUE  INV.  A 

-14.99 

SCHRODER  SMALL  CAPITALIZATION  VAL  INV 

-13.19 

ROYCE  MICRO-CAP  INV. 

-14.97 

MONEnA 

-13.10 

Many 
small-cap 
funds  had 
big  losses. 
So  did  funds 
that  sell  shor 
indexes  of 
large-cap 
stocks 
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iMEC 


1 

You're  looking  for  a  new  computer. 
But  it's  the  monitor  you'll  be  looking  at. 


If  you're  looking  for  a  new  system,  remember,  the  monitor  is  the  component 
you  interact  with  most.  So  choose  one  from  a  company  that's  always 
the  first  to  market  leading  edge  technologies.  MultiSync,®  from  NEC 
Technologies.  Monitors  with  a  heritage  of  engineering  excellence.         '  - 


NECTechnologies 


quality  and  durability.  We  not  only  offer  the  widest  variety  of  LCD 
monitors,  we're  also  one  of  the  few  companies  that  design  and  manufac- 
ture their  own  equipment.  So  next  time  you're  looking  for  a  computer, 
don't  forget  to  look  at  the  monitor.  MultiSync 


To  learn  more,  call  (800)  NEC-INFO,  or  visit  us  at  www.nectech.com. 
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HE  BOND-FUND  LEADERS 


mXABLE  FUNDS 

TOTAL  RETURN* 


TAX-FREE  FUNDS 

TOTAL  RETURN* 


LEGG  MASON  HIGH-YIELD  PRIMARY  SHS. 

11.55% 

DELAV^/ARE  NATIONAL  HIGH-YIELD  MUNI.  BD.  A 

1.47% 

DREYFUS  HIGH-YIELD  SECURITIES 

7.15 

HEARTLAND  HIGH-YIELD  MUNICIPAL  BOND 

1.33 

RYDEXJUNO 

6.59 

FRANKLIN  PR  TAX-FREE  INCOME  A 

1.31 

FIDELITY  CAPITAL  &  INCOME 

6.48 

DELAWARE-VOYAGEUR  TAX-FREE  IOWA  A 

1.18 

SUMMIT  EMERGING  MARKETS  BOND 

6.34 

DELAWARE-VOYAGEUR  TAX-FREE  CALIF  A 

1.17 

FIDELITY  ADVISOR  EMERG.  MKTS.  INCOME  T 

6.14 

FRANKLIN  HIGH  YIELD  TAX-FREE  INCOME  A 

1.15 

FIDELITY  NEW  MARKETS  INCOME 

5.98 

FRANKLIN  CALIF  TAX-FREE  INCOME  A 

1.11 

FIDELITY  HIGH-INCOME 

5.90 

ALLIANCE  MUNI  INCOME  II  ARIZONA  A 

1.10 

FLORIDA  STREET  BOND 

5.74 

NEW  ENGLAND  INTRM.TAX-FREE  CALIF  A 

1.08 

THIRD  AVENUE  HIGH-YIELD 

5.51 

FRANKLIN  N  Y  TAX-FREE  INCOME  A 

1.07 

AVERAGE  OF  1 ,428  TAXABLE  FUNDS  -0.40     AVERAGE  OF  1 ,51 6  FUNDS  0.31 

'APPRECIATION  PLUS  REINVESTMENT  OF  DIVIDENDS  AND  CAPITAL  GAINS  BEFORE  TAXES;  JAN  1  THOUGH  MAR  29,  1999      DATA:  MORNINGSTAR  INC 

Fidelity  Magellan  Fund,  continues  to 
outpace  the  S&P  500.  Under  Robert  E. 
Stansky,  it  logged  an  8.94%  return  for 
the  quarter,  handily  beating  the  return 
on  the  next  seven  largest  equity  funds, 
including  the  6.92%  earned  by  the  Van- 
guard 500  Index  Fund  (table).  Wliile  all 
the  largest  funds  are  large-cap  portfo- 
lios, Janus  Fund  and  American  Centuiy 
Ultra  Investors,  which  invest  mainly  in 
the  large-cap  stocks  with  the  fastest 
gi'owth  rates  and  highest  price-eaming 
ratios,  fared  the  best,  up  12.42%.  and 
11.46%  I'espectively. 

NET  ALTERNATIVES.  "Large-cap  gTOwth 
is  still  the  place  to  be,"  says  Robert 
Zuccaro,  portfolio  manager  for  the 
Grand  Prix  Fund,  up  19.33%'  year-to- 
date  atop  last  year's  111.8%.  "It's  the 
only  segment  that's  worked  for  the  last 
two  yeai"S,  and  nothing  I  see  is  changing 
that."  Zuccaro,  a  30-year  Wall  Street 
veteran,    .  fund  managers  have 


fallen  beliind  the  s&F  because  they  won't 
buy  something  like  Dell  Computer  at  a 
price-earnings  ratio  of  80  or  Warner- 
Lambert  at  60  because  it  goes  against 
everything  they  know.  So  they  seek 
cheaper  stocks,  which  don't  go  any- 
where, or  worse,  go  down  in  price. 
"Two-thirds  of  all  stocks  are  actually 
lower  today  than  they  were  at  the  be- 
ginning of  the  year,"  he  says.  "It  must 
be  the  narrowest  bull  market  ever." 

If  most  ftmd  managers  can't  swallow 
a  large-cap  stock  selling  for  80  times 
earnings,  how  do  they  get  their  amis 
around  a  Net  stock  with  little  revenue, 
no  profits,  and  an  ethereal  valuation? 
Many  opt  for  more  established  compa- 
nies like  Cisco  Systems  or  Lucent  Tech- 
nologies, which  build  the  equipment  that 
make  up  the  infrastnicture  of  the  Net. 
"Cisco  is  a  beneficiary  of  the  growth  of 
the  Internet,  but  who  isn't?"  says  Ryan 
Jacob,  portfolio  manager  of  the  $280 
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TOTAL  RETURN* 

TOTAL  RETURN* 

i.,OMMUNICATIONS 

15.74% 

PACIFIC/ASIA  EX-JAPAN 

0.44% 

TECHNOLOGY 

16.63 

INTERNATIONAL  HYBRID 

-0.05 

iAPAN 

14.12 

MID-CAP  BLEND 

-0.21 

ARGE-CAP  GROWTH 

9.22 

MID-CAP  VALUE 

-1.27 

ATIN  AMERICA 

9.03 

HEALTH 

-1.35 

ATURAL  RESOURCES 

8.78 

UTILITIES 

-1.42 

^VERSIFIED  PACIFIC/ASIA 

6.95 

SMALL-CAP  GROWTH 

-2.83 

VERSIFIED  EMERGING  MARKETS 

6.33 

EUROPE 

-3.71 

;<GE-CAP  BLEND 

4.69 

PRECIOUS  METALS 

-4.52 

iJ-CAP  GROWTH 

4.05 

REAL  ESTATE 

-5.58 

•  ANCIAL 

3.41 

SMALL-CAP  BLEND 

-6.68 

Uli-LIGNtn 

2.79 

SMALL-CAP  VALUE 

-9.02 

LARGE  :AF  "ALUE 

2.43 

U.S.  DIVERSIFIED  EQUITY  FUNDS 

1.77 

WORLD 

1.57 

ALL  EQUITY  FUNDS 

1.90 

DOMESTIC  H.  :0 

1.25 

FOREIGN 

1.04 

S&P  500  INDEX 

6.80 

million  Internet  Fund,  which  has  nearl 
doubled  its  shareholders'  money  thi 
quarter.  "I'd  rather  invest  in  Interne 
centric  companies."  Jacob's  fund  zoonr 
in  on  just  30  to  35  stocks,  taking- 
largest  positions  in  CMGi,  Yahoo!,  Doi 
bleclick,  and  Ebay,  and  he's  not  over] 
concerned  about  bubble-like  prices  fc 
liis  stocks.  "Not  with  the  trends  in  plac 
hke  more  people  onhne,  more  time  oi 
hne,  and  more  transactions  online." 

Still,  Net-stock  aiitlimetic  proves  ve: 
ing  even  to  seasoned  gTowlh-stock 
vestors  like  James  L.  Callinan,  managi 
of  Robertson  Stephens  Emergir 
Growth  Fund  A.  "I  thought  we  mac 
out  well  when  we  sold  Doubleclick 
100,"  says  Callinan.  "It's  now  185."  I- 
has  about  20%,  of  his  $610  million  fai 
in  Net  stocks,  and  the  ploy  has  pa 
off.  The  fund  is  up  24.18%.  so  far  th 
year,  some  27  percentage  points  ahe 
of  the  average  small-cap  gi-owth  fimd 

Aside  from  the  Net  stocks,  it's  ha: 
to  see  much  action  in  the  beleaguen 
small-cap  sector.  The  bounce  the 
stocks  got  during  the  fourth  quarter 
1998  evapoi'ated  this  year,  and  the  Ri 
sell  2000,  the  yardstick  by  which  mai 
small-cap  funds  ai-e  measured,  is  do\ 
5.26%  year-to-date,  amg's  Adler  es 
mates  that  investors  have  pulled  sor 
$8.5  billion  out  of  small-cap  funds  so  i 
this  year,  and  manager's  have  had  lit' 
choice  but  to  sell  to  meet  redemptioi 
Callinan  thinks  the  initial  public  offeri 
market,  by  adding  new  supply  at  gi'e 
ly  inflated  prices,  is  draining  mon 
away  from  already  established  sm; 
cap  stocks.  Want  to  see  damage  in  sm 
caps?  Just  look  at  the  worst  peifonne 
They  include  some  onetime  stars  li 
Royce  Micro-Cap  Investors,  do 
14.97%,  and  PBHG  Emerging  Grow 


Net-related 
commimications 
and  technology 
funds  sparkled. 
Japanese  and 
Latin  American 
funds  are  lookin 
good,  too 
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'OUR  INTERNET  ACCESS  SERVICE  NEEDED  MORE 
CAPACITY.  AND  WE  NEEDED  IT  FAST." 


At  GTE  WHOLESALE  MARKETS,  our  goal  is  to  provide  innovative  communications  solutions  to  businesses  within 
the  communications  industry.  Whether  it  involves  network  management,  network  capacity,  or  resale  services,  we  have  an  intimate 
understanding  of  the  problems  these  companies  face.  And  the  experience  and  expertise  to  solve  them.  We  begin  by  establishing  a 
relationship  with  customers  based  on  open  communication  and  an  understanding  of  their  business,  which  allows  us  to  focus  squarely 
on  their  needs.  Then  we  look  for  creative  ways  to  fill  those  needs  -  even  if  that  means  changing  the  way  we  do  business. 

^ome  time  ago,  an  ISP  "backbone"  provider  faced  a  major  dilemma:  Customer  demand  for  Internet  capacity  had 
.^fc    outstripped  their  ability  to  provide  it.  They  needed  to  build  more  and  quickly.  That's  when  they  called  in  GTE 
Wholesale  Markets.  Partnering  closely  with  the  ISP,  we  introduced  them  to  a  new  networking  configuration  called  CyberPOP. 
Instead  of  the  traditional  method  of  routing  ISDN  lines  through  multiple  points,  this  system  employs  a  trunhide  connection 
that  permits  the  equipment  to  be  located  in  existing  GTE  switching  centers,  which  in  turn  allows  capacity  to  be  added 
much  more  rapidly.  Over  the  next  two  years,  in  fact,  the  rate  at  which  we  installed  circuitry  for  this  provider  went  from 
1,000  ports  a  month  to  more  than  twelve  times  that.  This  rate  far  exceeded  their  expectations,  enabling  them  to  increase 
their  business  and  coverage  opportunities  very  rapidly. 


If  you're  having  a  problem  getting  one  of  your  communications  ideas  to  work,  call  GTE  Wholesale  Markets  at 
1-888-483-9594,  or  contact  us  on  the  Internet  at  www.gte.com/Wmkts.  We're  quick.  We're  cost  competitive.  And  best  of  all 
we're  flexible.  So  you  can  count  on  us  to  deliver  solutions  that  will  ensure  your  success. 
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down  14. 74^^: — and  that's  just  foi-  the 
quaiter.  Many  of  the  small-cap  funds 
had  negative  returns  for  199S  as  weU. 

But  before  you  despaii-.  a  reversal  of 
foruine  can  come  any  time.  For  the  past 
sevei-ai  yeai-s.  Eui'opean  funds  could  do 
no  \\Tong.  Now  several  stand  out  on 
the  woi-st  returns  Ust.  dragged  down 


by  a  slowing  ec-onomy  and  sagging  euro, 
the  new  Continental  cvurency.  Euro- 
pean funds,  in  fact.  ai*e  down  an  average 
3.711-  for  the  quaiter.  And  v  '  r- 
al  resoiu'ces  funds  were  b'.iKUv 
yeai".  they're  1;  _  '  ~i-  novv.  up 
S.7S'~'f.  thanks  :  v.  prices  and 
stepped-up  merger  acti\"itj'  in  the  ener- 


gy  sector.  Even  the  Lexington  Iroi 
Dialog  P.  "  -d  is  up  th 
year.  afi-.  .  .  i  S3<^  loss  last  yea 
^V-.  J  .  >  .  A  few  months  from  no 
the  c  .:^  ::.e  fond  world  may  be  ho 
the  portfolio  managers  are  beating  t^ 
index  funds. 
By  Jeffrey  M.  Laderman  in  Xew  Yor 


VAN  WAGONER: SAVED  BY  THE  INTERNET? 


COMEBACK  KID: 


icnd.  manager  won  bacK 


Whrr.  Garrett  R.  Van  Wagoner 
jhats.  investors  listen ...  or 
they're  listening  again,  any- 
way. After  crashing  his  five-fund 
complex  in  1997  and  dusting  it  off 
last  year,  the  high-fljing  San  Fran- 
cisco money  manager  is  back  in  the 
jet  stream  with  a  giddy  first  quai'- 
ter.  including  a  .54.74'i^  zip  upward  in 
his  flagship  Van  Wagoner  Emerging 
Growth  Fund. 

The  comeback  has  such  am.ateur 
investors  as  Stan  Le\y.  a  retired 
salesman  in  Massapequa,  X.  Y..  jam- 
ming America  Online  Inc.  chat  rooms 
each  Monday  at  noon,  where  Van 
Wagoner  talks  stocks  and  investing. 
On  Mar.  29.  for  example.  Levy  leapt 
to  note  three  stocks  Van  Wagoner 
likes,  saying:  "I'm  well  aware  of  his 

ERRATIC  PERFORMANCE.  Yet  for  all  of 

\'an  'Wagoners  reigrated  star  power, 
the  trouble  for  fundholders  is  that 
his  high  returns  are  inconsistent 
(table).  In  the  three  yeai-s  ended 
Mar.  29.  Van  Wagoner  Emerging 
Growth  returned  an  annual  average 
of  9.2*^ — nearly  19  percentage  points 
behind  the  Standai-d  &  Poor's  500- 
stock  index,  according  to  Mom- 
ingstar  Inc..  which  grants  the  fund 
just  a  single  star  in  its  rating  sj-s- 


tem.  Says  Momingstai*  analyst 
Chiistopher  TVauIsen;  ""This  is  not 
for  the  faint  of  heart." 

\'an  Wagoner  blames  himself  for 
investing  in  fewer  companies  in  1997. 
He  figured  that  year  would  be  un- 
kind to  small-  and  midcap  stocks,  so 
he  bet  on  those  he  knew  best.  A: 
one  point,  more  than 
8*^  of  his  main  fund 
was  in  AvantI  Corp..  a 
maker  of  engineering 

software  that  had  been   

beaten  down  by  htiga-  1996 
tion.  "I  thought  by  eon-  ^gg] 


Van^^oner 
Emergmg  Growth 


watjhers.  "Tnat's  not  quite  "enierg- 
ifig  gi-c".i-h.' "  notes  Tony  Sagami.  ed- 
itor of  the  Mutual  Fund  Alert 
newsletter.  "He's  just  riding  the  In- 
ternet wave."'  In  feet,  ftmd  names 
don't  mean  much  to  Van  Wagoner, 
whose  strategy  is  similar  across  his 
five  funds.  Even  his  Post- Venture 
Fund  held  shares  at  yearend  in  such 
established  names  as  Sim  Microsys- 
tems Inc.  He  makes  no  apology,  say- 
ing he  goes  where  the  growth  is. 

\*an  Wagoners  winning  bet  on  the  | 
Net  this  year  owes  less  to  big 
names.  "WeVe  played  everything 
from  semiconductor  companies.  Hke 
p>iC-Sierra  and  \ltesse  [Semiconduc- 
tor] and  TranSwitch."  he  says,  "to 
c-ompanies  providing  s^^stems-solu- 
tions  products,  like  Aware."  He  has 
26.41  of  OnHealth  Network  Co.,  an 
Internet  publisher  whose  shares 
have  tripled  in  1999. 

Van  ^'agoner  also  scored  big  with  I 
shares  in  i\lllage  Inc.  that  he  picked! 
up  in  the  private  market  last  Decei 
ber  for  SS.55  each.  In  ! 
March,  the  producer 
of  Internet  sites  for 
women  came  public  atj 
■?24  and  since  has 
:  ,  ::ed  -SUM.  Others 


1998 


centradng  the  portfolio 
on  lower-multiple 
names  I  would  prevent  1999'" 
getting  my  butt  :  - 

kicked."  he  says.  "It  ah-  ' 
solutely  didn't  work."  r  --- 

Last  year,  as  assets 
in  his  five  funds  shrank  to  S3-50  mil- 
lion from  SI  billion.  Van  Wagoner  set 
out  to  rebuild.  By  yeai-end.  he  had 
spread  his  nagship  ftmd  over  113 
stocks — nearly  twice  the  June.  1997. 
number.  Along  with  such  signature 
tech  picks  as  Exodus  Conmaimica- 
tions  and  Com21.  he  rode  some  big- 
gies, rehing  on  ^Microsoft.  Dell  Com- 
putex".  and  aol  for  a  boost. 

The  tactic  surprised  some  fund 


7.98 
5474 


'.r  sees  soarmg  are 
QLogic  Corp..  in  data 
networking,  and  Ape> 
PC  Solutions  Inc.,  a 
--  -  maker  of  server  gear.) 

itsis  Van  Wagoner 

thinks  we  c-ould  wit- 
ness "one  whale  of  a 
correction,  which  could  start  any 
minute  or  month."  His  biggest  wor 
is  how  to  boost  his  consistency- — im-| 
possible,  perhaps,  given  the  risk  in 
funds  with  price-to-eamings  ratios 
■50.  Traulsen  notes.  Van  Wagoner 
take  that  challenge:  "It's  a  much 
nicer  problem  to  figure  out  how  to 
staj-  on  top  than  it  is  how  to  get  of 
the  bottom." 

By  Robert  Bark(\ 


gogogogogogogogogogostop 

Motoring  along  in  your  business. 

uou  drive  up  to  the  HP  NetServer  E  60.  ,  , 
^  slowdown 

Auto  Alert  monitors  the  hard  drive,  using 

traffic  lights  (those  fast  talkers)  to  signal  its  status,  yellow-' red? 

A  quick  look  informs  you  what  to  do  to  keep  things  running 

smooth.  Green  light.  Nothing  to  worru  about. 

^  3  gogogogogogo 

_  Continue  through  the  intersection  of  Friendly  and  Easy. 
Give  the  crossing  guard  of  your  peace  of  mind  a  nod  hello. 

go 


www.hp.com/pc 


Engineered  on  a  human  LeveL^ 


HEWLETT® 
PACKARD 


All  oth^  ^f^clemarks  or  registered  trademarks 


HP  NlietServer  E  60:  Up  to  two  Intel'  Pentium'  II  processors 
400  MHz  or  450  MHz.  or  up  to  two  Intel  Pentium  III  processors 
500  MHz  with  512  KB  cache/64  MB  100  MHz  unbuffered  ECC  SDRAM 
standard,  expandable  to  1  GB/Up  to  72.8  (4  x  16.2  GB)  maximum 
internal  storage  /  Integrated  dual-channel  Ultra/ Wide  SCSI  controller  / 
Integrated  lO/lQOTX  LAN  Adapter  (NIC) / Supports:  Novell  NetWare"  and 
NetWare  for  Sm&ll  Business!  Microsoft"  Windows  NT'  Server.  Microsoft 
BackOffice'  Small  Business  Server  (SBS).  and  SCO  OpenServer'" 
Intel  the  Intel  Inside  Logo  and  Pentium  are  registered  trademarks  of  Intel  Corporation, 
are  the  property  of  their  respective  owners.  '^'1999  Hewlett-Packard  Company  Alt  nghts  reserved. 
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THE  MORTGAGE  BUSINESS 

FEAR  OF  FANNIE 
AND  FREDDIE 

Their  expansion  plans  are  enraging  some  heavy  hitters 


In  the  pantheon  of  poHtical  power 
biTjkers,  Fannie  Mae  and  P'reddie 
Mac  rank  not  far  fi-om  the  top.  That 
power  deiives  fi'Oin  then-  outsize  role 
in  the  $4.4  trillion  mortgage  market. 
Now,  the  two  ambitious  agencies  are 
looking  to  extend  their  hegemony.  And 
that  has  sent  some  of  the  biggest  com- 
panies in  the  mortgage  business  scram- 
bhng  to  come  up  with  a  response. 

In  recent  months,  mortgage 
bankers  and  insurei's  have  gTOwn 
more  worried  that  Fannie  and 
Freddie,  piivate  companies  that  en- 
joy government  subsidies,  are  en- 
croaching on  their  tuif.  Ti'aditional- 
ly,  Fannie  and  Freddie  raise  money 
in  the  global  capital  markets  and 
use  it  to  buy  mortgages,  either  as 
investments  or  for  resale  as  secuii- 
ties.  Now,  to  boost  profits,  Faimie 
and  Freddie  want  to  deejjen  their 
market  penetration. 
SUPERFLUOUS?  Foi'  example,  the 
two  government-sponsored  enter- 
prises, or  OSES,  have  encouraged 
bankers  to  use  (JSf: 
software  for  vetting 
mortgage  apjjlica- 
tions.  And  they  have 
considered  insuring 
mortgages  that  they 
buy,  a  function  tra- 
ditionally left  to  oth- 
ers.  Bankers  fear 
that  these  new  un- 
derwriting systems 
could  render  them 
superfluous — little 
more  than  brokers 
for  the  USES.  Insur- 
ers worry  that  the  gses  could  crowd 
them  out  of  that  business  entu-ely. 

These  sorties  are  galvanizing  indus- 
try heavyweights — including  mortgage 
subsidiaries  of  such  well-known  compa- 
nies as  Chase  ManJiattan  Coip.  and  Gen- 
ei'al  Electric  Co.  They  ai'e  discussing  a 
lobbying  response  to  Fannie  and  FredcUe, 
say  executives  familiar  with  the  talks. 
What  shape  this  effort  will  take  remains 
uncertain.  But  rumblings  have  been 


heai-d  on  Wall  Street.  "For  the  first  time, 
a  coalition  has  been  formed  in  Washing- 
ton of  financial  entities  that  may  ulti- 
mately become  a  countei-weight  to  Fan- 
nie and  Freddie,"  says  Salomon  Smith 
Barney  analyst  Thomas  C.  O'Donnell. 

Gimnbling  about  Fannie  and  Freddie 
is  hardly  new.  Though  owned  by  share- 
holders, Fannie  and  Freddie  were  cre- 
ated by  the  government  and  endowed 


escalated  last  year,  say  industry  e 
tives.  Much  of  the  controversy  s] 
from  disputes  over  who  would  tak  j 
risk  for  offering  low-downpayment  c 
gages.  By  law,  Fannie  and  Freddi  ( 
only  buy  mortgages  with  downpayi;: 
of  at  least  20%.  Anything  lower 
carry  other  protections — which  uiSl 
means  extra  mortgage  insui'anee  to  c 
pensate  for  the  lower  downpayi; 
Freddie,  in  particular,  figiu-ed  it  coi , 
fer  that  insurance  more  cheaply  [ 
traditional  provider's.  "The  mortgai 
surance  premiums  they  were  cha- 
were  excessive,"  says  Leland  C.  B  i 
sel,  Freddie's  chairman  and  ceo. 

So,  in  October,  Freddie  persi: 
Congress  to  allow  it  to  offer  other  ; ' 
of  loan  protection — traditionally  i 
siders'  turf.  The  decision  led  to  ' 
cism — including  from  the  Trea 
Dept.,  which  warned  the  move  i 
reduce  government  revenues — anc; 
reversed.  But  the  incident  outrag( 


TURF  BAHLE 


THE  INDUSTRY 


Lenders  and  insurers  fear  Fannie 
and  Freddie,  using  their  govern- 
ment subsidies,  will  take  away 
business 


FANNIE  AND  FREDDIE 


They  say  their  expansion  will  lower 
mortgage  costs  and  reduce  down- 
payments 

DATA  BUSINESS  WEEK 


by  it  with  certain 
enviable  rights.  The 
OSES  are  fi-ee  from 
local  taxes,  for  ex- 
ample. And  they 
benefit  from  a  per- 
ception that  the 
government  stands 
behind  their  debt,  which  lowers  their 
cost  of  funds.  Returns  on  equity  at  Fan- 
nie and  Freddie  were  a  huge  25%  and 
23%  last  year,  respectively.  Mortgage 
banking,  meanwhile,  is  a  tough  com- 
modity business.  Lenders,  who  often  buy 
loans  themselves  from  brokers,  live  on 
razor-thin  mai'gins — usually  less  than  1%' 
on  the  loans  they  sell  to  Fannie  and 
Freddie.  It's  easy  to  envy  the  gses. 
Concerns  about  Fannie  and  Freddie 


dustry  executives.  "The  Freddie ! 
attempt  was  galvanizing,"  says  Suz 
C.  Hutchinson,  executive  vice-presi 
of  the  Mortgage  Insurance  Co! 
America,  a  trade  gi'oup  in  Washing 
At  the  same  time,  big  lenders  ' 
upset  that  Fannie  and  Freddie  w 
only  buy  certain  low-downpayi 
mortgages  if  they  were  run  thrn 
their  automated  undei-wiiting  systeij 
with  a  fee  paid  for  each  use.  Big  lerj 
resented  the  charges,  since  they  op<! 
their  own  automated  systems,  "'j 
was  in  place  before  either  of  the! 
had  automated  underwriting,"  j 
Mark  C.  Oman,  chairman  and  CEl 
Norwest  Mortgage  Inc.,  a  unit  of  A| 
Fargo  &  Co.,  the  nation's  biggest  ni 
gage  originator.  "We  have  invested' 
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I      Vs^d  by  the 


world's  top 


t  e  1  e  c  o  j4l  m  u  n  i  c  a  t  i  o  n  s 


ompanies 


EMC 

The  Enterprise  Storage  Company 


'ghly  competitive  industry  where  success  is  likely  measured  by  how  quickly  you  get  new  products  to  consumers, 
nation  management  plays  a  cri'ical  role.  By  consolidating  information  and  making  it  available  to  all, 
iless  of  the  computers  in  use,  EMC  Enterprise  Storage  '  provides  strategic  advantages  that  help  the  world's  leading 
ommunications  companies  protect,  manage,  and  share  their  information  to  meet  their  most  aggressive 
.  To  put  The  EMC  Effect"  to  work  for  you,  reach  us  at  www.EMC.com/toptelco  or  I -800-424-EMC2,  ext.  710. 


:MC  ARE  REGISTERED  TRADEMARKS   EMC  ENTERPRISE  STORAGE,  THE  ENTERPRISE  STORAGE  COMPANY,  AND  THE  EMC  EFFECT  ARE  TRADEMARKS  OF  EMC  CORPORATION  ©1999  EMC  CORPORATION  ALL  RIGHTS  RESERVED 
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of  millions  of  dollars  in  technologj'." 
Freddie's  and  Fannies  charges  were 
significant:  A  bank  that  makes  only  S200 
to  $800  on  a  8100,000  loan  sold  to  the 
OSES  would  pay  a  fee  of  SBO  to  $50. 

Freddie  and  Fannie  don't  always 
move  in  lockstep.  On  Mai*.  24,  Freddie 
announced  an  aUiance  with  Nonvest. 
Under  the  deal,  nearly  all  mortgages 
customarily  sold  by  Xorwest  to  the 
agencies  would  go  to  Freddie,  the  small- 
er of  the  two  OSES.  depriNing  Fannie  of 
tens  of  billions  of  dollars  in  potential 
business.  In  return.  Xonvest  would  be 
fi'ee  from  any  requii-ements  to  run  its 
loans  through  Freddie's  automated  un- 


den\Titing  software.  The  deal  was 
hailed  as  a  hopeful  sign  on  Wall  Street, 
and  GSE  and  banking  officials  say  other 
similar  agi'eements  are  possible.  'We 
are  certainly  looking  to  form  other 
strategic  alUances,"  says  Brendsel.  'We 
have  had  some  conversations." 

But  disputes  over  the  GSEs  ai'e  un- 
likely to  go  away.  Bankers  and  insui'ers 
wony  that  Fannie  and  Freddie  can  use 
their  subsidies  to  drive  them  out  of 
business.  ""WTiile  the  gses  dominate  the 
secondaiy  mai'ket  for  conventional  loans, 
they  shouldn't  dominate  the  whole  in- 
dustiy,"  says  Luke  S.  Hayden,  Chase 
^lanhattan  executive  \ice-president. 


Fannie  and  Freddie  officials  say 
issue  should  be  cost.  .John  M.  Bucklej 
Fannie  senior  \-ice-president,  says  ba 
enjoy  subsidies  of  their  own  and  call 
the  gse's  opponents  "the  coalition  fa 
higher  mortgage  rates."  He  predicj 
banks'  efforts  will  fail  because  the  moii 
gage  mai'ket  will  gi-ow  more  efficient-j 
thanks  not  only  to  the  gses  but  also 
the  Internet  and  other  technologic 
"There  are  folks  who  just  want  to  pi 
the  liigher-cost  toothpaste  back  in  t\ 
tube,"  Buckley  says.  ""VVe  ai-e  relentlel 
in  oui"  drive  to  lower  consumer  cost^ 
Sounds  hke  fighting  words. 

By  Go.rij  Silverman  in  Xeir  Yo\ 


COMMENTARY 

By  Dean  Foust 

AN  IPO  OF  THE  BIG  BOARD?  WHY  NOT? 


One  of  the  jokes  among  investors 
is  that  when  brokerage  farms 
and  their  executives  start 
unloading  their  stock  on  the  public, 
it's  a  sui'e  sign  the  market  has 
peaked.  So  what  kind  of  omen  is  it 
when  the  stock  exchanges  them- 
selves are  misliing  to  go  public? 

The  veiy  concept  of  pubUcly  traded 
exchanges  may  sound  illogical.  After 
all,  where  would  n.asdaq  list  its  stock, 
on  the  New  York  Stock  Exchange? 
But  it  may  become  reality  in  the  neai* 
future.  With  almost  a 
dozen  exchanges  stretch- 
ing from  Austi-aUa  to  Ice- 
land haxing  successfully 
made  the  s\ritch  from  the 
old  cooperative  stnictui'e 
to  public  ownei-^hip,  offi- 
cials fi-om  several  ex- 
changes across  North 
America — including  the 
Toronto  Stock  Exchange, 
the  Chicago  Mercantile 
Exchange,  and  nasdaq — 
have  pubUcly  broached  the 
idea  of  taking  theii-  exchanges  public. 
The  .M'.se  has  infoiTnally  discussed 
the  idea,  but  there  ai'e  no  plans  at 
present.  As  radical  as  it  sounds,  pub- 
he  exchanges  would  be  good  for  the 
markets — as  long  as  safeguards  pro- 
tecting investors  were  put  in  place. 
STAKING  A  CLAIM.  WTiat's  motivating 
these  exchanges  isn't  so  much  greed 
as  the  need  to  counter  the  gi-owing 
number  of  electronic  communications 
networks  (ecns) — private  oi'der- 
matching  systems  Uke  Island  that 
have  taken  neai'ly  30%  of  trading  in 


XASDAQ-listed  companies.  For  x.\.s- 
DAQ,  going  pubhc  would  help  it  raise 
the  S210  milhon  that  officials  say 
they  need  to  counter  competitive 
thi'eats  posed  by  these  new  rivals. 

Traditional  exchanges  say  convert- 
ing to  pubhc  owTiei-ship  would  enable 
them  to  respond  more  nimbly  to 
mai'ket  trends — for  instance,  by  part- 
nering with  foreign  exchanges  to  of- 
fer 'round-the-clock  trading.  Under 
most  exchange  stinctui'es,  such  bold 
initiatives  too  easily  get  gi'ound 


pubhc,  pohcjTnakers  must  ensm-e  that 
the  investing  pubhc  isn't  the  big  loser.  | 
A  key  issue:  Can  exchanges  pui'sue 
profit  wliile  upholding  theu-  man- 
date— as  self-regulatoiy  organiza- 
tions— to  pro\ide  the  critical  "'fii-st 
line  of  defense"  against  fraud.  Duiing  | 
the  fii-st  big  mai'ket  do\TOtmTi,  would 
a  pubhcly  o^\^^ed  exchange  tiy  to  bol- 
ster its  profits  by  cutting  back  on  its 
regulatoiy  staff?  In  its  zeal  to  woo 
new  hstings  from  coi-porate  issuers, 
would  a  pubUcly  owned  exchange  pro 


REGULATORS  WITH  STOCK  OPTIONS 

Public  stock  exchanges  would  raise  thorny  issues 
BENEFITS  RISKS 


NYSE:  Could  be  for  sale 


•  Likely  easier  access  to 
capital  needed  to 
develop  new  technology 

•  Would  allow  exchanges 
to  respond  more  quick- 
ly to  market  trends 


•  During  downturns, 
exchanges  could  skirt 
regulation 

•  Exchanges  could  try  to 
take  over  rivals  to  limit 
competition 


down  by  the  vested  interests  looking 
to  presence  the  status  quo.  At  the 
Chicago  Merc,  leaders  must  referee 
among  the  conflicting  interests  of  the 
3,000  floor  brokers,  independent 
traders,  and  futm-es  commission  mer- 
chants who  all  now  have  a  voice  in 
Merc  poUcy.  But  Merc  Vice-ChauTnan 
.Jim  Oliff  likes  pubhc  ownership.  "AVe 
would  end  up  with  a  leaner  organiza- 
tion, with  fewer  committees  and  less 
need  for  consensus,"  he  says. 

But  before  the  Merc,  nasdaq,  or 
any  other  exchange  is  allowed  to  go 


\'ide  a  ^\ink-and-a-nod  assm-ance  that| 
such  infi-actions  as  ignoiing  working- 
capital  i-ules  won't  be  enforced? 

The  answer  may  be  to  let  the  nevf 
exchanges  compete  as  pubhc  fii-ms- 
but  collectively  hand  off  ovei-sight 
duties  to  a  new  self-regulatoiy  entit;| 
to  oversee  all  exchanges  and  ECXs. 
For  investors,  that  would  make  surel 
that  this  doesn't  simply  devolve  into| 
a  bad  joke. 

Dean  Foust  reports  on  finance 
from  Atlanta. 


THOUSANDS  OF  BUILDERS 

TRUST  THEIR  REPUTATIONS  TO 

BOISE  CASCADE 


jletron  Systems,  your  business  communications  specialist,  provides  networking  solutions  to  the 
rid's  best-known  companies.  For  more  information  on  how  Cabletron's  solutions  help  Boise  Cascade 
'  other  leading  businesses,  visit  us  at  www.cabletron.com/boise-cascade.  Or  call  us  toll  free 
-877-606-5976.  We'll  send  you  a  free  study,  "Network  Management  &  LAN  Downtime  Costs:  An  Overview." 
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Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

CNA  MAY  COMMAND 
qUITE  A  PREMIUM 

Property  and  casualty  insurer  cna  Fi- 
nancial (CNA)  and  its  parent,  Loews 
(ltr),  which  owns  85%  of  cna,  have 
been  sony  losers  in  this  long  bull  mar- 
ket. CNA  Mt  a  low  of  ;33  in  FebiTiaiy,  be- 
fore edging  up  to  38%,  on  Mar  31.  It's 
down  fi'om  its  52-week  high  of  53.  And 
Loews,  at  74.  is  way  off  its  Mgh  of  107. 

But  hold  on:  It's 


DOWN-BUT  BY 
NO  MEANS  OUT 
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not  the  time  to 
give  up  on  ei- 
ther— ^if  whispers 
about  a  Loews 
restmctuiing  are 
on  the  money. 

Loews  is  pre- 
paring to  sell  off 
its  controlling  in- 
terest in  CNA,  say 
some  investment- 
banldng  sources, 
and  may  use  the 
proceeds  to  re- 
pm-chase  20%  to 
25%  of  its  owTi 
shares,  for  more 
than  Loews's  cmrent  stock  price. 

Rumors  say  that  one  buyer  being 
comled  by  Loews  Chau-man  Laui-ence 
Tisch  is  BerksMre  Hathaway,  WaiTen 
Buffett's  holding  company.  Berkshire  is 
ah'eady  in  the  business  thi'ough  its  car 
insurer  geico  and  reinsm-er  General  Re. 

In  a  buyout,  cna  is  estimated  to  be 
woith  60,  which  would  value  the  com- 
pany at  $11  biUion,  according  to  a  strate- 
gist at  one  investment  bank,  who  ar- 
gues that  it  would  make  sense  for 
Berkshire  to  acquire  cna,  the  nation's 
No.  3  property  and  casualty  insm-er. 

CNA's  1998  revenues  totaled  $17.1  bil- 
lion, and  assets  were  $62.3  billion,  cna 
posted  a  fourth-quarter  loss  of  $1.34  a 
share,  or  $246  million,  excluding  charges 
and  gains  on  security  sales,  compai'ed 
with  a  profit  of  55?,  or  $105  million,  in 
1997s  fouith  quarter  "A  deteriorating 
market,  losses  from  catastrophes,  and 
sizable  additions  to  resen^es  have  led 
to  a  neai-evaporation  of  operating  eam- 
■ '<TS,"  notes  Jay  Cohen  of  Menill  Lynch. 
z>^i,  he  figui'es  cna  could  still  earn  $1.50 
a  share  for  all  of  1999  and  $2  in  2000. 

There  is  also  conjectm'e  that  Loews 
may  sell  other  assets,  including  its  Lo- 
rillard  unit,  the  No.  4  U.  S.  tobacco  pro- 
ducer, and  its  53%  stake  in  Diamond 


Drilling,  which  owns  offshore  rigs. 
Loews,  which  owns  14  hotels  in  the 
U.  S.,  Canada,  and  Monaco,  also  controls 
watchmaker  Bulova.  Loews's  co-Presi- 
dent Jim  Tisch  says  he  doesn't  com- 
ment on  "bUnd  inxmors." 

A  BOFFO  WEB  SITE 
FOR  MOVIE  LOVERS 

When  Big  Entertainment  (bige)  was 
highlighted  in  this  column  on  Dec. 
15,  1997,  it  was  a  small  outfit:  bold  plans, 
no  eaiTiings.  Shares  traded  at  6.  Today, 
it's  a  Net  player,  and  the  stock  is  at  12, 
having  hit  21  on  Nov.  30.  It  has  di'awn 
as  investors  Times  MiiTor,  with  a  20% 
stake,  and  Gannett,  with  7%. 

Big  Entertainment  inms  a  Web  site, 
bige.com,  which  sells  movie  geai*  such  as 
Star  Wars  memorabilia.  Big  E  plans  to 
meld  the  site  with  hollywood.com,  which 
it  agTeed  to  acquii-e  from  Times  MuTor 
for  .$31  million.  HoUywood.com  pro\ddes 
schedules  and  reviews.  Ultimately,  Big 
E  will  spin  off  its  Net  operations  and 
take  it  public. 

"The  combination  will  make  it  the 
leading  destination  for  movie  information 
and  collectibles,  with  50  million  vositoi's  a 
month,"  says  Jan  Loeb  of  Wasserstein 
Perella.  Because  of  a  five-yeai'  pact  with 
the  National  Association  of  Theater 
Owners,  Holly- 
SHOWTIME        wood.com  is  the 
FOR  BIG  E         exclusive  online 
movie  site  adver- 
tised in  more  than 
75%  of  the  nation's 
theaters. 

Bige.com,  which 
operates  an  online 
auction  focused  on 
pop-culture  prod- 
ucts, is  also  avail- 
able at  other  popu- 
lar sites,  including 
broadcast.com, 
excite.com.  Time 
Warner's  Road 
Runner,  and  usato- 
day.com.  Loeb  figures  that  bige.com  and 
hoUywood.com  combined  could  be  worth 
27  a  share.  He  estimates  that  Big  E's 
Internet  business  is  worth  $300  milUon, 
based  on  10  times  his  gross  profit  esti- 
mate of  $21.5  mUhon.  And  its  Net  con- 
tent business,  he  adds,  is  worth  a  fiu'- 
ther  $100  miUion. 

One  added  fiUip:  Big  E  has  agi'eed 
to  acquire  the  assets  of  CinemaSoui'ce, 
the  lai'gest  provider  of  movie  listings 
to  the  Internet.  Net  portals  that  obtain 
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Ustings  ft-om  CinemaSource  include  Ya- 
hoo!, MSN,  and  Excite. 


DID  SKYTEL  GET 
A  NEIGHBORLY  BID? 

SkyTel  (sk\t),  which  pioneered  we- 
less  messaging,  is  itself  receiving  a 
message:  It  may  possibly  have  had  a 
buyout  feeler  from  MCi  WorldCom, 
wliich,  like  SkyTel,  is  headquaitered  in 
Jackson,  Miss. 

That's  the  buzz  fi'om  some  money 
managers  who  have  been  accumulating 
SkyTel  shai-es — which  have  been  on  the 
skids  since  Feb.  5.  That's  when  the  com- 
pany reported  that  the  gi'owth  of  its 
Internet  subscriber  roster  wasn't  mea- 
suiing  up  to  expectations.  The  stock  is 
at  16,  down  fi-om  28'/k  on  Feb.  5.  In 
buyout,  SkyTel  could  command  30,  saj 
analysts.  Speculation  is  MCi  WorldCon 
isn't  the  only  suitor.  Another  telecon 
biggie  is  also  said  to  be  after  SkyTel. 

Cai'olyn  Luther  Trabucco,  an  analys' 
at  First  Union  Capital  Markets,  says 
"Potential  is  there  for  Sk>Tel  to  be 
t,akeover  target" — 

as  it  moves  to  SUITORS  COULD 
wai-d  profitabUiiy.     SPARK  INTEREST 

SkyTel's  assets 
and  its  sophisti- 
cated technology', 
she  says,  dovetail 
with  those  of  MCl 
WorldCom  and 
other  large  tele- 
com companies 
and  Internet  ser- 
vice providers. 

Ti'abucco  said 
that  she  wasn't 
aware  of  anv  of- 
fei-s  for  SkjTel— 
but  wouldn't  be 

surprised  if  one  popped  up.  SkyTel 
the  most  teclinologically  sophisticate^ 
she  notes,  and  management  is  "one  i 
the  best  in  the  industiy." 

SkyTel  posted  record  earnings  (befoi 
payinent  of  interest  and  taxes)  in  199 
She  sees  earnings  of  56(?  a  shai'e  in  19? 
and  $1.19  in  2000.  She  figui-es  the  stoc 
is  worth  23  to  30.  SkyTel  spokesms 
Mar'c  KuykendaU  says  that  as  a  matt<j 
of  policy  the  company  does  not  commei 
on  M&A  rumors.  A  MCi  WcrldCo 
.spokeswoman  declined  to  comment. 
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Last  year,  his  company  spent  $2.1  billion  on  outside  vendors. 
A  lot  of  that  was  spent  on  companies  just  like  yours.  He  found  out  about  those  companies  in  his 
business-to-business  media,  where  he  turns  for  credible,  in-depth  coverage  of  trends, 
new  technology  and  the  most  critical  issues  impacting  his  business.  We're  American  Business  Press,  the  industry 

association  for  business-to-business  information  providers.  Our  members  produce  magazines, 
CD  ROMs, Web  sites,  trade  shows  and  other  media  reaching  an  audience  of  over  37  million. We'll  show  you 

how  to  use  these  media  to  get  seen  by  the  business  leaders  that  matter  most  in  your  industry. 
To  learn  more,  contact  Peter  Shih  today  at  212-661-6360.  ext.  308,  or  visit  us  at  www.americanbusinesspress.com  . 
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RETAILING 


OLD  CARMAKERS 
LEARN  NEW  TRICKS 

Detroit  counters  upstart  retailers  with  its  own  innovations-and  customers  win  big 


Ani  Dominguez  of  Oklahoma  City 
and  her  husband  drove  their  bat- 
tered Nissan  Sentra  an  ex- 
tra year  simply  because 
they  dreaded  the  thought  of 
haggling  for  a  new  car.  "It 
incredibly  painful  and 
such  a  waste  of  time,"  . 
Dominguez  says.  Af- 
ter   they    finally  ^'f- 

0: 


forced  themselve 
into  the  market 
they  spent  weeks 
sparring  with 
auto  salesmen. 
Then  they  de- 
cided   to  try 
something  new. 
Dominguez 
zapped  an  E- 
mail  one 
evening  with 
their  preferred 
model  and  target 
price  to  Autoby-  ^^y, 
tel.com,  an  Internet 
shopping  service. 
Thirty  minutes  later, 
they  had  a  response 
from  a  local  dealer.  By  5 
p.m.  the  next  day,  they  had 


a  shiny  '99  Ford  Explorer  xlt     '^?s£,  ' 


in  their  (h'iveway.  "If  we  had 
known  we  ccjukl  have  done  it  that 
way,  we  would  have  done  it  fi-om  the 
beginning,"  Dominguez  says. 

Consumers  have  never  had  so  many 
choices  when  it  comes  to  car  shopping. 
Afte)'  decades  of  business  as  usual,  car 
retailing  has  seen  wave  after  wave  of 
new  formats  hit  the  market  in  the  past 
ten  years,  fi'om  car  superstores  to  online 
referral  sei'vices  to  factoiy-owned  show- 
rooms. Catering  to  customers  like 
Dominguez,  who  are  sick  of  high-pres- 
sure tactics  and  inscmtable  pricing,  these 


new  players  have  gained  a  toehold 
against  the  entrenched  dealer  networ'-cs. 

Now,  these  formats  are  battling  it 
out  for  customer  loyalty.  On  one  side 
are  investors  and  retailers  bent  on 
bringing  new  techniques  to  the  cai*  busi- 
ness. On  the  other  side,  caiTnakers  and 
dealers,  who  are  increasingly  adopting 
the  strategies  of  the  newcomers  in  their 
bid  to  keep  control  of  the  market.  Un- 


thinkable just  a  few  years  ago,  Detn 
auto  makers  are  experimenting  wi 
everything  from  the  Internet 
company-owned  megadeale 
ships.  The  only  sure  vdnne 
0  far  are  consumers,  w 
have  more  informati 
and  are  cutting  bett 
deals,    no  matt 
where  they  sh( 
"The  power  h 
really  shifted 
the  consume 
says  Jeremy 
^  Anwyl,  pre 
^   dent   of  Mi 
ketec  Syste: 
Inc.,  of  Sar 
Ana,  Cahf.  " 
almost  Hke 
get-even  tim( 

Nowhere 
that  more  app 
ent  than  on 
Internet,  wh( 
companies  such 
Autobytel.com 
AutoWeb.com  hi 
a(kled  to  the  erosion 
both  the  average  tra 
action  prices  and  the  pr 
for  dealerships.  The  sit 
which  act  as  referral  servic 
provide  detailed  information  ab 
prices,  models,  and  extras.  They  m: 
their  money  by  collecting  fees  fr 
their  member  dealers  who  do  the  act 
selling.  By  playing  matchmaker  tl 
have  helped  to  shave  the  price  that  en 
sumers  pay.  "The  Web  has  democa 
tized  car  buying,"  says  Watts  Wacs 
chairman  of  consulting  firm  FirstAit 
ter  LLC  in  Westport,  Conn. 

Even  so,  the  online  referral  serve 
have  only  captured  a  sliver  of  the 
ket.  Last  year,  25%  of  all  new  car  ji 


"The  power  has  really  shifted  to  the  consumer. 
It's  almost  as  if  it's  get-even  time" 
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To  battle  the  Web-based  competition,  General  Motors  ha; 
its  own  online  buying  service  called  GM  BuyPower 


chases  were  researched  using  the  In- 
ternet, reports  J.  D.  Power  &  Associ- 
ates. But  fewer  than  2%  of  all  new  cars 
sold  last  year  were  purchased  using  an 
online  referral  service.  Still,  the  Web's 
growing  popularity  as  an  information 
resom-ce  is  expected  to  moiph  into  more 
E-commerce  in  the  near  future.  For- 
rester Research  Inc.  of  Cambridge, 
Mass.,  predicts  470,000  cars  will  be 
sold — with  no  dealer  involvement — via 
the  Internet  by  2008. 

Despite  the  projections  for 
fast  gi'owth,  the  online  re- 
ferral services  are  still 
struggling  to  refine  their 
tactics  and  generate  reli- 
able profits.  None  has  fig- 
ured out  how  to  make 
money  on  lucrative  add-ons 
such  as  financing  or  war- 
ranties. And  they're  having 
trouble  instilling  loyalty  in  their 
dealers.  "Nothing  is  settled  when  you 
are  coping  with  30%  to  40%  dealer 
turnover  every  year,"  says  Mary  Tolan, 
global  managing  partner  for  retailing  at 
Andersen  Consulting. 
"SNEAK  PREVIEW."  The  InteiTiet  players 
aren't  the  only  new-wave  car  retailers 
that  have  hit  a  few  potholes.  One  of  the 
most  revolutionaiy  concepts,  the  car  su- 
perstore, seems  to  be  stuck  in  neutral. 
There  was  a  great  deal  of  hoopla  when 
they  appeared  earlier  in  the  decade.  But 
the  concept,  which  gathered  brands  from 
multiple  caiTOakers  mider  one  roof,  now 
commands  less  than  V/c  of  the  total  car 
market.  Cii'cuit  City  Stores  Inc.  had  the 
eai'ly  lead,  opening  its  first  Cai-Max  Auto 
Superstore  in  Richmond,  Va.,  in  1998. 
But  the  29-store  chain  still  hasn't  turned 
a  profit.  Now,  it's  putting  its  expansion 
plans  on  hold.  The  com])any  will  main- 
tain superstores  in  smaller  cities,  but  in 
bigger  markets  will  add  small  stores. 
CarMax  is  also  adding  new-car  franchis- 
es. "We  know  the  concept  works,  we 
just  have  to  tweak  it,"  says  President  W. 
Austin  Ligon,  who  predicts  CarMax  will 
be  near  breakeven  this  year. 

Republic  Industries  Inc.'s  AutoNation 
USA  is  also  hustling  to  find  the  right  for- 
mula. Thanks  to  an  aggressive  accjuisi- 
tion  spree,  it's  added  more  than  400  new 
car  franchises  to  its  original  used-car 
sujjerstores.  It's  also  expeiimenting  with 
a  concept  in  Denver,  where  17  stores 
have  been  combined  under  the  John  El- 
way  AutoNation  name,  hoping  to  build 


on  the  football  star's  fame.  There,  new 
and  used  veliicles  cairy  no-haggle  prices. 
And  coming  soon:  a  nationwide  market- 
ing progi-am  designed  to  establish  the 
AutoNation  brand.  John  H.  Costello,  a 
marketing  exec  recruited  from  Sears, 
Roebuck  &  Co.,  where  he  helped  craft 
the  successful  "Softer  Side  of  Sears" 
campaign,  will  lead  the  branding  charge. 
Of  the  new  strategy,  Michael  Maroone, 
head  of  Republic's  automotive  business 
boasts:  "We  think  this  is  a  sneak 
preview  of  auto  retailing." 
Ti-aditional  dealei"s  and  cai- 
makers  aren't  waiting  for 
the  featui'e  presentation  to 
make  their  moves.  To  bat- 
tle the  Web-based  compe- 
tition, cannakers  are  jump- 
ing into  the  online  game. 


THE  NEW  GAR  LOT 

Even  your  local  dealer  is  starting  to  change 


T 


Carmakers  have  an  answer  to  sup( 
stores,  too:  General  Motors  and  Fo 
Motor  Co.  are  rolling  out  factoiy-ovra 
stores.  Ford  has  invested  in  dealers 
groups  in  five  markets  and  plans 
open  four  or  five  more  this  year, 
idea  is  to  head  off  publicly  owned  cha 
like  Republic,  says  Group  Vice-Pri 
dent  Robert  L.  Rewey:  "With  the  rai 
expansion  of  public  ownership,  we 
involved  with  [the  Ford  Auto  Coll 
tion]  to  give  protection  to  our  brand 
GM,  meanwhile,  has  opened  its  own  d( 
erships  in  several  markets,  and  its  S 
urn  division  has  formed  a  subsidi 
that  is  investing  in  dealerships  to  k( 
superstore  chains  from  buying  them 
So  how  will  cars  be  sold  in  the  n 
millennium?  So  far,  traditional  deal 
still  control  the  vast  majority  of 
sales.  But  many  have  be 
forced  to  find  new  ways 
doing  business.  Fred  H 
CEO  of  Fred  Jones  Auto  C 
lection  in  Oklahoma  City,  s 
his  stores  now  use  no-hag 
prices  because  consumers 


ON  THE  WEB  Sites  such  as  Autobytel.com 
and  AutoWeb.com  provide  price  and  product 

["Jf^-^^^.^-^A'^L^^t^I^^J^   obtain  wholesale' prices  0 

the  Internet  anyway.  Pro 
come  fi'om  the  liigher  voli; 
and  loyalty  the  tactic  ger 


AT  THE  SUPERSTORES  Chains  such  as 
AutoNation  and  CarMax  are  selling  both  new 
and  used  cars 


AT  THE  MANUFACTURER  Ford  and  General 
Motors  are  experimenting  with  Web  sites  and 
factory-owned  stores 

AT  THE  DEALERSHIP  Dealers  are  trying  low- 
pressure  salesmanship  and  no-haggle  pricing 


General  Motors  Corp.  has  a  new  nation- 
wide online  buying  service  called  gm 
BuyPower,  which  gives  consumers  ac- 
cess to  every  vehicle  on  participating 
dealers'  lots  as  well  as  indej^endent  data 
about  competing  models.  With  such  a 
comprehensive  service,  says  Ann 
Blakney,  national  director  of  BuyPower, 
consumere  don't  need  a  middleman.  Sniffs 
Blakney:  "We're  in  the  car  business. 
They're  in  the  information  business." 

Whatever  it's  called,  carmakers  are 
clearly  trying  to  maintain  control  over 
the  flow  of  cars  to  the  public.  J.  D.  Pow- 
er researcher  Chiis  Denove  predicts  the 
Internet  will  become  a  "war  zone"  as 
auto  makers  race  to  launch  Web  sites 
with  the  same  featui-es  as  those  offered 
by  the  independent  sei-vices.  "The  man- 
ufactui-ers  don't  want  third  parties  to 
control  the  consumer,"  he  says. 


ates,  as  well  as  repair 
other  services,  he  says 
think  the  customer  will 
within  $100  of  knowing  w 
the  price  is  going  to  be 
might  as  well  set  it  the 
he  says. 

One  thing's  for  cert, 
Given  a  taste  of  variety — and  powt 
consumers  are  becoming  adept  at  W( 
ing  the  field.  Take  Barry  Farnei 
Summerville,  S.  C,  and  his  search  f 
hard-to-find  pevrter  Chevrolet  Silver 
He  tried  dealers.  He  surfed  the  onl 
broker  sites.  And  he  finally  hit  pay 
with  GM  BuyPower:  The  vehicle 
wanted  was  waiting  for  him  at  a  d 
ership  50  miles  from  his  home  for 
$98  over  invoice.  Plus,  the  dealer 
fered  him  $2,500  more  on  a  trad 
than  any  other  dealer  he  had  talkec 
"I  thought,  'This  is  fun.  This  is 
This  is  the  way  to  do  it,' "  he  says.  I 
the  pressure  is  on  the  growing  a 
of  car  retailers  to  keep  the  rest  of 
buying  public  happy. 

By  Joann  Midler  in  Detroit,  ■ 
Keith  Naughtou  iti  Detroit  and  L 
Armstrong  i^i  Los  Angeles 
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$2,299  to  mobile  Pentium' 
$4,299*  processor 

266  to  366  mhz 


3  2  or  6,4gb  hard  drive 
32  or  64mb  memory 


121"  or  13,3"  TFT  display 
cdordvd,SRS  3-D  sound 
option:  port  replicator 


ThinkPad  600,  Light  weight  and  high 
performance,  in  a  4,9  lb  design  statement 
a  mere  14"  thin,'  www,ibm.com/thinkpad 
or  call  800  426  7255,  ext,  5038 
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AUTOS 


BIG  DENTS 
IN  AUTO  PARTS 

A  shakeout  is  here,  and  not  everyone  will  survive 


If  ever  there  was  an  industiy  beg- 
ging for  consolidation,  it  is  auto  paits. 
Big  auto  makers  are  trying  to  limit 
how  many  suppliers  they  deal  with, 
technology  is  changing,  margins  and 
piices  are  both  falling,  and  stock  prices 
are  low.  So  the  deals  are  coming.  In  re- 
cent weeks,  tkw  Inc.  has  agreed  to  pay 
$7  billion  for  Britain's  Lucas Varity  PLC, 
which  makes  brakes.  Tenneco  Inc.  hopes 
to  fetch  $4  billion  by  selling  off  Tenneco 
Automotive,  which  makes  shock  ab- 
sorbers and  mufflers.  United  Technolo- 
gies' automotive  unit  is  being 
sold  for  $2.3  billion,  and  Gen- 
eral Motors  Coip.  has  spun 
off  18%  of  its  Delphi  parts 
operation  for  $1.7  billion. 

It's  all  about  getting  the 
$600  billion  global  paits  busi- 
ness ready  for  the  21st  cen- 
tuiy.  In  a  consolidating  auto 
industry,  giants  such  as  gm. 
Ford,  and  Toyota  want  to 
manufactiu'e  and  sell  veliicles 
around  the  globe,  and  they 
need  parts  makers  that  can 
keep  up  with  them.  Those 
supi)liers  that  make  the  cut 
will  be  called  upon  to  design 
and  build  major  chunks  of 
those  cars — not  just  stamp 
out  thousands  of  tiny 
components.  But  the  trend 
is  ah'eady  stining  labor  ten- 
sion, particularly  with  the 
United  Auto  Workers,  which 
threatens  to  slow  progi-ess 
out  of  fear  that  the  i-esult 
will  be  far  fewer  high-])ay- 
ing  union  jobs. 
BUY,  BUY,  BUY.  The  deal- 
making,  executives  .say, 
means  the  parts  industiy  will 
shrink  from  more  than  1,000 
•rst-tier  companies  today  to 
few  as  25  well-financed. 


president  of  Breed  Technologies  Inc.,  a 
parts  maker-  in  Lakeland,  Fla.  His  com- 
pany has  tripled  its  sales,  to  $1.4  billion, 
by  snapping  up  10  companies  over  the 
past  24  months  to  become  the  world's 
biggest  maker  of  steering  wheels. 

Survivor-s  will  not  only 
have  to  be  big  to  serve 
auto  giants  with  far--flung 
operating  plants  armmd  the 
world  but  they  will  also 
have  to  be  able  to  perfor-m 
higher  value-added  wor'k. 


CUTTING  EDGE 
The  Dana  assembly 
plant  in  Lancaster, 
Pa.,  is  a  pioneer  in 
modular  technology 


HOW  THE  PIECES  FIT  IN  AUTO  PARTS 

■  Tenneco  is  trying  to  sell  a  $4  bilhon  auto-parts  unit  that 
makes  mufflers  and  shock  absorbers 

■  TRW  is  acquiring  LucasVarity,  a  British  company  that  is 
No.  2  in  makmg  brakes  and  other  parts,  for  $7  billion 

■  Dana  has  made  a  slew  of  acquisitions,  most  notably  Euro- 
pean parts  maker  Echlin,  for  $3.9  billion  in  stock 

■  United  Technologies  is  selling  UT  Automotive  for  $2.3 
billion  to  car-seat  maker  Lear 

■  Borg-Warner  has  completed  acquisition  of  Kuhlman,  a 


,  ,       ,.      ,,0               maker  of  truck  turbochargers,  for  $680  million  ^       u  4.  r%  1 

bal  suppber's.  Some  even    J   tems,  but  Dana  and  M 


including  engineering  and  manufactu 
ing  entu-e  auto  sections  such  as  chass 
and  steering.  "Auto  makers  are  real] 
becoming  more  assemblers  of  systen 
and  subsystems  pr-ovided  by  componer 
supplier's  at  a  lower  cost,"  says  Eli 
Lustgarten,  an  auto-parts  analyst 
Scliroder  Wertheim  &  Co. 

This  could  bode  well  for  existir 
giants  of  the  industry  such  as  Dan 
with  $13  billion  in  sales;  Delphi,  wii 
.$28.5  billion;  TRW,  v/ith  $14  bilhon,  aft^ 
the  LucasVarity  merger;  and  France 
Faur-ecia,  with  .$6.6  billion.  For  exar 
pie,  Lear  Corp.,  a  $9.1  billion  Michig; 
parts  maker,  used  to  make  door-  pane 
for  $.50.  Now,  Lear  has  tmiied  the  do 
panel  into  a  $200  module  that  includ 
glass  and  structiu-al  parts.  "By  building 
module,  we  are  selling  a  product  f 
maybe  three  or  four-  tim 
what  oiu'  component  cos 
would  be,"  says  James 
Vandenberghe,  vice-cha 
man  of  Lear.  That's  gr-e 
for  Lear  and  good  for  ci 
tomers  such  as  Daimh 
Clirysler,  Ford,  GM,  Renar 
and  Toyota.  Though  t 
module  is  more  expens 
than  the  individual  par 
Lear'  once  sold,  it  is  still 
to  20%  cheaper  than  if  1 
auto  maker  had  made  it. 
Mar'.  IG,  Lear'  upped  its  b 
agTeeing  to  pay  $2.3  bill: 
for'  iiT  Automotive. 

Efficiency  is  key.  "A  si 
plier  has  to  keep  wor'k: 
with  us  from  the  desi 
pi'ocess  on  down.  Th< 
wher'e  you  have  an  oppor 
nity  to  cut  costs,"  s^ 
Ilobert  A.  Bur'khart,  e> 
utive  director  of  piu'chas 
for'  CM  triick  platforms, 
day,  Dana  is  r'egardedj 
the  leader'  in  new  supp 
technique.  Its  plant  in  L 
caster.  Pa.,  is  a  pioneer 
modular  assembly.  In  1! 
it  began  putting  toget 
truck  chassis  assemblies 
Mack  Trucks  Inc.  tr-act 
The  factory  now  chiuTis 
32,000  custom-birilt  cha 
annually.  Mack  declines 
put  a  specific  rrumber  on 
savings  it  gets  fi'om  si 
ing  away  ft'om  its  own 
sembly  to  buying  sub; 


i)t.i~:ve  that  in  the  end  ther'e 
(••lild  be  only  half  of  that 
says  Charles  J.  Sper-- 
v'-zfih  .]):.  vice-chairman  and 


In  one  of  the  biggest  IPOs  ever,  General  Motors  spun  off 
18%  of  longtime  parts  supplier  Delphi 

DATA:  BUSINESSWEEK 


confu-m  it's  substantial. 

No  doubt,  much  of 
cost-savirrg  can  be  attribi 
to  lower  labor  costs.  On 
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Industries 


erage,  nonunionized  auto-parts  worke 
earn  $10  an  hoiu-  without  benefits.  Th( 
unionized  counterparts  at  auto  make 
make  close  to  double  that,  according  [ 
University  of  Michigan  research.  F 
this  reason,  labor  relations  have  becor 
a  major  issue  foi-  parts  and  auto  make 
as  the  industry  consolidates.  On  M 
28,  gearing  up  for  contract  talks, 
President  Stephen  P.  Yokich  publk 
blasted  gm's  plan  to  shift  more  work 
lower-paying  parts  suppliers.  Accord 
to  the  UAW,  only  10%  of  the  auto-pa 
industry  is  unionized,  and  it  has  ma 
organizing  them  a  priority.  At  GM,  t 
UAW  opposition  is  already  slowing  t 
move  to  modular  manufactui'ing.  Yoki 
calls  it  "just  another  way  to  destr 
good-paying  jobs  and  benefits  that  we  . 


Labor  relations  coulc  ! 
soon  be  a  major  issue 
The  UAW  has  made 
organizing  a  priority 


of 


tend  to  deal  with."  GM  President 
Richard  Wagoner  Jr.  acknowledges  un 
concerns  but  says,  "We'll  get  to  a  sc 
tion  that  works."  For  one  thing 
imion  is  negotiating  to  get  the  compai 
support  for  organizing  efforts  at  v; 
ous  GM  suppliers.  Tlxis  would  be  a 
dition  for  accepting  modular  plants 
replace  existing  factories. 
RESISTANCE.  Despite  some  cleai'  adv 
tages,  modular  assembly  is  just  catch 
on  in  the  U.  S.  It  hasn't  been  widely 
cepted  so  fai'  in  pait  because  of  the  hi 
capital  expenditures  required  to  bl 
entu-ely  new  plants  and  because 
bor  resistance.  To  date,  it  has  taken  p 
mostly  in  developing  countries, 
new  plants  are  coming  on  line  and  wa 
are  lower.  As  U.  S.  caiTnakers  bring 
modulai-  concept  home,  pitting  one 
plier  against  another,  investment  and 
pressures  on  suppliers  will  intensify. 

But  if  the  carmakers  stand  to  g 
in  the  end,  "the  suppliers  themsel 
may  be  the  big  losers,"  says  Greg 
Kagay,  an  auto-parts  analyst  at  McI 
aid  &  Co.  "If  they  can't  lower  co " 
they'll  be  stuck  with  more  assets.'' 
win,  suppliers  must  get  bigger  vritl 
putting  on  any  costly  fat.  That's  a 
cret  fomiula  only  a  few  seem  even  o 
to  realizing. 

By  Peter  Galuszka  in  Clevek 
with  Kathleen  Kerwin  and  Jo 
Midler  in  Detroit  and  Aaron  Berm 
in  Washington 
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N  THE  STUMP. 
NLINE 

isidential  hopefuls  flock  to  the  Net.  That  will  change  politics 
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iBhen   Steve  Forbes 

■  launched  his  second 

■  bid  for  the  White 
se  over  the  Inter-net  on 

16,  gi-izzled  pols  snick- 
1  that  the  publishing 
nate's  gambit  v^^as  noth- 
out  high-tech  gimmick- 
Wait  until  they  see 
t's  next.  Forbes  plans 
ise  the  Net  to  raise 
s,  recruit  volunteers, 
ads  on  popular  Web 
,  and  hold  online  chats, 
're    not  just 
ng  a  Web  page, 
e  launching  a 
!  communica- 
5  network  for 
ent   and  pro- 
tive  Forbes 
orters,"  de- 
;  !S  Rick  Segal, 
j  ies'  Web  master. 

[  elcome  to  the  new  world  of  cyber- 
cs.  Little  more  than  an  electronic 
)ai'd  for  politicians  just  a  few  yeai's 
the  Net  is  emerging  as  a  main- 
m,  multipurpose  political  tool.  And 
;o  far  in  the  future,  it  could  coax 
ins  more  Americans  into  the  politi- 
rocess  by  making  it  easier  to  vote, 
idy,  legislatui'es  in  California,  Flori- 
linnesota,  and  Washington  are  ex- 
ig  online  voting.  "It  will  happen, 
just  a  question  of  when,"  says 
m  Chft,  chaii'man  of  Minnesota  E- 
Dcracy,  a  nonpartisan  group  that 
otes  voter  awareness. 

0  OF  MOUSE."  Minnesota  Governor 
Ventura's  stunning  upset  last  yeai' 
a  watershed  for  Internet  politics. 

1  "word-of-mouse"  gi'assroots  ap- 
from  his  Web  site,  Ventura  got 

r,  independent  voters  to  organize  a 
turnout  at  the  polls, 
w,  the  2000  Pi-esidential  candidates 
to  duplicate  that  success.  Democ- 
activist  Wade  Randlett  argues  that 
;  use  of  the  Net  could  unleash  a 
■sadre  of  campaign  workers:  busy 
^e-income  folks  who  don't  have  time 
nn  a  phone  bank.  "The  Internet 
n3  possible  a  lot  of  grassroots  ac- 


Netscape:The  Steve  Forties  National  Online  Headquarters 
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Forbes  Cnticizes  Clinton-Gore's  "Abject 
Appeasement"  Of  China  On  NBC's  "Meet 
The  Press" 

Opposes  U.S.  Ground  Troops  in  Kosovo 


0 


Netscape:  Elizabeth  Dole  for  PresiOent  Exploratory  Committee 


Volunteer 


tivism  that  wouldn't 
happen  otherwise," 
says  Randlett.  Adds 
Carleton  College  pohti- 
cal  scientist  Steven  E. 
Schier:  The  Net  "is  a 
marvelous  tool  for 
building  networks  and 
mobilizing  supporters." 


ELEGTME.COM 

Forbes  has  a  snazzy  Web 
page.  Dole,  too.  Bradley's, 
Alexander's,  and Kasich's 
are  basic.  Quayle's  is  clut- 
tered, McCain's  is  barebones. 
Buchanan's  features  Nixon. 
You  can  get  Bush's  in  Spanish. 
As  forAl  Gore,  Mr  Info  High- 
way's site  isn't  up  yet. 
www.forbes2000.com 

www.edole2000.org 
www.biilbradley.com 


the  week  of  Mar.  29.  And  they  predict 
that  it  will  trump  all  others.  One 
planned  featiu'e:  a  daily  "Ask  Al"  query 
that  the  Veep  -will  answer  personally. 

As  a  direct  channel  to  voters,  the 
Net  lets  pols  bypass  the  media  and  de- 
liver more  of  a  message.  "The  average 
time  an  individual  spends  on  a  candidate 
or  issue  Web  site  is  five  to  seven  min- 
utes, compared  with  30  seconds  on  a 
TV  ad,"  says  Jonah  Seiger,  co-founder 
of  Mindshare  Internet  Campaigns,  a 
Washington  consulting  firm 
that  helps  special-interest 
groups  use  the  Net. 

Still,  with  a  cuirent  U.S. 
audience  of  ai-ound  60  million, 
the  online  universe  is  a  long 
way  ii'om  matclung  TV's  250 
million  viewers.  And  its  po- 
tential as  a  fimd-raising  tool 
is  miproven.  Many  candidates 
had  hoped  to  use  the  Net  to 
raise  campaign  cash,  espe- 
cially from  small  donors.  But 
federal  regulations  bai'  public 
matching  funds  for  credit- 
cai'd  contributions.  On  Mar. 
18.  the  Bill  Bradley  for 
President  campaign 
asked  the  Federal  Elec- 
tion Commission  to  re- 
vamp its  i-ules  to  catch 
up  with  teclinology.  The 
FEC  may  consider  the 
change  at  its  Apr.  15 
meeting. 

Even  boosters  of  on- 
line balloting  see  a  po- 
tential downside:  The 
public  may  demand  in- 
stant votes  whenever 
an  issue  flares  up.  "A 
slower  process  has  the 


e-Preclnct 

Leader  Login 

Contribute 

r.c  S'tvt  -iibi; 
campaign 


On  the  Forbes  Web   '   advantage   of  letting 

site,  for  example,  vol-     ...'*'*^:',*™^''®'®**"**®''''^**™....    passions    cool,"  says 


unteers  ai'e  encoui-aged 
to  become  "e-Precinct" 


www.kasich2000.com 
www.quayle2000.com 


Minnesota  State  Sena- 
tor Steve  Kelley  of  the 


reciTutere  who  compete   ,  _   Democrat-Farmer-La 


with  other  recniiters 

For  the  most  part, 
though,  prospective 
candidates  are  still  tiy- 
ing  to  figm-e  out  what 
will  work  and  what  won't.  With  one 
click,  viewers  can  get  George  W  Bush's 
Web  site  in  Spanish.  Elizabeth  Dole  sup- 
porters can  download  campaig'n  banners 
to  slap  on  their  o-wn  sites.  And  several 
Presidential  hopefuls  offer  the  option  of 
making  campaig'n  contributions  online — 
just  punch  in  your  credit-card  number. 

Curiously,  Vice-President  Al  Gore, 
who  caused  a  stii"  when  he  claimed  cred- 
it for  inventing  the  Net,  is  late  to  the 
Web.  Staffers  expect  his  page  to  be  up 


www.mccainforpresident.com 
Mnvw.gopatgo2000.org 
www.georgewbush.com 


bor  Pai'ty,  sponsor  of  a 
bill  authoiizing  a  state 
study  of  Net  voting. 

Skeptics  like  (}0P  con- 
sultant Frank  I.  Luntz 
remain  unconvinced  that  the  Net  will  be 
ci-ucial  in  elections  but  concede  that  its 
influence  on  politics  is  gi-owing:  Candi- 
dates ignore  it  at  theii'  peiil.  With  38%  of 
online  denizens  identifying  themselves 
as  independents — ^just  the  sort  of  svring 
voters  who  detennine  elections — the  Net 
could  tip  the  balance  in  close  races. 
Meanwliile,  it's  likely  to  modernize  cam- 
paigns, educate  voters,  and  boost  turnout. 
And  what's  -wi-ong  with  that? 

By  Amy  Borms  in  Washington 
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Puzzle  #10 


59 

60 

61 

69 

70 

71 

74 

ACROSS 

1.  Market  order 

S.  Ostentatious  display 

9.  Stocks  performing  ^expectations 

14.  Herman  Melville  novel 

15.  Rcnt-_ 

16.  Big  name  in  tractor- 
mounted  mowers 

17  Tiffany  buy 

IS.  Aristotle  Onassis'  yacht 

20.  "  laxunously" 

( see  page  at  right ) 

22.  Pan  of  CBS:  Ahhv. 

23.  Ultimate  purpose 

24.  GE  subsidiary 

26.  Chicago  exchange,  ior  short 
29.  Stock's  nominal  v  .ilii'. 

32.  Jemima 

(Quiiker  Oats  brand  i 


35.  Untrustworthy  sort 

39.  Like  two  peas  in  

4L  Predisposition 

43.  Opening  remarks 

44.  Long-term  investment  of  a  sort 

47.  Famous  fountain  of  Italy 

48.  Footnote  abbreviation 

49.  TV-commercial  award 

50.  name 

(how  some  stocks  are  held) 
52.  Jane  Austen  work 

54.  Ticker  symbol  of  Florida's 
largest  home  builder 

55.  First  name  of  ReHance 
Group  s  CEO 

57  Zcrcvcoupon  bond,  for 

example:  Abbr. 
59.  Brillo  competitor 


62.  Having  too  low  a  yield, 

as  a  bond 
65.  CNN  fmancial  reporter 
69.  #1  U.S.  life  insurer 

73.  Milan  money 

74.  Irish  statesman  De  Valera 

75.  Raison  d'  

76.  Prince  H;uTy's  school 

77.  Generic  researcher's  product 

78.  Make  over 

79.  Monopolizes,  with  "up  " 

DOWN 

L  Database-software  command 

2.  Kuwaiti  ruler 

3.  Solitary 

4.  Boston's  airport 


5.  Congressional  contributor, 
for  short 

6.  Turn-of-the<entury  New  York 
Times  publisher 

7  Kay  Ash 

8.  Light  disperser 

9.  Brown  Sc  Williamson  owner 

10.  George  Bush,  m  the  '40s 

1 L  Higji-end  home  fiimiture  maker 

12.  Mideast  sultanate 

13.  Speed-reading  surname 
19.  Worry 

2L  Initials  on  some 

corporate  checks 
25.  Adolfo's  birthplace 
27  Means  of  control 

28.  Coke  competitor 

29.  GATT  and  NAFTA 

30.  Separated 

31.  See  46  Down 

33.  World's  longest  river 

34.  Aesthetic  discernment 

36.  Not  moving 

37.  Keebler  elf 

38.  Enter  AOL 
40.  Steep  declines 
42.  Hormel  brand 

45.  "  yellow  ribbon... " 

46.  With  31  Down,  noted  pollst 

5  L  Purchase-and-sale  stock 

transaction 
53.  Assistance 
56.  Petrol  purchase 

58.  Powerful  political  pair 

59.  Risk,  informally 

60.  Type  of  contraa 

6  L  Japanese  sport 

63,  Give  as  an  example 

64,  Like  some  currency 
66,  Paycheck  deduction, 

so  to  speak 
67  Forehead 

68.  -serif  typeface 

70.  Slip  into 
7L  Compass  reading 
72.  MGM  mascot 


For  answers  to  this  puzzle 

Turn  to  page  136  in  this  wee  ';\s  issue  of  Business  Week  or  visit  Mixing  Business  with  Pleasure  by  Lincoln  on 
www.businessweek.com  (URL:  wAwv.businessweek.com/ adsection/ puzzlesbylincoln/index.htm) 

Puzzle  created  bv:  Stanley  Newman. 


LINCOLN 


1-800-688-8898 


id  lightly  and  luxuriously  in  Lincoln  Navigator,  the  world  s  most  powerful  luxury  SUV  Tread  spaciously  too.  Navigator  nas  room  for  seven 
iree  rows  of  leather-trimmed  seats.  Call  800  688-8898,  visit  www.lincolnvehicles.com  or  see  an  authorized  Lincoln  Navigator  dealer 


i  Lincoln  Navigator.  What  a 


sliouid  be. 


Personal  Business  ^  


EDITED  BY  AMY  DUNKIN  

A  WORLD 

OF  MONEY 
TO  BE  MAD 


Like  many  vacationers  in 
Jordan,  Leila  Heckman 
found  herself  enthi-alled 
by  the  Roman  ruins  at  Pe- 
tra.  But  Heckman,  Salomon 
Smith  Barney's  managing  di- 
rector for  global  asset  alloca- 
tion, was  equally  intngaied  by 
the  Jordanian  economy.  How 
will  Jordan's  new  King  Ab- 
dullah Bin  al-Hussein  handle 
soaring  joblessness?  she 
mused.  Will  he  expand  the 
tiny  economy?  Just  how  big 
are  the  savings  pools  Pales- 
tinian immigi'ants  are  bring- 
ing with  them? 

Her  questions  on  the  Jor- 
danian economy  won't  prompt 
Heckman  to 


rate  the  tiny 
Amman  stock 
market — up 
5%  this  year,  in  dollars — a 
buy.  At  least,  not  yet.  But  af- 
ter the  past  few  years  put 
globalists  to  shame  as  the 
Dow  Jones  industrial  average 
raced  past  almost  eveiy  other 
equity  index  on  the  planet, 
Heckman  is  beating  the  dnun 
for  international  investing 
with  renewed  vigor  In  Asia, 
Latin  America,  and  other 
markets,  says  Heckman,  tak- 
ing a  break  from  her  Jordan- 
ian desert  trip  recently  to 
chat,  "valuations  look  veiy  at- 
tractive. It  could  be  a  very 
good  time  for  investing  out- 
side the  U.  S." 

Indeed,  despite  global  mar- 
kets' undeipeifoiTnance,  there 
is  still  a  case  to  be  made  for 
investing  worldwide.  Intema- 
tional  markets  aren't  moving 
in  lockstep  with  eveiy  one  of 
Wall  Street's  ups  and  dovras, 
1  global  investing  remains  a 

^d   diversifier   for  your 


YOUR  MONEY 


INVESTING 


portfolio.  Moreover,  the 
fact  that  many  markets  re- 
main out  of  favor  at  the 
moment  increases  your 
odds  of  earning  capital 
gains  over  the  long  haul. 
Many  pros  view  Eu- 
rope and  Japan  as 
pricey  right  now. 
But  they  believe 
stocks  in  Singapore 
and  South  Korea, 
where  economic  tu- 
mult last  year  sent 
investors  fleeing,  now 
offer  opportunities,  as  signs 
of  a  turnaround  have  begun 
to  appear.  In  South  Korea, 
electricity  use  is  surging 
again,  a  sign 
that  indus- 
tries may  be 
on  the  mend. 
"Asia  is  definitely  recover- 
ing," says  American  Century 
Funds  portfolio  manager 
Mark  Kopinsld. 
PICK  A  PRO.  There  are  an  in- 
creasing number  of  ways  to 
invest  overseas.  Many  bro- 
kers deal  in  foreign  compa- 
nies' shai'es  traded  abroad.  Or 
you  can  buy  American  de- 
positary receipts  traded  on 
U.  S.  markets.  But  if  you 
don't  have  the  time  or  re- 
soui-ces — even  with  the  Net — 
to  follow  the  latest  eamings 
announcement  or  corporate 


restnictiu' 

ing,  plenty  of        "^  -^ 
mutual  funds  will  \\__.^/ 
do  the  spade  work  for 

Salomon  Smith 
Barney  analyst  Michael  v 
Porter,  for  one,  thinks  the 
closed-end  Templeton  Vietnam 
&  Southeast  Asia  fimd,  trad- 
ing at  20%  imder  its  net  asset 
value,  offers  especially  good 
prospects.  Other  pros,  how- 
ever, favor  investing  via 
broadly  based  open-ended 
fimds,  such  as  the  $L7  billion 
Acorn  International,  which 
troll  the  world  for  modestly 
capitalized  companies  that 
may  escape  the  average  in- 
vestor's eye.  "If  you  try  to 


pick  individual 
stocks  outside  the  U 
you're  going  to  be  disad\ 
taged  relative  to  the  pro 
sionals,"  counsels  Acom  n 
ager  Leah  Zell. 

To  be  sure,  that's  nc 
guai'antee  you'll  make  a  1 
die  in  a  hurry.  J.  P.  Moi 


EUR 

After  a  frothy  opening  this  year 
amid  heady  feehngs  about  the 
euro,  several  markets  have 
peaked  or  fallen.  Still,  stocks 
are  expensive.  There  may  be 
room  for  new  gains — especial- 
ly in  France  and  Italy — but 


OPE 

you'll  have  to  be  patif 
Across  Europe,  gover: 
will  be  under  pressurj 
interest  rates  as  theiil 
economies  slow.  Rest 
ings,  particularly  in 
services,  are  sparkinjl 
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al  50,  an  open-ended  con- 
rated  fund  which  tries  to 
s  on  the  50  best  stock 
3  woridwide,  is  up  only 
t  4%  since  its  inception 
June.  "It  was  launched 
1  inopportune  time,"  ad- 
manager  Shawn  K.  Ly- 
3ut  lately.  Global  50  has 

ASIA 


jf      been  surgini 
amid  Europe's 
takeover  binge. 
Companies  perking  up 
i    the  fund  include  France's 
Paribas  and  Vienna-based 
Bank  Austria.  Paribas  re- 
cently announced  a  merger 
with  rival  Societe  Generale, 
only  to  find  Bancjue  Nationale 
de  Paris  bidding  for  them 
both.  Bank  Austria,  mean- 
while, is  reaping  the  cost  sav- 
ings of  its  1997  merger  with 
Creditanstalt,  another  Vien- 
nese lender.  Lytle  is  also  liigh 
on  Philips  Electronics  and  ST 
Microelectronics,  Europe's 
No.  1  and  No.  2  chipmakers, 
respectively.  He  argues  that 


the  semiconductor  market  is 
bottoming  out  and  that 
the  Eiu'opeans'  price-eaiTiings 
multiples  are  cheaper  than 
that  of  Texas  Instru- 
ments. Based  on  es- 
timated 1999  net 
income,  Ti  trades 
at  a  price-earn- 
ings ratio  of  35, 
while  ST  fetch- 
32  and 
Philips,  which 
has  been  held 
back  by  its 
huge  con- 
sumer-electron- 
ics unit,  is  only  21.  Among 
Lytle's  picks  outside  Eui'ope: 
Argentine  oil  and  gas  pro- 
ducer YPF,  which  is  bene- 
fiting from  rising  cinde 
prices,  and  Japan's  Ya- 
manouchi  Pharmaceu- 
tical, with  its  fat 
pipeline  of  new  drags. 
NIKKEI  GEMS.  As 
Japan's  Nikkei  stock 
average  has  climbed 
8%— in  dollars— in  1999 
amid  plunging  interest 
rates  and  hopes  for  eco- 
nomic recovery,  some  other 
mavens  have  grown  more 
wary.  "We're  not  especially 
optimistic  on  the  whole 
Japanese  market,"  says  T. 
Rowe  Price  portfolio  manager 
David  J.  Warren.  But  that 
doesn't  mean  he's  fleeing. 
Claiming  there  ai'e  still  "more 
tilings  to  buy  there,"  Wairen 
is  homing  in  on  lesser-known 
names  such  as  retailer  Ito- 
Yokado,  which  has  preserved 
profit  margins  in  the  face  of 
economic  distress. 

Meanwliile,  other  managers 
are  looking  for  Asia  recoveiy 
plays  among  the  region's 
trading  partners.  Merrill 
Lynch  strategist  Douglas 
Wilde,  for  one,  argues  for 
taking  a  look  at  Australia, 
even  though  Sydney's  All 


ro  interest  rates 
mcements  of  corpo- 
ej  icturings  have 
!j  reign  investors 
ir|  other  spots  in  Asia 
ill  enticing.  Japanese 
}s  are  rich,  and  the 


promised  corporate  downsiz- 
ings  are  still  to  be  realized. 
Singapore,  Korea,  and  Aus- 
tralia especially  may  prove 
rewarding.  Hong  Kong's 
rebound  looks  to  be  way  off. 
China  remains  a  wild  card. 


LATIN  A 

Brazil's  devaluation  looks  like 
it's  going  to  be  less  of  a  strain 
than  once  feared,  and  it  has 
created  opportunity  for 
healthy  gains  for  investors. 
Mexican  investments  are 
booming.  Region-wide,  stock 


Ordinaries  index  is  hovering 
near  historic  highs.  Even  so, 
Australia's  top  comjDanies  as  a 
gi'oup  trade  at  an  estimated 
p-e  of  just  19,  compared  with 
24  for  those  in  the  U.S. 
"There's  less  downside  risk 
in  Australia  than  elsewhere 
in  the  world,"  says  Wilde.  His 
favorite  way  to  tap  into  Aus- 
tralian action  is  via  World 
Equity  Benchmark  Shares 
(WEBS),  open-end  countiy  in- 
dex funds  that  trade  in  U.  S. 
dollars  on  the  American 
Stock  Exchange.  Aussie  webs 
ai-e  up  8%  in  1999. 

Although  Asia  appears  to 
be  mending.  South  America 
is  still  suffering.  But  that's 
not  stopping  intrepid  in- 
vestors. Lytle  likes  Tele 
Norte  Leste,  the  local  phone 
company  in  Brazil's  Amazon 
and  eastern  regions.  Its  adrs 
are  down  26%  since  their 
high  last  November,  but  Ly- 
tle argues  that  Brazil's  recent 
cmrency  devaluation  was  less 
devastating  than  expected, 
and  that  huge  demand  for 
phones  will  pay  off  in  profits 
over  two  to  three  years. 

Chile  is  also  attracting  in- 
vestors who  tliink  copper  may 
rebound,  while  still  other 
plays  on  fii'ming  commodity 
prices  are  available  in  Afiica. 
Salomon  Smith  Baniey  ana- 
lyst Porter  likes  tlu'ee  closed- 
ends:  the  Aii'ica  Investment 
and  Southern  Africa  funds 
and  the  CMle  Fimd.  Closer  to 
home,  Salomon  mai'ket  strate- 
gist Brian  Gendreau  argues 
that  Mexico's  soaring  market, 
up  47%,  in  dollars,  in  the  last 
six  months,  has  room  to  ran 
because  its  exports  feed  the 
U.  S.  market  even  as  it  re- 
mains a  safe  haven  for  Latin 
American  fund  managers. 

Playing  sectors  can  be  a 
good  idea  in  developed  mar- 
kets, as  well.  For  instance, 

M  E  R  I  C  A 


prices  are  much  cheaper  than 
comparable  plays  in  other 
parts  of  the  world — though 
this  remains  a  place  for  those 
who  can  stomach  risks. 
Promising  sectors  include 
telecom  and  oil. 
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Credit  Suisse  P^irst  Boston 
European  equities  head 
Fran(;ois  Langlacie-Demoyen 
says  there  will  be  more  gains 
in  the  Continent's  consumer 
cyclicals,  particularly  in 
leisiu'e,  media,  retaO,  sei'vices, 
and  building  materials.  His 
choice  picks  include  France's 
Accor,  the  Swiss  employinent 
services  fiiTn  Adecco,  and  the 
expansion-minded  Dutch  re- 
tailer Ahold,  which  lately  has 
ventiu-ed  offshore  to  seek  out 
bargains  in  the  U.  S.,  such  as 
the  East  Coast's  Pathmark 


gi"oceiy  chain.  Says  Langlade- 
Demoyen:  "The  consumer  re- 
mains the  key  to  economic 
gi'owth  within  Europe." 
DONTTIME  IT.  Other  invest- 
ment themes  are  winning- 
fans  as  well.  Take  Acorn's 
Zell.  She  likes  outsourcing 
companies,  such  as  Canada's 
Celestica,  a  contract  elec- 
tronics manufacturer,  and 
Serco,  a  Bntish  company  that 
maintains  militaiy  bases.  Ital- 
ian banks  and  Dutch  money- 
management  firms  also  have 
caught  Zell's  eye  as  trading 


in  securities  grows  on  the 
Continent. 

The  one  thing  many  in- 
vestment pros  counsel  against 
is  trying  to  time  global  mar- 
kets— there  are  too  many 
variables  that  can  make  such 
an  approach  hazardous.  In- 
stead, they  advise  investing 
for  the  long  haul  in  several 
promising  areas,  adjusting  al- 
locations occasionally  as  need- 
ed. Michael  A.  Duffy,  manag- 
er of  Vanguai-d's  Global  Asset 
Allocation  fund,  follows  that 
approach.  He  is  heavy  on 


stocks  from  Germany,  Fran 
Canada,  and  Japan  at  the  n 
ment,  maintaining  that  l 
interest  rates  should  stin 
late  the  euro  zone,  and  a  si 
ilar  rise  in  liquidity  will  o 
tinue  to  bolster  Japan( 
equities.  Whether  those 
guments  will  help  him  h 
the  Dow  in  1999  is  anyor 
guess.  But  many  pros  are 
guing  that  over  the  lonj 
term,  global  investing 
has  a  lot  going  for  it. 

Joseph  Weber,  with  Ke 
Capell 


WHERE  A 
GLOBAL  FUND 
IS  HINTING 

Although  international 
funds  Imve  badly  trailed 
U.  S.  ones,  assets  in  the  $7.5 
billion  Vanguard  hitema- 
tional  Growth  Fimd  have 
more  than  doubled  since 
1995  under  Richard 
Foulkes,  a  low-key  manager 
who  lias  7iin  the  fund  since 
its  1981  start.  Foulkes 
spoke  with  Senior  Writer 
Robeti  Barker. 

Q:  You're  down  2%  this 
year  (through  Mar.  29)  vs.  a 
().■{%  loss  for  your  bench- 
mark, the  Morgan.  Stanley 
Capital  International  eafe 
index.  Why? 
A:  What  has  hurt  is  the 
weakness  of  the  euro  at  a 
time  when  European  stock 
pinces  haven't  I'eally  gone 
up.  I'm  in  no  sense  discom- 
fited about  this.  The  circum- 
stances are  actually  quite 
friendly  toward  stockhold- 
ers, and  I've  got  over  75% 
of  the  fund  in  Eiu'ope, 
broadly  speaking,  including 
Britain. 

Q:  Did  the  weak  euro  sur- 
prise you? 

A:  I  was  dead  surprised. 
I'm  embarrassed  th;;t  I 
got  it  wrong,  but  I  think 
everybody  got  it  wrong, 
which  is  why,  of  course,  it 


VANGUARD'S  FOULKES:  Bay  Dig  in  Britain;  waiting  in  Japan 


has  acted  so  violently. 

Q:  WJiat  have  you  been 
buying? 

A:  I  am  increasing  my  expo- 
sure to  the  [British]  econo- 
my. The  200-basis-point  cut 
that  we've  so  fai'  seen  in 
[mortgage]  rates  has  begun 
to  put  more  spending  money 
into  the  pockets  of  consum- 
ers. I  am  anticipating  that 
coming  thi-ough  in  leisure 
spending,  alcoholic  drinks, 
restaui'ants,  hotels,  travel. 

Q:  Names,  please. 
A:  Bass,  which  is  a  brewer, 
and  they  have  pubs  and  ho- 
els.  I've  been  buying  shares 


in  Granada,  a  television  and 
restaurant  company,  [and] 
Scottish  &  Newcastle,  an- 
other brewer.  On  the  two 
brewers,  in  particular,  I'm 
paying  something  like  12 
times  [1999  earnings]. 

Q:  ^¥}lat  about  the  Conti- 
nent? 

A:  I  am  beginning  to  reduce 
my  European  exposure,  but 
I  still  feel  that  there  are  a 
lot  of  interesting  [restruc- 
turings], which  is  why  I  still 
have  60%  there. . .  I  am  very 
bullish  about  Suez  Lyon- 
naise  des  Eaux  and  Endesa. 

Q:  Last  summer,  you  listed 


as  preconditions  of  a  Japa 
ese  rebound  U.  S.-style  cor 
porate  restructurings  and 
the  govemment  spurring  t 
economy.  WJiere  do  we 
stand? 

A:  Japanese  companies  ha' 
some  very  unpleasant  nun 
bers  to  reveal  to  sharehok 
ers,  and  a  lot  of  them  are 
trying  to  sweeten  the  pills 
by  announcing  restructurii 
measures.  Each  of  them 
been  gi'eeted  enthusiasticf 
ly  by  shareholders,  but  a 
of  these  plans  are  lip  ser- 
vice. Very  few  are  going  t 
be  effective. 


Q:  Is  Fuji  Photo  your  toj. 
holding  there? 
A:  Yes.  I  have  some  reall; 
great,  world-class  compan 
in  the  portfolio  that  happi 
to  be  Japanese.  And  thosi 
are  the  only  things  I've  g 
in  Japan.  [One  of  them  is^ 
Takeda,  a  great  pharmace 
tical  company.  It  is  much 
cheaper  than  Eui'opean  o 
American  pharmaceutical 
companies.  Very,  veiy  cot 
sei-vative  accounting. 
They've  got  a  gi-eat  blocl' 
bustei*  drug  in  the  marke 
for  diabetes,  which  they 
be  launching  this  year,  al 
with  a  hypertension  drug 
And  I've  got  a  big  holdir 
in  Matsushita  Electric  In 
dustrial,  which  is  the  ulti 
mate  recovery  situation 
a  price-to-book  ratio  of 
about  one.  That  is  exactl 
the  sort  of  stock  I  will  p 
ably  triple  when  the  ecoi 
my  is  finally  turning. 
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SHOT  IN  THE  ARM 
3R  CANCER  PATIENTS? 


len  Ernest  Graf, 
ired  president  of 
n  Kahn  Furs  in 
N  York,  was  diag- 

d  with  prostate  cancer  in 
,  he  undei"went  radiation 
tment.  Then  he  opted  to 
ive  an  experimental  vac- 
developed 
Memorial 
ne-Ketter- 
Cancer  Center  in  New 
"I  didn't  want  the  side 
ts"  associated  with  hor- 
d  therapy,  such  as  lethar- 
tid  diminished  libido,  says 
79,  who  received  four 
over  18  months.  With 
ancer  now  in  remission, 
"edits  his  good  health  to 
vaccine  and  to  an  active 
yle  that  includes  biking 
skiing:  "It  strengthened 
mmune  system  without 
ng  me  dovra,"  he  says, 
■af  is  one  of  thousands  of 
nts  in  the  past  decade 
have  received  experi- 
al    vaccinations  that 
[ipt  their  immune  sys- 
to  fight  cancer.  The  vac- 
are  easy  to  administer 
lave  few  side  effects  be- 
occasional  flu-like  symp- 
and  in-itation  at  the  site 


YOUR  LIFE 


HEALTH 


of  the  shots.  While  by  no 
means  a  cure,  they  hold 
promise  as  a  supplement  to 
such  standard  anticancer 
weapons  of  siu'geiy,  radiation, 
and  chemotherapy. 

Already  in  use  in  Europe, 
the  first  cancer  vaccines  have 
yet  to  become  widely  avail- 
able in  tliis  coimtiy.  That  may 
change  next 
year,  pending 
U.S.  Food  & 
Dioig  Administration  approval 
of  colon-cancer  vaccine  Onco- 
VAX  from  Rockville  (Md.)- 
based  Intracel  and  melanoma 
vaccine  Melacine  from  Ribi- 
ImmunoChem  Research  of 
Hamilton,  Mont.  Clinical  trials 
of  at  least  two  dozen  others 
for  ovai-ian,  breast,  lung,  pan- 
creatic, and  prostate  cancer 
are  under  way. 

Scientists  have  been  on  the 
trail  of  a  cancer  vaccine  since 
the  1800s,  when  they  noticed 
that  tumors  sometimes 
shrank  when  patients  con- 
tracted bacterial  infections. 
Indeed,  the  first  vaccines 
used  bacteria  that  revved  up 
the  immune  system.  But  they 
didn't  work  well  because  can- 
cer is  hard  for  the  body  to 
I.  D.  as  an  enemy.  Basically, 
the  bacterial  vaccines  sig- 


INTRACEL'S  LAB: 

Its  colon-cancer 
vaccine  awaits 
FDA  approval 

naled  the  immune 
system  to  fire 
without  giving  it 
a  target.  Only  in 
the  last  decade 
have  researchers 
set  their  sights 
more  accurately. 

Unlike  vaccines 
for  measles  and 
Ijolio,  this  bunch 
of  experimental 
vaccines  are  in- 
tended to  pi'event 
the  recurrence  of 
cancer  in  patients 
who  have  had  the  standard 
treatments.  Depending  on  the 
type  of  cancer  and  the  pa- 
tient's response,  treatment 
may  involve  injections  given 
over  six  weeks  to  two  years. 
You  can  get  a  list  of  institu- 
tions conducting  clinical  tri- 
als on  the  vaccines  fi'om  the 
National  Cancer  Institute 
(800  4-CANCER;  cancemet. 
nci.nih.gov/pdq.htm). 

Since  the  1970s,  researchers 
have  latched  on  to  three  ap- 
proaches to  maldng  the  vac- 
cines (table).  Autologous  vac- 
cines use  a  person's  own 
tumor  cells,  which  are  iiTadi- 


Various  Vaccines 

AUTOLOGOUS 

Combines  a  patient's  own  cancer  cells 
with  a  type  of  bacterium  or  other  agent 
that  provokes  a  significant  immune 
response.  The  body's  violent  reaction 
creates  a  killer  instinct  toward  tumor 
cells  that  might  form  later. 

ALLOGENIC 

Made  in  a  lab  and  not  specific  to  indi- 
vidual patients.  They  generally  include 
substances  common  to  many  cancers 
combined  with  an  immune  system 
stimulant  such  as  substances  derived 
from  mollusks. 

GENETICALLY  ENGINEERED 

Can  be  allogenic  or  autologous.  They 
contain  genes  encoded  for  proteins 
found  in  tumors  or  cells  involved  in 
prompting  an  immune  response. 


ated  and  combined  with  a  bac- 
terium or  other  agent  that 
elicits  an  immune  response. 
The  body's  violent  reaction  to 
the  concoction,  the  thinking 
goes,  creates  a  killer  instinct 
towai-d  new  tumors.  A  study 
in  British  medical  joiuiial  The 
Lancet  in  Januaiy  said  Intra- 
cel's  autologous  vaccine  cut 
the  colon-cancer  recurrence 
rate  by  50%  over  five  yeai-s  in 
patients  in  whom  the  disease 
had  begun  to  spread  beyond 
the  tumor  site.  Since  the  vac- 
cine has  to  be  tailored  to  each 
person,  Intracel  plans  to  set 
up  facilities  around  the  coun- 
try to  ease  deliveiy. 

Several  teams,  meanwhile, 
are  working  on  more  gener- 
alized vaccines.  Dr.  Philip 
Livingston  and  colleagues  at 
Sloane-Kettering  have  iden- 
tified a  molecule,  (;m2,  that 
shows  up  on  most  melanoma 
cells.  They  make  it  in  the  lab 
and  combine  it  with  sub- 
stances derived  from  mol- 
lusks and  the  bark  of  the 
South  American  soap  bark 
tree.  The  brew,  Livingston 
says,  elicits  "an  immune  re- 
sponse in  virtually  100%  of 
patients."  A  study  with  600 
subjects  has  been  under  way 
for  2k;  years  to  see  if  tins  re- 
sponse reduces  recurrence. 
The  third  approach  is  to 
use  genetic  matei'- 
ial.  Vaccines  for 
pancreatic  and 
prostate  cancer  de- 
veloped in  1992  at 
Johns  Hopkins 
University  Medical 
School  in  Balti- 
moi'e,  and  now  in 
chnical  trials,  com- 
bine a  gene  for  a 
"messenger  pro- 
tein," cytokine, 
with  a  patient's  tu- 
mor cells.  It's  fike 
pinning  a  note  to 
the  tumor  cell  that 
reads:  "Kill  me  and 
anytliing  that  looks 
fike  me,"  says  Dr. 
Drew  PardoU,  pro- 
fessor of  oncology 
at  Hopkins.  Not  a 
bad  ploy  to  add  to 
the  anticancer  bat- 
tle plan. 

Kate  Murphy 
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— .  .56KA'90.  ISDN 
s  •    .  Starting  at  S5S0 


Send  cfieck  or  money  order  lo  CluD  Products  669' 
Jimmy  Carter  Boulevard  •  Norcross,  GA  30071 
770  242-5101 


Contact  115  for  the  Dealer  nearest  You 
1(800|  488-7776  -  »-»-» .atronics-com 


WEB  SOIUTIONS 


Web  Design  Strategic  Planning 
Web  Hosting  Shopping  Cart 
Web  Advertising  E-Commerce 
On-Line  Consulting  Re-Design 
Promotion  &  Marketing  Database 

800.518.9505 
www.yellowzone.com 


Aviation/Fractional  Ownership 


WORK  IN  NEW  YORK. 
LIVE  IN  NANTUCKET. 

With  access  to  over  5,000  airports  and  schedules  designed  around 
your  specific  needs,  our  Learjet'  and  Challenger'  business  jet  owners 
can  operate  from  virtually  anywhere  on  earth.  For  more  information 
regarding  the  many  affordable  benefits  of  being  a  Flexjet^  fractional 
owner,  call  1-800-FLEXJET. 

FLEXuET 

we  build  the  aircraft 


Business  Services 


Corporate  Investo 
Seeking  To  Inves^ 

in  emerging  companies  in  ne 
media,  consumer  products 
and  branded  services. 
Please  fax  summary  descriptic 
to  203-328-2394  or  e-ma 
bussplan  @  ix.netcom.coi 


Capital  Available 

^  Financial  Professionals 

HARD  TO  BORROV 

Use  Collateralized  Loan 
Training  Program  Available 

We  Locate  Funders 
for  Business  &  Real  Estate 
Tony  Abraham,  Esq.  -  Real  Es 
Eric  A.  Klein,  Esq. -Atty/Fidut 

International  Des'eloping 
Entei-pnses  Agency  i  IDEAi 

Tel  +1-212-751-0800 
Fax  -1-1-212-688-4442 

Worldphone:  -t-l  500-367-6C 

E-mail  panglob@aol,com 
Website,  pangiobal  net 

Career  Guidance/Consu 

We  F/VX  Your  Resume  t<Mt 
Executive  Search  Firms 
Results  Begin  Within  24 

CALL800-429-00 

Confidential  •  Save  Time  •  Save  fv. 


Publishing  Service; 


Publish  Your  Book 

75-year  tradition  of  quality.  Su 
book  publisher  offers  publisl 
services  for  books  of  all  types 
free  Author's  Gw.de  wrAe  Dom 
BW,  643  Smithfield,  Pittsburg 
or  call  1-800-695-9.599 


Corporate  Gifts 
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Educational/Instruction 


COLUMBIA 
BUSINESS 
SCHOOL 


Columbia  Executive  Education 
Learning  that  powers  performance;^ 


UPCOMING  COURSES 


Finance  and  Accounting  for  the  Nonfinancial  Executive 

(Mar  21  -  26)    (Jun  13  -  18) 

The  Transition  to  General  Management 

(Apr  18  -  30)    (Oct  31  -  Nov  12) 

Emerging  Leader  Development  Program 

(Mar  14 -19)    (Dec  12  -  17) 


••For  more  information  on  these  and  other  programs: 

Call  212-854-3395  ext.  64 

VisK  our  web  site  at:  www.columbia.edu/cu/business/execed 


SOLUTELY  FREE 
EVALUATION 


ichelor's  -  Master's  -- 
Ph.D.  Degrees 

3d  on  life  and  work  experience, 
onfidential  -  Fast  -  Student 
Loans,  www.arrc.org 

800-951-1203 


PS 


Rushmore  i^ii  D  A 
University  IVIDJ4 

international  MBA  by  Distance 
Learning.  Fiexible  curricuium. 
Bacheiors  not  aiways  required. 
370  Anchor  Drive  Ste  250,  Dakota  Dunes 

SD  57049  US.  Phone  605-232-6039 
Fax:  605-232-6011  bw@distancemba  com 

www.distancemba.com 


Practitioner's  MBA  &  JD 
Programs.  Accredited 
octor,  Master,  Bachelor. 
vw.monticello.edu 
ax  913-661-9414 
800-405-7935 


ijow  Your  Customer 

■tify  key  managers  at  over 

0  chemical  plants  and  oil 
leries,  a  $26  Billion  market! 

Vho's  Who  at  U.S. 
Chemical  Plants 

ie  editors  of  CHEMICAL 
INEERING  and  Utility 

1  Institute 

ok  S195 

ok  and  Data  Disk  $995 

nore  information: 
I  ie:  202-942-8788 
I  202-942-8789 
I  lil:  info@udidata.com 

y/www.ud  idata.inter.net 


The  Leader  in  Distance 
Learning  for  20  Years 


•Associate«Bachelor*Master*Doctor 

Business  (Mgrnt,  HRM.  Health  Care) 
Management  of  Technology 
Pschology,  Law 
Southern  California  University 
for  Professional  Studies 

1840  E  17th  St  BW,  Santa  Ana,  CA  92705 
800-477-2254  www.scups.edu 


www.GraduateBusi  ness.com 

MBA  -  EMBA  -  MIR  -  MPA 

...and  sp«culiz«l  pragcxns 


Internet  guide  to 
Graduate  Management  Programs 

-  Get  the  facts  on  programs,  admissions, 
tuitions  and  more 

-  Unk  directly  to  schools  of  your  choice 

-  Request  application  forms  online 

^■jb'.i'jhp^  ,n  cooperation  with 

AACSB  ^ 


:■  education  international 

Ph  2SO-eS8-e2a3  Fax  250-658-62«S 
educate@eiworidwide.coin 


Business  Software 


MAIL  ORDERS  WEB  ORDERS 
PHONE  ORDERS  > 


Order  era),  aedji  ard  procosing,  shipping.  A/R.  A/tl 
ootiua  managemail  wich  integratcti  inlcmei  e-mail  options, 

invenwry  nmiagement,  reporang,  lisi  management  and 
mailing — everything  you  need  for  order  taking  oy  phone,  mail 
c\-en  the  Worid  Wide  Web  in  one  simple  eas)  -to-use  and 

affordable  ^X^indows  program  trnm  D\'daaimp 
Call  1 -800-858-3666  or  visit  wwn.didaeomp.com/bwk 

MailOrxierManager 


SAVE  TIME  &  MONEY! 

FREE  Trial 
UCC  Lien  Software 
&  Search  Information 
http://www.librasoft.com 
or  call  800-922-4988 


Health/Fitness 


MS  OFFICE  97  PRO 


Full  Professional  Edition 

Brand  New  Sealed  Retail  Box 
Version.  Includes  All  Office 
Application  Programs.  Documentation 
Licensing  &  Registration  Materials. 

70%  Off  Retail,  Only  $159 


212)  439-8183 


DUKE 

Safe,  serious  welgtit  loss 

through  lifestyle  change. 

Personalized  care 
from  Duke  physicians  and 
health  professionals  in 
Durham.  I\IC. 

HTTP://dmi-www.mc.duke.edu/ 
dfc/home.html 

800-362-8446 


Duke  Diet  iiiitl  I  iliK-s>C  'ciUc 


Luxury  Travel 

RENT  YOUR  OWN 

IRISH  CASTLE 

Fully  staffed,  private 
+0  ACRE  LUXURY  ESTATE 

available  a  few  weeks  each  year 
for  families  or  groups  of  8-24, 
Great  golf,  fishing.  From  $12,500PW, 

202-547-7849 
Fax  011-353-224-2132 


Education/Instruction 


No  8  a.m.  lectures. 
Mo  pop  quizzes. 
Mo  all-nigliters  cranking  out  a  tliesis^. 

(AlaL's  you  wonder  uliy  everyone  wouldnt  clioose 
to  earn  an  AlBA  tliis  way.) 


I  he  Henot-Watt  MBA 
by  distance  learning  program 
IS  the  most  flexible  way  to 
earn  an  internationally 
renowned  MBA. 

Heriot-Watt  University 
in  Edinburgh,  Scotland  dates 
back  to  1821,  and  is  regard- 
ed as  one  of  Brrtain's  leading 
business  and  technical 
universities.  For  the  tenth 
year  in  a  row,  its  distance- 


learning  program  has  been 
rated  one  of  the  finest  MBA 
programs  in  the  world  by 
The  Economist  Intelligence 
Unit 

Study  according  to  your 
own  schedule,  pass  nine 
course  exams,  and  the  presti- 
gious Henot-Watt  MBA  is 
yours.  For  a  free  prospectus 
call  l-800-622-966l,exL2l,or 
e-mail  us  at  info@hwmba.net. 


The  Heriot-Watt  University  MBA 

by  distance  learning 
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Corporate  Gifts 


Logo  Tattoos! 


1000  Temporary  Tattoos  with  your  Logo, 
JustS189.00!! 

pJus  $10.00  S&H  (CA  add  7.25%  sales  tax) 
Customized!  Full  Color!  2"  X  2" 

Calico  ~ 

3000  Alamo  Drive,  Ste  201  •  Vacaville,  CA  95687 
Tel:  707/448-7072  •  Fax:  707/446-8273 


Logo  Apparel 


KiI^H^?^Mn^B 

12  Denim  Shirts  only  $297 
12  Golf  Shirts  only  $225 
Order  24-1-  and  Save  $$$ 

-►  800-670-3050  <- 

www.sierramills.com 


Corporate  Gifts/Premiums 


No  time  to 
wait  for  a 
cataiog? 

Order 
tliousands 
of  inipriiitable 
business  gifts  online 
...  24  hoiu-s  a  day. 

PROMOMART 

www.promomart.com/bw 

l.iitcr  iiicjiillii)  111  "ill  ■>1,UIIII  III  jiill^. 
\  isil  iru  ir  proiiionifirl  roni/hir  now 


Publishing  Services 


ADVENTURE  CUBA 


e  m  MOMHU  CUIIURIII  ADVENTURE/ 
B  0«y  CieAR  SMOKING  ADVENTURE  D  ''N, 
CLASSIC  CAR  ADVENTURE        ^■^  ^ 
■  PAST  TRAVELERS 
REFERENCES  AVAIABLE 
ON  REQUEST 
'  FULLV  LEGAL 
AND  ESCORTED 
8V  WINGS 


Business  Opportunities 


Enter  one  of  the  fastest  growing  fields  today... 

TRAINING  &  DEVELOPMENT 


Resource  A.^.soci.ites  ( 'iirporation  orTer.s  you  a  unnjue  opportunitv  in 
this  exciting  field   helping  businesses  meet  the  challenges  of 

tomorrow  by  developing  their  people  today 
As  a  member  of  our  network,  you  can  achieve  success  as  an 
entrepreneur  while  enjoying  the  immediate  support  and  security  of 
a  nationally  recognized  organization 

RAC  offers: 

•  Extensive  training  &  support       •  Proven  techniques  for  attaining  clients 

•  Outstanding  products  &  processes  that  provide  measurable  results  &  much  more 

To  learn  more  call  800.799.6227  ext.  12 

Fax  resume  to  610.775.9686  Email  resume  to  ractqi  (@ fast.net 


Boarding/Prep  Schools 


RIVERSIDE 

MILITARY  ACADEMY 

EXCELLENCE  IN  COLLEGE  PREP 
SINCE  1907 

■  Honor  JROTC  school  with  distinction 

■  Safe,  structured,  all  boys  boarding 

Environment 

-  Grades  7/12,  full  accredited,  small  classes. 

Weekly  report  cards. 

-  Promotes  leadership,  self-confidence,  and 

Manners 


-  Computer  in  every  d(<mi  room 

■  Full  athletic  program 

■  Band,  Fine  Arts,  and  Aviation 

■  Affordable  Tuition 

■  Located  on  Lake  Lanier  in  Nurth  GA 
.  www.cadet.com 


FOR  MORE  INFORMATION  CALL  1-800-GO-CADET 


Business  Opportunities 


MAKE  MONEY  AS  A 
BUSINESS  FINANCE 
CONSULTANT 


Arrange  Business  Loans  and  Equipment 
Leases  trom  $1,000  to  SIO  million.  No  co- 
brokenng.  Work  directly  with  National 
Lenders  Unlimited  earnings  potential  and 
residual  income  rt<A'\miii.mmii!m 
FREE  45  minute 
video  seminar  and 
information  packet 

CALL  1-800-336-3933 

Thi'  Loan  Con>ulttints.  Inc.  ^ 


OFFSHORE 


❖Companies  J^,"J.^OiV 

♦Banking  (800)  551-9105 

♦Credit  Cards  foras^i^^ 

♦Privacy'  c 

(800)  551-2141  Universal 

Visa/MC/Amex  www.ucservicgs.com 


Franchising 


ARE  YOU  SiniNG  ON  A  GOLD  MINE? 


^^jFranchiie  it. 

CAU  1-800-373-6244 

Talk  to  us  Grsl.  Because  nobodv  has  fraacbised 


more  businesses  than  Francorp 
The  leader  in  franchise  development 
and  consulting  Worldwide 


Employee  Selection 


WHY  HIRE  LOSERS? 


Pre-Test  for  Sales  Winners 
SalesMax  delivers  a  detailed, 
predictive  selection  report. 

1-800-416-9570 

For  your  FREE  preview 


Trademarks 


TRADEMARKS 


•  Registrations  and  Searches 

•  Protect  your  logo,  slogan, 
Domain  or  Business  name 

•  Lowest  fixed  fees 


800-67-TRADEMARK 


European  Business 


Unified  Europe  Li  the  place  to  go! 


HjvinKover  lb  vearsotexptTiencewith  US  High- 
Tech  Companies  in  Europe,  we  are  your  partner  it 
you  want  to  set  up  operations  in  Europe  or  reshape 
your  existing  organization. 

We  offer  location  analysis,  office  set-up,  tax  and 
legal  advise,  marketing  services,  man.3gpment 
recruitment  .ind  much  mon- 


•  EBC  lUSAI  INC.  •  Tel/Fax  (941 1 493-31 82 


Business  Services 


CALL  NO\ 

SAVE  30%  to  501 


Ordering  is  easyl 
Just  pick  up  ttie  phone  and  CAL| 
Designer  Checks 

1.800  239.4087extj 

Fax  l«800<774-l  I  18 
WWW.designerchecks.coin  I 


Have  your  checks  &  deposit  uckeis  in  front  of  you,  \ 
as  your  credit  card  fou  can  fax  us  a  copy  of  the  i"" 
deposii  ticket.  A  we  will  call  to  confirm  ^our  order. 


I  00%  Satisfaction  Guarant 


INCORPORRTE 


FREE  Information 
All  U.S.  States  and  Offstior 
Attorney  owned  and  operat' 


www.corpcreations.co; 
1-800-672-911 


TRRDEMRRK 


Are  you  paying  to 
much  for  your  med 

We  sell  TV  and  Radio  Airti 
and  Pnnt  Space  at  a  discou 
Local  and  National 
Metromark  Media  Broli 
1-800-767-1998 


OFFSHORE  &  NEV 
CORPORATION 


♦  Asset  Protection,  Privacy,  Ta  j 

♦  Lie.  Offices:  Las  Vegas  -  Nasf 

♦  Flat  Rate  Fees,  Nevada  Corp| 


Financial  Services 


$30,000 .0  $SOOJ 

.Start  or  expand  >  our  bus 
with  a  business  loan  th  ^ 
Guaranteed  by  the  Got. 
wvvw.business-capital  Tj 

1-888-745-6756  Ext  III! 


FOR  AD  RATES  AND  INFORMATION 
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vestment  Opportunities 


Retire  Now 

Fyou  have  $250,000  you  can 
ire  safely  on  $75,000  per  year. 
I  day  liquidity/same  return  on 

multiples  of  $250,000.) 
For  more  information  call 

888-930-5300 


Financial  Services 


mm 


us  your  accounts  receivable  today. 
Call  Jeff  Farkas 

LL  FREE:  1-800-241 -CASH 
1^  ADVANTAGE  FUNDING  CORP 


7.500  to  $95,000  ] 
>'i'^liHfliifrl'Mi#lf!'{'lij| 
1.00%  to  12.00% 


EARN  13.5% 

Trust  Deeds  -  from  $31 ,000  up 
Prime  Arizona  SFR  Lots 
Principals  Only 

111-800-832-1771 

rON  FINANCIAL  CORP 

Dna  Mortgage  Banker  #1 5047 
vww.hiltoncorp.com 


Catalogs/Marlceting 


GET  YOUR  PRODUCTS 
INTO  MILLIONS  OF  MAIL 
ORDER  CATALOGS! 

We're  a  commissioned  manufacturer's 
rep  firm  specializing  in  selling  to  tfiis 
growing  market  Please  call: 
Direct  To  Catalogs,  Inc. 

23  W  Walnut  St,  Hanover  PA  17331 

717-633-1850 


Educational/Instruction 


A  Winning  Strategy 
to  Take  You  to  the  Next  Level 


your  schedule,  location 
and  budget  while  earning 
your  nBA. 


Vou  profit  from  the 
experience  and  knowledge 
offered  by  the  worid-class  faculty  at  Leicester 
University's  Management  Centre  — a  world  leader 
in  providing  distance  learning 

-  no  cnAT  required 

-  1 1"  ,il  Mipporl  center 

■  WiirK  ('vperience  &  qualltlcations  considered 

■  Member  of  the  Association  of  Business  Schools 

■  Accredited  with  (he  Association  of  MBAs 

-  Offered  under  Royal  Charter 


rdi 


Luxury  Sliaving  Products 


The  Ultimate 
Shaving 
Experience. 

Hniny  tine  ■-li.ivin^  pnKluLis 
;  Imni  Ent;l.inJ-  Brusiif--. 

_   .  -    '      ra:ors_,  shaving  crednis,  M>,ips, 
aftershaves  6i  more. 

^     t         Green  Pond 

\  800-W27-7663 


Catalogs 


Call  for  a_FREE  KINGSIZE  Catalog  today 

1-800-846-1600  (ask  for  oper,#29) 
Every  item  in  Kingsize  is  designed  and  tai- 
lored specifically  for  tall  and  big  men.  Sizes 
range  from  XL  -  9XL  and  LT  -  6XLT,  The  cata- 
log fias  an  assortment  of  blazers,  slacks,  jeans, 
shorts,  shirts,  outerwear,  underwear,  shoes, 
and  pajamas  including  famous  brands 


m 

KINGSIZE 
TALL  &  BIG 


Men's  Footwear 


MEN: 

BE  TALLER! 

! 

Tired    o1  being 
short?   Try  our 
quality  lootwear 
HIDDEN  heighl- 
increasing  feature 
INSIDE  shoe  No 
OVERSIZED 

HEELS'  Will  makP 

you  2"-3"  TALLER  dependina  on  stvie  OVER  100  STALES  AVAILABLE 

Extremely  comfortable  Sl^es  5-12WM3Ihs,  B-EEE  In  business 
over  55  vears  MONEY-BACK  GUARANTEE.  Call  or  wnle  lor 
FREE  colof  catalog 

ELEVATORS"  Q 

HICHLEE  SHOE  COMPANY  DEPT  BW94 
PC  BOX  3566  FREDERICK  WD  ^1 706 

1-800-290-TALL 

MEN  S  WIDE  SHOES 


EEE  EEEEEE,  SIZES  5-13 

FREE  catalog  •High  quality  160  styles 


HITCHCOCK  SHOES.  INC. 

Dept.  55D  Hingham.  MA  02043 
1-800-992-wiDE  www.wiiJeshoes.com 


Audio  Bool(S 


Read  all  the  books 
you  said  you  would! 

Recorded  Books  audloboob  allow  you  to 
read  while  driving,  cooking,  exercising  •■• 

•  2,S00  complete  and  unabric^ed 
titles  on  cassette  including  Best-sellers, 
Self-help,  Mystery,  Suspense,  CLissics, 
Business  &  more. 

•  Not  available  in  bookstores 

•  Easy,  money-saving  rentals  by  mail 
Call  for  a  Free  Brochure: 

1-800-638-1304 


Recorded  Books,  Inc. 

www.recordedbooks.com 


Luxury  Bedding 


OR-PEDIC 


DlVKKllM  I)  K)R  N'A,SA...PF.KfK(  l>;l)  BY  Tkmhi  R-PF.I)I(  . 

UfsiGNti)  ro  Fit  Y(hr  B<)I»... 


PRESgUflE  RELIEVING 
SWEDISH  lnfArtBESS  AND  PILLOW 


Viscoelastic 
memory  cells 
■^x undei  electron 


Vou  gotta  feel  it 
to  believe  it! 


SWEDISH  SCIENTISTS  GO  UNDERCOVER 
TO  CREATE  THE  WORLD'S  BEST  BED! 


Pedics  new  Swedish  Sleep  System  is  changing 
Americans  sleep.  Our  amazing  bed  is  the  tuiure, 
"ings  and  air-beds  are  the  past, 
mattresses  are  fancy  on  the  outside.  Ours  is  a 
"on  the  inside!  Trillions  of  viscoelastic  MEMO- 
.S  work  as  "molecular  springs"  (see  cut  away 
)  contorm  cxucl!)'  to  your  body. 
We  Promise  83%  Better  Sleep! 
It  pad  that  covers  other  mattresses  protects  you 
•  steel  springs  insuie.  but  creates  a  hammock 
f-Wf  (hat  actually  causes  pressure  points.  Tests 
mpur-Pedic  cuts  tossing  and  turning  by  an 
ng  83%! 


Adjusts  to  Fit  You  and  Your  Spouse. 

Our  exclusive  Tempur*-'  malerul  uses  mass  and  temper- 
ature to  form  a  "body  mold"  that  selci  lively  adiusts  to 
your  shape  and  weigh;.  This  sleep  matrix  is  soft  yet  gives 
firm  support.  Its  tmcroporoscopic  structure  is  SELF-VEN- 
TILATING for  cool,  perspiration -free  sleep.  No  switches, 
motors. or  pumps  to  go  wrong! 

Winner  of  NASA's  Mission  Home  Award! 
Swedish  scientists  started  where  NASA's  spacecraft  seal- 
ing experiments  ended  lo  pi'rf^a  this  unique  (pat-ent 
pending)  pniducl.  Their  achievement  is  big  news. 
We're  Getting  Rave  Reviews  on  TV. 
Also  on  radio,  m  maga/ines,  newspapers,  medical  pub- 


lications! For  instdOLe,  DATELINE  NBC  rcccmlv  told  all 
America  about  our  high-tech  bed.  Other  news  sources, 
too.  like  Lou  Dabbs'  Husiness  Vumual  on  CNN... Wall 
Street  )ournal... Associated  Press... Discovery  Channel 
Online. ,  .and  more. .  have  featured  Tempur-Pcdic. 

25,000  Doctors  &  Sleep  Clinics  Say  Yes! 
Tempur-Pedic  lans  /oir  the  feeling  ot  weighlless 
sleep.,. and  the  way  our  bed  eases  aches,  pains,  back 
problems.  Over  25,(HHi  doctors,  chiropractors,  hospnaK, 
sleep  clinics,  and  rehab  facilities  recommend  our 
Swedish  Sleep  Sysiciii' 


Call  now  for  Tempur-Pedic's  FREE  DEMO  KIT 
and  a  90-I)ay  In-Home  Tryout  certificate. 
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3DUCTI0N  INDEX 

1 

PRODUCTION  INDICATORS 

hange  from  last  week:  0.4% 
hange  from  last  year:  5.7% 


PRODUCTION  INDEX 

March  20=142.7 
  1992=100   


Vlar.  July  Nov  Mar. 

998  1998  1998  1999 

;  index  is  a  4-week  moving  average 

TOduction  index  was  up  m  the  week  ended  Mar.  20.  The  unaveraged 
rose  1%,  to  143.9,  from  142.5  m  the  previous  week.  After  seasonal 
ment,  rail-freight  traffic  was  up  2.9%,  with  gains  reported  in  loadings  ol 
Bd  stone,  gravel,  and  sand.  Steel  output  increased  by  4%  with  the 
ition  rate  up  to  80.8%.  Auto,  truck,  and  coal  production  also  posted 
On  the  downside,  electricity,  oil,  and  lumber  showed  declines. 

uct"'ii  index  copytighl  1999  by  Tiie  McGftiw-Hiil  Companies 


ING  INDICATORS 


LATEST 

WEEK 

YEARLY 

WEEK 

AGO 

%CHG 

LEADING  INDEX  (3/1  j)  1992=100 

121.2 

120.3 

0.7 

K  PRICES  (3/26)  S&P  500 

1282.80 

1299.29 

17.1 

ORATE  BOND  YIELD.  Aaa  (3/26) 

6.67%  6.58% 

-0.3 

Y  SUPPLY,  M2  (3/15)  billions 

$4,443.8 

$4,441.0 

7.5 

IL  CLAIMS.  UNEMPLOYMENT  (3/19)  thous 

289 

299r 

-7.7 

GAGE  APPLICATIONS.  PURCHASE  (3/26) 

263.2 

259.4 

18.5 

GAGE  APPLICATIONS.  REFINANCE  (3/26) 

1,177.2 

1,332.6 

-9.2 

I  as:  Economic  Cycle  Research  Institute.  Standard  &  Poor's 

Moody's,  Federal 

; !,  Labor  Dept.,  Mortgage  Bankers  Assn.  (Index 

March  15, 

1990=100) 

E51EST  RATES 

LATEST 

WEEK 

YEAR 

WEEK 

AGO 

AGO 

lAL  FUNDS  (3/30) 

4.77% 

4.79% 

5.88% 

ERCIAL  PAPER  (3/30)  3-month 

4.82 

4,81 

5.50 

FICATES  OF  DEPOSIT  (3/31)  3  month 

4.90 

4,90 

5.60 

MORTGAGE  (3/26)  30-year 

7.05 

7.03 

7.17 

JABLE  MORTGAGE  (3/26)  one  year 

5.73 

5.83 

5.77 

(3/26) 

7.75 

7.75 

8.50 

S:   Federal  Reserve,  HSH  Associates.  Bloomberg  Financial  M'arkets 


STEEL  (3/27)  thous.  of  net  tons 

LATEST 
WEEK 

1,972 

WEEK 
AGO 

1,992# 

YEARLY 
%  CHG 

-12.2 

AUTOS  (3/27)  units 

125,158 

125,546r# 

-1.6 

TRUCKS  (3/27)  units 

163,621 

154.589r# 

9.6 

ELECTRIC  POWER  (3/27)  millions  of  kilowatt-hrs. 

60,520 

62,379# 

1.5 

CRUDE-OIL  REFINING  (3/27)  thous.  of  bbl./day 

14,549 

14,083# 

-0.4 

COAL  (3/20)  thous.  of  net  tons 

21,363# 

20,557 

-2.5 

LUMBER  (3/20)  millions  of  ft. 

517.8# 

527.7 

7.5 

RAIL  FREIGHT  (3/20)  billions  of  ton-miles 

25. 6# 

25.8 

2.3 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports,  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept.,  WWPAi,  SFPA2,  Association  of 

American  Railroads 

PRICES 

GOLD  (3/31)  $/troy  oz. 

LATEST 
WEEK 

279.450 

WEEK 
AGO 

284.250 

YEARLY 
%  CHG 

-7,2 

STEEL  SCRAP  (3/30)  #1  heavy,  $/ton 

77.00 

78.00 

-43.2 

COPPER  (3/25)  e/ib. 

68.3 

64.9 

-17.1 

ALUMINUM  (3/26)  e/ib. 

61.5 

57.8 

-11.5 

COTTON  (3/26)  strict  low  middling  1-1/16  m.,  (Z/lb.  61.53 

60.56 

-8.8 

OIL  (3/30)  $/bbl 

16.60 

15.17 

8.3 

CRB  FOODSTUFFS  (3/30)  1967=100 

190.29 

192.94 

-17.0 

CRB  RAW  INDUSTRIALS  (3/30)  1967=100 

257.81 

258.20 

-14.2 

Sources:  London  Wednesday  final  setting,  Chicago  market,  Metals 
market,   NYMEX.  Commodity  Research  Bureau 

Week.  Memphis 

FOREIGN  EXCHANGE 

BRAZILIAN  REAL  (3/31) 

UTEST 
WEEK 

1.7175 

WEEK 
AGO 

1.8400  1 

YEAR 
AGO 

.1371 

BRITISH  POUND  (3/31) 

1.61 

1.63 

1.67 

CANADIAN  DOLLAR  (3/31) 

1.51 

1.51 

1,42 

EUROPEAN  EURO  (3/31) 

1.0800 

1.0870 

NA 

JAPANESE  YEN  (3/31) 

118.46 

118.08  133.63 

KOREAN  WON  (3/31) 

1227.0 

1222.6  1390.5 

MEXICAN  PESO  (3/31) 

9.515 

9.675 

8.505 

TRADE-WEIGHTED  DOLLAR  INDEX  (3/31) 

109.3 

108.4 

111.5 

Sources:  Major  New  York  banks.  Currencies  expressed  in  units  per  U.S  dollar,  except 
for  British   Pound  and   European   Euro  in  dollars.  Trade-weighted  dollar  via  J  P  Morgan. 


lata  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
■nt.   l=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn,         3=Free  market  value       NA=Not  available       r=revised       NM^Not  meaningful 


HE  WEEK  AHEAD 


IG  INDICATORS 

Y,  Apr.  6,  10  a.m. EOT  ►  The  Confer- 
Dard's  composite  index  of  leading 
}rs  probably  increased  0.2%  in  Feb- 
ays  the  median  forecast  of  econo- 
urveyed  by  Standard  &  Poor's  ivims,  a 
of  The  McGraw-Hill  Companies, 
ex  jumped  0,4%  in  January,  led  by 
lins  in  stock  prices  and  new  orders 
jefense  capital  goods.  The  stock 
probably  contributed  again  to  the 
y  increase. 

LMENT  CREDIT 

day,  Apr.  7,  3  p.m.EDT>  Con- 
likely  took  on  $5.5  billion  more  in 
an  they  paid  off  in  February.  That 


would  be  down  sharply  from  the  $14,7  bil- 
lion accumulated  in  January.  However,  the 
trend  in  installment  credit  has  accelerated 
in  recent  months  as  households  keep 
spending  at  a  prodigious  rate. 

EXPORT-IMPORT  PRICES 

Thursday,  Apr.  8,  10  a.m.EDT^  The  s&p 
MMS  survey  expects  that  export  prices  were 
unchanged  in  March,  after  slipping  0.1%  in 
February.  Falling  agricultural  prices  likely 
offset  gams  elsewhere.  Import  prices  proba- 
bly edged  up  0.1%  last  month,  reversing 
their  0.1%  drop  in  February.  Higher  crude- 
oil  prices  likely  boosted  overall  import 
prices,  which  are  still  below  their  year-ago 
levels.  The  renewed  strength  in  the  U.S. 


dollar  should  help  keep  import  prices  down 
in  coming  months. 

PRODUCER  PRICE  INDEX 

Friday,  Apr.  9,  8:30  a.m. edt>-  According 
to  the  s&p  MMS  median  forecast,  producer 
prices  for  finished  goods  probably  increased 
a  small  0.2%  in  March,  after  they  fell  a 
larger-than-expected  0.4%  in  February. 
Higher  oil  prices  will  likely  lead  the  March 
gain.  Excluding  food  and  energy  prices, 
core  producer  costs  likely  rose  just  0.1%  in 
March,  after  showing  no  change  in  Febru- 
ary. Pricing  power  at  the  wholesale  level  is 
nonexistent.  Falling  commodity  prices  and 
lower  imported  goods  prices  are  keeping 
inflation  at  bay  in  the  U.S. 
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LINCOlll 

Awww.lincolnvehicles.com 


Index  to  Companies 

This  index  gives  tiie  starting  page  for  a  story  or 
feature  with  a  significant  reference  to  a  company. 
l\1ost  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


A,B,C 


Accor  126 

Acorn  International  126 
Adauction  com  30 
Adecco  126 

AAfnca  Inuestment  fund  126 
Atiold  126 

Allegiance  Telecom  76 
Allianz  54 
Allstate  (ALL)  86 
Amazon.com  (AMZN)  30,  52 
American  Century  Funds  103, 126 
American  Express  (AXP)  92 
America  Online  (AOL)  30,44,108 
Ameritech  (AIT)  76,84 
AMG  Data  Services  103 
Amway  86 

Andersen  Consulting  92, 116 

Apex  PC  Solutions  (APEX)  108 

Apple  Computer  (AAPL)  32, 100 

Archer  Daniels  Midland  (ADM)  62 

Arco(ARC)  34 

Astra  (A)  74 

AT&T  (T)  44, 76 

Audible  20 

Autobytei.com  116 

AutoWebcom  116 

Avant'  (AVNT)  108 

Aware  (AWRE)  108 

Baan  (BAANR  52 

Bank  Austria  126 

Bay  City  Capital  82 

Bayer  52 

Bell  Atlantic  (BEL)  76, 84 

Bell  Canada  76 

BellSouth  (BLS)  76 

Ben  Kahn  Furs  129 

Beri<shire  Hathaway  (BRK.A)  114 

Bernstein  (Sanford  C )  74 

BET  Holdings  (BTV)  6 

Big  Entertainment  (BICE)  114 

Boeing  (BA)  36 

BP  Amoco  (BPA)  34, 75 

Breed  Technologies  (BDT)  120 

British  Telecommunications 

(BTY)  44, 76, 84 
Broadcast  com  (BCST)  44 
Broadview  International  44 
BT  Alex  Brown  (BT)  34 
Bulova(LTR)  114 
Calgene  62 
Canon  92 
Canyon  Ranch  40 
Cargill  62 
Case(CSE)  62 
CBS  (CBS)  12 
Celestica  (CLS)  126 
Chase  Manhattan  (CMB)  44,86, 

110 

Chevron  (CHV)  34 
Chile  Fund  126 
CinemaSource  114 
Circuit  City  Stores  (CO  116 
Cisco  Systems  (CSCO)  103 
Citibank  (C)  92 
Citroen  8 
CMGI(CMGI)  103 
CNA  Financial  (CNA)  114 
Coca-Cola  (KO)  44 
Cohesion  Technologies  75 
Commerzbank  Global  Equities  34 
Compaq  Computer  (CPQ)  20 
Computer  Associates  (CA)  44 
Com21(CMT0)  108 
Conference  Board  135 
Covad  Communications 
(COVD)  76 

Credit  Suisse  First  Boston  126 
CSC  Consulting  30 
Cyberian  Outpost  30 
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DaimlerChtysler  (DCX)  44, 120 
Dana(DCN)  120 
Deere  (DE)  62 
Dell  Computer  (DELL)  103 
Del  Monte  (DLM)  38 
Delphi  Automotive  (GM)  120 
Delphi  Management  38 
Delta  Consulting  Group  34 
Deutsche  Bank  (DBK)  44,  54 
Deutsche  Telekom  (DT)  76 
DNAP  Holding  62 
Doubleclick  (DCLK)  103 
Dow  Chemical  (DOW)  62, 74 
Dow  Coming  (DOW)  12 
Dow  Jones  (DJ)  126 
Dunkin'  Donuts  86 
DuPont(DD)  62,74,75,138 
Dynamic  Cooking  Systems  8 
Eastman  Kodak  (EK)  92 
eBay  (EBAY)  30, 103 
Electronic  Data  Systems  (EDS)  92 
Elf  AquitainelELF)  34 
Empresas  La  Modema  62 
Endesa  128 

Essence  Communications  6 
Excite  (XCIT)  114 
Exodus  Communications 
(EXDS)  108 
Express  Success  86 
Exxon  (XON)  34 
Fannie  Mae  (FNM)  110 
Faurecia  120 

Fidelity  Magellan  Fund  103 
FirstMatter  116 
First  Union  Capital  Markets 
(FTU)  114 

Ford(F)  6,8,44,116,120 

Forrester  Research  (FORR)  30, 
116 

Franklin  Templeton  103 
Freddie  Mac  110 
Fred  Jones  Auto  Collection  116 
Freemarkets  Online  30 
Fu|i  Photo  Film  128 

G,  H,  I 


Gannett  (GCI)  114 
Gartner  Group  (IT)  92 
GEICO  114 

General  Electnc  (GE)  12,38,75, 
110 

General  Motors  (GM)  116,120 
GeneiaIRe  114 

Glide  Investment  Management  62 
Globalstar  42 
Goldman  Sachs  38, 44 
Granda  128 
Grand  Prix  Fund  103 
Greenbrier  6 
GTE  (GTE)  76 
Guidant  44 

Hambrecht  &  Quist  (HQ)  44 
Health  Now  NY  92 
Heidelberger  Druckmaschinen  92 
Hewlett-Packard  (HWP)  20,  92 
Hoechst  (HOE)  62, 74 
HSBC  Secunties  48,  74 
HypoVereinsbank  54 
Ibtiotson  Associates  38 
IBM  (IBM)  8,38,52,92 
IMX  Mortgage  Exchange  30 
Independence  Investment 
Associates  92 
ING  Baring  Secunties  48 
Intel  (INTO  12,38 
Internet  Fund  (WWFX)  103 
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Indium  42 
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iVillage  108 

J,  K,L 


Jaguar  (F)  8 

Janus  Fund  103 

Jesup  Capital  74 

Jones  (Edward)  76 
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Lear  (LEA)  120 

Legg  Mason  76 

Lexington  Troika  Russia  Dialog 

Fund  103 
Loews  (LTR)  114 
Long-Term  Capital 

Management  44 
Lotus  Development  (IBM)  92 
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Mack  Trucks  120 
Marketec  Systems  1 1 6 
Massachusetts  Financial 
Services  38 

Matsushita  (MO  12.128 
Mazda  8 
McDonald  120 
McGraw-Hill  (MHP)  135 
MCI  WorldCom  (WCOM)  76,114 
McKinsey  92 
Mehta  Partners  74 
Mendel  Biotechnology  62 
Memll  Lynch  (MER)  44, 48, 74, 
114, 126 

Microsoft  (MSFT)  20, 32, 33,  38. 
92, 108 

Mindshare  Internet 

Campaigns  123 
Mirage  Resorts  (MIR)  40 
Mobil  (MOB)  34 
Molina  Medical  Centers  6 
Monsanto  (MTO  62,74,138 
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Network  Associates  (NETA)  32 
Nike(NKE)  86 
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OnHealth  Network  (ONHN)  108 
Onsale  30 
Oracle  (ORCL)  52 
Ovum  52 
Paribas  126 
Pattimark  Stores  126 
PBHG  Emerging  Growth  Fund 
(PBEGX)  103 
PeopleSoft  (PSFT)  52 
PepsiCo  (PEP)  44 
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126 
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Fund  103 
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126 
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SAP  (SAP)  52 
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84 

Schroder  Wertheim  120 
Scottish  Newhouse  128 
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Serco  126 
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Sharper  Image  (SHRP)  30 
Siebel  Systems  52 
Six  Flags  Amenca  75 
SkyTeKSKYT)  114 
Softbank  40 
Sony(SNE)  12 
Soundview  Technology  42 
Southern  Africa  Fund  126 
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Standard  &  Poor's  (MHP) 
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ST  Microelectronics  126 
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Fund(VWGEX)  103,11 
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Yahoo!  (YHOO)  44, 86,* 
Yamanouchi  Pharmacejal 
YPF  126  I 
Zeneca  (ZEN)  62,  74  i 
ZymoGenetics  75 
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Investment  Figures  of  the  Week 


5T0CKS 


S&P  soo 

Mar.    Sept.    Mar.  Mar.  25-31 


;  1286.37 
-  1275 


52-week  change  1 -week  change 
+  16.1%  +1.4% 


COMMENTARY 

The  Dow  Jones  industrial  average 
finally  broke  through  the  10,000 
barrier  to  close  at  10,007  on 
Vlar.  29.  But  rather  than  excite 
nvestors,  the  historic  event  only 
jeemed  to  invite  profit-taking. 
By  Mar  31,  the  Dow  had  shed 
m  points  to  close  at  9786. 
Closing  the  books  on  the  first 
quarter,  the  Dow  was  up  6.6%, 
ind  the  S&P  500,  4.7%,  and 
he  NASDAQ  Composite,  12.3%. 
Vith  price-earnings  ratios  at 
losebleed  levels  and  long-term 
nterest  rates  creeping  upward, 
t's  going  to  be  tough  for  the 
)ow  or  the  S&P  to  make  big 
;ains  from  these  climes. 


%  change 


U.S.  MARKETS 

Latest 

Week 

Year 

Dow  Jones  Industrials 

9786.2 

1.2 

10.3 

NASDAQ  Combined  Composite 

2461.4 

4.1 

33.2 

S&P  MidCap  400 

366.1 

2.3 

-1.7 

S&P  SmallCap  600 

161.1 

3.8 

-20.6 

S&P  SuperComposite  1500 

268.7 

1.5 

13.0 

%  change 

SECTORS 

Latest 

Week 

Year 

Bloomberg  Information  Age 

513.2 

2.9 

50.6 

S&P  Financials 

139.3 

1.3 

4.8 

S&P  Utilities 

232.9 

-5.5 

-5.4 

PSE  Technology 

497.3 

4.9 

41.3 

%  change 

FOREIGN  MARKETS 

Latest 

Week 

Year 

London  (FT-SE  100) 

6295.3 

4.6 

4.6 

Frankfurt  (DAX) 

4884.2 

2.2 

-5.2 

Tokyo (NIKKEI  225) 

15,836.6 

2.1 

-2.5 

Hong  Kong  (Hang  Seng) 

10,942.2 

2.2 

-3.4 

Toronto (TSE  300) 

6597.8 

1.1 

-12.4 

Mexico  City  (IPC) 

4930.4 

2.3 

-1.4 

FUNDAMENTALS 


Latest 


Week 
ago 


Year 
ago 


S&P  500  Dividend  Yield  1.24% 
S&P  500  P/E  Ratio  (Last  1 2  mos.)  34.2 
S&P  500  P/E  Ratio  (Next  12  mos.)*  24.3 

First  Call  Earnings  Revision*  -1 .08  % 

TECHNICAL  INDICATORS  Latest 


1.27%  1.41% 

33.2  27.8 

24.0  21.5 

-1.48%  -3.43% 


Week 
ago 


Reading 


S&P  500  200-day  average  1151.0    1146.4  Positive 

Stocks  above  200-day  average  32.0%    29.0%  Positive 

Options:  Put/call  ratio  0.48       0.52  Negative 

Insiders:  VIckers  Sell/buy  ratio  1.07       1.06  Positive 

Data:  Bloomberg  Financial  Markets;  *First  Call  Corp. 


BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


Oil  &  Gas  Drilling 
Oil  Exploration  &  Prod. 
Oil-Weil  Equip.  &  Svcs. 
Domestic  Oil 
Invest.  Banking/Brkrge. 


42.9  Specialty  Appar  Retailers  89.4 

30.9  Communications  Equip.  73.4 

28.8  Computer  Systems  73.3 

24.4  Computer  Software  68.4 

20.2  Broadcasting  65.0 


WORST-PERFORMING  Last 


GROUPS 


month  % 


Last  12 
months  % 


Engineering  &  Constr. 
Drug  Chains 
Manufactured  Housing 
Machine  Tools 
Tobacco 


-20.0 
-18.6 
-11.8 
-11.6 
-10.0 


Machine  Tools 
Engineering  &  Constr. 
Oil  &  Gas  Drilling 
Hospital  Management 
Manufactured  Housing 


-50.6 
-48.9 
-45.2 
-43.6 
-38.5 


BLOOMBERG  MONEY  FLOW  ANALYSIS 


Rebound  ahead?  Stocks  with  most 
significant  liuying  on  price  weakness 

Price 

1-month 
change 

Micron  Technology 

45^/16 

-12^16 

Gateway  2000 

70 '/i  6 

-'^16 

Coca-Cola 

63 '/4 

-7l6 

Warner-Lambert 

67 

-l'/8 

Gannett 

61  '3/16 

-2^4 

Compaq  Computer 

32^/16 

-1  '/32 

Decline  ahead?  Stocks  with  most 
significant  selling  on  price  strength 

Price 

1-month 
change 

Microsoft 

93 

17V8 

Intel 

121^18 

4V2 

MCI  WorldCom 

92  Va 

1  1  7l6 

eBay 

137V8 

29^^64 

Sun  Microsystems 

125 '^16 

28  "/IB 

Pfizer 

142^16 

9V16 

TREASURY  BOND  INDEX 

Mar.    Sept.    Mar.  Mar.  25-31 


)2-week  change 
-0.2% 


1670 
1645 
1522  22 
1595 


1-week  change 

-1.0% 


■1570 


KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 


3:  Bloomberg  Financial  Markets 


MONEY  MARKET  FUNDS 

4.48 

4.48 

5.11 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 

90-DAY  TREASURY  BILLS 

4.47 

4.50 

5.12 

assummg  a  31%  federal  tax  rate. 

10-yr.  bond 

30-yr.  bond 

B-MONTH  BANK  CDS 

4.34 

4.35 

5.05 

Latest 
week 

Last 
week 

Latest 
week 

Last 
week 

1-YEAR  TREASURY  BILLS 

4.70 

4.73 

5.37 

GENERAL  OBLIGATIONS 

4.27% 

4.22% 

4.97% 

4.94% 

10-YEAR  TREASURY  NOTES 

5.23 

5.17 

5.62 

PERCENT  OF  TREASURIES 

81.55 

81.84 

88.37 

89.28 

30-YEAR  TREASURY  BONDS 

5.62 

5.54 

5.90 

TAXABLE  EQUIVALENT 

6.19 

6.12 

7.20 

7.16 

LONG-TERM  AA  INDUSTRIALS 

6.54 

6.45 

6.45 

INSURED  REVENUE  BONDS 

4.35 

4.31 

5.21 

5.18 

LONG-TERM  BBB  INDUSTRIALS  7.22 

7.12 

6.93 

PERCENT  OF  TREASURIES 

83.08 

83.59 

92.64 

93.61 

LONG-TERM  AA  TELEPHONES 

6.76 

6.62 

6.74 

TAXABLE  EQUIVALENT 

6.30 

6.25 

7.55 

7.51 

UTUAL  FUNDS 


ISSP  500"  W  U  S  Diversilied  Sm  All  Equity 
veelt  total  relurn        52-week  total  return 


Morningstar,  Inc. 


EQUITY  FUNDS 
Leaders 

Four-week  total  return 


Fidelity  Sal.  Energy  Serv.  43.8 
Rydex  Energy  Svcs.  Inv.  41.7 
Icon  Energy  39.5 
Van  Wagoner  Emerging  Gr.  32.3 
State  St.  Res.  Glob.  Res.  A  31.2 

Leaders 

52-week  total  return  % 

Internet  340.5 

Amerindo  Technology  D  161.4 

ProFunds  UltraOTC  Investor  147.6 

Grand  Prix  131.1 

Berkshire  Capital  Gr  &  Val.  126.9 


Laggards 

Four-week  total  return  % 

ProFunds  Ultrashort  OTC  Inv.  -23.1 
Potomac  OTC/Short  -12.5 
ProFunds  UltraBear  Serv.  -11.9 
Rydex  Arktos  Investor  -11.7 
Pacific  Advisors  Sm.  Cap  C  -9.7 

Laggards 

52-week  total  return  % 


Lexington  Troika  Russia 
American  Heritage 
Vontobel  Eastern  Europ.  Eq 
Potomac  OTC/Short 
State  St.  Res.  Glob.  Res.  C 


-75.1 
-57.9 
-52.8 
-50.6 
^7.4 


EQUITY  FUND  CATEGORIES 
Leaders 

Four-week  total  return  % 


Laggards 

Four-week  total  return  % 


Latin  America 
Japan 

Natural  Resources 
Technology 

Diversified  Pacific/Asia 
Leaders 

S2-week  total  return 


23.0  Precious  Metals 

16.9  Real  Estate 

16.8  Small-cap  Value 

12.4  Small-cap  Blend 

11.8  Europe 


% 


Laggards 

52-week  total  return 


-2.3 
-1.6 
-1.1 
0.3 
0.6 

% 


Technology  51.9  Latin  America  -33.5 

Communications  40.5  Diversified  Emerging  Mkts.  -26.0 

Large-cap  Growth  30.6  Precious  Metals  -24.0 

Japan  23.2  Natural  Resources  -22.3 

Large-cap  Blend  14.0  Small-cap  Value  -21.6 


ita  are  as  of  market  close  V\/ednesday.  Mar.  31,  1999,  unless  ottierwise  indicated.  Industry 
IS  include  S&P  500  companies  only.  Fundamentals,  tectinical  indicators,  Bloomberg  mon- 


ey flow  analysis,  and  mutual  fund  returns  are  as  of  Mar.  30.  For  a  more  detailed  explanation,  write 
to  us  or  E-mail  figures@businessweek.com-  NA=Not  available  **Vanguard  Index  500  Fund 
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Editorials 


KOSOVO:  NO  RETREAT  POSSIBLE 


The  debate  between  idealism  and  realism  in  U.  S.  foreign 
policy  dates  back  to  the  buth  of  the  nation.  Thomas  Jef- 
ferson saw  America's  role  in  the  world  in  idealistic  terans:  "I 
have  sworn  upon  the  altar  of  God  eternal  hostihty  against 
any  form  of  tyranny  over  the  mind  of  man."  Alexander 
Hamilton  was  ever  the  realist:  "Safety  fi'om  external  danger 
is  the  most  powerful  director  of  national  conduct."  In  the 
end,  Jefferson's  idealism  triumphed  because  it  suited  the 
moral,  humanitarian  strain  in  America.  After  all,  the  U.  S. 
fought  an  empire  to  be  free.  And  Woodrow  Wilson  led  the 
U.  S.  into  war  to  make  the  world  "safe  for  democracy."  He 
said:  "America  is  the  only  ideahstic  nation  in  the  world." 

Which  brings  us  to  Kosovo.  Try  as  they  might,  foreign 
policy  reahsts  cannot  make  a  solid  case  that  U.  S.  interven- 
tion is  in  the  national  interest.  Tlie  fighting  is  a  civil  wai'  be- 
tween two  religious  groups  that  dates  back  a  thousand 
yeai's.  The  regional  conflict  doesn't  threaten  Western  Eiu'ope. 
It  isn't  near  any  oil.  Failure  to  act  reflects  poorly  on  the 
credibility  of  U.  S.  leadership,  but  no  more  so  than  not 
stopping  the  massacres  in  Rwanda,  nato  was  never  de- 
signed to  intervene  in  Balkan  atrocities.  Intervention  actu- 
ally hurts  American  interests  by  antagonizing  Russia,  the 
one  country  with  tens  of  thousands  of  nukes.  In  terms  of  re- 
alpolitik,  intervention  doesn't  parse. 

Only  an  idealistic  case  can  be  made  for  American  action  in 
the  Kosovo  conflict,  and  it  is  a  good  one.  After  the  horrors 
of  the  20th  century,  how  can  civilized,  decent  people  permit 
genocide?  After  the  rise  of  Hitler,  the  camps,  and  World  War 
II,  how  can  good  people  allow  such  evil  to  exist? 

But  there  is  a  problem  with  idealism  as  foreign  policy. 
Successful  implementation  requires  the  kind  of  military 
force  that  repulses  idealists.  Combating  evil  carries  a  high 


price.  To  stop  Slpbodan  Milosevic  and  the  Serbs  fro 
butchering  the  people  of  Kosovo  would  require  implemer 
ing  the  Powell  Doctrine:  Apply  overwhelming  force 
achieve  specific  goals.  In  the  Kosovo  fighting,  that  wou 
mean  sending  up  to  half  a  million  NATO  troops  into  the  i 
gion — hardly  a  pleasant  prospect.  Serbia  and  Kosovo  a 
mountainous,  forested  areas,  not  flat  desert  as  in  Iraq.  A 
the  Serbs  have  a  long  histoiy  of  being  smart  guerrilla  fig] 
ers.  Serbian  partisans  pinned  down  20  divisions  of  Germ 
troops  in  the  hills  during  Woi-ld  War  II.  They  are  likely 
take  to  these  familiar  hills  if  nato  were  to  invade.  Still, 
promising  not  to  send  in  troops  from  the  very  beginnii 
Clinton  immediately  gave  away  the  bargaining  tool  tl 
could  have  made  the  difference. 

So  far,  the  bombing  has  led  to  the  strengthening,  i 
weakening,  of  Milosevic  and  an  increase,  not  decrease,  in 
banian  refugees  fleeing  Kosovo.  Surprised  and  increduk 
that  they  could  not  bomb  Serbia  back  to  the  bargain; 
table,  Washington  and  NATO  now  face  the  risk  of  sev< 
embaiTassment.  Unless  steps  ai"e  quickly  taken,  one  outco 
of  the  bombing  could  easily  be  Milosevic  remaining  in  pc 
er  and  in  control  of  a  depopulated  Kosovo. 

What  to  do?  Fu-st,  nato  should  step  up  the  bombing,  e' 
if  it  means  taking  more  risks.  Second,  the  U.  S.  and  its  al 
must  prepare  for  a  massive  troop  buildup  if  it  becomes  r 
essaiy.  And  of  com-se  we  should  use  Soviet  Prime  Minif 
Yevgeny  Primakov  to  help  broker  the  inevitable  nego 
tions.  The  goal  is  not  an  independent  Kosovo  but  an 
tonomous  region  of  Serbia — the  state  of  affairs  that  exis 
tmder  Mai"shall  Tito,  nato  troops  would  be  needed  to  keep 
peace  and  I'esettle  the  returning  refugees.  It's  time  to  face 
to  what  must  be  done.  There  is  no  retreat  possible. 


LIFE  SCIENCES'  HARVEST  OF  HOPES 


It  has  been  over  three  decades  since  the  Green  Revolution 
brought  much  of  the  world  back  from  the  brink  of  famine. 
Doubling  and  tripling  rice  and  gi-ain  fields  ended  the  spectre 
of  stai-vation  for  millions  and  fed  the  gi'owing  appetites  of 
tens  of  millions  of  new  middle-class  consumers  in  Asia  and 
Latin  America.  Now  a  second  Green  Revolution  is  under 
way,  sparked  by  changes  in  biotechnology  that  promise  qual- 
itative as  well  as  quantitative  improvements  in  crops.  Bi-eak- 
throughs  in  genetics  are  producing  cancer-fighting  tomatoes 
and  blue-fiber  cotton,  not  t(j  mention  disease-resistant  com.  So 
dramatic  are  the  changes  that  biotechnology,  agriculture, 
food,  and  drug's  ai-e  merging  to  foiTn  a  new  field — ^life  sciences. 

In  the  Internet  era.  the  tei-m  has  a  jazzier  ring  to  in- 
vestors than  "chemicals"  or  "seeds,"  and  it  is  no  wonder 
that  old-line  companies  such  as  Monsanto  and  DuPont  are 
rushing  to  embrace  it.  But  the  science  and  technology  un- 


derlying the  shift  are  veiy  real.  Efforts  to  understand 
genes  in  plants  pai'allel  the  work  being  done  to  unlock  th( 
crets  of  the  human  genome.  And  many  discoveries  ai-e  ah-^ 
being  commercialized.  This  year,  more  than  50%  of  all 
com,  soybean,  and  cotton  acreage  will  be  planted  with  re^ 
neered  crops. 

Yet  a  backlash  has  already  begun  in  Europe  agd 
"Frankenstein  foods."  Regulators  have  blocked  practij 
all  U.  S.  shipments  of  genetically  altered  food.  Const 
have  expressed  deep  fears,  while  local  faiTners  have  pro 
ed  the  competition.  Environmentalists  worry  about 
pected  impacts  on  the  flora  and  fauna  of  Europe. 

In  the  end,  though,  the  beneflts  of  gene-spliced  crops| 
are  healthier,  safer,  and  moi'e  productive  are  likely  to 
come  these  fears.  The  Second  Green  Revolution  may  ha^ 
even  greater  impact  than  the  fii'st. 
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For  a  faster 
tax  refund 


click  send 


IRS  e-j'ih  is  today's  way  to 
file  vour  income  tax — and 
get  your  refund  back  in 
haU  the  usual  time.  Even 
faster  witii  Direct  Deposit! 

If  you  prepare  vour  tax 
return  on  your  PC  or  Mac, 
take  the  next  step  and  \i\c 
it  electronically  too. 

Click!  IRS  e-Ji\e  is 
I  fast,  simple,  accurate  and 
I  secure.  And  you  can  e-file 
24  hours  a  day,  7  days 
a  week. 

Do  you  owe  more  tax? 
You  can  still  e-file  your 
return  now,  get  last  proot 
of  acceptance  from  the 
IRS,  but  then  wait  until 
April  15th  to  make  the 
payment.  One  option 
allows  you  to  authorize 
a  withdra\\  al  from  your 
bank  account  on  t h e 
date  you  choose,  up  to 
April  15th.  Another  option 
a  1 1  cjw s  \' o u  t o  |3 a y  w  i t h 
vour  credit  card. 

Any  questions?  Check 
the  IRS  Web  site  at 
w  WW.  irs.  us  treas.gov 
or  vour  tax  preparation 
software. 

IRS  e-fi\e.  It's  the  fastest 
way  to  get  a  tax  relund. 


Click.  Zip. 
Fast  Round  Trip. 


service  first 


04879232  6 
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Business  Week  has  long  argued 
that  CEO  pay  is  excessive. 
But  with  a  robust  economy  and  a 
booming  stock  market,  some 
experts  insist  that  linking  CEO  pay 
to  stock  performance  has  made 
U.S.  companies  more  competitive 
and  strengthened  the  economy. 
Are  they  right? 
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Sometimes,  more  is  more. 

When  we  set  out  to  create  the  best  international 
business  class  service,  we  focused  first  on  giving 
you  more  personal  space. 


How  we  measure  up.  And  down. 
Over  and  under. 

By  this  summer,  you'll  find  fully  electric  seats  with 
52%  more  legroom  than  British  Airways  and  25° 
more  recline  than  Lufthansa.  And,  unlike  American 
Airlines,  when  you  fly  BusinessElite  vou'll 
never  get  stuck  in  a  middle  seat. 


But  wait,  that's  not  all. 

To  outclass  all  other  business  classes,  we  added  more 
flight  attendants,  as  well  as  extra  amenities  to  meet 
your  needs.  You'll  enjoy  five-course  dining,  award- 
winning  V'inum  wines,  and  in-seat  entertainment 
units.  There  are  also  battery-saving  EmPower"'  ports 
for  your  laptop  available  at  every  seat. 


98%  more  Oohs,  ^\hhs, 
Mmm  s  and  Zzzs. 

So  maybe  you  can  quantifv'  all  of  these  improvements 
after  all.  But  we  think  you'll  appreciate  them  more 
when  you  sit  back,  relax  and  en]oy  them.  For 
reservations,  call  your  Travel  Agent  or  Delta  Air 
Lines.  Or  for  more  information,  visit  our  website  at 
www.bizelite.com. 


BUSINESS^Z/Y^" 

^  Delta  Air  Lines 


Personal  space  ts  defined  as  the  sum  of  legroom  and  reclote.  Legroom  based  on  measurements  taken  from  the 
foremost  pomt  of  the  bottom  seat  cushion  to  the  back  of  the  seat  m  front  of  it  iismg  non-bulkhead  seats  on 
uidehody  aircraft  of  American  Airlines,  British  Airways.  latfthansa,  Virgm  Atlantic.  Continental.  VS.  Atru-ays, 
TVi'A.  KLM.  ASA.  Alitalia  and  Sorthuesr.  Fully  electric  seats  will  be  available  on  all  but  intercontinental 
aircraft  Iry  this  summer,  ©/999  Delta  Air  Lines,  Inc. 


Publisher's  Memo 


TAKE  A  BOW,  STEVE 
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SHEPARD:  f/  '  '  of  Fa  me  editor 


One  look  at  the  covers  on  this  page 
give  you  a  glimpse  of  a  re- 
markable 15  years  for  business 
^\■EEK.  They  are  jiLst  a  few  highlights  fi'om 
more  than  750  issues  produced  so  fai*  under 
the  talented  leadership  of  Stephen  B.  Shep- 
ard,  who  became  editor-in-cWef  in  19S4. 

Steve  Shepard  and  his  team  of  more 
than  200  coirespondents  and  editors  have 
kept  you  ahead  of  the  pack  with  an  amazing 
progression  of  stories:  the  technoiog^•  rev- 
olution, the  explosion 
of  global  business,  the 
dramatic  i-ise  and  fall 
of  Asia's  economies, 
the  resui'gence  of  the 
U.  S.  corporation.  And. 
of  course,  otir  pre- 
scient coverage  of  the 
Great  Bull  Market  and 
the  New  Economy 
that  has  propelled  il. 
Judging  by  the  loyalty 
of  om"  ever-expanding 
subscriber  base  and 
steady  stream  of 
awards  unmatched  in 
our  field,  busixes- 
WTEK  has  delivered 
consistent  excellence. 

Now,  Steve  %it11  receive  the  highest  in- 
di\idual  award  in  om-  industiy.  On  Apr. 
28,  he  will  be  inducted  into  the  American 
Society  of  ilagazine  Editore"  Hall  of  Fame. 
ASME  established  the  Hall  of  Fame  in  1996 
to  celebrate  the  cai-eer-long  records  of  ex- 
cellence. a'eati\ity,  and  impact  of  a  select 
group  of  highly  influential  magazine  jour- 
nalists. Steve  joins  past  honorees  including 
Henry  Ginnwald,  fomier  managing  editor 
of  Tone;  Richard  StoUey,  founding  editor  of 
People;  Osbom  ElHott,  foiTner  editor-in- 
chief  of  Xey:m-eek\  Ruth  'WTiitney.  fonner 
editor-in-chief  of  Glamour,  and  Gloria 
Steinem,  founding  editor  of  Ms. 

Calling  Steve  "an  editors  editor,"  .4SME 
said  "Ids  c-ommitment  to  editoiial  exc-ellence 
has  ti-ansfonned  the  weekly  into  an  au- 
thoritative and  groundbreaking  news  souix^ 
that's  a  must-read  for  anyone  serious  about 
business,  finance,  and  technology'.  Today,  it  is 
the  only  business  m_agazine  with  a  world- 
wide cu'culation  of  more  than  1  million.  Un- 
der his  leadei-ship.  the  magazine  has  played 
a  key  ixtle  in  setting  the  national  agenda  for 
business  and  economic  issues,  bec-oming  a 
major  voice  for  the  "new  economy.' " 

.^SME  also  cited  Steve's  "strong  leader- 
ship" in  the  profession:  "He  has  steadfastly 
maintained  his  magazine's  editoiial  integri- 
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ty  and  independence  in  many  areas,  par- 
ticulaiiy  duiing  the  controvei^sial  court  bat- 
tle sunTjunding  busixess  week's  publication 
of  the  Bankei*s  Trust  tapes  cover  stoiy." 

The  Hall  of  Fame  award  caps  a  long  se- 
ries of  accomplishments.  Steve  is  a  1961 
graduate  of  City  College  of  New  York  and 
received  an  M.  S.  from  Columbia  Universi- 
ty in  1964.  In  the  early  1970s,  he  was 
founder  and  director  of  Columbia's  Walter 
Bagehot  progi'am  in  economic  and  busi- 
ness journaHsm.  He 
v.  as  a  senior  editor  at 
Xewsweek  from  1976 
J  J  1981,  and  editor  of 
Soturdo.y  Rerieti:  from 
1981  to  1982. 

busixess  week  has 
been  a  frequent 
award-winner  under 
Steve.  It  has  been  a 
finalist  for  a  National 
Magazine  Award  for 
General  Excellence  in 
8  of  the  past  1-3  years. 
winning  in  '94  and  '96. 
It  has  also  won  two 
Gerald  Loeb  awards 
for  distinguished  busi- 
ness  journalism  in  the 
past  two  yeai"5  and  many  awards  from  the 
Overseas  Press  Club,  Computer  Press 
Assn..  and  other  organizations. 

Longtime  readers  know  that  Steve  has 
made  many  major  improvements.  Early  on, 
he  led  a  c-omplete  redesign  of  the  magazine 
and  emboldened  its  jouiTialism  to  include 
more  investigative  stories.  He  gi-eatly  ex- 
panded high-tech  and  international  cover- 
age, added  new  customized  editions  for 
Asia,  Eui-oj^e,  and  Latin  America,  and  over- 
saw the  launch  of  oui-  successful  online  site. 

This  year,  Steve  started  a  new  supple- 
ment to  cover  the  exploding  world  of  elec- 
tronic commerce,  busi.xess  wtek  e.biz.  A 
major  e.xpansion  and  repackaging  of  oiu' 
pei'^onal-finance  section  is  weeks  away,  and 
an  expanded  and  renamed  supplement. 
Frontier,  sening  the  small-business  sub- 
scriber, premieres  next  week.  There  ai'e 
lots  of  reasons  why  Steve  is  such  an  out- 
standing editor.  The  most  important  is  that 
he  keeps  thinking  of  ways  to  do  a  better 
job  for  you — in  piint  or  online. 
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CAPITOL  OFFENSES 

GORE:  A  LACK  OF 
FORESITE?  

WHP]N     IT     COMES     TO  THE 

Internet,  Al  Gore  can't  get  a 
break.  He  was  ridiculed  for 
claiming  to  have  invented  the 
tliijig.  He  lagged  beliind  eveiy 
other  major  candidate  setting 
up  his  campaign  Web  site,  al- 
gore2000.eom.  Now,  Gore  is 
under  fii'e  from  one  backer  for 
not  registeiing  potential  Gore- 
plus-nmning-mate  sites. 
That's  a  major  goof,  says 


Ted  Weinstein,  a  San 
Francisco  communica- 
tions consultant,  who 
proceeded  to  register 
some  domain  names  that 
link  Gore  with  potential 
running  mates.  Among 
them:  gorebradley.org 
and  gorebradley2000.org, 
gorefeinstein.org,  and 
gorekerry2000.org. 

Weinstein  says  he  did 
not  buy  the  URLs  to  re- 
sell at  a  profit,  but  out 
of  fear  they'd  be  bought 
by  Gore's  foes  to  spread 
liogus  info  about  him. 
Rut  now  he's  so  worried 
over  Gore's  "amateunsm"  in 
using  the  Web  that  he  is  re- 
thinking his  support.  Buying 
potentially  desirable  domain 
names,  or  "cyber-squatting," 
is  an  art  form  in  the  online 
world,  says  Weinstein. 

The  Gore  campaign  has 
registered  some  names,  such 
as  gorenet.com.  But  none 
pairs  Gore  with  a  running 
mate.  "If  we  stalled  register- 
ing names  like  that,  it  would 
lead  to  speculation,"  says  a 
Gore  spokesman.  Speculation? 
In  Washington?  Ayny 
Bornis  and  Micah  Schneider 


For  many,  Consumer  Reports  is 
the  starting  point  for  buying  a 
new  car  or  truck.  So  the  models 
that  make  the  recommended  list 
get  a  headstart  on  the  rest  of  the 
field.  Japanese  cars  have  the 
highest  ratio  of  recommended 


models  to  models  reviewed,  but 
Ford  is  a  standout  among  U.S.- 
based  companies.  Including  Volvo 
and  other  foreign  nameplates,  its 
number  of  recommended  models 
is  up  three  from  last  year.  The 
most  notable  addition:  the  Taurus. 
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NISSAN 

10 

8 

TOYOTA 

17 
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FORD 

31 

19 

pWMLERCHRYSLER 

28 
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GENERAL  MOTORS 

"53"' 

"1 

'Acquisitions  have  altered  the  traditional  lineup  of  which  company  make^  wlni  li  moilel  Ford 
includes  Jaguar,  Mazda,  and  Volvo.  Chrysler  and  Mercedes  vehicles  are  now  lumped  together 
General  Motors  includes  Saab  and  Isuzu,  both  part-owned  by  GM. 

DATA-  CONSUMERS  UNION 


TALK  SHOW  have  lost  everything  I  have  . . .  God  takeqi 
quickly" 

— All  ethnic  Albanian  woman,  separatedfrom  her  family, 
quoted  in  USA  Today 


Y2CHAOS 

YEP,  IT  STILL 
FEELS  LIKE  SAND 

THE   CRAZY   SCRAMBLE  TO 

avoid  the  Y2K  software  prob- 
lem has  finally  hit  rock  bot- 
tom— or  a  sandy  bottom,  to 
be  more  precise. 

As  the  millennium  nears, 
companies  are  trying  to  en- 
sure that  their  vendors  sell 
Y2K-compliant  wares.  Richard 
Lipp  at  List  &  Clark 
Constraction  in  Overland 
Park,  Kan.,  sells  sand. 
Sand,  you  might 
well  think,  is  an 
uncomplicat- 
ed, techno- 
logically 


simple  product.  Evidentlj 
everybody  thinks  so.  Oi 
Lipp's  customers  rect 
sent  him  a  survey  dem 
ing  to  Imow  if  his  sand  v 
be  immune  to  the  Y2K 
puter  bug.  "The  ques' 
were  all  about  whethei 
product  would  be  Y2K 
pliant,  so  I  couldn't  rei 
says  Lipp.  "I  dutifully 
out  the  survey — and  r 
that  our  engineers  hav- 
siu-ed  me  that  our  sand 
continue  to  functi 
specified  on  and 
Jan.  1,  2000."  Th( 
that  Lipp  h€ 
The  cust( 
was  sati 
Mi 
Step 


STREET  TALK 


A  MINORITY  FIRM  HITS  THE  MAJOR  LEAGUI 


IT  WAS  THE   BIOGEST  BOND 

deal  in  histoiy:  $8  billion  in 
debt  floated  by  at&t.  Merrill 
Lynch  and  Salomon  Smith 
Barney  co-led  the  deal.  The 
co-managers  included  biggies 
such  as  Chase  Securities, 
First  Chicago  Capital  Mar- 
kets, J.  P.  Morgan,  Lehman 
Brothers,  NationsBanc  Mont- 
gomeiy  Securities,  and  Blay- 
lock  &  Partners.  But  wait  a 
minute  here.  Wliat's  this  giip- 
pie,  one  of  the  few  minority- 
owned  businesses  on  Wall 
Street,  doing  swimming 
among  these  sharks? 

Turns  out  that  the  deci- 
sion to  include  Blaylock 
came  straight  from  at&t 
CEO  C.  Michael  Armstrong 
himself.  "What  at&t  is  V,j 
doing  is  giving  a  mi-  y^— ^ 
nority  firm  the  oppor- 
tunity  to  earn  its  /  tF-^ 
right   to   be  on 
the  playing  field," 
says  Ronald 
Blaylock,  chair- 
man of  the  firm 
and    a  former 
PaineWebber  se- 
nior manager.  "They  feel 
we're  adding  value  in  at- 
tracting downstream  mid- 


dle-tier [mstitutional] 
vestors,  and  that  help; 
overall  syndicate  proces 
That  process  should 
Blaylock  &  Partners  £ 
$L4  million  on  its  2.5% 
of  the  bonds,  at  an  aver; 
gi"oss  spread.  Good  as 
sounds,  it's  no  first.  1 
lock's  50-employee  firm 
since  December,  has  c 
17  transactions  with  the 
of  Pepsi  Bottling  G: 
the  Tennessee  Valley, 
thority,  and  ote  Calift 
So  the  AT&T  deal  was  n 
fii'st.  But  it  was  the  big 
Joan 
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Sometimes  we  find  answers  to 
where  we  least  expect  them. 


problems 


Sometimes  they  turn  up  on  the  third  green.  Because  even  when  we're  not  in  the  office,  our  heads 
are  into  our  clients'  businesses.  Like  when  we  designed,  developed  and  tested  the  first-ever  Web 
application  to  report  real-time  election  results  for  the  city  of  Rome.  Unisys  people  from  three 
continents  worked  round  the  clock  to  make  it  happen  in  just  one  month.  When  you  need  to  do  things 
never  done  before,  a  partner  obsessed  with  succeeding  really  helps,  vvww.unisys.com 
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VACATION  NATION 

SOME  FREEBIESARE 
FREER  THAN  OTHERS 

iMA(;iNE  TWO  companif:s  get- 
ting  into  a  public  spat  over 
which  was  the  first  to  devise 
an  innovative  plan  for  rip- 
ping off  their  customers. 
Well,  take  a  quick  look 
at  the  airline  business,  and 
you  won't  have  to  use  your 
imagination. 

American  Airlines  recently 
said  that  on  May  1,  it  will 
become  the  fii'st  au'line  to  of- 
fer its  travelers  vacation 
packages  with  their  fi"equent- 
flier  miles. 

Not  so  fast,  said  one  rival. 
Ti'ans  World  Airlines  fired 


back  with  a  press  re- 
lease: "This  is  not 
news!  TWA  Aviators 
already  offers  vaca- 
tions for  miles." 

What  neither  air- 
line says  is  that  both 
offers  are  terrible. 
Why?  Travel  experts 
generally  value  frequent-flier 
miles  at  about  a  penny  per 
mile.  These  deals,  however, 
value  each  mile  at  only  about 
one-half  cent.  An  American 
six-day/five-night  Hawaiian 
vacation  for  two  goes  for 
241,200  miles — or  some  com- 
bination of  miles  and  cash. 

Yet  the  cash  cost  of  that 
vacation  is  only  $1,066.  You 
could  even  claim  two  fares  to 
Hawaii  for  only  70,000  miles 
and  have  the  equivalent  of 
$1,700  left  for  your  hotel  bill. 
The  economics  of  the  twa  of- 
fer is  nearly  as  bad. 

At  least  the  carriers 
haven't  started  awarding 
miles  good  toward  the  pur- 
chase of  the  Brooklyn  Bridge. 
Yet.  David  Leonliurdt 


SOFTWARE  HARDBALL 


WORDPERFECrS  PERFECT  NERVE 


SUPPOSP]  YOU  BOUOHT  A  NEW 

car  with  a  bum  transmis- 
sion and  took  it  back  to  a 
dealer  who  said,  "You're 
right.  It  doesn't  work."  Then 
suppose  he  charged  you 
$2,000  to  put  in  a  new 
one.  That,  in  effect, 
is  what  is  hap 
pening  to  users 
of  Corel's  once- 
popular  word 
processing  pro 
gram,  Word- 
Perfect. 

Irate  users 
are  being  told 
by  Corel  that 
the  only  way 
they  can  get  a  fix  for  the 
buggy  progi'am,  which  causes 
problems  only  with  current 
Apple  computers,  is  if  they 
fork  over  $25.  In  the  compet- 
itive world  of  consumer  soft- 
ware, that's  highly  unusual, 
because  most  fixes  come  fi:"ee. 


Macintosh  users  who  buy 
WordPerfect's  $80  upgrade 
for  their  new  machines  are 
finding  that  some  oft-used 
features,  such  as  toggling 
between  open  docu- 
ments, won't  work, 
even  after 
free  fixes 
are  down 
loaded 
from  the  wp  Web 
site.  Wlien  they  call 
the  company,  they  get  the 
news  about  the  $25  fix. 

You'd  think  a  business 
would  be  loath  to  sell 
a  product  that  doesn't  work, 
then  charge  people  to  fix  it. 
Not  only  does  Corel  do  that, 
but  it  also  won't  confinn  that 
it  will  even  produce  its  word 
processing  software  for  the 
Apple  Mac.  "We  ai-e  cuirently 
working  on  oiu'  business  plan," 
is  all  a  WP  spokeswoman 
would  say.       Roy  Fvrchyott 


DRAWN  &  QUARTERED 


'CAUSE  I  poUT 
\^  y  Po  GROUND- 


FOREIGN  FOIBLES 

DO  THE  ANCHOVIES 
PAY  INTEREST? 

CUSTOMERS  AT  ONE  OF  RUSsia's 

many  collapsed  banks  are 
being  offered  an  offteat  way 
to  withdraw  their  savings, 
with  their  accounts  frozen  in 
the  wake  of  last  August's 
ruble  crash.  De 
positors 
Moscow's 
Dialog 
Bank  can't 
withdraw  then' 
hard-earned  cash — but 
they  can  get  gift  certificates 
redeemable  at  local  pizzerias 
instead. 

The  cheesy  plan  was 
cooked  up  by  Dialog,  founded 
by  American  entrepreneur 
Peter  Derby,  and  the 
Moscow-based  Rosinter 
restaurant  chain,  a  business 
depositor.  Rosinter  feared 


c 


that  the  account  freeze 
leave  it  short  of  cash  fo 
es.  But  Russian  auth( 
don't  go  after  tax  delin( 
with  sufficient  cash 
bank,  even  if  the  acco 
frozen.  So  as  taxes  fel 
Rosinter  asked  other 
tors  to  transfer  their 
savings  to  its  account 
change  for  the  certifica 
Did  depositors 
Yep.  But  only  b 
they  had  to  ea 
angry  that 
to  get  my 
this 
says 
Georj 

had  $1,500  in  h 
count.  She'll  get  30  gi 
tificates,  worth  $50 
which  she  hopes  to  res 
cash.  With  Rosinter's 
selHng  for  $8  to  $10,  t 
lot  of  dough.  Unlike  he 
account,  the  pizzas  areB 
not  frozen.      Carol  ^ 


who 


THE  BIG  PICTURE 


NEW  TECHNOLOGIES  TAKE  TIME 

It  takes  from  5  to  15  years  before 
new  electronic  technologies  catch 
on  among  consumers.  Among 
recent  products,  VCRs  have 
achieved  the  highest 
acceptance  level. 


FOOTNOTES  Theatergoers  under  age  18  attending  touring  Broadway  shows:  in  1991,  1 63,000;  in  1998,  7  1  4,00  0 
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DATA:  LEAGUE  OF  AMERICAN  THEATRES  &  PbOl 

LI 


OME  Of  Life's  Best  Moments  Come  FTD 


J 


Tlte  FTD®  Because  You're  Special  ' Bouquet 


This  may  be  the  one  thing  you  have  to  do  yourself  during 
Secretaries' Week,  April  19-23.  Visit  or  call  your  local  FTD 

Satisfaction 

Florist,  dial  1-800-SEND-FTD  or  order  online  at  ftd.com.  Guaranteed 


Without  passion 
becoming  reality.  Ideas  like  the 
system,  which  does  away  with  pots  and  pa 
a  passion  for  innovation  -  and  for  people  wh 
stay@schottglass.com  visit  us  at  www.schottgia 


rogress.  Passion  brings  ide 
cooktop,  which  caused  a 


ot  more  went  i 


passionate  abou 


CERAN®and  CERAN  Cook-In®  -  two  outstanding  idea 


.  Ideas  that  start  out  as  mere  possibilities  and  end  up 
round  the  world.  And  now  there's  the  CERAN  Cook-In® 
ucts  than  mere  technical  expertise.  They  sprang  from 
orporation,  3  Odell  Plaza,  Yonkers,  NY  10701  e-mail: 


SCHOTT 

glass  made  of  ideas 
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Readers  Report 


LBOs  DIDN'T  MAKE 
FORMICA  LOSE  ITS  GLOSS 

"How  Formica  got  burned  out  by 
buyouts"  (Finance,  Mar.  22)  incoirectly 
charactemes  sequential  leveragec^  buy- 
outs as  damaging  to  FoiTnica  Coip.  and. 
by  implication,  any  other  company  sub- 
jected to  the  same  process.  The  damage 
done  to  the  Fonnica  business  was  done 
dming  the  two  periods  when  the  busi- 
ness was  owned  by  conglomerates.  The 
business  improved  during  its  two  peri- 
ods of  LBO  o\^Tiership. 

The  fundamentals  of  well-executed 
LBO  management  and  o\Miership  are: 

■  The  use  of  substantial  debt  in  the 
capital  stiTictui'e  because  it  is  the  least 
costly  fonn  of  capital. 

■  The  discipline  that  debt  obligations 
impose  on  management  decisions. 

■  The  motivational  impact  of  stock  owti- 
ership  on  management. 

■  A  tax-efficient  way  of  rewarding  in- 
vestors thi'ough  sale  of  the  business. 

It  is  this  last  point  that  can  lead  to 
sequential  lbos.  Eveiy  business  needs 
to  be  revitalized  periodically,  and  selling 
a  company  to  another  lbo  organization 
can  be  a  good  way  of  doing  this,  while 
simultaneously  rewarding  investors. 

The  major  caveat  in  lbos  is  not  to 
overdo  the  leverage.  Some  reseai'ch  that 
was  done  by  Professor  Michael  Jensen 
of  Harvard  business  school  makes  it 
pretty  clear  that  the  majority  of  lbos 
have  been  well-executed.  I  was  an  in- 
vestor in  FoiTnica's  fii-st  lbo,  and  I  am  a 
modest  investor  in  its  thii'd  lbo  experi- 
ence. I  am  betting  that  the  company 
wiW  prosper  under  the  leadership  of 
Vince  Langone. 

T.J.  DeiTHOt  Dunphy,  ceo 
Sealed  Ah"  Coi^j. 
Saddle  Brook,  X.  J. 

LET'S  END  THE  E-COMMERGE 

TAX  HOLIDAY  

As  exciting  as  commerce  over  the 
Internet  may  be,  check  out  this  scaiy 
scenai-io — and.  if  it  comes  to  pass,  the 
unwelcome  bm-den  it  could  place  on  the 
^n•ong  citizens  (""WTiat  eveiy  ceo  should 


know  about  electronic  business,"  C 
Story,  Mar.  22).  Merchandise  ord 
over  the  Net  (and  thi-ough  mail  o 
too)  does  not  pay  its  fail-  share  of  : 
taxes  to  the  recipient's  state. 

Let's  pi'etend  that  thousands  of 
pie  in  small  towns  and  cities  in  Kt 
order  over  the  Internet.  Those  foil- 
not  shop  at  local  book  stores,  hai-d 
stores,  mass  merchandisers,  etc. — ;| 
which  pay  taxes  in  Kansas.  If  thos 
tailers  go  out  of  business  when 
sales  drop,  who  will  replace  these 
in  local  government  coffers?  Who 
for  schools,  roads,  jails,  cotut  syst 
Smi^rise,  the  people  who  bought  vi 
Internet — and  those  who  didn't 
see  theu'  taxes  increase. 

There  are  no  ft'ee  limches:  Son: 
has  to  pay.  Sooner  or  later — and  i1 
best  be  sooner — Internet,  mail  o 
and  catalog  finns  must  pay  their 
of  taxes  just  hke  conventional  reta 

Lyle 
Glenvie\ 


THE  GEARS  ARE  STILL 
GRINDING  AT  DAIMLERGHRYSL 


I  recently  \isited  a  friend  at  th 
pansive  headquarters  of  Daii 
Chiysler  near  Stuttgart.  At  lunch 
however,  it  became  ob\ious  that 
Americans,  a  contingent  fi'om  De 
were  confused  as  they  attempted  ti 
at  the  cash  register  of  Daimlers  cai 
cafeteria. 

The  scene  presented  another  exj 
of  the  many  "transition  troubles" 
ed  out  in  "DaimlerChiysler:  The 
period  is  over"  (European  Busi 
Mai".  29).  In  a  veiy  American  voice 
of  the  Chiysler  men  at  the  cash  re; 
shingged  and  asked  rhetorically: 
are  things  so  complicated?" 

Integi'ation  is  complicated  and 
seem  to  be  going  slowly.  One  grsiK 
son  is  that  Daimler  thinks  it  be 
Chiysler  and  Chiysler  thinks  it  b< 
Daimler. 

Investors  ai'e  right  to  be  womi 
so  many  in  top  management  ar 
sorbed  by  the  comphcations  of  int 
tion  and  the  resulting  confusion.  I 
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oe  at  all  sui-prised  if  those  Ameri- 
are  still  in  the  cafeteria  tiying  to 
e  out  how  to  pay  for  lunch. 

B.  Roman 
Stuttgart 

ICYMAKERS  MUST  BE 
PUNTABLE  TO  THE  VOTERS 

was  struck  by  the  incongruity  of 
articles.  The  focal  point  of  "Is  the 

over  bank  reform  really  about 
raising?"  (Washington  Outlook,  Mai\ 
,s  the  theory  that  the  Ti-easury 
.  wants  a  major  i-ole  in  financial-ser- 

policymaking  to  enhance  its  ability 
lise  campaigTi  dollars.  The  article 
;s  much  of  the  fact  that  the  Comp- 
■r  of  the  CuiTency  is  accountable  to 
Preasury  Secretary,  a  Presidential 
intee,  while  the  Federal  Resei-ve, 
jther  player  in  this  turf  fight,  is 
igaged  from  campaign  finance. 

that  same  issue,  "It's  a  wonderful 
lole"  (Finance,  Mar.  22)  comments 
le  federal  thrift  charter  and  the 
rtunities  it  offers  for  the  efficient 
ery  of  a  broad  range  of  financial 
ces.  It  notes  that  Goldman,  Sachs  & 
Treasuiy  Secretary  Robert  E.  Ru- 

former  firm,  withdrew  its  thrift- 
;er  application  because  the  rules 
sed  by  the  Office  of  Thrift  Super- 
n,  a  division  of  the  Treasury,  were 
ough.  This  hardly  is  evidence  that 

regulation  and  supervision  has  be- 

politicized. 

s  good  to  have  a  politically  inde- 
ent  Federal  Resei-ve  for  the  critical 
it  plays  in  monetaiy  policy  and  the 
lents  system.  It's  also  good  to  have 
^makers,  whether  members  of  an 
nistration  or  members  of  Congress, 
are  accountable  to  the  voters.  If 
lidn't,  the  infamous  "Know  Your 
omer"  rule  might  have  gone  into 
t,  instead  of  into  the  graveyard  of 
intentions  gone  amok. 

Paul  A.  Schosberg 
President  &  ceo 
America's  Community  Bankers 
Washington 

IPSET  IN  MEXICO  WILL  PUT 
STALWARTS  ON  THE  STREET 

agree  that  the  political  arena  in 
CO  has  opened  up,  to  the  point  that 
'One  othei"  than  the  Institutional 
lutionary  Paily  (PRi)  standaixl-beai-- 
.ight  win  ("Mexico's  next  election 
1  be  a  real  horse  race,"  Interna- 
.1  Outlook,  Man  15).  On  the  face  of 
is  will  be  a  favorable  development, 
has  anyone  thought  about  what 
t  happen  then?  The  PRI  has  been  in 
ir  since  around  1929.  Thousands  of 
can  families,  many  of  them  going 
for  generations,  loyal  PRistas  eveiy 


one  of  them,  will  suddenly  be  shut  out 
from  the  hundreds  of  thousands  of  pa- 
tronage positions  the  PRi  has  tradition- 
ally doled  out  to  the  party  faithful.  In 
other  words,  they  will  lose  their  jobs. 
Unless  they  can  erase  their  PRI  pasts 
(highly  unlikely),  they  will  become  pi'ac- 
tically  unemployable. 

Just  think  of  the  uni'est  that  might 
follow,  with  thousands  of  PRi  stalwarts 
pounding  the  pavement  in  search  of 
jobs  that,  despite  an  expanding  econo- 
my, will  not  be  there.  I,  for  one,  antic- 


ipate a  period  of  serious  political  in- 
stability in  the  wake  of  a  PRi  loss. 
Anyone  with  financial  interests  in  Mex- 
ico would  be  well  advised  to  watch  the 
situation  closely. 

Kevin  J.  Broderick 
Alexandria,  Va. 

STEPHANOPOULOS  IS  WHAT'S 
WRONG  WITH  WASHINGTON 

Ai'en't  we  all  getting  tii'ed  of  another 
book  about  "driven"  people  and  their 
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CORRECTIONS  &  CLARIFICATIONS 

"Color  Boeing  red-faced"  (Up  Front,  Apr.  5) 
should  have  stated  that  Boeing  Co.  was 
assessed  a  civilian  penalty  for  sharing  tech- 
nical information — not  classified  informa- 
tion— with  its  Sea  Launch  partners. 


angst?  ABC  has  done  nothing  to  enhance 
its  credibility  by  liiiing  George  Stephan- 
opoulos  as  a  commentator  ("Stephan- 
opoulos:  All  too  ambitious?"  Books,  Mar. 
29).  I've  watched  him  act  like  a  junk- 
yard dog  protecting  the  Pi'esident,  then 
ecjuivocate  in  his  pronouncements  on 
the  Clintons,  and  finally  come  out 
against  them  with  his  own  sob  story 
when  that  opportunity  opened.  He's  got 
nothing  to  say.  When  George  comment- 
ed on  TV,  it  was  so  apparent  that  it 
was  always  about  him  (George) — only 
about  him. 

This  countiy  needs  men  and  women 
of  substance  in  government,  jjeople  who 
have  a  vision,  who  believe  in  ideas  and 
ideals  and  are  able  to  ally  themselves 
with  those  who  will  fight  for  those 
dreams.  We  shouldn't  care  about  those 
who  are  primarily  interested  in  manag- 
ing their  careers  in  Washington  while 
claiming  to  stand  for  something. 

This  is  another  example  of  why 
Washington  is  seen  as  the  main  trap  in 
oiu'  nation's  jjolitical  plumbing  system.  It 
catches  all  the  posers  and  opportunists 
clumped  into  one  place — ^just  a  big 
smelly,  soapy  haii'ball:  insipid,  disgusting, 
and  obstnictive  to  real  progi-ess. 

Sophia  Patterson 
Cleveland 

SOME  ALTERNATIVES 

TO  SLOW  DEATH  BY  MEDICARE 

Surely  Laura  D'Andrea  Tyson  is  a 
better  economist  than  her  arguments 
in  support  of  expanded  Medicare  cover- 
age for  drugs  suggest  ("Why  Medicare 
must  do  more  at  the  drugstore,"  Eco- 
nomic Viewpoint,  Mar.  22).  The  prob- 
lem with  Medicare,  as  with  all  third- 
party-payment  programs  for  medical 
care,  is  finding  a  way  to  control  over- 
consumption  and  to  share  costs  fairly 
across  a  population  with  extraorchnarily 
diverse  appetites  for  mecHcine  and  pre- 
scription drugs — api^etites  that  are  a 
bewildering  blend  of  physiological  need 
and  psychological  desire. 

Tyson's  approach  assumes  that  the 
public  as  a  whole  must  pay  the  cost 
of  inducing  medical  providers  to  make 
available  the  benefits  of  ajiproved  fonns 
of  medical  care.  Before  we  decide  to 


allocate  a  greater  portion  of  our  wealth 
to  making  care  providers  richer,  we 
need  to  decide  why  that's  a  sensible 
policy.  By  expending  huge  amounts  of 
money,  we  can  extend  the  lives  of  most 
people  by  some  period  of  time.  But  it's 
not  clear  that  all  recipients  of  this  care 
prefer  that  to  just  getting  the  cash. 
Maybe  spending  the  last  three  months 
of  life  on  government-paid  riotous  liv- 
ing would  be  better  than  a  year  of 
drug-benumbed  slow  death  paid  for  by 
Medicare. 

Arthur  0.  Armstrong 
Manhattan  Beach,  Calif. 

LONG-TERM-CARE  POLICIES: 
A  PREPAID  TICKET  TO  HELL 

Regarding  "A  golden  (years)  oppor- 
tunity," (Social  Issues,  Mar.  29):  The 
I'eason  people  are  not  buying  long-term 
care  policies  is  the  national  fear  of  nui's- 
ing  home  hoiTor  stories.  Nui'sing  homes 
are  the  stepchildren  of  American  medi- 
cine, from  their  motel  architecture  to 
their  low-wage  management  and  opera- 
tions personnel.  Until  this  industry 
adopts  professional  standards  for  edu- 
cation and  training,  long-temi  care  poli- 
cies will  be  seen  as  prepaid,  one-way 
tickets  to  hell. 

Royal  Alcott 
Eureka  Springs,  Ai-k. 

UNILATERAL  FREE  TRADE 

WILL  BRING  DISASTER  

In  "The  21st  centuiy  economy"  (Cov- 
er Story,  Aug.  24-31),  you  called  for  an 
open,  vibrant  global  economy  as  one  of 
the  critical  elements  of  a  pro-innovation 
growth  strategy  for  the  U.  S.  in  the 
21st  century.  Your  editorial  called  for 
passage  of  fast-track  legislation  but 
added:  "Strongly  insist  that  overseas 
countries  open  their  markets  if  they 
want  to  sell  in  the  U.  S." 

Unfortunately,  the  Administration  has 
not  required  overseas  counties  to  open 
up  their  markets.  Our  trade  deficit  con- 
tinues to  set  new  records,  with  China 
and  Japan  accounting  for  the  largest 
portion  of  the  imbalance.  We  have  been 
huffing  and  piiffing — and  lectwing  Japan 
for  more  than  25  years,  with  meager 
results.  By  now,  they  don't  take  our 
threats  of  retaliation  very  seriously, 
while  resenting  our  condescending  atti- 
tude. China  is  practicing  a  skillftil  game 
of  mercantilism,  dictating  what  we  can 
sell  them,  while  demanding  an  open 
U.  S.  market  for  their  products.  Mean- 
while, the  Administration  and  the  Con- 
gi'ess  have  paid  viitually  no  attention  to 
the  potential  future  trade  deficit.  This 


debt  will  have  to  be  repaid,  and  it 
not  be  painless. 

Instead  of  taking  concrete  step 
convince  Japan  and  China  that 
trade  is  not  a  one-way  street  (the  r 
steel  dumping  by  Japan  is  a  gi'apldc 
ample  of  what's  wTong),  we  have 
waging  a  bare-knuckle  battle  witl 
Eui'opean  Union  over  bananas  and 
mone-treated  hvestock.  Sharp  word; 
being  accompanied  by  severe  pern 
against  countries  with  whom  we 
no  significant  trade  problems. 

The  recent  threat  of  penaltie 
steel  imports  should  serve  as  wai 
that  protectionism  may  become  a 
widely  used  weapon  if  American 
and  businesses  are  sacrificed  in 
name  of  preserving  ft-ee  trade.  U 
eral  free  trade,  like  unilateral  disa 
ment,  will  eventually  result  in  disj 
The  Administration  has  been  relu 
to  disclose  the  number  of  U.  S.  job 
since  enactment  of  nafta,  or  to  me 
the  last  time  we  had  a  trade  su 
with  Japan.  This  lack  of  candor 
eventually  damage  the  positive  elen 
of  genuine  fiee  trade. 

Melvyn  S.  Ri 
Encino 
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MORGAN 

American  Financier 

By  Jean  Strouse 
Random  House  •  796pp 


$34.95 


AMERICA'S  LAST 
EMPEROR  OF  FINANCE 


He  was  "the  Napoleon  of  Wall 
Street,"  who  twice  rescued  the 
U.  S.  economy  from  collapse.  Yet 
he  frequently  reported  feeling  "worth- 
less" and  "unfit  for  anything"  as  a  result 
of  bouts  of  depression.  John  Pierpont 
Morgan  was  also  master  of  dozens  of 
major  businesses  and  creator  of  U.  S. 
Steel,  a  coi-jDoration  initially  capitalized 
at  four  times  what  the  federal  govern- 
ment spent  in  a  yeai'.  Yet  thi'oughout  his 
life,  leisui'e  was  as  important  to  him  as 
work:  He  repeatedly  threatened  to  re- 
tire and  regularly  took  off  several 
months  and  even  years. 

As  befits  such  a  complex,  outsize  per- 
sonality, author  Jean  Strouse  has  wiitten 
a  Goliath  of  a  biogi'aphy,  Morgan:  Amer- 
ican Financier,  which  is  nearlv  800 


pages  long.  Strouse,  whose  biogi'aphy 
of  Alice  James  (sister  of  Henry  and 
William)  won  Columbia  University's  Ban- 
croft Prize  in  American  history,  has 
pored  over  troves  of  little-seen  letters, 
documents,  and  the  diaries  of  Morgan, 
his  relations,  and  associates.  The  result, 
the  product  of  more  than  a  decade's  ef- 
fort, is  an  admirable,  often  lively  work, 
with  many  revelations  about  Morgan 
and  members  of  his  circle.  Yet  at  times, 
readers  may  feel  overwhelmed  by  the 
cornucopia  of  detail.  And  in  the  end,  we 
still  fail  to  fully  understand  the  empire- 
builder  and  ait  shopaholic  extraordinaii'e, 
whom  historian  Hemy  Adams  once  ac- 
cused of  "tiying  to  swallow  the  sun." 

J.  P.  Morgan  was  no  self-made  man. 
Both  sides  of  his  family  were  well-es- 


tablished, with  roots  that  extended  bad 
to  colonial  America,  and  the  Morgan,' 
were  already  rich  by  the  mid- 1800s 
J.  P.'s  father,  Junius,  was  a  prosperou; 
.  New  England  merchant  when,  in  thi 
1850s,  he  was  hii-ed  by  George  Peabodj 
the  leading  American  banker  in  Eng 
land.  They  created  a  thiiving  busines 
channeling  British  investment  into  caps 
ital-hungry  America. 

Junius  detemnined  to  pass  his  gooi 
fortune  on  to  his  progeny.  He  relent 
lessly  gi'oomed  his  son,  Pieqjont,  as  h 
was  known,  to  take  over  the  business 
selecting  coiu'ses  of  study  for  the  yout 
in  Switzerland  and  Germany,  aiTangin 
a  Wall  Street  apprenticeship,  and  hec 
toring  Pierpont  on  matters  great  an 
small.  Only  occasionally  did  Pierpor 
show  signs  of  I'ebellion.  At  24,  he  chos( 
despite  Junius'  rather  qualified  bless 
ing,  a  wife  who  was  ill  with  tuberculosi 
(She  died  during  their  European  hor 
eymoon.)  And  in  the  mid-1860s,  the  so 
took  part  in  a  lucrative  gold-speculatio 
deal,  the  recklessness  of  which  outrage 
Junius.  On  most  things,  though,  fathe 
and  son  agi'eed — notably  on  the  matte 
of  the  American  Ci\il  War,  which  bot 
saw  as  an  opportunity  not  for  saciifi( 
but  for  profit.  Like  many  other  pri\ 
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MORGAN  BOUGHT  MORE  WORKS  OF  ART 
"THAN  HE  COULD  HOUSE  OR  EVEN  SEE" 


Jed  young  men,  Piei-pont  paid  a  sub- 
itute  $300  to  take  his  place  in  the 
nion  army. 

The  post-Civil  Wai*  years  saw  a  sui'ge 
investment  in  America,  notably  in 

ilroads — which,  Strouse 

sei'ves,  "consumed  mon- 
on  an  altogether  colossal 

w  scale."  For  the  rest  of 

e  centuiy,  the  Moi'gan  in- 

rests  would  not  only  or- 

nize  funding  for  the  rail- 
ads     but     also  try 

peatedly  to  discipline  an 

dustrj'  plagued  by  suici- 

.1  rate  wars.  And  in  the 

70s,  Junius'  financial  res- 

e  of  a  bankrupt  France 

raided  the  Mor2:ans'  ar- 

,'al  into  the  top  tier  of  in- 

mational  banking. 

Strouse  is  more  interested  in  Mor- 
n's personality  and  private  life  than  in 
5  business  exploits,  a  concern  that  dis- 
iguishes  her  book  from  Ron  Cher- 
w's  1990  The  House  of  Morgan.  She 
aws  upon  numerous  observers,  from 
urnalist  Lincoln  Steffens  to  British 


Morgan 


Jean  Strouse 


partner  Edward  C.  Grenfell,  to  provide 
sketches  of  the  man  whose  commanding 
physical  presence — including  a  tenifying 
gaze  and  a  gai'gantuan,  defoiTned  nose — 
could  part  crowds  on  the  street.  And 
Morgan  picks  up  steam 
when  describing  how,  with 
Junius'  1890  death,  a  now 
fabulously  rich  Pieii^ont  be- 
came ever  freer  to  indulge 
his  personal  interests: 
yachting,  an  eccentric  and 
highly  personal  philan- 
thropy, philandering,  and 
amassing  an  enormous  art 
collection. 

"Operating  on  an  imper- 
ial scale  in  the  early  20th 
centuiy,  he  seemed  to  want 
all  the  beautiful  things  in 
the  world,"  Strouse  writes. 
Gutenberg  Bibles,  Vermeer  and  Gains- 
borough paintings.  Chinese  porcelain, 
medieval  tapestries.  Regency  furni- 
ture— "Morgan  did  not  care  how  much 
he  had  to  pay  for  important  works  of 
art,"  the  author  obsei-ves,  and  he  piu'- 
chased  more  "than  he  could  house  or 


even  see."  By  1912,  he  had  spent  more 
than  $60  miUion,  or  roughly  $1  billion  in 
today's  money.  In  addition  to  filling  his 
father's  former  London  residence — 
which  began  to  resemble  "a  pawnbro- 
ker's shop  for  Croesuses,"  in  the  words 
of  art  dealer  and  critic  Bernard  Beren- 
son — and  his  own  private  New  York  li- 
brary with  art.  New  York  institutions 
such  as  the  Metropohtan  Museum  of 
Alt  were  beneficiaries. 

Such  indulgences  notwithstanding, 
Morgan  had  accepted  the  idea  by  late 
centuiy  that  neither  the  several  Morgan 
financial  entities  nor  the  international 
economy  could  get  along  without  liim.  In 
the  defining  event  of  his  career,  Morgan 
responded  in  1895  to  what  Strouse  calls 
"an  international  run  on  the  Ti-easuiy," 
which  was  brought  on  by  the  populist 
farmers'  political  campaign  against  the 
gold  standai'd.  Nei-vous  foreign  investors 
began  dumping  U.  S.  securities  and 
transferring  gold  abroad.  The  federal 
government  was  near  the  point  of  de- 
faulting on  its  debts,  which  would  have 
had  catastropliic  consequences  for  the  fi- 
nancial markets.  In  response,  Morgan 
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THE  TITANIC  MADE  MORGAN'S  SHIPPING  TRUST 


A  HUMAN  AS  WELL  AS  A  FINANCIAL  DISASTER 


organized  a  $62  million  bond  issue  to 
shore  up  the  Treasuiy  and  intervened  in 
foreign-exchange  markets  to  prop  up 
the  dollar. 

In  an  equally  dramatic  episode,  in 
1907,  a  financial  panic  precipitated  two 
weeks  of  frantic  activity.  Strouse  stir- 
ringly describes  how,  with  financial  in- 
stitutions and  even  New  York  City  tot- 
tering, Morgan  one  evening  summoned 
more  than  50  bankers  to  his  library, 
locked  the  doors,  and  forced  them  to 
come  up  with  $25  million  in  bailout 
funds.  Thrusting  a  commitment  state- 
ment before  one  man,  Morgan  flatly 
commanded  him  to  sign:  "There's  the 
place,"  he  indicated,  "and  here's  the 
pen."  At  4:45  a.  m.,  the  hbrary  doors 
were  opened,  and  the  bankers  were 
set  free. 

On  these  two  occasions,  Morgan  acted 
as  if  he  were  America's  central 
banker — a  post  that  did  not  then  exist. 
But  public-spiritedness  was  hardly  his 
only  motivation:  In  each  instance,  as 
the  author  indicates,  Morgan  and  other 


investors  emerged  from  the  crises  con- 
siderably enriched. 

For  all  such  detail,  Strouse's  work 
ultimately  fails  to  penetrate  the  veil 
that  the  bruscjue  and  standoffish  Mor- 
gan draped  around  himself.  Why,  for 
example,  did  J.  P.  virtually  ignore  his 
son.  Jack,  and  repeatedly  turn  to  other 
men  when  filling  important  openings? 
It's  as  if  Morgan  were  modeling  his 
mentoring  behavior  on  that  of  the  cliild- 
less  Peabody  rather  than  on  that  of  his 
father,  whom  he  worshiped.  Moreover, 
while  even  colleagues  found  Morgan  to 
be  a  foreboding,  self-absorbed  tyi'ant,  he 
repeatedly  took  on  the  role  of  savior, 
both  toward  personal  acquaintances  and 
on  the  global  economic  stage.  Why? 
Strouse  is  certainly  aware  of  these 
questions,  but  she  declines  to  offer  con- 
clusive answers. 

The  last  years  of  Morgan's  life  were 
marred  by  tribulation  and  failure.  In 
the  early  1900s,  he  organized  a  huge 
consolidation  of  transatlantic  shipping 
companies  that  proved  "a  financial  fi- 


asco," in  Strouse's  tei-ms.  Then,  in  19 
catastrophe  stnick,  as  the  trust's  fit 
ship,  the  Titanic,  sank  to  the  bottc 
of  the  ocean.  That  same  year,  Congrc 
set  out  to  investigate  whether,  as  w 
increasingly  charged,  a  malignant  mc 
ey  trast  controlled  the  financial  desti 
of  the  U.  S.  Morgan  was  called  befon 
congressional  committee,  where  the 
year-old  financier  faced  a  grilling.  Be 
the  press  and  the  stock  mai'ket  react 
favorably  to  Morgan's  testimony, 
at  the  end  of  the  following  month,  wl 
traveling  in  Egypt,  he  suffered  an  aci 
nervous  breakdown  and  two  mont 
later  was  dead.  Never  again  would 
private  individual  play  such  a  super 
sory  role  in  America's  economy:  In  t 
year  of  Morgan's  death,  Congi'ess  i 
wittingly  paid  him  tribute  by  estabh 
ing  the  Federal  Reserve  system,  a  be 
that  would  henceforth  assume  the  r 
of  the  U.  S.  economy's  visible  and  gu 
ing  hand. 
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Cut  this  out,  put  in  pocket.  Now  you  know 
what  it  feels  like  to  own  an  Ericsson. 
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You'll  hardly  notice  it's  there.  Introducing  the  Ericsson  788-The  Smallest,  Go-Everywhere  '  digital  phone. 
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To  iearn  more,  write  to  Honda,  955  LEnfant  Plazd  SW,  Suite  5300,  Washinnton,  DC  20024   o  l^^')  Honda  North  America.  Inc 


To  find  Honda  in  America,  simply  unfold. 

Honda  did  business  with  434  suppliers  in  32  states  last  year,  pumping  more  than  6.8  billion  dollars  into  the  U.S. 
economy.  This  year,  were  happy  to  announce,  even  more  U.S.  investments  have  been,  shall  we  say,  mapped  out. 
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Two  Honored  for  Outstanding  Achievements 


Michael  Beck,  Director  of  San  Diego's 
Endangered  Habitats  League,  is  the  winner  of 
our  1999  Alexander  Calder  Conservation 
Award.  His  Natural  Communities  Conservation 
Plan  will  set  aside  172,000  acres  of  coastal 
habitat,  protecting  80  rare,  threatened  and 
endangered  animal  and  plant  species.  The  plan 
also  enables  appropriate  development  over  a 
surrounding  378,000  acres.  Michael  has  so  ably 
demonstrated  that  through  hard  work  and  com- 
promise, economic  and  environmental  progress 
can  be  achieved  together. 


Kim  Waltmire,  a  second-grade  teacher  at  jack 
Jackter  Elementary  School  in  Colchester,  CT,  is 
the  winner  of  our  1999  Gene  Cartledge  Award 
for  Excellence  in  Environmental  Education. 

Eight  years  ago  Kim  created  a  program  that 
brings  together  her  students  and  senior  citizens 
to  study  important  environmental  issues.  In 
1998,  participants  studied  environmental  issues 
on  Long  Island  Sound,  and  learned  how  a  clean 
environment  is  vital  to  a  healthy  economy. 
We  salute  Kim  for  her  outstanding  commitment 
to  teaching. 
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Union  Camp  Co/'/x ';o/7  and  The  Conseivation  Fund  are  proud  to  recognize  the  special  people  who  help  strike  a  balance 
between  the  intao.i^  ot  the  economy  and  conseivation.  We  do  so  through  two  annual  awards  -  The  Alexander  Calder 
Conseivation  Awii'^ .  ')</  the  Gene  Cartledge  Award  for  Excellence  in  Environmental  Education. 

Our  1999  winners  ( , ,  :rceived  a  $10,000  grant  from  Union  Camp  at  a  ceremony  held  in  their  honor  in  Washington  D  C. 
FiV  additional  inforiir  .   'n  call  (703)  683-2996  or  (973)  628-2482,  or  visit  our  web  site  at  www.unioncamp.com 
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SUPER  FUNDS! 


For  crying  out  loud,  everyone  calm  down  before  you  hurt  yourselves. 

Chasing  hot  funds  is  a  dubious  investment  strategy  at  best. 
It's  frantic,  and  it  can  unnecessarily  expose  you  to  market 
volatihrv'.  Which  is  why  we  recommend  a  method  of'  investing 
that  is  rooted  in  research  and  discipHne.  A  value  philosophy 
that  focuses  on  the  long  term,  with  the  idea  of  achieving  goals. 
Because  all  this  yelling  and  shouting  about  the  so-called 
"hot  funds,"  well,  it  doesn't  make  any  sense  to  us.  To  learn 
more  about  Lord  Abbett,  call  your  investment  professional  or 
Lord  Abbett  Distributor  LLC  at  800-800-3635  to  obtain  a 
prospectus  ot  the  fund  you  are  interested  in. 


Lord  Abbett  mutual  fund  shares  are  distributed  by: 

LORD  ABBETT  DISTRIBUTOR  llc 

TheGM  Building  •  767  Fifth  Avenue  •  New  York,  NY  10153-0203 


LORD,  Abbett  &  Co. 

Investment  Management 

A  Tradition  of  PLrjorniam  e  Through  Disciplined  hnvsfing 


A  prospectus  contains  more  complete  information  about  a  fund,  inchtdin 
charges  and  expenses,  and  should  be  read  caref  ully  before  investing. 
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BACKSEAT  DRIVER 
IN  THE  DASH 


day's  computerized 
vigation  systems 
ve  only  one  major 
,w:  Cost 

k  11  the  talk  about  com- 
^  puter  navigation  sys- 
^.tems  for  cars  had  me 
ious.  So  I  jumped  at  a  re- 
t  chance  to  test,  one  in  a 
urious  1999  Acura  3.2TL. 
t  didn't  get  off  to  an  aus- 
ious  start:  After  the  car 
3  delivered  to  a 
vntovm  Washington 
C.)  parking  garage, 
unched  in  my  sub- 
tan  Maryland  ad- 
ss  using  the  touch- 
sitive  screen  in  the 
;h  and  asked  it  to 
.  me  how  to  get 
ne.  After  a  couple 
minutes,  the  pro- 
,m  came  up  with  a 
ite  that  would 
re  turned  my 
mile  com 


price  of  around  $2,100.  Simi- 
lar products  include  Magel- 
lan Driver  Infonnation  Sys- 
tems' PathMaster,  a  retail 
version  of  the  NeverLost 
system  used  in  some  Hertz 
rental  cars,  and  Philips  Elec- 
tronics' CARiN. 

The  most  striking  thing 
about  the  Acm-a  system  is  its 
dead-on  accuracy.  Using  a 
global-positioning  system 
keyed  to  satellites  and  com- 
bined with  gyroscopif  motion 


te  into  an 
24-mile 


ALL  CLEAR 

Accurate 


7  ,  and  easy  to 

k  through        ,  . 

,°  read,  this 
rthem  Vir-        ,  ^ 

.  Ti.  system,  from 
la.  It  was  a        ■  i^, 

,  .  Alpine  Elec- 

ileadmg  m-  ,      •  . 

J    1.-      ^  trollies,  costs 

duction  to  ,     ,  0^,,  „„ „ 
about  $2,000 

,0  naviga-   

1,  a  useful, 

till  rather  pricey,  tool. 

lYims  out  that  one  of  the 

1  weaknesses  of  this  built- 

riavigation  system,  a  $2,000 

ion  in  the  $28,000  Acura, 

m  inordinate  fondness  for 

eways.  Once  I  instructed 

0  minimize  the  use  of  free- 

ys,  it  plotted  a  short,  di- 

t  route. 

The  system  is  made  for 
ura  by  Alpine  Electronics, 
ich  also  puts  out  a  version 
installation  in  existing 
"s  at  a  suggested  retail 


sensors,  the  car  always  knew 
its  position  within,  at  worst, 
half  a  city  block.  This  is  com- 
bined with  a  map  database 
from  Navigation  Technologies 
that  knows  about  details  as 
small  as  right-turn  cutouts  at 
intersections. 

When  driving,  the  five-inch 
LCD  display,  which  is  bright 
enough  to  be  seen  even  in 
strong   sunlight,   offers  a 


choice  between  a  map  view, 
which  can  zoom  ft-om  block- 
level  detail  to  a  city  over- 
view, and  a  diagram  of 
driving  instructions.  A  syn- 
thesized female  voice  wams 
you  of  turns,  usually  with 
ample  time  to  maneuver-  safe- 
ly. The  display  and  controls 
ai-e  laid  out  to  be  infonnative 
without  being  distracting. 

NavTech's  database  divides 
the  U.  S.  into  nine  regions. 
You  get  one  with  the  unit, 
and  additional  ones  cost  $150. 
Major  metropolitan  areas 
have  block-by-block  detail  for 
all  streets.  Rural  areas  and 
smaller  cities  offer  only  major 
roads.  The  routes  for  the 
Washington  area  were  gen- 
erally good,  though  some- 
times with  odd  detours.  If  I 
deviated  from  the  plotted 
route,  it  revised  the  route  in 
a  minute  or  so. 
A  FEW  FIXES.  There 
ai'e  a  few  features  that 
could  be  better.  An  es- 
timate of  the  time  re- 
maining to  a  destina- 
tion was  useless.  It 
would  assume  speeds 
of  30  mph  on  smface 
roads  even  when  I 
was  stuck  dead  in  traf- 
fic. Since  the  system 
knows  your  actual 
speed,  it  should  use 
that  information — or 
the  company  should  drop  the 
feature.  Another  potential  im- 
provement: integrating  real- 
time radio  traffic  reports, 
now  used  by  commercial  de- 
liveiy  sei"vices  such  as  United 
Parcel  Service,  to  route 
ai'ound  jams. 

The  only  really  serious 
flaw  I  found  is  the  cost.  The 
price,  whether  as  an  option 
in  a  few  luxury  models  or  as 
an  afteiTnarket  add-on,  is  way 
too  steep  for  most  consumers. 

Of  course,  it  wasn't  long 
ago  that  auto  CD  players — 
and  even  antilock  brakes — 
were  luxury  options,  too. 
With  prices  likely  to  slide 
down  the  technology  cost 
curve  quickly,  it's  not  hard  to 
imagine  the  day  when  in-car 
navigation  systems  become 
standard  features. 
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SOFTWARE 
HANDY  TRANSFER 

One  of  the  joys  of  3Com's 
Palm  line  is  how  easily  you 
can  keep  copies  of  your 
schedule  on  a  desktop  and 
your  palmtop.  Now,  you  can 
move  text  files  and  spread- 
sheets whenever  you  link  your 
desktop  and  Palm  to  synchro- 
nize your  schedule  or  contact 
list.  Documents  To  Go  from 


DataVIz  (downloadable  for 
$39.95  from  www.dataviz.com) 
lets  you  set  up  a  list  of  word- 
processing  (Word,  WordPer- 
fect, or  WordPro)  and  spread- 
sheet (Excel,  QuattroPro,  or 
1-2-3)  files  on  your  Windows 
PC  or  Macintosh.  The  display 
limits  spreadsheet  use,  but 
text  documents  work  well. 

VIRUSES 
THE  NEXT  MELISSA 

Melissa's  spread  was  shock- 
ing. But  even  more  shocking 
is  how  little  skill  it  takes  to 
wreak  havoc.  Writing  Melissa 
required  only  moderate 
knowledge  of  Windows  and 
Microsoft's  Visual  Basic  for 
Applications  programming 
language.  The  moral:  Run 
quality  antivirus  software, 
such  as  programs  from 
Symantec,  Network  Associ- 
ates, or  Command  Software, 
and  download  the  latest 
virus-definition  files.  For 
details  on  virus  defense,  as 
well  as  my  thoughts  on  what 
Microsoft  should  be  doing,  see 
ebiz.businessweek.com. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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can't  catch  a  cab  to  save  your  life.  Meanwhile,  your  wife  is 
waiting,  waiting,  waiting.  Enter  e-services.  You  send  out  a 
signal  on  your  PDA.  Global  positioning  pinpoints  your 
location.  Instantly,  your  electronic  request  for  a  cab  is  bid 
out  and  matched  to  transportation  services  around  the  city 
based  on  rates  and  proximity  to  you.  You're  given  the  option 
of  a  cab  (five  minutes  away)  or  a  limo  (ten  minutes  away). 
You  opt  for  speed  (wise  man).  You  have  a  few  minutes  to 
kill,  and  since  you're  not  frantically  trying  to  throw  yourself 
in  front  of  a  cab,  you  duck  into  a  flower  shop  (very  wise 
man).  As  you  emerge,  your  ride  pulls  up.  Think  about  this. 
Soon  there  will  be  a  plethora  of  services  seamlessly  and 
invisibly  linked  to  the  Internet.  Services  that  you  can 
charge  for.  Electronic  services.  The  next  chapter  of  the 
Internet  is  about  to  be  written.  The  service-based  economy 
is  about  to  explode.  And  it  will  have  nothing  to  do  with 
you  working  the  Web.  instead,  the  Internet  will  work  for 
you.  www.hp.com/e-services 

^  «        £.  E-services. 
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GARY  S.  BECKER 


AVE  SOME  OF  THE  SURPLUS 
OR  MEDICAL  RESEARCH 


[FESAVING: 

/en  a  1%  drop 
death  rates 
om  cancer  or 
3art  disease 
ould  be 
orth  almost 
ilf  a  trillion 
)llars  to 
[uericans 


S.  Becker,  the  1992  Nobel 
ate,  teaches  at  the  University 
icago  and  is  a  Fellow  of  the 
/er  Institution 


In  the  current  debate  over  what  to  do 
with  the  expected  federal  sm-plus,  both 
Repubhcans  and  Democrats  have  missed 
the  opportunity  to  increase  the  amounts  spent 
on  basic  medical  research.  Studies  show  that 
there  are  huge  benefits  from  even  modest 
progi'ess  in  fighting  the  major  diseases,  since 
people  place  a  high  value  on  longer  and 
healthier  lives. 

Two  economists  at  the  University  of  Cliica- 
go,  Kevin  M.  Murphy  and  Robert  H.  Topel, 
recently  estimated  the  value  to  people  in  the 
U.  S.  of  the  steep  fall  in  death  rates  from 
heart  disease  and  other  aUments  from  1970  to 
1990.  Theu"  calculations  show  that  the  reduc- 
tion in  the  chances  of  dying  from  heart  dis- 
ease alone  produced  benefits  many  times  lai"g- 
er  than  total  spending  on  medical  research 
over  that  period. 

A  further  cut  in  death  and  illness  from 
heart  attacks,  cancer,  and  other  afflictions 
would  produce  additional  benefits.  The  au- 
thors conclude  that  a  1%  drop  in  the  death 
rates  at  all  ages  from  either  cancer  oi-  heait 
disease  would  be  worth  almost  half  a  trillion 
dollars  to  Americans.  That  is,  they  would  be 
willing  to  pay  this  amount  to  achieve  such  an 
improvement  in  the  length  and  quality  of 
their  lives. 

PALTRY  SUBSIDY.  The  authors'  estimates  of 
the  gains  are  so  large  in  part  because  most 
young  men  and  women  would  be  willing  to 
pay  a  lot  even  for  small  reductions  in  their 
chances  of  dying  from  disease  duiing  their 
middle  or  old  age.  The  aggregate  benefits 
from  lower  death  rates  would  be  huge,  even  if 
the  tyi^ical  person  is  willing  to  pay  much  less 
than  the  figm-es  assumed  in  the  authors'  cal- 
culations. The  reason  is  that  many  people  in 
the  U.  S.  would  gain  either  immediately  or 
when  they  are  older  and  more  vulnerable  to 
cancer,  heart  attacks,  strokes,  and  so  forth. 
Moreover,  the  benefits  from  lower  death  i-ates 
to  men  and  women  in  Europe,  Asia,  and  else- 
where are  likely  to  exceed  the  gains  to  the 
small  fraction  of  the  world's  population  that 
lives  in  America. 

Although  the  U.  S.  finances  much  of  the 
world's  spending  on  medical  research,  the 
federal  government  allocates  only  about  $50  a 
person  to  this  research,  compared  with 
spending  on  all  federal  programs  of  about 
$5,000  for  each  citizen.  The  amount  of  addi- 
tional spending  on  medical  research  that  is 
waiTanted  obviously  depends  on  the  difficulty 


of  producing  advances  in  medical  knowledge. 
But  the  potential  benefits  are  so  big,  espe- 
cially compared  with  the  sums  spent  on  basic 
medical  research,  that  much  higher  expendi- 
tui'es  on  research  would  be  justified  even  if 
they  only  yield  small  declines  in  death  rates. 

Research  on  aids  has  been  much  more 
generously  fimded  by  the  federal  govemment 
during  the  past  decade  than  has  research  on 
breast  and  prostate  cancel'  and  other  diseases 
that  kill  many  more  people.  Tlie  sizable  payofT 
from  the  liberal  funding  of  aids  reseai'ch  seen 
in  the  remarkable  progi'ess  in  cutting  deaths 
from  AIDS  suggests  that  greater  resources 
devoted  to  other  diseases  will  lead  to  impor- 
tant discoveries. 

PIGGYBACK.  PhaiTnaceutical  companies  have 
partly  taken  up  the  slack  left  by  limited  gov- 
ernment fiuiding  of  medical  research:  They 
now  spend  at  least  as  much  on  applied  re- 
search as  the  federal  government  does  on 
basic  research.  But  private  companies  con- 
centrate theii'  spending  on  vaccines,  dmgs, 
and  othei'  products  that  can  be  patented  and 
so  can  provide  protected  markets  that  yield 
profits  to  pay  for  thefr  reseai'ch.  By  contrast, 
the  fniits  of  basic  research,  such  as  under- 
standing the  causes  of  cancer,  are  not 
patentable  and  become  freely  available  to  all 
doctors  and  private  companies. 

Indeed,  higher  federal  fimding  of  basic  re- 
search on  a  particular  disease  usually  in- 
creases rather  than  decreases  spending  by 
phaiTnaceutical  companies  on  this  disease  be- 
cause they  piggyback  on  advances  in  basic 
loiowledge.  This  is  why  economists  agi'ee  that 
governments  should  support  basic  but  not 
applied  research.  Private  companies  invest  in 
promising  applied  research  but  are  reluctant 
to  invest  in  acquiring  knowledge  that  would 
be  available  to  others. 

Unfortunately,  generous  funding  for  enti- 
tlements, farm  and  urban  subsidies,  and  oth- 
er programs  tend  to  crowd  out  desirable 
forms  of  government  spending.  Inadequate 
support  of  basic  medical  research  is  one  of  the 
more  distiu'bing  imintended  consequences  of  a 
bloated  government  that  caters  to  powerful 
interest  gToups. 

A  doubling  of  annual  government  funding 
of  medical  research  would  have  only  a  small 
effect  on  the  overall  federal  budget.  Yet 
greatly  expanded  basic  research  is  likely  to 
have  an  enonnous  payoff  by  reducing  deaths 
from  the  major  scourges. 
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By  powering 
the  Net,  we're  bringing  newborn 
companies  into  the  world  every  day.  As  you  may 
have  noticed,  their  stock  prices  are  icicking  and  screaming. 

While  a  baby  might  have  a  mothers  eyes  or  a  fathers  nose, 
over  half  of  the  worlds  leading  Internet  businesses  come  into 
this  world  with  a  Sun  Microsystems  brain.  From  online  bookstores 
to  brokerage  firms  to  news  sources  to  portals.  Consider  it  a  matter 
)f  good  breeding.  After  all,  75%  of  Internet  backbone  traffic  already 
uns  on  our  Net-based  technologies,  not  to  mention  15  of  the  top  20 
SPs.  That's  because  we  help  build  e-commerce  solutions  that  work. 
Whether  it's  our  high-performance  systems,  universal  lava'  software 
platform,  or  robust  Solaris"  operating  environment.  Sun  powers  busi- 
ness in  the  Network  Economy.  We  even  have  all  the  services  that 
help  keep  your  systems  up  and  running.  In  the  end,  the  most 
compelling  reason  can  easily  be  found  any  day  on 
your  nearest  stock  page.  Perhaps  we  should  be 

passing  out  cigars.  THE  NETWORK  IS  ,    ^.     .  ,  . 

f       ^         ^  We're  the  dot  in  .com: 
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Economic  Trends 


BY  LAURA  COHN 

WHY  OPEC'S  PLOY 
WILL  FLOP 

Demand  for  oil  could  fall  globally 

Even  though  the  world's  oil  producers 
have  agi'eed  to  cut  output  by  more 
than  2  million  ban-els  a  day,  the  price  of 
oil  probably  won't  stay  at  its  current 
lofty  level  of  just  under  $17  a  baiTel  for 
long,  according  to  economists  at  Deutsche 
Bank  in  New  York.  Oil  prices  have  risen 
40%  this  yeai;  after  off;*'  announced  that 
it  planned  to  reduce  output.  But  the  pro- 
duction agi-eement  ultimately  may  prove 
ineffective,  as  last  year's  did.  In  addi- 
tion, global  oil  demand,  flat  in  1998, 
shows  no  sign  of  rebounding. 

WILL  OIL  DEMAND  REVIVE? 


'90  '91   '92   '93   '94   '95   '96  '97 
▲  PERCENTAGE  CHANGE  OVER  PREVIOUS  YEAR 

DATA  PEmOL[UM  imUIGENCE  WEEKLY 

According  to  Deutsche  Bank  econo- 
mists Edward  E.  Yardeni  and  Debbie 
Johnson,  global  oil  consumption  is  being 
held  down  by  economic  weakness  in 
Asia  and  Latin  America.  Overall,  emerg- 
ing-market oil  use,  wliich  makes  up  just 
under  half  of  world  demand,  has  fallen 
by  1.5%  over  the  past  yean  That's  cjuite 
a  shift  from  late  1997,  when  demand 
gi'ew  by  more  than  5%-. 

China  should  need  less  oil  this  year, 
with  its  economy  gi-ovring  at  the  slowest 
pace  since  1990,  the  two  economists 
forecast.  Chinese  oil  use  in  1997  ex- 
panded at  a  double-digit  pace.  In  Brazil, 
demand  is  down  1.:-!%-,  and  Mexican  de- 
mand is  slipping  as  well.  Yardeni  and 
Johnson  look  for  overall  oil  demand  in 
Latin  America  to  dr-op  this  year  from  its 
1%.  growth  rate  at  the  moment. 

In  the  industrial  w(jr-ld,  the  jDicture  is 
not  much  brighter  Demand  for  oil  among 
industrialized  nations  is  gTowing  below  a 
1%  annualized  rate.  Westem  Eui'opean 
oU  use  looks  "sluggish,"  while  the  U.  S. 
has  seen  just  over  a  1%  increase  in  the 
last  12  months,  the  economists  ]Joint  out, 
despite  the  strong  economic  gi-owth. 


While  the  weakness  in  demand  does 
not  bode  well  for  the  oil  producers,  it 
does  lessen  one  of  the  main  risks  of 
higher  inflation  that  economists  have 
been  worrying  about  this  year.  The 
Deutsche  Bank  economists  expect  falling 
oO  prices  to  help  hold  consumer  inflation 
to  just  a  1%  rise  this  year.  That's  below 
last  year's  1.6%.  gain  and  would  be  re- 
assuring news  for  the  inflation-wary 
Federal  Resei-ve. 


11.S.  FACTORIES 
ARE  THE  STARS 

Productivity  sparks  a  new  golden  era 

Manufacturing  in  the  U.  S.  suffered 
last  year  as  the  Asian  economic 
crisis  depressed  prices  and  sales.  But 
despite  the  global  tuiTnoil,  it  turns  out 
that  the  biggest  hit  to  manufactuiing 
profits  in  1998  was  the  result  of  weak  oO 
demand.  According  to  new  figures  from 
the  Bureau  of  Economic  Analysis,  man- 
ufacturing profits  from  domestic  opera- 
tions— including  exports — fell  by  almost 
$22  bilhon  in  1998.  But  more  than  40% 
of  that  decline  came  from  the  petroleimi 
industry  (table).  By  contrast,  profits  in 
the  piimary-metals  industiy — which  has 
been  complaining  about  tough  competi- 
tion from  imports — barely  dropped. 

The  secret  of  how  manufacturing  has 
been  able  to  stay  afloat  in  tough  times? 
Productivity.  In  1998,  manufacturing 
output  per  hour  rose  by  a  strong  4.2%, 
compared  with  a  2.2%  increase  in  the 
nonfarm  business  sector.  And  unit  la- 
bor costs  in  manufacturing  rose  by  a 
meager  0.2%,  compai'ed  with  a  1.9%.  in- 
crease for  the  — ™— iii™-" 
overall  economy.  NIANUFACTURING'S 

This  continues    WORST- HfT  INDUSTRIES 
manufacturing's      change  inmanufaciuring 

,  ^.  ^  PROFITS  BY  INDUSTRIES,  199A98 

superlative  perfor- 
mance    in     the  petroleum  -9.6 

1990s.  By  many  chemicals  -7.0 

measures,    U.S.  fooo& 
manufactiu-ers  are        ''"""""s  -4.8 

doing  better  than   _3.0 

they  ever  have. 

A  J-  i  FABRICATED  „  - 

Accordmg   to   a  metal  products  -0.5 

new  study  from  primary  metals  -0.2 

the  Bureau  of  La-  Q^„£p 

bor      Statistics,  manufacturing     _  -  _ 

,.-e     .  INDUSTRIES  +6.0 

multifactor  pro- 

1      ,■  ■  DATA  BUREAU  OF  ECONOMIC  ANALYSIS 

ductivity  in  man- 

ufactiu-ing — which  adjusts  for  rising  cap- 
ital investment — rose  at  a  1.9%-  rate 
from  1990  to  1996.  That's  better  than 
the  1.5%  rate  recorded  from  1949  to 
1973,  which  was  supposedly  the  heyday 
of  the  U.  S.  economy. 


TAX  DODGERS 
GO  ONLINE 

High  sales  taxes?  Surf  around  'em  ' 


It 


People  who  live  in  areas  with  hij 
sales  taxes  are  "significantly"  mo 
likely  to  buy  on  the  Internet,  where  1 
cal  sales  tax  doesn't  apply,  says  a  N 
tional  Bureau  of  Economic  Resear 
working  paper.  The  study  of  25,000  o 
line  users  by  Austan  D.  Goolsbee  of  tfl 
University  of  Chicago  Graduate  Schc  I 
of  Business  also  shows  that  applyii  d 
existing  taxes  to  Internet  sales  won 
reduce  online  buyers  by  25%. 

Whether  to  tax  Internet  purchas 
is  likely  to  become  an  even  bigger  iss 
as  online  pui'chasing  gi'ows.  Forrest 
Research  Inc.  expects  online  sales 
exceed  .$200  billion  by    2000.  A  n€  It 
study  by  the  Financial  Executives  I 
stitute  and  Duke  University  bears  o 
such  predictions.  The  study  found  th  |, 
56%  of  371  companies  expect  to  s 
products  over  the  Net  next  year.  Tha 
more  than  twice  the  24%  that  said  th 
planned  to  sell  online  in  1998.  As  a  i  P'j 
suit,  Internet  sales  could  account  for 
average  8%  of  total  revenues  next  ye  w 
up  from  5%  in  1998,  the  study  shows 


THE  BEIGE  BOOK 
AS  CRYSTAL  BALL 

The  Fed  says  stick  to  tea  leaves 


! 


About  two  weeks  before  each  of 
Federal  Reserve's  interest-rg 
meetings,  the  U.  S.  central  bank  rele; 
es  its  summary  of  regional  econon 
conditions.  Based  on  anecdotal  and  s 
tistical  data  collected  by  the  Fed's 
gional  banks,  The  Beige  Book,  as  it' 
known,  has  become  requii"ed  reading 
economists  and  investors,  who  use  it 
a  guide  for  forecasting  Fed  policy. 

But  maybe  they  shouldn't  pay  si: 
heed,  suggests  a  study  by  the  Fede 
Reserve  Bank  of  Minneapolis.  Fed 
searchers  David  G.  Fettig,  Ai'thur 
Rolnick,  and  David  E.  Runkle  look 
at  265  of  the  Fed's  regional  reports  a 
found  that  The  Beige  Book  "is  not 
good  indicator  of  ftiture  monetary  pi 
cy."  They  say  that  while  the  book  gi\ 
useful  anecdotal  evidence  about  t 
economy,  much  of  it  has  ah'eady  been 
corjjorated  into  private  economic  fo 
casts.  Still,  they  say,  The  Beige  Be 
may  be  useful  as  a  "coinmimicative  to  Sl( 
for  the  Fed,  making  it  easier  for  poli 
makers  to  explain  their  actions. 
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fICE  PICTURE, 

lUT  WHERE  ARE  THE  PROFITS? 

ley'll  likely  stay  flat  as  labor  costs  climb  and  pricing  power  stays  weak 


us.  ECONOMY 


UBOR  GAINS  AT  THE 
EXPENSE  OF  PROFITS 


It's  earnings  season  once 
again,  and  first-quarter  profit 
)orts  are  beginning  to  trickle  in.  Investors  have  sent 
!  Dow  Jones  industrial  average  soaring  into  10,000 
ritory  in  anticipation  of  some  good  news  from  the 
:tom  lines  of  Corporate  America  in  1999.  But  by 
;  end  of  the  year,  will  investors  be  disappointed? 
[t's  a  legitimate  question.  Companies  struggled  to 
)w  little  if  any  earnings  growth  last  year,  even  in  a 
Dming  economy.  The  problem:  While  excellent  pro- 
2tivity  gains  restrained  unit  labor  costs,  a  severe 
k  of  pricing  power  prevented  many  businesses  from 
/ering  even  modest  cost  increases.  As  a  result,  the 
mmerce  Dept.  recently  reported  that  fourth-quarter 
•porate  profits  fell  from  the  previous  quarter  de- 
te  6%  growth  in  real  gToss  domestic  product.  Com- 
red  with  a  year  ago,  earnings  posted  no  growth  de- 
te  a  4.3%  pace  of  real  GDP. 

This  year's  profit  landscape 
looks  to  be  more  of  the  same. 
Pricing  is  sure  to  remain 
tough,  and  cost  containment 
will  be  an  ongoing  battle  amid 
supertight  labor  markets.  And 
even  top-hne  revenue  growth 
may  slow  if  the  economy  fails 
to  post  another  bang-up  year 
of  4%  gi'owth.  Moi'eover,  non- 
labor  costs  will  not  be  as 
friendly  this  year  as  they 
re  in  1998.  Past  benefits  from  falling  interest  costs 
ve  played  out,  and  last  year's  savings  from  cheaper 
N  materials  also  has  about  run  its  course,  especially 
w  that  energy  costs  are  up. 

Nfevertheless,  "top-down"  earnings  forecasts  for  1999, 
Bed  on  overviews  of  investment  strategists,  currently 
i  6%  to  8%  growth  in  operating  earnings  per  share, 
id  the  always  optimistic  "bottom-up"  projections,  ag- 
igated  from  individual  industry  analysts,  exjDect  growth 
the  15%  to  20%  range.  Analysts  are  betting  on  the  ab- 
ice  of  several  factors  that  depressed  profits  in  1998,  in- 
iding  falling  oil  prices,  big  trading  losses  at  financial 
Tipanies,  and  the  strike  at  General  Motors  Corp. 

EETING  THOSE  EXPECTATIONS  win  be  tough  for 

iny  corporations,  though,  since  Corporate  America  is 
■ing  ground  to  Household  America  (chart).  In  a  dra- 
itic  reversal  of  trends  since  1997,  the  share  of  na- 
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WILL  JOBLESSNESS  FALL 
BELOW  4%  THIS  YEAR? 
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tional  income  going  to  profits  has  declined  steadily 
for  five  quarters  in  a  row  after  rising  earlier  in  the 
1990s.  At  the  same  time,  the  share  of  labor  compen- 
sation is  rising,  following"  a  long  erosion. 

However,  even  though  the 
wage  bill  for  companies  is  ris- 
ing (an  offshoot  of  the  scram- 
ble to  find  scarce  labor),  busi- 
nesses have  valiantly  held  the 
line  on  labor  costs.  Pay  to  pro- 
duction workers,  for  example, 
rose  only  0.2%  in  March,  and 
yearly  growth  has  actually 
slowed,  to  3.6%  in  March  ft'om 
a  high  of  4.4%  a  year  ago. 
Companies  increasingly  are  us- 
ing temporary  workers  to  match  labor  with  output 
needs,  and  they  are  shifting  to  variable  pay  and  other 
forms  of  salaries,  such  as  stock  options.  Companies 
are  also  trying  to  boost  productivity  by  investing  in 
high-tech  equipment.  The  result  of  these  efforts  last 
year  was  a  sHm  1.9%  increase  in  unit  labor  costs  among 
nonfarm  businesses. 

But  prices  in  this  same  sector  grew  only  0.7%.  No 
surprise,  then,  that  Commerce's  report  showed  that 
profits  per  unit  of  output,  a  kind  of  economywide  prof- 
it margin,  fell  in  the  fourth  quarter  to  the  lowest  level 
in  S'A  years,  extending  a  steady  drop  that  began  in 
the  summer  of  1997.  Simply  put  for  1999,  unless  prices 
pick  up  or  unit  labor  costs  slow  even  more,  profit  mar- 
gins v^rill  continue  to  erode  and  companies  will  have  a 
hard  time  generating  earnings  growth. 

THE  MARCH  EMPLOYMENT  REPORT  uiustrates  why 

a  profit  rebound  in  1999  will  be  difficult  to  mount.  Not 
only  did  the  jobless  rate  dip  to  a  29-year  low  of  4.2%, 
the  latest  labor-market  trends  suggest  that  the  unem- 
ployment rate  may  well  slip  even  lower.  In  fact,  if  em- 
ployment and  the  labor  force  continue  to  grow  at  their 
paces  of  the  past  six  months,  joblessness  will  dip  below 
4%  by  this  summer  (chart). 

Of  course,  aside  from  the  jobless  rate,  the  March 
job  report  didn't  look  particularly  robust.  Nonfarm  in- 
dustries added  a  mere  46,000  workers  to  payrolls,  the 
smallest  monthly  gain  in  over  three  years;  the  work- 
week fell;  and  factoiy  payrolls  continue  to  shrink.  How- 
ever, the  payroll  data  this  past  winter  say  more  about 
the  weather  than  about  job  growth.  February  was 
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mild,  which  boosted  hiring  in  construction  and  retailing 
by  a  combined  160,000  workers.  The  shift  to  harsher 
weather  in  March  resulted  in  a  combined  58,000  decline. 
Given  the  first-quarter  strength  in  housing  and  con- 
sumer spending,  that  loss  is  more  statistical  than  real. 

The  poorer  building  weather  also  contributed  to  the 
six  minute  slip  in  the  average  nonfann  workweek,  to 
34.5  hours.  For  the  first  quarter,  total  hours  worked 
gi'ew  at  an  annual  rate  of  just  2%.  With  domestic  de- 
mand probably  up  at  tvdee  that  pace,  businesses  Likely 
relied  on  productivity  gains  to  meet  the  needed  in- 
ci'eases  in  output. 

SIZZLING  PRODUCTIVITY  GAINS,  however,  aren  t 
enough  to  boost  profits  if  the  sales  revenue  isn't  there. 
Nowhere  is  this  tnaer  than  in  manufacturing,  where 
fourth-quarter  earnings  dropped  shaiply.  Factoiy  prof- 
its per  unit  of  sales  fell  to  a  three-year  low  at  the 
end  of  1998,  the  worst  year  for  factory-sector  output 
and  employment  since  the  1990-91  recession. 

The  combination  of  weak  foreign  demand  and  cheap 
imports  has  taken  capacity  utilization  in  U.  S.  manu- 
facturing to  a  seven-year  low.  Little  wonder,  then,  that 
factories  continue  to  shed  workers.  Factoiy  pajToUs 
dropped  by  35,000  in  March,  and  over  the  past  year, 
they  have  declined  by  381,000,  a  layoff  rate  close  to  re- 
cessionaiy  levels  (chart). 

The  purchasing  managers  index  of  industrial  activity 


EURO  ZONE 


OFF  TO  A  PLODDING  START 


WHERE  JOB  GROWTH 
HAS  HITTHE SKIDS 


for  the  past  two  months  has  held  out  some  hope  tlu 
manufacturing  may  have  hit  bottom.  The  March  inde 
rose  to  54.3%,  a  16-month  high.  But  the  latest  data  c 
jobs  and  hours  vs^orked  suggest  that  March  manufa 
tming  production  remained  soft.  Indeed,  factory  outpi 
last  quarter  appears  to  have  grown  at  an  annual  rate 
Uttle  more  than  1.5%,  less  than  the  2.6%  average  du 
ing  the  second  half  of  last  year. 

Any  strength  in  the  factory 
sector  vrin  stem  from  domestic 
demand,  led  by  households. 
With  real  consumer  spending 
up  a  large  0.7%  in  Febioiary, 
consumer  purchases  likely 
grew  at  an  annual  rate  over 
5%  last  quarter,  and  March 
car  sales  were  exceptionally 
strong  for  yet  another  month. 

In  addition  to  greater 
household  buying  power,  con- 
sumers' capacity  to  spend  also  has  come  fi-om  weall 
generated  in  the  stock  market,  where  prices  refle 
futui'e-eamings  expectations.  So  if  earnings  disappoir 
Corporate  America's  profit  problem  could  become 
problem  for  Household  America  as  well.  And  for  199 
companies  remain  caught  in  a  vise:  Tight  labor  marke 
at  home  will  make  cost  containment  hard,  while  we; 
economies  abroad  will  continue  to  sap  pricing  power 
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The  European  Commission  low- 
ered its  economic  forecast  for 
the  euro  zone  for  1999  and  2000. 
The  downward  revisions  sui-prised 
no  one.  In  fact,  one  member  of 
the  European  Central  Bank  de- 
scribed the  new  num- 
bers as  "still  on  the 
optimistic  side." 

The  Mar.  30  EC  re- 
port said  that  the  com 
bined  real  gross  do- 
mestic product  for  the 
11  euro  zone  countries 
will  rise  2.2%  in  1999 
and  2.7%  in  2000. 
Those  gro^vth  rates 
are  down  from  the  re- 
spective 2.6%  and  2.9%  rates  fore 
cast  in  October.  Rea'  GDP  grew 
3%  in  1998.  Inflation  will  likely 
run  1.3%  this  year,  1  clow  the 
ecb's  target  rate  of  2%,  so  the 
central  bank  could  cut  interest 


SOME  PROGRESS 
ON  THE  LABOR  FRONT 
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rates  to  help  the  economy  along. 

Recent  data  confirm  the  grow- 
ing weakness  in  the  eiu"o  zone,  es- 
pecially on  the  production  side. 
Businesses  are  facing  falling  ex- 
port demand  because  of  the  reces- 
sions in  emerging 
markets.  And  invento- 
ries at  home  are  be- 
ing reduced  shar])ly. 
As  a  result,  business 
confidence  and  factory^ 
production  are  down 
in  eariy  1999.  More- 
over, businesses  ex- 
pect foreign  demand 
to  remain  weak  in 
1999,  although  this 
year's  9%  drop  in  the  euro  vs.  the 
U.  S.  dollar  will  give  European 
exports  a  price  edge. 

Domestic  demand,  although 
slovring,  looks  sturdier  than  out- 
put. Dutch  and  Irish  household 
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purchases  are  on  the  rise.  And 
French  consumers  are  spending 
strongly  despite  a  rise  in  the  Feb 
naary  unemployment  rate  to 
11.5%.  German  demand,  though,  is 
weak  because  of  puny  income 
gains  and  low  job  grovrth. 

In  fact,  a  critical  problem  for 
em-o  zone  officials  remains  slug- 
gish job  grovrth  and  a  high  unem 
ployment  rate.  Although  the  com- 
bined jobless  rate  has  come  down 
from  a  peak  of  11.8%  in  1994,  the 
rate  in  Januaiy  was  still  a  worri- 
some 10.6%  (chart).  High  unem- 
ployment is  more  a  result  of 
structural  problems — such  as  gov- 
ernment mandates  that  make  it 
hard  to  lay  off  workers  when  de- 
mand slows — rather  than  cyclical 
forces.  But  an  outlook  calling  for 
slower  output  growth  certainly 
doesn't  help  the  more  than  13  mil 
lion  euro  zoners  looking  for  work. 
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At  Rolex, 

steel  is  a  precious  metal. 

Rolex  insists  on  the  finest  quality  steel  used  in  watchmaking.  It's  one 
of  the  reasons  for  the  rugged  good  looks  of  this  $2,250  Air- King,  and  perhaps, 
now  that  we  think  of  it,  why  so  many  people  take  a  shine  to  it. 


Rolex  Oyster  Perpetual  Air-King  in  stainless  steel  with  matching  Oyster  bracelet.  For  the  name  and  location  of  an  Official  T3  ^\  T  TCT  "^Z" 
Rolex  Jeweler  near  you.  please  call  1-800-36ROLEX.  Rolex,'*,  Oyster  Perpetual,  Oyster  and  Air-King  are  trademarks  -TV 
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ELECTION  2000 


CEOs  PLAGE 
THEIR  BETS 

And  not  all  are  backing  the  front-runners 


Texas  Governor  George  W.  Bush 
and  Vice-President  Al  Gore  may 
be  the  media  darlings  in  the  race 
for  the  2000  Presidential  nomina- 
tion. And  they  may  have  collected  the 
biggest  pots  of  money  so  far.  But  these 
fi'ont-nmners  haven't  locked  up  support 
in  the  executive  suite.  As  the  Presiden- 
tial election  machinerv  lurches  into  mo- 
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tion,  business  leaders  are  determinedly 
playing  the  field.  A  business  week 
analysis  of  corporate-giving  patterns 
finds  that,  on  the  Republican  side,  execs 
are  split  among  a  handfiil  of  mainstream 
Republican  candidates,  with  Bush  and 
Arizona  Senator  John  McCain  clearly 
leading  the  pack.  On  the  Democratic 
side,  insurgent  Bill  Bradley  is  holding 
his  own  against  the  Gore  juggernaut 
that  the  pros  have  been  predicting. 

Why  are  chief  executives  placing 
then-  bets  this  way?  One  cleai'  message: 
Many  business  leaders  are  more  inter- 
ested— at  least  at  this  stage — in  leader- 
ship and  character  than  mere  electabili- 
ty.  CEOS  "don't  care  what  the  polls  say," 
says  Richard  Cavanagh,  president  of 
the  Conference  Board. 
MAVERICK.  Certainly,  this  sentiment 
might  explain  why  McCain  and 
Bradley — neither  of  them  party-liners — 
ai'e  doing  so  well  at  enlisting  some  very 
big  coiporate  names.  "[cEOs]  ai-e  looking 
for  someone  who  has  the  ability  to  lead, 
the  character  that  goes  along  with  that 
ability,  and  a  philosophy  founded  on  fis- 
cal conservatism,"  says  Lewis  Eisen- 
berg,  chairman  of  the  Port  Authority 
of  New  York  &  New  .Jersey. 

Eisenberg  says  he's  still  imcommitted, 
but  some  veiy  liigh-profile  Republicans 
who  shai'e  his  sentiments  ai'e  lining  up 
beliind  McCain.  Tlie  senator's  maverick 
image,  stellai*  wai"  record,  and  longtime 
ciusade  against  wasteful  spending  have 
won  him  support  fi"om  the  likes  of  Sum- 
ner M.  Redstone,  ceo  of  Viacom,  and 
American  International  Group  ChauTnan 
Mauince  R.  Greenberg.  "McCain  is  re- 
freshing, dii'ect,  and  serious,"  says  Thom- 
as .J.  Pritzker,  chauTnan  of  Hyatt  Coip. 
and  another  backer  "We  won't  agi'ee  on 
eveiything,  but  you've  got  to  pick  some- 
one who  you'd  Uke  to  be  your  leader." 
McCain  has  also  earned  some  ceo 
support  the  old-fashioned  way — by  be- 
ing in  the  right  place  to  do  business 
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CEO  of  Marriott  Int'l 

*  Henry  Kravis 
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Semiconductor 

*  Wilfred  Corrigan 
CEO  of  LSI  Logic 
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some  good.  As  chainnan  of  the  Sen; 
Commerce  Committee,  he  helped  cr 
the  Telecommunications  Act  of  1996 
ways  that  the  Baby  BeO  local  phone  cc 
panies  favored.  Now,  McCain  is  gett 
money  from  such  telecom  execs 
Ameritech  ceo  Richard  C.  Noteba 
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1  U  S  West  CEO  Solomon  D.  Trujillo. 
The  independent  label  also  applies  to 
idley,  who  quit  the  Senate  in  1996, 
ing  he  was  fed  up  with  the  way  busi- 
;s  was  conducted  in  the  capital.  That 
)eals  to  CEOs  who  are  also  disgusted 
the  bipartisan  warfare  and  scandals 
-ecent  years.  "It's  a  no-brainer,"  says 
'a  Lee  ceo  John  H.  Bryan,  who 
ped  the  former  New  York  Knicks 
r  raise  $1.5  million  at  a  recent  Chica- 
event.  "Bradley  not  only  understands 
les,  but  he's  made  the  right  choices 
•r  and  over  again." 
\  leader  on  international  economics 
I  tax  issues  during  his  three  Senate 
ms,  Bradley  is  a  favorite  of  centrist 
)s.  "He's  an  economic  conservative 
h  a  social  conscience,"  says  Chase 
nhattan  President  Thomas  Labrecque. 
has  never  before  been  actively  in- 
ved  in  a  Presidential  campaign,  but 
Apr  15,  he  will  cohost  a  fundi-aiser  for 
dley  in  New  York.  "BOl  is  veiy  much 
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in  time  wdth  the  main- 
stream— not  the  ex- 
tremes— of  American 
poUtics." 

With  corporate  al- 
hes,  Bradley  finished 
the  first  quarter  of 
1999  with  .$4.2  million 
in  donations — less  than 
half  of  Gore's  record-set- 
ting $8.9  million,  but 
quite  a  nest  egg  for  a 
candidate  taking  on  his 
party's  Establishment. 
"CHIEF  GEEK."  Getting 
early  corporate  support 
is  key  for  any  candidate 
who  wants  to  make  it 
past  the  New  Hamp- 
shire primary.  Not  only 
are  CEOs  generous,  but 
where  they  lead,  other 
executives  follow.  Donor 
Usts  are  carefully  stud- 
ied by  uncommitted 
CEOs  and  can  be  a  key 
indicator  of  how  seri- 
ously to  take  a  candida- 
cy. "CEOs  matter,"  says 
Bush  fund-raiser  Wayne 
Berman.  "They  bring 
credibility  with  the 
press  and  the  political 
elite."  For  underdogs 
such  as  McCain  and  Bradley,  a  fat-cat 
A-list  means  "you  can't  write  (them) 
off,"  says  American  University  political 
scientist  James  A.  Thurber. 

One  of  the  early  battlegrounds  for 
backing  has  been  Silicon  Valley.  Despite 
Gore's  seven-yeai-  effort  to  sew  up  high- 
tech support,  rivals  aren't  giving  up. 
Every  contender  wants  to  attract  the 
entrepreneurs  at  the  core  of  the  na- 
tion's seemingly  unstoppable  economy. 

So  far,  front-runners  Gore  and  Bush 
seem  to  have  the  edge.  The  Vice-Presi- 
dent, whose  interest  in  tech  issues  dates 
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CEO  of  USA  Networks 

*  John  Bryan 
CEO  of  Sara  Lee  Corp. 
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John  Jordan  II 
CEO  of  Jordan  Industries 

*  John  Rogers 
CEO  of  Ariel  Capital 


back  two  decades, 
has    locked  up 
many  of  Silicon 
Valley's  biggest 
names.  "He's  the 
chief   geek,  the 
commander-in-geek," 
says  venture  capi- 
talist L.  John  Doen; 
who  has  often  hosted 
the  veep  on  his  Val- 
ley visits.  Adds  Net- 
scape Communications 
founder    Marc  An- 
dreesen:  "Gore  under- 
stands this  stuff  a  lot 
better  than  anyone." 

But  from  his  perch 
at  the  Austin  state- 
house,  a  stone's  thi'ow 
from  the  city's  tech- 
nology coiTidor,  Bush 
also  has  won  high-tech 
fans.  They  include 
hometown  hero  Micha- 
el S.  Dell.  The  billion- 
aire founder  of  the 
eponymous  computer 
company  has  not  been 
known  as  a  big  giver 
in  the  past,  but 
changed  his  mind  for 
Bush.  Netscape's  for- 
mer CEO  James  Barks- 
dale  pitched  in  because  he  says  he  likes 
Bush's  policies  on  education  and  immi- 
gi-ation.  And  he's  not  wild  about  Gore.  "It 
iiTitates  me  that  Gore  is  getting  all  this 
credit  for  the  Internet,"  he  says.  "Mean- 
while, he  opposed  oiu-  efforts  to  get  ap- 
provals for  encryjjtion  exjjorts."  With  the 
help  of  big  names  like  these.  Bush  has 
managed  to  pocket  more  than  $6  million 
for  his  Pi-esidential  exjjloratoiy  commit- 
tee without  holding  a  single  ftmd-raiser. 

While  mainstream  candidates  in  both 
parties  seem  to  be  lining  up  loads  of 
corporate  backere,  busmess  leaders  don't 
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seem  very  interested  in  the  social  con- 
servatives. The  top  GOP  Wliite  House 
wannabes  on  the  light — publisher  Steve 
P'orbes,  commentator  Patrick  J. 
Buchanan,  and  conservative  activist 
Gary  L.  Bauer — have  scant  backing 
from  the  boaixlroom  set.  All  thi'ee  claim 
the  lack  of  support  as  a  badge  of  honor-. 
"We  haven't  gotten  Bill  Gates'  check 
yet,"  quips  Buchanan  campaign  trea- 
surer Scott  Mackenzie.  "You  don't  see 
us  having  million-dollar  fund-raisers  at 
the  Waldorf-Astoria.  We've  got  the 


working  class  people."  The  only  light- 
winger  who  has  managed  to  enlist  the 
support  of  some  corporate  big-wigs  is 
former  Vice-President  Dan  Quayle. 

With  so  much  competition  for  the 
campaign  dollar,  what's  a  conflicted  exec 
to  do?  For  many,  the  answer  is  to  wiite 
checks  to  multiple  candidates.  Philip  An- 
schutz,  founder  of  Qwest  Communica- 
tions International  Inc.  and  owner  of 
hockey's  Los  Angeles  Kings,  is  raising 
money  for  ex-Ti-ansportation  Secretary 
Elizabeth  H.  Dole  but  has  donated  to 


McCain,  too.  Such  double-dipping  is  n( 
uncommon.  "We're  finding  a  number 
individuals  who  are  wiiting  checks 
both  Elizabeth  and  George  (Bush),"  sa^ 
Dole  finance  director  Philip  S.  Smit 
Of  course,  that  makes  sense  if  the  spe 
ulation  is  coirect  that  she  will  be  h}- 
Vice-Presidential  running  mate.  An 
then  again,  as  all  business  leaders  kno^ 
it's  wise  to  diversify. 

By  Richard  S.  Dunham,  with  Lo 
raixe  Woelleri.  ini,  Washinigton,  D.  C,  at  U 
bureau  reports 


COMMENTARY 


By  Stan  Crock 


THE  PENTAGON:  HIGH-TECH  DREAMS.  LOW-TECH  WARS 


If  the  Pentagon  has  its  way, 
sometime  in  the  not-too-distant 
future  its  fighter  pilots  will  race 
over  hostile  hot  spots  in  sleek  new 
F-22  Raptors,  F/A-18  Hornets, 
and  all-purpose  Joint  Strike 
Fighters.  Space-based  sensors  will 
track  enemy  icbms,  and  missile- 
defense  systems  will  knock  them 
out.  The  U.  S.  war  machine  will  be 
able  to  defeat  a  revived  Russia 
and  a  surging  China  and  wage  two 
simultaneous  Desert  Storm-type 
campaigns. 

That  vision  does  little  for  the 
current  fight  against  Yugoslav 
President  Slobodan  Milosevic, 
however.  In  fact,  the  Pentagon's 
plans  for  post-cold-war  weaponry 
may  be  getting  in  the  way.  The 
Air  Force  may  soon  run  out  of  its 
weapon  of  choice — air-launched 
cruise  missiles.  It  will  take  a  year, 
and  some  $1.5  milhon  apiece,  to 
convert  its  existing  cmise  missiles 
from  nuclear  to  conventional  war- 
heads. If  NATO  sends  ground 
forces  to  Kosovo  while  the 
refugee  crisis  continues,  the  U.  S. 
may  not  have  enough  airlift  ca- 
pacity for  both  missions.  And  a 
spare-parts  shortage  keeps  25%  of 
fighters  on  the  ground. 

So  has  the  U.  S.  focused  too  much 
on  glitzy,  futuristic  weaponi-y,  leaving 
its  forces  unready  for  localized  con- 
flicts? Robbin  Laird,  a  Washington 
defense  consultant,  notes  that  while 
the  British  and  Fi-ench  are  resti-uc- 
tuiing  their  forces  for  peacekeeping 
and  Kosovo-ty]3e  missions,  the  U.  S. 
is  mainly  building  a  global  force  for 
high-intensity,  high-tech  warfare. 
"We  will  have  the  best  force  stmc- 


ture  by  2075,"  he  says  sarcastically. 

The  lessons  from  Kosovo  indicate 
that  some  shifts  in  Pentagon  spend- 
ing may  be  in  order.  For  starters,  we 
need  to  buy  more  munitions  for  ex- 
isting planes  while  others  are  under 
development.  The  Air  Force  is  ex- 
pected to  start  getting  next-genera- 
tion cmise  missiles  in  2002,  and  the 
Navy,  which  still  has  a  relatively 
healthy  inventory,  is  scheduled  to  get 
more  in  2003.  But  for  now,  the  Air 
Force's  inventoiy  of  2,000-lb.  smart 
bombs  is  down  to  under  100,  roughly 


the  number  used  in  Iraq  in  De- 
cember alone.  In  the  futui-e,  such 
gaps  must  be  better  anticipated — 
and  prevented. 

The  second  step:  to  treat  airlift 
capability  as  more  than  a  bud- 
getary backwater.  Now,  the  Pen- 
tagon doesn't  have  the  airlift  ca- 
pacity to  transport  enough  forces 
and  materiel  to  win  two  major  re- 
gional conflicts  simultaneously,  its 
stated  goal,  says  Andrew  F.  Kre- 
pinevich,  executive  director  of  the 
Washington-based  Center  For 
Strategic  &  Budgetaiy  Assess- 
ments, a  think  tank.  Airlift,  per- 
haps using  C-17s,  should  get  an- 
other $3  billion  a  year,  says 
Michael  E.  O'Hanlon,  a  Brookings 
Institution  defense  speciahst,  who 
adds  that  operations  and  mainte- 
nance may  need  $5  billion  more. 
BASE  CLOSINGS?  Congi'ess  could 
bankroll  some  of  those  increases 
with  the  $9  billion  it  aim.s  to  save 
annually  ft'om  closing  bases.  The 
Pentagon  could  also  drop  one  of 
the  new  fighters:  the  $47  bilHon 
Hornet,  the  $67  billion  Raptor,  or 
the  $225  billion  Joint  Strike 
Fighter. 

Such  a  reshuffling  might  be  good 
policy,  but  it's  difficult  politically. 
Lawmakers  such  as  Senate  Majority 
Leader  Ti-ent  Lott  (R-Miss.)  vril) 
fight  to  keep  militaiy  dollars  in  their 
districts.  Defense  contractors  will 
lobby  hard.  Still,  the  message  from 
Kosovo  is  clear:  The  Pentagon  must 
spend  more  on  unglamorous  military 
nuts  and  bolts  to  win  wars. 


Crock  covers  the  Pentagon  for 

BUSINESS  WEEK. 
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LECOMMUNICATIONS 


fHY  MCI  WORLDCOM 
fANTS  NEXTEL 

ivould  be  pricey,  but  going  without  wireless  could  cost  more 


ernard  J.  Ebbers,  chief  executive 
,_of  MCI  WorldCom  Inc.,  has  long 
rr  argued  that  he  doesn't  need  to  sell 

eless  service.  Why?  The  corporate 

tomers  he  caters  to  buy  a  host  of 

imunications  services — including  lo- 
long  distance,  and  data — ft-om  him. 

;  when  it  comes  to  wu'eless,  he  said, 

y  let  employees  buy  their  own.  Be- 

js,  cellular  properties  are  expensive, 

I  an  acquisition  would  likely  hurt 
WorldCom's  share  price.  So,  when 

ed  at  a  March  investment  confer- 

e  to  describe  MCi  WorldCom's  wire- 

i  strategy,  Ebbers  answered:  "We 

I't  have  one." 

■Jow,  in  April,  it's  clear 

;  scrambling  to  get  one. 

3ers  and  Vice-Chairman 

n  W.  Sidgmore  have  held 

liminaiy  talks  to  acquu-e 

xtel  Communications 

.,  according  to  soui'ces 

56  to  Nextel.  The  deal 

aid  give  mci  WorldCom 

lillion  subscribers,  a  na- 

lal  wireless  network,  and 

rations  in  six  intemation- 

narkets. 

bid  it  would  help  Ebbers 
^  a  gap  that  is  becoming 
•easingly  dangei'ous.  Not 
/  is  vrireless  the  fastest - 
wing   form    of  voict' 
ine  sei-vice,  it  is  also  be- 
ling  important  for  com- 
ition  in  the  business  mai'- 
s  MCI  WorldCom  tai'gets. 
,er  this  year,  ai'&t  is  plan- 
y  to  introduce  a  new  bundle  of 
vices  for  corporate  customers  de- 
ted  specifically  to  take  advantage  of 

WorldCom's  weakness  in  wireless, 
der  that  plan,  a  business  that  buys 
y  distance  from  at&t 

say,  10(Z  a  minute 
lid  be  able  to  offer  its 
ployees  the  same  rate 
wii-eless  phones — ^with- 

paying  any  extra 
iming  chai'ges.  "Om- 
iiness  customers  want 
■eless,"  says  Michael 
th,  the  newly  appoint- 
head  of  at&t's  coipo- 
e  unit.  "They're  ask- 
about  it  eveiy  day." 
Businesses  ah-eady  ac- 
nt  for  47%  of  vrireless 


revenues  in  the  U.  S.,  says  market  re- 
searcher Dataquest  Inc.  That  share 
could  increase  if  AT&T  and  others  can 
market  bundles  of  sei-vices  to  them  ef- 
fectively. "If  there  was  a  package  deal 
and  we  saved  money,  we  would  go  to 
them  immediately,"  says  Sanford  Rich,  a 
senior  vice-president  at  money  manager 
GEM  Capital  Management  Inc. 

Beyond  risking  erosion  in  the  busi- 
ness market,  WorldCom  could  crimp  its 
growth  prospects  if  it  sits  out  the  wire- 
less boom.  The  number  of  U.  S.  wii'eless 
customers  has  risen  25%  in  the  past 


EBBERS:  Looking  to 
keep  customers 
from  straying 


MCI  WORLDCOM'S  WIRELESS  GAP 

REVENUE  SOURCE 
LONG  DISTANCE/LOCAL  VOICE       NET  AND  OTHER  DATA  HWIRELESS  ■  OTHER 

MCI  WORLDCOM  AT&T 

4% 


REVENUE  TOTAL:  $30.4  MILLION  REVENUE  TOTAL  $53.2  MILLION 

DATA-  COMPANY  REPORTS,  BUSINESS  WEEK,  SANFORD  C,  BERNSTEIN  &  CO, 


year,  to  69  million,  according  to  the  Cel- 
lulai"  Telecommunications  Industiy  Assn. 
By  2003,  wireless  will  account  for  15% 
of  total  communications  minutes  in  the 
U.  S.,  up  from  3%  today,  Dataquest  es- 
timates. Says  Andrew  Cole,  head  of  the 
wii'eless  practice  at  consultant  Renais- 
sance Worldwide  Inc.:  "To  play  in  the 
telecom  woi-ld,  you  have  to  have  a  wii-e- 
less  business." 

That's  what  has  inspired  the  talks 
between  mci  WorldCom  and  Nextel. 
"It's  a  good  mairiage,"  says  Dataquest 
analyst  Matt  Hoffman.  But  not  a  cheap 
one.  Nextel  would  sell  for  a  premium 
over  its  market  value  of  $11  billion,  and 
MCI  WorldCom  would  have  to  assume 
debt  of  nearly  $8  biUion — all  for  a  com- 
pany that  lost  $1.8  billion  in  1998.  A 
Nextel  deal  would  Hkely  chop  mci 
WorldCom  eaiTiings  by  as  much  as  25%, 
or  $1.3  billion,  in  2000,  says  Merrill 
Lynch  &  Co.  analyst  Daniel  Reingold. 
mci  WorldCom  declined  to  comment, 
but  an  insider  says  the  company  would 
only  buy  Nextel  if  it  could  limit  dilution 
to  10%.  or  less. 

VULNERABLE  SYSTEM.  In  addition,  Nex- 
tel relies  on  unusual  technology  mod- 
eled after  a  radio-dispatch  system. 
As  a  result,  Nextel  depends  solely 
on  Motorola  for  equipment  instead 
of  using  several  suppliers,  as  other 
wireless  carriers  do.  That  gives 
Nextel  little  leverage  to  get  cut- 
ting-edge phones. 

Nevertheless,  Nextel  may  be  the 
best  choice  for  Ebbers.  Other  op- 
tions include  buying  three  or  foui- 
small  companies  that  use  the 
Global  System  for  Mobile  Com- 
munications wii-eless  format  that 
is  favored  in  Eiu'ope.  But  deaUng 
with  several  sellers  would  be 
complicated,  and  it  still  wouldn't 
give  Ebbers  national  coverage.  An- 
alysts also  speculate  that  Ebbers 
could  tiy  to  buy  Sprint  Corp.  for 
its  Sprint  PCS.  But  regulators  like- 
ly would  block  a  combination  of 
the  second-  and  tliird-lai-gest  long- 
distance players. 

Some  Wall  Street  analysts  be- 
lieve the  Nextel  rumor  may 
have  been  leaked  as  a  tri- 
al to  see  how  MCl  World- 
Com's shareholder  would 
react.  The  feedback  was 
not  encouraging:  On  Apr. 
6  and  7,  the  stock  fell 
$6.50,  to  $86  a  share. 
Meanwhile,  competitors 
hope  Ebbei-s  will  stay  out 
of  vrii'eless.  "Tell  Bemie 
not  to  change  a  thing  he's 
doing,"  says  AT&T's  Keith. 
Don't  bet  on  it. 

By  Peter  Elstrom 
in  New  York 
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CORPORATE  FINANCE 


ARE  COMPANIES  BORROWING 
THEMSELVES  INTO  TROUBLE? 


Most  balance  sheets  seem 
in  solid  shape,  but  some 
corporations  are  finding 
debt  burdens  troublesome 

The  stock  market  is  soanng,  with 
major  indexes  climbing  into  the 
stratosphere.  Investors  are  even 
ignoring  repeated  waiTiings  from 
Federal  Reserve  Chairman  Alan 
Greenspan  as  they  rush  to  buy  shares. 
So  companies  are  issuing  mountains  of 
new  equity  to  take  advantage  of  stocks' 
lofty  levels,  right?  Guess  again. 

Even  as  the  bull  has  trampled  old 
records,  U.  S.  coii^orations  have  retired 
more  stock  than  they  issued.  Instead, 
they  have  gone  on  a  boiTowing  binge 
the  likes  of  which  hasn't  been  seen  since 
the  late  1980s.  In  1998,  the  Fed's  most 
recent  data  show,  net  new  boiTowing 
by  nonfinancial  coi-porations  hit  a  record 
$343  billion,  rising  by  more  than  10% 
annually  for  the  first  time  in  a  decade. 
Meanwhile,  ecjuity  outstanding  de- 
creased by  $178.4  bilMon — either  because 
of  stock  buybacks  or  mei'gers.  And  de- 
spite a  fluiTy  of  initial  public  offerings 
from  Internet  companies,  iPOs  totaled 
just  73  in  the  fii\st  quarter  of  1999.  It 
was  the  thiixl  straight  quailer  with  few- 
er than  100  ipos — the  first  time  that 
has  happened  since  1991,  reports  Secu- 
rities Data  Co. 

SUBTLE  SIGNAL?  It's  a  remai'kable  about- 
face  for  corporate  finance.  Seared  by 
the  excesses  of  the  1980s,  when  cmsh- 
ing  debt  levels  led  to  spectacular  bond 
defaults  and  bankruptcies,  companies 
spent  most  of  the  '90s  cleaning  up  their 
balance  sheets,  restnictming,  and  paiing 
down  debt.  But  that  trend  has  stopped 
for  now.  "Deleveraging  has  become 
passe,"  says  John  Lonski,  chief  econo- 
mist at  Moody's  Investors  Sei-vice. 

Powering  the  borrowing  surge  are 
two  other  booms — one  in  mei'gers  and 


acquisitions,  the  other  in  technology  in- 
vestment. Merger  activity  reached  $1.62 
trillion  in  1998,  according  to  Secuiities 
Data.  And  companies  are  loading  up  on 
new  technology,  boosting  productivity 
but  increasing  then-  debt  to  do  so. 

Why  aren't  companies  issuing  more 
stock?  One  explanation  is  that  despite 


the  seemingly  unstoppable  rise  of  t\ 
big  indexes,  many  stocks  are  languisl  j,; 
ing.  And  by  issuing  debt  instead  of  e( 
uity,  optimistic  executives  could  be  sij 
naling  that  they  think  their  stocks  ai  j,, 
still  bargains.  Consumers  seem  equall  f, 
cheeiy:  Theu-  debt  levels  rose  $8.7  hi 
lion  in  February,  a  7.9%  annual  rat 


For  longtime  stock  market  bears,  the  borrowing  binge 
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True,  corporate  leverage  is  nov^rhere 
ir  the  nosebleed  territory  of  the  '80s. 
t  leverage — the  result  of  debt  added 
1  shai-es  bought  back — averaged  143% 
pretax  profits  fi-om  1984  to  1989,  hit- 
g  an  all-time  high  of  207%  in  1986, 
^s  Lonski.  As  corporations  grew  more 
iservative,  net  leverage  actually  be- 
ne negative  in  1991  before  working 
way  back  to  74%  in  1997  and  122% 
t  year. 

Many  companies  have  pared  back 
debt  so  they  could  have 
borrowing  capacity  when 
they  need  it.  Before  at&t 
issued  a  record-breaking  $8 
billion  debt  package  in 
March,  Treasurer  Edward 
M.  Dwyer  says,  "we  had- 
n't been  out  on  the  road, 
from  the  debt  perspective, 
for  four  years."  Instead,  the 
company  sold  off  noncore 
businesses,  raising  $14  bil- 
lion in  cash.  "We  were  veiy 
much  positioning  the  bal- 
ance sheet,"  says  Dwyer. 

At  the  same  time,  rates 
are  so  low  that  many  cor- 
porations figui'e  it's  a  good 
time  to  lock  in  financing. 
"I've  always  been  a  gi-eat 
believer  in  raising  cash 
when  the  market  offers  it 
to  you,"  says  John  R. 
Alchin,  treasurer  of  Com- 
cast Corp.,  the  Philadel- 
phia-based cable  company 
that  hiked  long-teiTn  debt 
to  $3.5  billion  last  year, 
from  $2.6  billion  in  1997.  "If 
your  back  is  anywhere  near 
a  wall,  you  get  less  favor- 
able terms." 

Still,  the  surge  in  bor- 
rowing may  be  a  danger 
signal— an  indication  that 
some  sectors  of  the  econo- 
my are  faring  worse  than 
the  overall  economic  num- 
bers suggest.  Many  compa- 
nies are  boirowing  because 
internal  cash  flow  isn't  cov- 
ering their  investment 
eds.  The  corporate  financing  gap — 
3  difference  between  capital  expendi- 
res  and  cash  flow — gi-ew  from  $5  bil- 
n  in  1994  to  $79  billion  last  year, 
wording  to  the  Fed. 
For  stock  mai'ket  beai-s,  the  debt  fest 
a  clear  sign  that  the  economy  is  los- 
j  steam.  "To  sustain  current  levels  of 
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investment  and  hiring, 
business  is  being 
forced  to  borrow,"  says 
Charles  I.  Clough  Jr, 
chief  investment  stra- 
tegist at  Memll  Lynch 
&  Co.  "That  has  profit 
implications."  And  cor- 
porate earnings  gi-ew 
by  only  2%  last  year, 
the  slowest  advance 
since  1991,  according 

to    BUSINESS  WEEK 

figures. 

The  added  debt  is 
already  proving  trou- 
blesome for  some  com- 
panies. Commercial 
loans  more  than  90 
days  past  due  rose 
from  $802  billion  at  the 
end  of  1997  to  $906  bil- 
lion in  December  1998, 
says  bank  research 
firan  Veribanc  Inc.  And 
U.  S.  bond  defaults  last 
year  hit  36,  the  most 
since  1992,  according 
to  Standard  &  Poor's 
Corp.  Says  Leo  Brand, 
analyst  at  Standard  & 
Poor's:  "I  suspect  if 
the  economy  takes  a 
dovratum,  we  are  go- 
ing to  see  huge  num- 
bers for  defaults." 

For  now,  that 
would  seem  to  be  the 
last  thing  on  investors' 
minds.  AT&T,  for  one, 
planned  on  borrovdng 
$6  billion  earlier  this 
year.  But  it  wound 
up  increasing  its  offer- 
ing by  a  third.  And 
Dviyer  says:  "We  had 
$18  billion  in  demand." 
Bankers  say  investors 
prefer  bigger  deals, 
seeing  them  as  easier  to  trade. 

In  addition,  just  months  after  a  flight 
to  quality  almost  froze  the  credit  mar- 
kets, investors  are  eager  for  more 
yield — and  they're  willing  to  take  risks 
to  get  it.  In  the  loan-syndication  market, 
volume  fell  from  $1.1  trillion  in  1997  to 
$872  billion  last  year,  says  Loan  Pricing 
Coi-p.  And  totals  for  the  first  quarter 
ai'e  luilikely  to  match  those  of  last  year-'s 
fii'st  thi'ee  months.  But  loans  to  lever- 
aged boiTowers  soared  from  17%-  of  the 
total  in  1997  to  31%  in  1998. 
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Consider  New 
World  Pasta  of  Her- 
shey.  Pa.  This  year,  the 
company  planned  on 
raising  $110  milhon  in 
debt  at  an  interest 
rate  of  10.5%.  But  in- 
vestors were  so  eager- 
that  in  Febmaiy,  New 
World  Pasta  signed  off 
on  a  $160  million  bond 
at  9.25%.  "There  is  so 
much  money  out  there 
today  chasing  few  at- 
tractive deals,"  says  C. 
Mickey  Skinner,  New 
World's  chainnan. 

Another  factor:  In 
contrast  to  last  year, 
"there  was  veiy  Uttle 
refinancing  in  the  fii'st 
quarter"  of  1999,  says 
Arthur  P.  Davis  III, 
president  of  Loan  Pric- 
ing. That  means  com- 
panies are  adding  on 
new  debt — and  risk. 
NO  STAMPEDE.  Long- 
time market  obsei-vers 
don't  see  the  kind  of 
excess  that  marked 
the  1980s,  however. 
"It's  not  a  wholesale 
stampede,"  says  Davis. 
Even  this  year's  big- 
gest leveraged  deal — 
Allied  Waste  Indus- 
tries Inc.'s  mostly  cash 
$9  billion  purchase  of 
Browning-Ferris  In- 
dustries Inc. — seems 
tame  by  1980s  stan- 
dards. Allied  expects 
its  debt  will  amount  to 
about  four  times  its 
cash  flow  this  year.  In 
the  1980s,  people  cut 
deals  with  ratios  twice 
as  high. 

On  the  other  hand,  the  long  decline  in 
leverage  appears  to  have  ended.  "At 
this  stage,  I  would  argue  that  corpo- 
rate balance  sheets  are  still  in  very 
good  shape,"  says  Douglas  R.  Cliggott, 
U.  S.  equity  strategist  at  J.  P.  Morgan  & 
Co.  "Wliat's  new  is  they  are  not  getting 
better."  In  other  words,  a  turning  point 
has  been  reached.  And  if  the  won-iers 
are  right,  it  could  be  a  big  one. 

By  Gary  Silverman  in  New  York, 
with  Amy  Barrett  in  Philadelphia  and 
Steveyi  V.  Brull  in  Los  Angeles 
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)  sign  that  the  bull  market  may  be  running  out  of  steam 
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TRADE 


A  GAR  WRECK 

OF  A  CAR  STRATEGY 

Detroit  set  out  to  conquer  Japan-and  got  banged  up  badly 


It  seems  a  distant  memoiy,  but  foiu" 
years  ago,  the  U.  S.  and  Japan  came 
to  the  brink  of  a  nasty  trade  war 
over  Detroit's  demand  for  access  to  the 
Japanese  market.  President  Clinton 
threatened  to  slap  100%  tariffs  on 
Japanese  liLxiuy  cai-s.  Detroit  auto  cliief- 
tains,  including  Ford  Chairman  Alex 
Ti'otman,  denounced  the  Japanese,  while 
Tokyo  accused  the  Big  Tlu-ee  of  being 
uncompetitive.  Only  the  last-minute  in- 
tervention of  then-U.  S.  Trade  Repre- 
sentative Mickey  Kantor  kept  the  peace. 
Japan  agreed  to  encourage  its  cai-  deal- 
ers to  embi'ace  U.S.  autos,  and  Detroit 
said  it  would  dispatch 
a  parade  of  i)roducts 
customized  for  the 
Japanese  mai'ket.  Clin- 
ton crowed:  "This 
breakthrough  is  a  ma- 
jor step  for  fi'ee  trade 
thi-oughout  the  world." 

Well,  not  exactly. 
Today,  America's  $40 
billion  automotive 
trade  deficit  with 
Japan  remains  where 
it  was  in  1995 — two- 
thirds  of  the  U.S.'s 
overall  trade  shortfall 
with  Japan.  Imported 
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cars  remain  a  paltiy  8.5%  of  the  Japa- 
nese market,  and  European  models  ac- 
count for  most  of  that.  Detroit's  much- 
ballyhooed  right-hand-chive  models  went 
unsold  as  the  Japanese  economy  sank 
into  recession.  And  now,  Detroit  is  qui- 
etly retreating  fi'om  the  market.  "We've 
got  a  hunker-dovm  strategy  in  Japan, 
where  we  tiy  to  hold  on  and  hope  to  do 
better  in  the  future,"  says  Mustafa  Mo- 
hatarem.  General  Motors  Coi-p.'s  chief 
economist  and  Asian  specialist. 

The  episode  provides  a  cautionary 
tale  for  the  Clinton  Administration  as  it 
squai'es  off  again — tliis  time  against  Chi- 
na in  an  effort  to  open 
its  markets  to  U.  S. 
{:)roducts.  The  moral  of 
the  auto  deal's  failure: 
Washington  can  open 
the  doors,  but  indus- 
try has  to  follow 
thi'ough.  "We  worked 
hard  on  this  [auto] 
agi'eement,"  gi'ipes  a 
senior  official.  "But  we 
warned  early  on  that 
it  would  only  work  if 
the  Big  Tlii'ee  was  ftil- 
ly  committed  to  an  all- 
out  marketing  push  in 
Japan." 


DETOUR 

Now,  to  get  into  t 
market,  Detroit  i 
buying  up  ailing 
Japanese  carmak 

In  fact,  Detroit  faile 
deliver  the  goods  t 
Japanese  consimiers  cr 
The  result:  As  the  J; 
nese  car  market 
sagged  due  to  the  nati 
economic  problems,  s 
of  Detroit's  cai's  have  b 
creamed,  dropping 
twice  the  12.1%  rate 
^  the  overall  market 
year.  The  Big  Thr-ee 
just  77,299  cars  in  Ja 
"For  two  years  we  h 
tried  to  sell  Ford  cars, 
it  never  became  a  good  business 
are  in  the  red,"  says  Hiroyuki  Ogur|f 
spokesman  for  one  of  Ford  Motor  C 
top  Japanese  dealers,  Tokyo  Nis 
Auto  Sales,  which  stopped  selling  F 
models  last  month. 

Ford,  in  fact,  is  quietly  pulling 
plug  on  the  Japanese  Tauras,  which  ^ ; 
too  long  to  fit  into  Tokyo  parking  spa 
Sales  of  DaimlerChiysler  Corp.'s  oi 
popular  Jeep  have  fallen  by  half  i 
that  Japanese  consumers  prefer  stii  i 
wagons  to  rugged  off-road  vehi( 
Even  SatiuTi,  which  boasted  a  Japam 
like  approach  to  customer  sei-vice, 
been  humbled. 

Another  problem:  Cars  such  as  < 
Cavalier  and  Chrysler's  Neon  comi 
were  aimed  at  the  heart  of  Japan's  ii 
ket,  where  local  players  such  as  1 
ota  and  Honda  rule  the  road.  "Ti 
were  trying  to  make  a  frontal  ass. 
against  the  Japanese  producers  on  tl 
home  turf,"  says  Wasserstein  Pei  - 
auto  analyst  Scott  Merlis.  "That's  1 
beating  your  head  against  the  wall." 
WHITE  FLAG.  Now,  Detroit  is  reversi 
course.  Instead  of  expanding  distribut 
with  200  new  dealerships  a  year 
Japan — one  of  the  1995  targets — U 
auto  makers  are  closing  more  stoi 
than  they  ai-e  opening,  says  trade  C( 
sultant  Scott  Latham.  With  only  ab( 
600  outlets  now,  Detroit  has  no  hope 
I'eaching  Kantor's  goal  of  3,000  Japant 
dealei-s  by  2000.  Says  Stephen  J.  Colli 
president  of  the  Automotive  Trade  P 
icy  Council,  Detroit's  lobbying  aiTn: 
the  indicatoi*s  ai*e  going  the  wi-ong  wa 
Indeed,  Detroit's  executives  in  Jap 
are  beginning  to  wave  the  white  fl; 
Mitsuin  Sato,  the  new  president  of 
Japan,  says  his  company  should  simj 


New  PC  power 
for  the  Net. 


The  new  Pentium®  III  processor. 

More  power  for  your  network,  the  Internet  and  beyond. 


It's  a  wired  world.  That's  why  you 
need  the  new  Intel®  processor  designed 
for  the  Net:  the  Pentium®  III  processor. 
It  gives  you  more  power  to  run  today's 
Net-based  applications.  And  more  power 
on  the  client  can  mean  less  stress  on  the  Net.  The 
Pentium  III  processor  also  helps  you  keep  track  of  your 
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networked  resources.  And,  working  in  concert  with  a 
Pentium'-'  III  Xeon"'  processor-based  server,  you  have  a 
powerlul  combination  for  your  connected  business.  To 
learn  more  about  the  Pentium  III  processor, 
visit  us  on  the  Web,  where  you'll  also 
find  information  on  InteP  products  and 

year  2000*  |  »- www.intel.com/Pentiumlli]  The  Computer  Inside." 
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stop  shi])ping  cars  from  America,  "gm 
should  not  import  more  vehicles  from 
North  America  but  bring  more  Saabs 
and  Opels  from  Europe,"  says  Sato. 
"The  Cadillac  and  Chevy  are  a  little 
too  large  for  the  Japanese  market." 
That  might  help  gm's  global  sales,  but  it 
viill  do  nothing  for  America's  trade 
deficit. 

With  U.S.  sales  headed  into  record 


territory,  Detroit  executives  aren't 
dwelling  too  much  on  the  Japanese 
problem.  Still,  Ford,  gm,  and  Chrysler 
have  come  up  with  a  new  approach:  In- 
stead of  fielding  its  own  models,  auto 
makers  ai-e  bujong  up  struggling  Japa- 
nese caiTnakers.  Last  year,  gm  took  a 
controlling  interest  in  Isuzu  and  a  10% 
position  in  Suzuki.  Ford  took  control  of 
Mazda  in  1996  and  is  steering  a  tum- 


ai-ound.  After  a  fickle  fliitation  witli 
san,  DaimlerChrj'sler  abandoned  tli  - 
fort  and  is  still  looking  for  an  A  ■. 
partner.  "You  have  to  be  nimble  em 
to  change  youi-  strategy-,"  shrug- 
hatarem.  In  other  words:  If  you 
beat  'em,  buy  'em. 

By  Keith  Naughton  in  Detroit, 
Emily  Thornton  in  Tokyo  and  L. 
Magnusson  in  Washington 


COMMENTARY 


By  Joann  MuUer 

DAIMLER  SHOULD  SHOW  MORE  OF  ITS  CARDS 


Jiirgen  E.  Schrempp 
likes  to  paint 
DaimlerChrysler — 
with  its  joint  head- 
quarters in  Stuttgart, 
Germany,  and  Auburn 
Hills,  Mich.— as  a 
trendsetter  for  global 
companies.  And  no 
doubt,  the  transat- 
lantic giant  Chair- 
man Schrempp  has 
created  is  certainly  a 
model  for  the  auto 
industry. 

But  if  Daimler- 
Chrysler  is  creating 
the  mold  for  other  21st 
century  global  corpora- 
tions to  follow,  it 
should  rethink  an  un- 
fortunate precedent  it 
is  setting.  Rather  than 
adopting  U.  S.  rales  for 
disclosing  information 
to  investors,  the  newly  merged 
DaimlerChrysler  is  hiding  behind 
the  German  flag.  That  means  for- 
mer Chrysler  shareholders  know  far 
less  about  their  company. 

Among  other  things,  Daimler- 
Chrysler can  avoid  issuing  an  annu- 
al proxy  statement  that  lays  out 
such  pertinent  data  as  how  much 
stock  directors  owti,  what  kind  of 
compensation  top  executives  are  re- 
ceiving, or  which  shareholders  own 
more  than  a  5%  stake  in  the  compa- 
ny. Without  that  information,  it  be- 
comes difiicult  to  assess  just  how 
assiduously  management  is  protect- 
ing a  shareholder's  investment  and 
whether  managers  are  putting  their 
own  interests  first. 

The  company  dismisses  such  con- 
cerns. "I  honestly  don't  beHeve  any- 
body is  selling  DaimlerChrysler  be- 


Daimler  is  setting  a  bad  precedent  by 
declining  to  use  U.S.  disclosure  rules 

CHRYSLER  CEO  ROBERT  EATON  WITH  DAIMLER'S  SCHREMPP 


cause  of  a  lack  of  information,"  says 
Sam  Messina,  DaimlerChrysler's  di- 
rector of  investor  relations  for 
North  America.  "We  think  we  are 
giving  investors  all  the  tools  they 
need  to  make  investment  decisions." 

But  investors  are  right  to  de- 
mand more  disclosure,  not  less.  "As 
global  investing  becomes  more 
seamless,  we'll  have  a  race  to  the 
top  in  transparency,"  says  Nell  Mi- 
now,  a  partner  at  Lens  Inc.  in 
Washington.  WTiile  DaimlerClirysler 
is  following  the  minimum  rules  set 
out  by  the  Securities  &  Exchange 
Commission  for  foreign-based  com- 
panies issuing  shares  in  the  U.  S., 
there's  no  law  stopping  it  from  dis- 
closing more  or  as  much  as  U.  S. 
companies  do.  "This  course  is  a  mis- 
take," says  James  GUckenhaus,  gen- 
eral partner  at  Glickenhaus  &  Co. 


in  New  York,  which 
owns  about  3.7  millio 
shares.  "It  is  short- 
sighted." 

In  1993,  Daimler 
was  moving  the  othei 
way.  To  attract  U.  S. 
capital,  it  adopted 
U.S.  accounting  stan 
dards  and  subjected 
the  German  company 
to  the  public  scrutinj 
required  to  get  its 
American  depositary 
receipts  listed  on  the 
New  York  Stock  Ex- 
change. Indeed,  with- 
out such  a  window 
into  Daimler's  fi- 
nances, Chrysler  exei 
utives  and  sharehold- 
ers probably  never 
would  have  agi-eed  tc 
merge. 
DUMPED.  In  the  end, 
Minow  predicts,  the  decision  to 
avoid  higher  U.  S.  disclosure  stan- 
dards is  likely  to  diminish  Daimler 
appeal  in  U.  S.  equity  markets.  Al- 
ready, Standard  &  Poor's  Corp.,  lil 
BUSINESS  WEEK  a  unit  of  The  Mc- 
Graw-Hill Companies,  dropped 
Chrysler  from  its  500-stock  index 
because  it  became  a  foreign-based 
stock.  That  forced  managers  of  s&i 
index  funds  to  dump  Daimler- 
Chrysler shares. 

As  more  tnily  global  corporatioi 
are  formed,  global-finance  rules  mi 
be  needed — to  give  investors 
around  the  world  the  same  inform; 
tion  that  Americans  take  for  grant 
ed.  Until  then,  leaders  such  as 
DaimlerChrysler  could  be  showing 
the  way. 

With  Karen  Lowry  Mill 
in  Frankfu 


From  our  German  hubs,  we 
serve  over  100  European 
destinations-more  than  any 
other  airline.  And  with  nonstop 
service  from  12  U.S.  cities,  we 
make  it  easier  to  reach  Germany 
in  the  first  place.  What's  more, 
our  new  intercontinental  service 
in  all  classes  makes  travel 
remarkably  comfortable. 
For  reservations,  call  your 
travel  agent  or  call  us  at 
800  645-3880. 
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GOVERNMENT 


STATES  GO  TO 

THE  HEAD  OF  THE  CLASS 

They,  not  Washington,  are  taking  the  lead  on  education  reform 

How  eager  are  the 
states  to  deliver 
the  education  re- 
form that  politicians 
have  been  promising 
voters?  Consider  what 
happened  in  Sacramen- 
to. In  just  nine  weeks, 
a  special  session  of  the 
Democratic  legislature 
passed  a  quaitet  of  bills 
submitted  by  the  new 
Democratic  governor. 
Gray  Davis — beating 
Davis'  own  Mar.  30 
deadline.  Then,  Davis 
hopscotched  the  state 
for  bill-signing  cere- 
monies that  culminated 
at  the  Mt.  Washington 
Elementary  School  in 
Los  Angeles  on  Apr.  6. 

Pols  everywhere 
know  that  education  reform  is  a  hot 
button.  Congi-essional  candidates  from 
both  parties  campaigned  on  the  issue 
last  fall,  taking  every  opportunity — as 
Davis  did — to  be  photographed  amid 
beaming  schoolkids.  But  it's  the  state- 
houses  that  are  delivering  the  goods. 
Ohio,  Washington,  Texas,  and  Florida 
have  all  passed  major  education  bills, 
in  addition  to  California.  And  with 
state  budgets  in  surplus,  statehouses 
plan  to  boost  education  spending  7% 
this  year,  to  $164  billion,  according  to 
the  Center  for  the  Study  of  the  States 
at  the  State  University  of  New  York  at 
Albany.  That's  nearly  double  the  3.8% 
growth  in  state  spending  overall. 

Washington's  educa- 
tion agenda,  meanwliile, 
has  stalled.  The  "ed- 
flex"  bill,  which  gives 
schools  more  choice  on 
how  to  spend  federal 
aid,  bogged  down  in 
Congi-ess  this  year  as 
the  two  parties  compet 


CALIFORNIA'S  DAVIS:  Quick  work  oti  gettmg  the  school  package  passed 


the  initiative  on  education  while  Wash- 
ington is  doing  little,"  says  Donald  J. 
Boyd,  director  of  the  Center  for  the 
Study  of  the  States. 

Behind  the  wave  of  reform  is  the  ad- 
vent of  statewide  scholastic  standards, 
which  made  accountability  possible.  "Un- 
til a  few  years  ago,  the  states  couldn't 
peg  where  the  kids  were,"  says  Eric 
Hirsch,  an  education-policy  speciahst  at 
the  National  Conference  of  State  Leg- 
islatui'es.  Nov.',  the  states  are  tiying  to 
use  test  performance  to  reward  schools 
and  teachers  meeting  the  standards  and 
to  sanction  those  that  don't.  The  most 
extreme  sanctions  include  voucher  pro- 
grams foi'  kids  in  the  worst-peil'iu'niinsj- 


A  STATE-BY-S1ATE  REPORT  CARD 


schools,  forcing  public  schools  to 
pete  with  private  ones.  States  are  ' 
passing  laws  that  let  the  state  fu-e 
school  boards,  which  happened  in 
troit  in  March. 

Teacher  quality  is  another  prif) 
North  Carolina,  Oregon,  and  ( 
have  beefed  up  certification  statu 
Other  states,  led  by  Connecticut,  1 
boosted  teacher  pay.  Alabama 
South  Carolina 
considering  state 
teries  patterned  a 
Georgia's,  which  g 
scholarships  to  enc 
age  students  to  bee 
teachers. 

But  nowhere  is 
need  for  reform  i 
acute  than  in  Califi 
The  state  school 
tern,      the  nati 
largest,  was  once 
envy  of  the  rest  ol 
coimtiy.  But  that  ei 
in  1978  when  vote!> 
proved  Propositioi 
putting  a  cap  on 
property  taxes 
largely  funded  ed 
tion.  Now,  Califi  > 
ranks    37th  in 
school  gi'aduation  i 
and  50th  in  students  per  teacher 
diversity  of  the  public  school  popul; 
is  staggering:  Fully  25%  of  all  stud 
have  limited  English  capabilities.  Ii 
sprawling  Los  Angeles  district,  stu<! 
speak  75  native  languages,  and  46'  - 
deficient  in  English. 
EAGER  VOTERS.  Davis'  sweeping  i 
age  included  procedures  to  rank  scl 
by  performance  and  reward  the 
with  more  funds.  It  created  an  t 
reading  program  and  requires 
school  seniors  to  pass  an  exit  exai 
gi'aduate.  And  it  established  the 
statewide,  mandatoiy  peer  review 
assistance  program  for  teachers. 
California  voters  appear  eage 
keep  up  with  the 
ernor  and  lawmal 


They  went  along 


CALIFORNIA  Governor  Gray  Davis  calls  a  special  session  to  pass  bills  „  _ 

xi.     u         ^      i.  iu   u     ui  a  $9.2  bnhon  sc 

requiring  peer  review  for  teachers  and  exit  exams  for  high  schoolers.     ^    l  '  ue  the  big 


FLORIDA  Governor  Jeb  Bush  proposes  ranking  schools  and  vouchers 
for  students  attending  the  worst  ones. 

MARYLAND  Governor  Parris  N.  Glendening  proposes  $1  billion  over 


ever.  If  that  hi 
combination  of  pi 
will,  political  s( 
tivity — and  hea 


ed  for  bragging  rights,    f^'^''  years  to  build  7,500  classrooms  and  reduce  class  size  to  20.  gt^te"  budgets 


The  bill  eventually 
passed  both  houses,  but 
it's  the  only  education 
measure  that  has 
moved  so  far  this  year. 
"The  states  are  taking 


NEW  MEXICO  Governor  Gary  E.  Johnson  vetoes  state  budget 
because  it  doesn't  contain  voucher  program. 

TEXAS  Governor  George  W.  Bush  has  added  billions  in  education 
spending.  In  1999,  he  pushed  for  $1  billion  more  over  two  years. 


-co: 

ues,  kids  may  ever 
the  benefits. 

By  Larry  Artnst 
iH  Los  Angeles, 
Aaro7i  Bernstein 
Washington 
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A  NEW  WAY 

TO  FACE  THE  MUSIC 

IT  RARELY  MAKES  BIC  NEWS 

these  days  when  a  couple  of 
media  companies  announce 
new  Web  sites.  But  if  the 
companies  are  Seagi'am  and 
Bertelsmann,  which  account 
for  about  40%  of  all  recorded 
music  sold  in  the  U.S.,  it's  a 
different  stoiy.  Tlie  two  have 
fonned  getmusic.com  to  pro- 
mote their  combined  roster  of 
talent  and  sell  CDs.  The  com- 
panies say  they  would  be  hai> 
py  to  talte  on  more  jjaitnei-s — 
such  as  music  company  Sony 
or  services  such  as  America 
Online.  They  may  also  sell 
music  downloads.  Could  this 
be  the  start  of  a  broader  al- 
liance between  the  two  giants? 
"We'll  see  whether  this  rela- 
tionship can  expand  beyond 


CLOSING  BELL 


OVERDOCTORED? 

When  news  broke  that  state 
investigators  were  looking  into 
Pediatrix  IVIedical  Group  for 
possible  Medicaid  fraud, 
investors  didn't  wait  for  a 
second  opinion.  Shares  in  the 
physician-practice  manage- 
ment company,  which  special- 
izes in  neonatal  care,  slid 
36%,  to  17/,  on  Apr.  5.  CEO 
Roger  Medel  said  the  company 
is  cooperating,  and  that  "the 
stock  will  take  care  of  itself." 
But  Christopher  McFadden  of 
First  Union  Capital  Markets 
Group  disagreed.  The  probes, 
he  said,  create  an  "uncertain 
risk  factor  for  investors." 
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what's  contemplated  today," 
says  Seagi"am  Chief  Executive 
Edgai'  Bronfman  Jr. 


A  WHOLE  NEW  LOOK 
FORREVLON? 

REVLON  IS  EYEING  A  MAKE- 
over.  The  cosmetics  giant  an- 
nounced on  Apr  7  that  it  was 
looking  at  selling  one  or  more 
of  its  business  lines  to  pay 
down  its  $1.9  billion  debt. 
Revlon,  83%  owned  by  fi- 
nancier Ronald  Perelman, 
didn't  rale  out  selling  the  en- 
tire company,  which  lost  $143 
milhon  in  1998.  Several  lines 
would  be  attractive  to  buy- 
ers, analysts  say.  One  exam- 
ple: fast-gTowing  Almay,  mak- 
er of  hyiDoallergenic  makeup. 
Possible  buyers  include  Proc- 
ter &  Gamble  and  Unilever: 
Neither  would  comment. 


FROM  BANANA  WARS 
TO  CASHMERE  WARS 

THE  EUROPEAN  UNION  GRUDG- 

ingly  agreed  on  Apr.  7  to 
comply  with  a  World  Trade 
Organization  raling  in  favor 
of  the  U.  S.  over  the  con- 
tentious issue  of  banana  im- 
ports. But  the  Eu's  top  trade 
official.  Sir  Leon  Brittan, 
didn't  say  when  or  how — and 
hinted  that  Eiu"ope  may  file  a 
new  appeal  in  the  six-year- 
old  dispute.  The  wt(j  raling 
cleai-s  the  way  for  100%.  U.  S. 
tariffs  on  $191  million  in  Eu- 
ropean goods — which  could 
include  Scottish  cashmere, 
French  scarves,  and  Gennan 
coffeemakers — in  retaliation 
for  European  quotas  on  ba- 
nanas ft-om  Latin  America. 


BACK  TO  THE  HUDDLE 
FOR  THE  REDSKINS 

WHAT  NOW  FOR  THE  WASH- 

ington  Redskins?  On  Apr  7, 
billionaire  real  estate  devel- 
oper Howard  Milstein  with- 
drew his  record  $800  million 
offer  to  buy  Washington's  Na- 
tional Football  League  team, 


HEADLINER:  JOHN  MALONE 


WEAVING  A  NEW  WEB 


Three  weeks  after  closing 
the  sale  of  Tele-Communi- 
cations to  AT&T,  John  Mal- 
one was  dealing  again. 
On  Apr.  5  and  6,  his 
holding  company, 
Liberty  Media, 
bought  a  chunk 
of  set-top-box 
maker  General 
Instrument  and 
swapped  shares 
in  Fox  Sports  to 
nail  down  an  8% 
chunk  of  News  Corp. — to 
go  with  its  9%  stake  in 
Time  Warner,  21%;  in  usA 
Networks,  and  43%  share 
of  shopping  giant  Qvc. 

That  stuff  was  all  clas- 
sic Malone.  What's  differ- 
ent is  Malone 's  Internet 
dealing.  Liberty 
announced  on  Apr.  6  it 
would  merge  a  dozen 


stakes  in  Internet  compa 
nies  with  its  86%  owned 
TCI  Music,  which  provide 
online  music  and 

videos-on-demand 
for  cable  sys- 
tems. That 
boosts  Liber- 
ty's stake  in 
the  company  t 
$2  billion,  and  ; 
it  gives  Malone 
an  Internet  stoct  | 
with  which  to  go  i 
shopping  for  more  assets  i 
Liberty  Internet  chief  t 
Lee  Masters  says  the 
company  prefers  to  buy 
pieces  of  startups,  rather 
than  entire  companies. 
Liberty  already  has 
stakes  in  SpoitsLine  usA, 
priceline.com,  and  drug- 
store.com. 

By  Ronald  Grove 


just  as  NFL  owners  were 
ready  to  reject  the  bid  as  too 
leveraged.  Milstein  promises 
he  won't  sue  the  league  for 
dissing  him,  and  he  walks 
away  with  his  $30  million 
downpayment  back  in  the 
bank.  Milstein's  erstwhile  bid- 
ding partner,  communications 
entrepreneur  Daniel  Snyder, 
may  show  up  with  a  fresh 
bid,  say  som'ces  close  to  Sny- 
der He  might,  they  say,  team 
up  with  publisher  and  real 
estate  developer  Mori  Zuck- 
erman,  who  has  been  a  busi- 
ness backer.  And  don't  un- 
derestimate John  Kent 
Cooke,  son  of  the  former 
owner,  who  had  the  losing  bid 
last  time. 


POWER  RECHARGE  AT 
HEWLEH-PACKARD 

HEWLETT-PACKARD  MAY  HAVE 
fallen  behind  the  curve  in 
high-tech  gi-owth.  But  when 
it  comes  to  launching  a  rapid- 
recovery  plan,  the  computer 


maker  looks  cutting-ed 
First,  CEO  Lew  Piatt 
nounced  on  Mar  2  that 
company  would  spht  in  tl 
and  that  he  would  step  doj 
early.  Then,  on  Apr  6,  Pi 
gave  CEO-style  powers  to  f( 
business-unit  executives, 
computer  chief  Duane  Zit; 
has  ah'eady  set  up  a  separi 
sales  force  focused  on  haj 
ware.  And  analysts  expect 
ecs  to  play  catch-up  on  d(; 
making.  Zitzner  has  creap 
a  team  to  look  for-  tai-gets,  jjd 
computer  sei-vices  chief  A' 
Livermore  announced  a  $ 
million  software  partnersfj 
with  BE  A  Systems  on  Apr 


ETCETERA... 


■  Gillette  warned  that  fir|  » 
half  earnings  will  be  bel 
expectations. 
m  Alcoa's  first-quarter  eal 
ings  rose  5.3%,  beatiji 
expectations. 

■  Credit-card  issuers  mai' 
15%  more  card  offers  in  1!' 
a  new  study  says. 
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Question  #4:  How  dci 


w 

We  hear  a  lot  about  target 
marketing,  but  we're  not  yet 
reaching  our  most  valuable 
customers  effectively 
and  efficiently. 


bur  response  will  help  us  guide  you  through  one  of  the  many  issues  you'll  face 
1  the  21st  Century.  Imagine  if  you  answered  the  rest  of  our  questions. 

UF  free  needs  assessment  will  help  identify  and  resolve  many  of  the  significant 
jsiriess  issues  your  company  will  face  in  the  new  millennium.  From  target  mar- 
sting  to  developing  disaster  recovery  plans.  And  others. 
Visit  www.ibm.com/globalservices  today.  Or  call  1  800  IBM-7777,  Priority  Code 
\I9AA004.  Complete  our  questionnaire  and  we'll  send  you  your  personalized 
lalysis,  as  well  as  Business  Beyond  20,00:  New  Qame,  New  Rules,  an  IDC  White 
aper,  available  only  from  IBM. 

IBM  Global  Services  People  who  think.  People  who  do.  People  who  get  it. 


72%  of  women  say  they  look 
forward  to  their  retirement,  but 
how  many  are  really  prepared? 


Let  Prudential  help  you  prepare  with  the  fight  financial  plan 

Retirement  should  be  something  you  look  forward  to.  But  statistics  show  that  you  may  not  be 
saving  enough  to  see  you  through.  If  you're  not  sure  you'll  be  able  to  afford  the  retirement  you 
want,  Prudential  can  help.  We  can  offer  the  guidance  you  need  to  overcome  the  challenges 
women  are  facing  on  the  road  to  retirement. 


A  REFtRtNtE  GUIDE 

;  pnidi'nlial 


66%  of  women 
feel  that  financial 
terminology  is 
confusing. 

Investment  Planning 
for  Women  can 
help.  Easy  to  read 
and  packed  with 
useful  information, 
Investment  Planning 
for  Women  is  your 
complete  guide  to 
the  world  of  investing. 
Call  today  for 
your  free  copy! 


yi  ^  O/   of  women  put  off 

I  /O  making  financial 
decisions  because  they  fear 
making  a  mistake.  Every  investor 
worries  about  making  the  right  choices.  At 
Prudential  Securities,  you're  never  on  your  own. 
You'll  have  a  knowledgeable  Financial  Advisor  at 
your  side  to  help  you  analyze  your  needs,  clarity 
your  goals  and  answer  your  questions. 

jCl  O/  of  women  feel  that 
^  I  /O  a  lack  of  knowledge 
keeps  them  from  getting  involved  in 
financial  planning.  With  so  many  investment 
opti(jns  to  choose  from,  you  need  objective  advice. 
At  Prudential  Securities,  you'll  find  a  wealth  of 
information,  including  our  award-winning  website 
and  up-to-the-minute  market  analysis. 


30% 


of  women  do  not  have  a 
O  specific  savings  plan  for 

re'jrement.  Without  a  solid  financial  plan,  it's 
hai  'l see  exactly  where  you  stand  today — and  if 
youi   I  'iiigs  are  on  track  toward  your  goals.  That's 
where  'ir  <'.\!  lusive  Personal  Financial  Ai'chitect'" 
software  v^u  '  dp.  Your  Financial  Advisor  will 
use  it  to  ere;- '  a  personalized  blueprint  for  your 
retirement  pl< 


of  women  will  only 
/O  consider  safe  and 
guaranteed  investments.  Because  women 
live  longer  than  men,  they  actually  might  need  to 
invest  more  aggressively  to  avoid  outliving  their 
assets.  Your  Financial  Advisor  can  show  you  how 
asset  allocation  can  help  you  maximize  your 
returns  and  manage  risk. 

Call  today  for  more  information  and 
a  free  copy  of  Investment  Planning 
for  Women. 

1  -8pO-THE-ROCK 

extension  2706 

Or  visit  us  at 
www.prudential.com 


&y  Prudential 

Securities 


92/99  Prudential  Securities  Incorporated,  member  SIPC,  199  Wuist  Street,  New  York,  NY  10292,  o  wholly  owned 
by  the  Investor  Zone  Update  1998  research  study  conducted  by  Prudential,  751  Broad  Street,  Newark,  NJ 
y'.:  ■/  ic  s"!  und  400  men  with  a  margin  of  error  no  greater  than  plus  or  minus  5%  at  95%  confidence. 


subsidiory  of  The  Prudential  Insurance  Company  of  America.  All  stolistics  ori- 
07102.  The  survey  results  are  based  on  a  notional  random  sample  of 
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TED  BY  DOUGLAS  HARBRECHT 


HE  HIGH-TECH  LOBBY 
;  LEARNING  FAST 


n  Capitol  Hill  these  days,  minimalism  is  in.  Chastened 
GOP  leaders  have  stopped  promising  to  remake  Amencan 
culture  and  are  focused  on  the  mundane  task  of  passing 
^et  and  spending  bills.  And  top  Democi'ats,  their  sights 
led  on  retaking  control  of  Congi-ess  in  2000,  are  loath  to 
ieals.  To  Coiporate  America,  it  looks  lilie  a  recipe  for  an- 
r  nothing-burger  session. 

^ith  one  exception.  Silicon  Valley  could  scoi'e  in  the  106th 
gress.  High  tech's  likely  wins  include  a  multiyear  exten- 
of  the  tax  credit  foi'  research  and  experi- 
tation,  a  national  standard  for  authenticat- 
the  electronic"  equivalent  of  written 
atures,  protection  from  lawsuits  arising 
1  the  Year  2000  computer  glitch,  and  a  re- 
tion  of  curbs  on  high-tech  exports.  "The 
lentum  is  veiy  strong,"  says  Representa- 
Bob  Goodlatte  (R-Va.),  chair  of  the  House 
high-tech  working  gi-oup. 
big  reason  for  the  sunny  outlook  is  high 
's  widening  economic  clout.  Many  pols  are 
fumbling  with  their  own  Web  sites,  but 
■  know  technology  is  a  key  engine  of  U.  S. 
vth.  Equally  important  is  Silicon  Valley's 
ving  finesse  in  playing  the  D.  C.  power 
e.  Tech  companies  have  snapped  up  top 
ylng  talent.  Microsoft  Coi-p.'s  roster  of  sev- 
Dbbyists  now  includes  Kerry  A.  Knott,  ex- 
f  of  staff  to  House  Majority  Leader  Dick 
ley  (R-Tex.),  and  Ken  Knutson,  an  ex-GOP  Senate  staffer 
irica  Online  Inc.  snared  Lisa  Nelson  and  Andrew  Wein- 
1,  top  aides  to  retired  Speaker  Newt  Gingrich  (R-Ga.). 
MONEY.  To  give  tech  execs  a  louder  voice  on  Capitol  Hill, 
Infonnation  Technology  Industry  Council  recently  said  it 
keep  a  scorecard  of  lawmakers'  votes  on  issues  such  as 
relief  and  trade.  "Within  five  years,  iTi's  scorecai-d  will  be 
nportant  to  [lawmakers]  as  the  ratings  of  the  afl-cio  and 
National  Federation  of  Independent  Business,"  says  Ed 


CAPITAL  WRAPUP 


GATES:  Gave  big  to  the  GOP 


Gillespie,  a  fonner  Armey  aide.  He  advises  an  industiy  group 
seeking  to  lift  export  curbs  on  data-scrambling  technologies. 

High-tech  money  is  already  doing  plenty  of  talking.  Com- 
puter and  software  companies  forked  over  $8.8  million  to 
congressional  candidates  and  the  two  pailies  for  the  1998  elec- 
tions, the  nonpartisan  Center  for  Responsive  Politics  esti- 
mates. That's  more  than  double  theu-  donations  for  '96  races. 

Republicans  snared  57%  of  the  industry's  largesse.  The 
biggest  money  went  to  pols  ft-om  the  nation's  preinier  techno 
coiridors:  $41,500  to  Representative  Tliomas  M. 
Davis  III  (R-Va.)  and  $35,550  to  Representative 
Jay  Inslee  (D-Wash.),  for  example.  Top  Senate 
recipients  in  the  past  five  years  include  Repub- 
lican Senator  Kay  Bailey  Hutchison  of  Texas 
($188,300)  and  Democratic  Senator  Ron  Wyden 
of  Oregon  ($90,083).  Tech  companies  are  now 
among  the  top  donoi-s  of  luirestricted  cash  to  the 
paities.  Under  assault  from  the  Justice  Dept., 
Microsoft,  CEO  Bill  Gates,  and  other  execs 
ranked  Uth  on  the  (^)p's  soft-money  list  in  1997- 
98,  with  donations  totaling  $599,816.  Microsoft 
gave  soft  money  to  the  Democrats,  too,  just 
nowhere  near  as  much:  $150,000. 

Tliis  blizzard  of  cash  won't  guarantee  Silicon 
Valley  everything  on  its  wish  list.  The  techies 
are  playing  defense  on  an  airay  of  bills  to  pro- 
tect consumer  privacy  on  the  Internet.  And 
while  they'll  likely  get  some  relief  from  Y2K 
lawsuits,  the  final  bill  won't  cap  legal  fees  or  economic  dam- 
ages— provisions  deemed  vital  by  most  other  business  gi'oups. 

Last  year,  with  elections  looming,  lawmakers  played  Santa 
Claus  to  Silicon  Valley,  bestowing  a  bundle  of  goodies,  from 
more  visas  for  skilled  foreign  workers  to  a  time-out  on  new 
Internet  taxes.  While  tech's  take  won't  be  as  sweeping  this 
year,  it  will  still  be  impressive  for  a  bunch  that  Capitol  Hill 
insiders  regarded  as  political  inbes  just  a  few  years  ago. 

By  Amu  Boitiis,  wit]}  Jolni  Gfirei/ 


NGE  OF  IMPEACHMENT 

■^ow  it's  Representative  James  E. 
gan's  (R-Calif.)  turn  on  the  hot 
it.  Rogan,  one  of  13  House  man- 
iYS  of  President  Clinton's  impeach- 
nt,  faces  a  tough  reelection  strug- 
.  California  State  Senator  Adam 
liff,  a  centrist  Democrat,  is  expect- 
to  challenge  Rogan  in  2000.  The 
iservative  Rogan  won  a  second 
TO  with  a  margin  of  just  3.5% — one 
;he  closest  House  contests  of  '98. 
*eady,  there's  talk  Rogan  will  give 
his  seat  for  a  longshot  Senate  run. 


HELLO,  DAD  HERE.  SIGN  ME  UP      A  SOCIALIST  IN  THE  SENATE? 


►  How  do  you  prevent  a  child  from 
impersonating  a  parent  in  cyber- 
space? The  Federal  Ti-ade  Commis- 
sion is  writing  rules  for  companies  on 
how  to  get  parental  permission 
before  collecting  marketing  data  on 
kiddie  Web-surfers.  Among  the 
options:  a  signed  consent  form  or  a 
call  to  a  toll-free  number.  Last  year, 
Congress  passed  the  Children's 
Online  Privacy  Protection  Act  to 
guard  against  the  exploitation  of 
young  cyber-consumers. 


►  Vermont — home  of  cows,  skinflints, 
and  Ben  &  Jerry's  ice  cream— could 
become  the  first  state  to  elect  a 
socialist  senator  to  Congress  next 
November.  LT.  S.  Representative 
Bernard  Sanders,  who  settled  in  Ver- 
mont during  the  Hippie  invasion  of 
1968,  is  eyeing  a  run  for  the  seat  of 
incumbent  gop  Senator  James  M.  Jef- 
fords. And  a  new  poll  shows  Sanders, 
a  self-described  socialist,  running 
slightly  ahead  of  the  popular  Jef- 
fords—a liberal  Republican. 
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International  Business 


ECONOMIC  PAIN 


II 


POLAND 


AN  EASTERN  STAR 
LOOKS  DIMMER 

But  Poland  may  be  tough  enough  to  weather  the  slowdown 


Polish  doctors,  paid  just  $260  a 
month,  picket  hospitals  in  white 
lab  coats,  while  nurses  protest  at 
the  Parliament  over  their  meager 
wages.  Both  gi'oups  had  hoped  sweeping 
health-care  reform  would  address  their 
low  pay.  Farmers,  angi-y  at  collapsing 
food  prices,  block  roads  into  Western 
Eui'ope,  forcing  the  govemment  to  slap 
tariffs  on  imjiorted  grain,  pork,  and 
dairy  products.  Teachers  wave  banners 
demanding  better  retirement  benefits. 

Eastern  Europe's  brightest  star, 
which  joined  nato  just  in  mid-March, 
is  looking  dimmer  After  five  years  of 
5%  to  7%  economic  gi'owth,  Poland  has 
hit  an  obstacle  in  its  road  to  full-fledged 
capitahsm.  Scjueezed  between  the  slow- 
down in  Western  Europe  and  Russia's 
collapse,  the  country  faces  declining  ex- 
ports, rising  unemployment,  and  slug- 
gish profit  increases.  The  economy  may 
gi-ow  as  little  as  ■i%  in  1999. 

Yet  this  is  no  Asia-style  meltdown. 


Because  Poland  took  much  of  its  free- 
market  medicine  bravely  10  years  ago, 
it  may  be  in  a  better  position  than  most 
emerging  markets  to  weather  a  down- 
turn. Indeed,  a  tough  economic  cycle 
could  galvanize  the  coalition  government 
to  plow  ahead  vrith  stalled  refomns,  from 

HARD  TIMES  COULD 
SPEED  UP  REFORMS 

►  Further  privatize  areas  such  as 
telecommunications 

►  Shake  up  complacent  manage- 
ment at  big  private  companies 

►  Attack  excess  state  spending 
on  pensions,  health  care,  and 
education 

►  Close  tax  loopholes  to  widen  tax- 
payer base  and  bring  rates  down 

DATA  BUSINESS  WEEK 


Warsaw  nurses, 
whose  hopes  for 
pay  raises  have 
been  dashed, 
protest  at  the 
Parliament 

critical  privatizatic 
to  welfare  spendi 
cuts.  Poland's  suca 
in  taking  these  n< 
steps  could  tell  hi 
soon  it  may  be  rea 
to  join  the  Eui'ope 
Union.  "Poland's  p 
formance  in  1999  v 
be  the  sustainabil 
test,"  says  Ki'zysz 
Rybinski,  chief  ecoi 
mist  at  ING  Barir 
in  Warsaw. 

Already,  polic 
makers  have  signa 
they  won't  back 
from  tough  measures.  Finance  Minisi 
Leszek  Balcerowicz  is  keeping  a  ti^ 
rein  on  spending.  He  plans  to  sla 
Poland's  budget  deficit  from  2.4% 
gTOSs  domestic  product  last  year  to  z( 
in  the  next  few  years,  largely  by  tri 
ming  spending  on  pensions  and  hea 
care.  Monetary  policy  under  centi 
bank  cliief  Hanna  Gronkiewicz- Waltz  1 
cut  inflation.  And  privatization  cz 
Alicja  Koniasiewicz  has  battled  politi 
opposition  to  take  more  companies 
the  state's  books.  Thanks  to  her  init 
five,  telecom  giant  TPSA  listed  15%  of 
shares  on  the  Warsaw  stock  exchan 
last  year  and  will  sell  as  much  as  3J 
to  a  foreign  strategic  investor  in  199 
BOARDROOM  COUPS.  Bank  privatizati( 
crucial  to  the  efficient  flow  of  inve 
ment  money,  is  poised  for  completi( 
By  summer,  the  govenunent  wiU  choc 
a  strategic  investor  for  its  55%  sta 
in  Pekao,  a  huge  retail  bank,  fi'om  t^ 
finalists:  Citigi'oup,  and  a  partners! 
between  Milan-based  UniCredito  It 
iano  and  Genrian  insurer  Allianz.  T 
100%>  state-owned  Bank  Zachodni, 
western  Poland,  is  also  on  the  block. 

Currency  poHcy,  meanwhile,  is  po 
tioning  Poland  to  fit  smoothly  into  t 
Em'opean  economy.  Over  the  past  ye 
the  government  has  gradually  be 
widening  the  zloty's  trading  band 
plus  or  minus  15%'  of  the  euro  and  d- 
lar  basket  to  which  it's  pegged.  Th 
range  is  wide  enough  to  allow  Poland 
qualify  for  Europe's  Exchange  Ra 
Mechanism — a  fii'st  step  toward  mc 
etary  union.  The  zloty  is  "as  j 
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loating,"  says  Gronkiewicz- Waltz, 
eanwhile,  the  economic  downturn 
had  a  plus  side  for  the  private  sec- 
Nominal  short-term  interest  rates 
ged  during  1998,  from  25%  to  about 
,  cutting  the  cost  of  financing  for 
nesses.  Companies  that  once  in- 
ed  in  high-yielding  Treasuiy  bonds 
;  find  more  productive  uses  for  theii" 
.  And  as  profits  come  under  more 
sui"e,  shareholders  are  putting  the 
ivs  to  inefficient  management, 
le  most  striking  example  is  $828 
on  industiy  conglomerate  Elektrim. 
iigTi  shareholders  ousted  top  man- 
nent  last  November  vi'hen  the  pre- 
3  CEO  an'anged  an  asset  sale  v/ith- 
disclosing  its  details.  In  Februaiy, 
board  installed  an  American  ven- 

capitalist  who  has  already  sold  off 
loncore  businesses  and  refocused 
trim  on  energy  and  telecoms.  Sim- 
boardroom  coups  have  taken  place 
;her  big,  pi-ivatized  companies. 
TICAL  MALAISE.  Much  of  Poland's 
omic  health,  of  course,  depends  on 
rnal  factors.  A  long  downturn  in 
:ern  Eui'ope,  which  buys  two-thirds 
3lish  exports,  would  further  punish 
ofactui-ei-s,  which  are  already  scaling 

capital  spending  and  hiring.  And 
ding  black-  and  gi"ay-market  activ- 
Russia  accounted  for  about  15%  of 
nd's  trade  before  last  August's  cri- 
Phat  business  is  unlikely  to  recover 

le  countiy  also  suffers  from  political 
,ise.  As  it  prepares  to  join  the  eu, 
nd  must  stick  to  the  strict  fiscal 
pline  laid  out  by  Balcerowicz.  But 
party  he  leads,  the  center-right 
■dom  Union,  is  constantly  battling 
oalition  partner,  the  union-backed 
tion  Action  Solidarity,  which  oppos- 
jfoiTTi.  The  ciUTent  government  has 
owest  popularity  rating  of  any  Pol- 
government  in  the  past  decade. 
3t  compared  vrith  most  other  emerg- 
!Conomies,  Poland  has  an  edge.  Tight 

consistent  monetary  policy  has 
ght  inflation  below  6%,  from  14%  a 

ago.  Banks  are  not  weighed  down 

bad  coi-porate  debt,  as  they  are  in 
Czech  Republic  and  in  Asia.  Nor  is 
nd  at  risk  of  sudden  capital  flight. 

Rybinski  notes  that  Poland's  short- 
I  boiTowing  is  only  18%'  of  foreign 
ange  reserves,  compai'ed  with  60%  in 
Z^zech  Repubhc  and  120%-  in  Brazil, 
ich  advantages  suggest  that  Poland 
r  from  facing  the  big  setback  that 
n  economies  have  suffered.  Whether 
country  retains  its  status  as  Eu- 
I's  next  hot  spot  depends  on  the 
;rnment's  commitment  to  stay  on 
If  reforms  keep  coming  despite 
er  gi-owth,  this  could  be  the  year 
n  Poland  proves  its  mettle  for  good. 
3y  Karen  Lowry  Miller  in  Warsaw 


POLAND'S  FINANCE  MINISTER: 
THE  TAX  BURDEN  MUST  BE  REDUCED' 


Nearly  a  decade  after  launching 
Poland's  economic  reforms,  Fi- 
nance Minister  Leszek  Bal- 
ceromcz  wants  to  fin  ish  the  job.  He 
is  forcing  privatizations  and  contro- 
versial spending  reforms  while  hold- 
ing together  an  uneasy  coalition  gov- 
ernment. Meanwhile,  he  is  under  fire 
from  abroad  as  sigiis  of  sluggish 
growth  abo^md.  He  spoke  of  these 
challenges  with  correspondent  Karen 
Lowry  Miller  in  his  19th-century 
Warsaw  office. 

Q:  Is  Poland's  "growth  miracle" 
over? 

A:  I  think  Poland  has 
the  potential  to  grow 
at  a  rate  of  6%  a  year 
with  the  proper  eco- 
nomic policies  and  ap- 
propriate external  en- 
vironment. The 
slowdown  in  the  Pol- 
ish economy  is  a  repe- 
tition of  a  slowdown 
in  many  countries. 
Then  came  the  Russia 
shock.  I  would  expect 
at  least  4%  growth 
this  year. 

Q:  Should  investors 
ivorry  about  a,  widen- 
ing cuTrent-account 
deficit? 

A:  Last  August  the 
cuiTent  account  deficit 
was  around  3%  of 
gross  domestic  prod- 
uct, very  safe.  It  shot 
up  in  the  second  half 
when  exports  fell  be- 
cause of  the  Russian 
crisis.  These  are  one- 
time factors.  The 

deficit  should  stabilize  at  about  5%, 
and  it  is  almost  fully  covered  by 
foreign  direct  investment. 

Q:  Wlmt  furtfier  economic  reforms 
are  needed? 

A:  The  tax  burden  must  be 
reduced;  it  is  now  40%  of  gdp. 
Second,  we  need  to  expand  the 
tax  base  by  closing  loopholes  and 
simplifying  the  system.  All  this 
obviously  means  doing  something 
about  expenditures,  so  we  are 
back  to  looking  at  the  functions 
of  the  state. 


Q:  And  that  becomes  a  political 
issue. 

A:  Every  economic-policy  decision  is 
political.  It's  trae  we  have  some  is- 
sues that  have  to  be  cleared  up  with 
oui'  coalition  partners.  Tax  and  ex- 
penditures, these  two  first  of  all. 

Q:  After  such  a  roller-coaster  decade, 
is  the  Polish  economy  becoming 
normal? 

A:  It  may  well  be.  This  is  an  inter- 
esting theoretical  question — are  busi- 
ness cycles  possible  in  an  emerging 
economy? 


A  LOT  ON  HIS  PLATE 


Balcerowicz  wants 
to  cut  spending 
and  widen  the  tax 
base  while 
reducing  the 
state's  functions 


Q:  Many  complain  tJiat  cor- 
ruption in  Poland  has  gotten 
worse. 

A:  It  is  not  proven.  There 
are  subjective  feelings  and 
impressions,  but  no  hard 
data.  But  assuming  there  is 
a  problem,  what  should  we 
do?  Eliminate  the  sources 
and  motives  of  conniption, 
and  that  means  deregulating  the 
economy.  Corraption  is  linked  to 
public  spending,  so  that  comes 
back  to  pi'ivatization. 

Q:  TlmVs  a  fairly  fundamental 
problem. 

A:  Look,  10  years  ago,  few  })eople 
beheved  Poland  would  be  a  member 
of  NATO.  No  one  believed  the  Polish 
zloty  could  be  convertible.  Most 
people  said:  "Poland  an  economic 
success?  No  way."  One  can  take  on 
small  goals  or  large  goals.  I  am  for 
the  second. 
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RUSSIA 


KOSOVO'S  WILDEST 
WILD  CARD:  MOSCOW 

The  crisis  is  dangerously  straining  U.S.-Russian  ties 


Russian  Prime  Minister  Yevgeny  M. 
I'rimakov  made  a  shaip  U-Uim  on 
Mai'.  23  when  he  heai-d  NATO  forces 
would  soon  strike  Kosovo.  On  his  way 
to  Waslaington  for  a  meeting  with  Vice- 
President  Al  Gore,  Primakov  ordered 
the  pilots  of  his  Russian  jet  to  head  im- 
mediately back  to  Moscow.  Now,  as  the 
Kosovo  conflict  intensifies,  relations  be- 
tween the  U.  S.  and  Russia  could  be 
headed  for  a  shaip  reversal  as  well. 

Indeed,  the  crisis  is  dividing  the  U.  S. 
and  Russia  like  no  other  issue  since  the 
height  of  the  cold  war.  And  how  the 
Kosovo  war  is  resolved  could  have  a 
huge  impact  both  on  domestic  Russian 
politics  and  on  the  tenor  of  U.  S.- 
Russian relations  for  years  to  come.  Tlie 
NATO  strikes  are  fanning  anti-American 
sentiment  in  Russia,  giving  a  boost  to 
President  Boris  N.  Yeltsin's  hard-line 
opponents,  and  undemiining  support  for 
ai'ms  control.  That's  why,  as  a  friend  of 
Sei'bia,  Primakov  is  scrambling  to  act  as 
mediator  in  the  conflict.  If  he  can  nego- 
tiate a  cease-fii'e,  he  could  be  acclaimed 
for  bringing  peace  and  restoring  Rus- 
sia's prestige  on  the  intemational  stage. 
And  he  would  become  the  leading  con- 
tender to  succeed  Yeltsin  as  President 
in  (jlections  set  for  June  2000. 

Every  day  the  conflict  continues,  the 
pressiu'e  grows  on  Primakov  and  Yeltsin 


to  intei"vene  militarily.  Indeed,  on  Apr.  7, 
the  State  Duma  voted  over-whelmingly 
in  favor  of  a  nonbinding  resolution  lu'ging 
Yeltsin  to  send  both  anns  and  a  military 
mission  to  Yugoslavia.  Although  Yeltsin  is 
imUkely  to  heed  that  call,  the  move  ups 
the  ante  sharply.  If  a  grmmd  war-  br-eaks 
out,  Primakov  may  not  be  able  to  r'esist 
pressur-e  to  back  the  Serbs  with  ar-ms 
or-  tr'oops.  "This  is  the  most  danger-ous 
crisis  between  Russia  and  the  U.  S.  since 
the  Cuban  missile  crisis,"  wonies  Alexei 
G.  Ar-batov,  deputy  chairman  of  the 
Duma's  Defense  Committee  and  mem- 
ber- of  the  moderate  Yabloko  Party. 

Any  Russian  militar-y  involvement  in 
the  conflict — except  as 
peacekeeper- — could  be 
just  the  start  of  a  sharp 
turn  away  ft'om  the 
West.  Russian  analysts 
say  it  would  only  be  a 
matter  of  time  before 
the  country  began  r-e- 
building  its  nuclear-  ar- 
senal and  for-ging  tighter- 
str-ategic  ties  with  Chi- 
na, Ir-an,  and  Ir-aq.  AI- 
r-eady,  the  conflict  has 
put  on  hold  U.  S.-Russ- 
ian  efforts  to  slash  nu- 
clear- arsenals.  After 
year-s  of  delay,  Primakov 


PRIMAKOV:  U iider  pressure  at 
home  to  act  decisively 


OUTSIDE  U.S.  EMBASSY:  R2issia{; 
feel  NATO  is  still  their  enemij 

had  persuaded  the  Duma  to  \ 
on  and  approve  the  start  II  ti-e 
in  late  March.  The  vote  was  c 
celled  after-  the  strikes,  and 
treaty  is  all  but  dead. 

A  further  escalation  of  the  Ki 
vo  conflict  will  also  shake 
Russian  domestic  politics.  Accn 
ing  to  r-ecent  Russian  polls,  98'. 
the  population  opposes  the  N 
strikes.  The  conflict  is  almost  s 
to  boost  support  for  Communist  ; 
nationalist  politicians  in  pariiani 
tary  elections  in  December. 
NEXT  PRESIDENT?  As  a  shr  e 
diplomat  and  ex-spymaster-,  1 
makov  seems  to  be  maneuver 
thr'ough  this  minefield  to  come 
with  the  best  outcome  for  R 
sia — and  per-haps  his  own  political 
reer.  At  home,  he  is  loudly  condemn 
the  NATO  air-  strikes,  though  resist 
military  inter-vention.  Apart  fi-om  K( 
vo,  he  is  winrring  favor  by  going  al 
Russia's  once-power-ful  bankirrg  tyco( 
issuing  ar-r-est  warrants  for  businessn 
Boris  Berezovsky  and  Alexan( 
Smolensky  for  alleged  financial  cr-im 
Most  important,  in  the  inter-natio 
ar-ena,  Primakov  is  pr-esenting  himself; 
the  only  per-son  who  can  broker  a  d 
between  NATO  and  Yugoslav  Presid 
Slobodan  Milosevich.  It's  tr-ue  that 
Ser-bs  tr-ust  Primakov  because  Ru.- 
consistently  has  opposed  the  use  of  f<  i 
in  Yugoslavia.  And  the  Clinton  Adii 
istration  is  also  used  to  dealing  w 
the  ex-For-eign  Minister-.  On  Apr'. 
Vice-Pr-esident  Gor-e  asked  Primakox 
ur-ge  Milosevich  to  accept  NATO's  tei 
to  end  the  conflict.  Although  Primal 
hasn't  yet  revealed  his  o'ati  propo.^ 
Russian  analysts  say  he  could  push  f( 
deal  that  would  include  a  peacekeej) 
for-ce  involving  Russian  tr-oops  and 
diers  ft-om  nato  countries  uninvoh 
in  the  bombing,  such 
Spain. 

As  the  bombs  con 
ue  to  fall  on  Kosovo 
Russia  all  eyes  are 
Piimakov.  When  he 
came  Prime  Minis, 
last  September-,  the  % 
.\far--old  was  seen  ai'^ 
i  l  ansitional  figure: 
ailing   Yeltsin's  rii 
hand  man  until  \v 
year-'s  Presidential  e' 
tions.  Now,  he  is  pi 
ing  a  far  greater  rol 
By  Patricia  Kr; 
in  Moscow 
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JAPAN 


MAKE  WAY  FOR  WOMEN 
WITH  WELDING  GUNS 

Japanese  women  are  winning  more  rights-and  factory  jobs 


MAZDA  PLANT:  With  feiver  men  in  the  ivorkforce,  factories  need  more  ivomen 


M 


Iadoka  Matsumae,  24,  doesn't  want 
to  be  treated  like  a  man,  just  to 
earn  as  much  as  one.  For  six 
years,  she  has  snapped  rings  onto  pis- 
tons at  Mazda  Motor  Corp.'s  engine 
plant  in  Hiroshima.  Yet  unlike  her  male 
colleagues,  Matsumae  leaves  work  eveiy 
day  at  5:30  p.m.  Japanese  factoiy  work- 
ers can  earn  up  to  30%  more  than  theii' 
regular  pay  by  doing  night  shifts.  But 
women  have  been  banned  fi"om  working 
after  10  p.m.  or  putting  in  more  than  six 
hours  of  overtime  a  week. 

That  is  starting  to  change.  On  Apr. 
1,  Japan  revised  its  Equal  Employment 
Opportunity  Law  to  end  overly  protec- 
tive restrictions  on  women's  work.  The 
law  also  is  much  tougher  on  sexual  ha- 
rassment and  gender-based  hiring.  The 
most  immediate  impact  will  be  felt  in 
factories.  Thanks  to  the  gi-eater  flexibili- 
ty, Japanese  manufacturers  are  likely  to 
hire  many  more  women  for  manual  jobs. 
An  aging  population  means  fewer  young 
men  ai'e  enteiing  the  workforce.  So  com- 
panies must  rely  more  on  women  to  keep 
factories  humming. 

Factories  are  even  starting  to  refit 
assembly  lines  with  lighter  tools  and 
equipment  to  accommodate  female  work- 


ers. Toyota  Motor  Corp.  spent  $424,000 
to  retool  two  assembly  lines  that  will  be 
staffed  by  650  women  this  year — up 
fi-om  440  in  1998— and  1,100  later  It's 
also  giving  women  more  training  in 
eveiything  fi'om  sexual  hai"assment  poli- 
cies to  how  to  work  on  assembly  lines. 
"There  are  moi-e  women  interested  in 
this  type  of  work  than  in  the  past," 
says  Tateaki  Harada,  a  Toyota  human 
resources  manager.  The  attraction  is 
a  livehhood  that  offers  more  than 
sitting  around  an  office.  "I'd  rather 
have  a  more  active  job,"  explains  18- 
year-old  Mazda  recinit  Nami  Kitamu- 
ra.  "I'm  looldng  foi-waixl  to  showing  that 
I  can  do  as  good  a  job  as  a  man." 

A  BEHER  DEAL 
IN  THE  WORKPLACE 

NIGHT  SHIFTS  Restrictions  on 
working  after  10  p.m.  are  ended 

OVERTIME  No  longer  limited  to  a 
maximum  of  six  hours  per  week 

HIRING  Employers  can't  specify 
that  jobs  are  for  men  or  women 

DATA:  BUSINESS  WEEK 


If 

The  gender  gap  in  Japan  is  still  w[ 
in  compai-ison  vrith  the  West.  Even 
60  new  female  hires  this  year,  only 
eveiy  1,000  Mazda  factoiy  workers 
be  women,  compared  with  158  per  l,i 
at  the  North  American  factories  of 
da's  lai'gest  shareholder.  Ford  Motor 
At  Toyota  City,  the  ratio  is  still  jusj 
per  1,000.  What's  more,  the  gains  will 
felt  more  in  factories  than  in  the  whil 
collar  world.  The  Labor  Ministiy  s: 
that  1  in  10  Japanese  managers  ii 
woman.  But  this  includes  those  who  1 1 
their  own  businesses.  Female  exe  i 
fives  are  rare  at  Japan's  elite  coipo 
tions,  and  few  experts  expect  drams 
improvement.  "The  good  jobs  are  s 
restricted  to  men,"  contends  Mizi^ 
Fukushima,  a  leading  women's  rig' 
activist  and  a  House  of  Councilli 
member.  "Women  are  so  low  on  1 
totem  pole  that  they  cannot  see  whai 
happening  at  the  top." 
WOMEN'S  WORK.  Women  still  suffer 
cause  most  were  hired  and  trained 
clerical  workers.  Men  are  more  lik| 
to  be  put  on  a  management  track,  w' 
women  spend  most  of  their  time  fil 
paper's  and  resei^ving  bullet  train  tick 
"Women  in  these  companies  don't  h; 
the  same  training,  so  they  don't 
what  to  do,"  says  human  I'esoui'ces  cj 
sultant  Yuriko  Miyazaki 

The  revised  labor  law,  however,  is 
important  step  foi^ward.  Because  of 
ban  on  sexual  discrimination,  compai 
can  no  longer  advertise  positions 
women  or  men.  Big  coi-porations  such 
Toyota,  Mitsui,  and  NEC  now  want 
put  women  as  well  as  men  on  the  sa 
management  track. 

Japanese  women  are  beginning 
hold  on  to  their  jobs  longer  and  thus 
prove  their  chances  of  moving  up 
ladder.  Traditionally,  women  stayed  o 
long  enough  to  find  a  husband  with  a 
cui'e  job.  Or  they  worked  part-time. 

Japan's  harsher  economic  envir 
ment  is  changing  that  attitude.  As 
porations  restmctui'e,  middle-aged  h 
bands  no  longer  have  the  job  secui 
they  once  had.  And  with  an  unempl 
ment  i-ate  of  4.6%  and  rising,  there's 
guarantee  of  landing  a  new  job.  C( 
cutting  pressures  also  mean  t 
women  must  work  harder  to  impr( 
their  skills — lest  they  be  replaced 
part-timers. 

It's  unfortunate  that  job  security 
Japan  is  declining  just  as  vast  oppo: 
nities  are  finally  opening  up  for  won: 
But  that  is  a  trade-off  many  Japan 
women  are  wilKng  to  accept.  Their  n 
challenge  is  to  break  dovra  the  do 
of  the  executive  suite. 

By  Emily  Thornton  in  Toi 
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LEVOLOR'      Anchor  Hocking       EZPAINTR.      GRACO  ^sanford. 


On  March  24th,  Newell  acquired  Rubbermaid  and  a 


powerhouse  in  the  housewares,  hardware  and  home 


DEUMAR 


furnishings,  and  office  products  categories  was  created. 


The  new  company,  called  Newell  Rubbermaid,  brings 


BtRNzQMAllE 


wilhold 


together  forty  consumer  brands  which  include 


franchises  such  as  Calphalon!  Sharpie!  Little  Tikes* 


Newell  Rubbermaid 

You  know  us  by  the  companies  we  keepl 


Century',  E2  Paintr*  Rolodex!  Goody!  Levolor^ 


Anchor  Hocking"  and  of  course,  Rubbermaid! 


It  also  brings  together  strategic  management  disciplines 


which  we  believe  will  increase  shareholder  value. 


Newell  Rubbermaid.  A  good  fit  for  the  short  term. 


And  the  long  haul. 


HOLSON* 
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YOUR  MIND  IS  ON  YOUR 


computers, 


WHO'S  MINDING  >^ 

your 

business  ( 


Compaq  and  Windows  NT  Workstation 
'A  Better  Business  Solution. 


By  providing  a  desktop  solution  that's  built  around 
reliability,  speed,  and  ease  of  use,  the  Compaq 
Deskpro®,  with  Microsoft®  Windows  NT"  Workstation, 
addresses  the  changing  needs  of  your  growing 
business.  Windows  NT  Workstation  has  that  familiar 
Windows  interface,  it's  completely  supported  by 
the  experts  at  Compaq,  and  it's  proven  to  work  more 
reliably  -  increasing  productivity  -  saving  you  money. 
Make  sure  you  run  Windows  NT  Workstation  on 
your  next  Compaq  Deskpro  -  and  mind  your  business, 
not  your  computers. 


I 


ro 


www.compaq.comlproductsldesktopslnt4.html 
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MAKING 
SINGAPORE 


ee  Hsien  Loong,  Singapore's  often-abrasive  Deputy 
Prime  Minister,  economic  policy  czar,  and  chief  of 
the  central  bank,  can  speak  readily  on  the  most 
technical  details  of  managing  the  island's  economy. 
He  is  precise  in  his  descriptions,  as  you  would  ex- 
pect of  a  former  brigadier  general.  But  the  emotion 
ps  into  his  voice  when  he  talks  of  the  dark  days  of 
apore's  birth,  more  than  30  years  ago.  That  is  when 
3  father,  Lee  Kuan  Yew,  founded  the  city-state,  declar- 
ndependence  from  Malaysia  in  a  dire  time  of  economic 
iption,  racial  stiife,  and  political  chaos 
outheast  Asia.  Today's  Asian  crisis, 
Lee,  poses  similar  challenges.  But 
3  no  mistake,  he  adds.  "We  can  make 
whatever  the  upheavals,  riots,  and 
irbances  in  the  region." 
)  far,  the  island  state  has  sm'vived 
's  financial  meltdown  in  remarkably 
I  shape.  Although  growth  of  L5% 
year  pales  compared  with  1997's  8%, 
r  outpaced  most  of  recession-racked 
.  But  Lee,  Prime  Minister  Goh  Chok 
r„  and  other  Singapore  leaders  are  intensely  worried 
it  what  comes  next.  Neighbors  Malaysia  and  Indonesia 
'  long  been  the  island's  main  trading  partners,  soui'ces  of 
h  of  its  wealth.  But  Indonesia  is  falling  into  chaos,  and 
lysia  has  far  to  go  before  it  recovers, 
ore  important,  in  the  midst  of  the  crisis,  the  global  econ- 
is  changing,  too.  The  premium  is  no  longer  on  big, 
i-directed  efforts  in  areas  such  as  ship  repair  and  chem- 
,  industries  in  which  Singapore  has  long  excelled.  In- 
i,  future  growth  is  expected  to  come  fi"om  services  and 
irt"  industries  like  software  and  the  most  sophisticated 
ufactuiing.  Unless  Singapore  can  overcome  the  regional 
'ts  of  the  crisis  and  position  itself  as  an  Asian  leader  in 
hot  industries,  the  days  of  8%  growth  may  be  gone, 
[lese  fears  explain  why  Lee  is  using  the  crisis  as  a  cata- 
to  force  economic  change.  He  is  determined  that  no  cri- 
hall  block  Singapore's  progi-ess.  If  he  must  reinvent  Sin- 
ire  Inc.  to  save  it,  so  be  it. 
)on,  Lee  plans  to  open  the  fi-  ORDER 
ial  sector  to  more  foreign  com- 

ion.  Already,  Singapore  has   Singapore  wantS  to  be 
e  big  efforts  to  attract  more   a  hub  for  high  tech  and 
-tech  manufactm-ing  and  make   ^^^^er  hot  SectorS— but 
regional  hub  lor  multmationals.  f         f     fi  ^ 

)Ufse,  ti-ansfonning  Singapore's         ^'^^        I^^'tion  nnu 

omy  will  be  tough.  Among  the  the  talent  it  needs? 


Amid  Asia's  financial  crisis,  the  island 
nation  is  charging  into  new  industries. 
The  effort  just  might  make  it  a  model 
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Singapore:  Big  Plans ... 

BANKS  The  government  is  engineering  mergers  to 
improve  profitability  and  create  two  regional  giants 

STATE-CONTROLLED  COMPANIES  A  new  ranking 
program  separates  big  money  losers  from  winners: 
Losers  will  go  through  big  restructuring 

COST-CUTTING  Government  has  cut  wages  by  5% 
and  halved  employers'  pension  contributions 

FOREIGN  HELP  Singapore  is  luring  newcomers  with 

tax  holidays  and  other  benefits 

island's  4  million  people  are  few  native-bom  managers  and 
entrepreneufs  up  to  the  task  of  reinventing  Singapore.  But  for 
Lee  and  other  ministers,  there's  no  tiuTiing  back. 

If  Lee  succeeds,  he  will  create  a  new  model  for  Asia  to  re- 
build its  economies.  But  wliile  political  systems  m  much  of  the 
region  are  opening  up,  Lee  insists  that  Singapore  must  keep 
measiu'es  such  as  the  Internal  Secmnty  Act,  wliich  peiTnits 
indefinite  detention  without  trial.  And  he  intends  to  loosen  re- 
strictions on  some  areas  of  public  debate.  Lee  points  to  Sin- 
  gapore's  Round- 
table,  an  unofficial 
group  of  12  busi- 
nesspeople  and 
academics  foimded  in  1994,  wliich  discusses  issues  fi'om  the  en- 
vironment to  the  iiiling  People's  Action  Paitj'^s  election  tactics. 

Yet  wliile  he  talks  about  opening  up  political  debate,  Lee  is 
using  all  the  powers  of  the  state  to  ram  change  through.  He 
is  encouraging  bank  mergers  that  will  ultimately  leave  Sin- 
gapore with  just  tw^o  powerhouse  banl^s.  He  is  also  refonning 
the  government-linked  corporations  whose  publicly  traded 
shares  make  up  a  third  of  the  stock  market's  capitalization. 
And  to  trim  the  costs  of  doing  business  in  Singapore,  he 
has  sanctioned  a  5%  island-wide  wage  cut  and  halved  em- 
ployers' social  secuiity  contributions  to  10%  of  wages. 
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Meantime,  he  is  ti-jing  to  attract  the  liighly  skilled  fore  ji 
workers  he  needs  to  transfojTn  the  economy.  John  T.  Olds, 
instance,  the  foirner  J.  P.  Morgan  &  Co.  managing  dh-ector, 
just  wrapped  up  his  fii'st  six  months  in  one  of  Singapoi 
toughest  jobs:  chief  executive  of  the  poweiild,  state-owned  1  iii 
velopment  Bank  of  Singapore  (DBS),  with  a  mandate  to  shs 
up  the  countiy's  financial  system.  First,  he  revealed  unpre 


DEPUTY  PRIME  MINISTER  LEE:  OPENING  THE  SOCIETY,  SLOWI? 


Deputy  Prime  Min- 
ister Lee  Hsien 
Loong  has  a  com- 
plex task:  making  Sin- 
gapore's hugely  suc- 
cessful economic  model 
more  creative  for  the 
next  century  while  a 
complacent  population 
awaits  instruction.  On 
Mar.  12,  he  spoke  in  his 
office  unth  business 
week's  Singapore 
bureau  ch  ief  Michael 
Shari  and  Asia  Corre- 
spondent Mark  L.  Clif- 
ford about  the  city- 
state's  ambitious 
plans,  his  hopes  for  a  gradual  opening 
of  society,  and  the  impact  of  the  cris  is. 

Q:  Is  til  "re  a  danger  that  Singaporean  s 
are  too  complacent  or  too  used  to  strong 


government  to  make 
fmidamental  changes'? 
A:  I  think  they  are  now 
more  thankful  that  the 
government  is  exercis- 
ing strong  leadership 
than  they  might  have 
been  under  more  tran- 
quil circumstances.  It  is 
hard  to  be  complacent 
when  there  is  bad  news 
around  you  eveiy  day. 
It's  not  in  a  fai-away 
place,  like  Africa  or 
Latin  America,  but 
right  on  youi'  doorstep, 
and  it  could  easily  hap- 
pen in  Singapore,  too. 


Q:  Singapore  has  had  a  government 
that's  been  very  much  top  doum.  Do  tJie 
people  need  to  participate  more? 
A:  Yes,  we  need  that.  There  is  a  lot 


more  room  for  paiticipation  in  ci 
ety.  It's  something  we  have  to  ei 
because  it's  not  the  way  our  soci 
developed.  So  if  we  want  to  sliifl 
from  this,  and  give  people  more 
then  they  cannot  just  express  ca 
views  after  some  drinks  in  the  cifcii, 
shop.  Hard  work  has  to  be  put  ii 

Q:  Singaporeans  are  looking  to 
Valley  as  a  model.  But  won't  yo; 
to  open  up  the  political  structun 
idat£  that  model? 
A:  The  political  stracture  is  evol 
don't  see  the  close  linkage  that  ^ 
joumaUsts  do.  Some  seem  to  bel 
you  must  get  rid  of  the  [rating] 
Action  Party  to  have  business  fl<  ^ 
Whethei-  or  not  an  entrepreneur 
comes  like  Bill  Gates  doesn't  de^  $ 
his  political  affiliation. 

Q:  Do  you  think  a  large  inflvjc  < 
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;d  details  about  $4.1  billion  of  bad  loans  in  the  bank's  port- 
a  major  change  in  Singaporean  financial  practice.  Tlien,  in 

nagement  shakeup  that  shocked  the  country's  complacent 
he  demoted  powerful  civil  servants  fi'om  executive  posts 

inuary.  "They're  smart  people,  but  not  experienced 

ers,"  says  Olds.  Instead,  he  brought  in  foui-  outsiders  to 
DBS's  operations  to  global  standards. 


. . .  But  Big  Obstacles,  Too 

SIZE  Singapore's  small  population— 4  million — limits 
manpower  and  the  size  of  its  resources 

CULTURE  Singaporeans  are  reluctant  to  express  them- 
selves freely  or  challenge  the  status  quo 

SECRECY  The  government  reveals  very  little  about 
state-owned  companies  and  their  finances 

THE  CRISIS  Two-thirds  of  Singapore's  economy 
depends  on  Indonesia,  Malaysia,  and  Thailand,  which 
are  still  struggling 

DATA:  BUSINESSWEEK 

Not  all  the  elite  imported  executives  ai'e  Western.  Consider 
Chester  Lin,  ceo  of  government-linked  NatSteel  Electronics 
Ltd.  Lin  learned  fi"om  the  rough-and-tumble  business  envi- 
ronment of  his  native  Taiwan  how  to  take  risks  and  build  ag- 
Oe  companies.  So  when  NatSteel  was  losing  money  in  1994,  Lin 
saw  an  opportunity  and  emptied  liis  savings  account  to  lead  a 
management  buyout.  And  he  bet  against  the  conventional 
wisdom  of  the  time  that  Apple  Computer  Inc.  would  fail  by 
buying  its  factoiies  in  Ireland  and  Singapore.  Now,  NatSteel 
earns  40%  of  its  revenues  from  mak- 
ing motherboards  for  the  fast-selling 
Apple  iMac  desktops,  which  helped 
profits  soar  90%  last  year.  "You've 
got  to  go  global,"  says  Lin.  "We  paid 
a  lot  of  tuition  to  leam  that." 

A  complementary  strategy  is  to 
lure  foreign  high-tech  outfits  to  set 
up  shop.  IBM,  which  pledged  to  invest  $30  million  over  the 
next  five  years,  has  just  set  up  a  chip-design  center  in  Sin- 
gapore. Hewlett-Packard  is  more  than  doubling  r&d  spending 
in  the  next  five  years.  Meantime,  Sun  Microsystems  is  help- 
ing the  govemment  implement  plans  to  become  a  regional 
hub  for  E-commerce,  media,  and  communications. 

Next  on  the  agenda:  shaldng  up  the  hundreds  of  govern- 


OLD  STYLE 

Singapore  can't 
count  on  big  state- 
directed  industries 
such  as  ship  repair 


estem  professicmalsthey  could 
yigapore's  society? 

come  here  and  sink  roots, 
IS  will  adjust  to  ours.  Or  if  we 
:,  then  eventually  we  will 
Lfferent  countries  have  differ- 
.  Singapore  has  sensitivities  in 
'  race,  language,  and  religion. 

not  going  to  go  away  for  a 
time.  Therefore,  we  have  to  be 
ful.  If  you  want  to  make 
)r  publish  a  book,  it'  you 
:"ganize  a  function  to  de- 
!  govemment,  there's 
I  stop  you.  Just  apply  for 
and  we  will  give  you  a 
it  if  there's  a  risk  that 
ng  to  cause  some  distur- 

risk  hves,  that's  another 


ting]  off,  is  possible  and  desirable. 

Q:  Does  somebody  need  to  be  held  re- 
spmisible  far  mistakes  in  the  glcs? 
A:  GLCS  have  to  operate  as  much  as 
possible  like  commercial  companies. 
They  have  managements  and  boards  in 
charge.  The  board  answers  to  the 
shareholders.  If  the  board  doesn't  do 
its  job,  we'll  change  the  board. 


4  i  Perhaps  crises  help. . . . 
Our  bonuses  may  be  cut,  but 
nobody  will  starved  ^  -  deputy 

PRIME  MINISTER  LEE  HSIEN  LOONG 


ly  governmental  activity,  then  even 
though  we  must  still  step  in  and  clean 
up,  the  temptation  is  to  help  out  and 
postpone  [restructuring  the  company]. 
Then  the  problem  becomes  much 
gi'eater. 


nportant  is  it  to  restTiicture 
^ment-linked  companies? 
^cs  are  generally  run  effi- 
ut  they  have  grown  over  the 
lelieve  a  certain  amount  of  ra- 
on,  and  possibly  even  [spht- 


Q:  The  gnnmbles  are,  '"The  boards  are 
'not  as  hviependent  as  they  slwuld  be." 
A:  The  board  has  to  be  held  fuUy  re- 
sponsible. But  it  is  easier  for  this  to  take 
place  when  there  is  significant  private- 
sector  participation.  Because  if  it  is  a  ful- 


Q:  How  can  Sirigapore  strengthen  its 
social  cohesion  in  the  face  of  the  crisis? 
A:  Perhaps  crises  help.  When  the  British 
left  [in  1959],  we  had  to  pull  to- 
gether and  stay  together.  This  cur- 
rent experience  is  a  similar  chal- 
lenge to  a  new  generation  of 
Singaporeans.  This  is  an  unpre- 
dictable envii'onment.  We  need  the 
confidence  that  whatever  happens 
around  us,  we  have  the  wherewith- 
al and  the  wits  to  survive  it.  Our 
bonuses  may  be  cut,  but  nobody 
will  starve.  We  are  in  this  boat  together; 
the  rich  are  not  looking  after  themselves 
and  leaving  the  pooi"  in  the  lurch. 

An  extended  version  of  this  interview  is  available 
online  at  www.businessweek.com  or  on  America 
Online,  Keyword:  BW,  with  the  April  5  issue. 
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ment-linked  companies.  The  focus  now  is  on  wilting  off  losses 
incuiTed  in  the  region's  investment  bubble.  SembCoii)  Indus- 
tries, a  high-tech  behemoth,  and  conglomerate  Keppel  Coi-p. 
have  just  written  off  a  total  of  .$;320  million  in  bad  assets.  Long 
tenn,  the  aim  is  to  tiuTi  the  likes  of  SembCoip  into  truly 
global  players.  "They'll  have  to  siu-vive  in  a  more  open  and 
competitive  market,"  says  S.  Dhanabalan,  chaimian  of  Temasek 
Holdings  Ltd.,  which  owns  the  conglomerates  and  more  than 
1,000  other  companies  on  behalf  of  the  Finance  Ministiy. 

That's  not  all.  The  government  wants  to  improve  the  man- 
agement skills  of  its  own  population  rather  than  just  rely  on 
exjDatriates.  So  it  has  signed  agTeements  recently  with  Fi"ance's 
INSEAD  and  the  University  of  Chicago  in  the  U.  S.  to  set  up 
Singapore  campuses.  Meanwhile,  the  government's  National 
Computer  Boai'd  is  feverishly  installing  computers  in  high 

  schools  to  meet  a 

2002  target  of  one 
PC  for  every  two 
students. 

The  question  is  whether  Singapore's  rote-trained  workers 
can  follow  the  goveniinent's  command  to  emulate  dealmakers 
like  NatSteel's  Lin.  "You  can't  teach  creativity,"  says  Simon 
Tay,  a  Parliament  member  who  teaches  law  at  the  National 
University  of  Singapore.  "Either  you  fail,  or  it  spills  over  into 
students  asking  more  questions." 

FEAR  FACTOR.  I^ee's  refoiTn  effort  also  requires  liim  to  walk  a 
tightrope  between  openness  and  control.  It's  a  balancing  act 
that's  likely  to  become  increasingly  difficult.  Singapore's  lead- 
ers laud  Silicon  Valley  and  Taiwan  for  their  ability  to  ride  the 
crest  of  technological  and  economic  change.  But  CaUfomia  and 
Taiwan  are  freewheeUng,  anytliing-goes  sorts  of  places  whose 
ways  wouldn't  be  tolerated  in  tightly  controlled  Singapore.  All 
the  same,  Singapore  is  tiying  to  have  its  cake  and  eat  it,  too. 
"We  need  to  draw  the  line  between  innovation  and  destnic- 
tion,"  says  Michael  Yap,  cliief  executive  of  the  National  Com- 
puter Board.  'We  have  to  be  more  cautious  specifically  be- 
cause we  are  a  city-state  with  no  hinterland." 

Impressive  as  Singapore's  plans  look  on  paper,  many  foreign 
analysts  doubt  that  it  can  become  a  more  open  economy  if  it 
insists  on  keeping  political  debate  on  a  tight  leash.  Opposition 


FOREIGN  AID 

Former  J. P.  Morgan 
Managing  Director 
Olds  is  shaking  up  the 
country's  hidebound 
financial  system 


politician  Chee  Soon  Juan,  for  - 
ample,  was  sentenced  to  jail  tvv  i. 
this  year  on  charges  of  making 
public  speech  without  a  permit.  1 
Singapore  Democratic  Party  is  ca 
paigning  for  more  freedoms. 

It's  not  that  voters  want  to 
topple  the  PAP  after  decades  in  pc  f 
er.  Rather,  uncertainty  about  whai  » 
peiTnitted  breeds  its  own  kind  of  feai".  One  foreign  stockbrol  ■ 
moved  many  of  his  valuables  out  of  his  apartment  bef( 
publishing  a  tepid  article  on  the  causes  of  the  Asian  crisis  ; 
case  the  authorities  expelled  him  from  the  country — e^ 
though  the  essay  didn't  name  Singapore.  , 
His  fears  proved  unjustified.  But  as  long  as  people  wo:  } 
about  speaking  their  mind,  Singapore's  climb  up  the  e  i 
nomic  ladder  could  be  much  slower  than  the  govemmr 
wants.  An  example:  Feai's  about  fi'eedom,  founded  or  not, 
holding  back  Singapore's  efforts  to  become  a  world-class, 
nancial  center.  While  Singapore  is  making  headway,  it  tr; 
Hong  Kong  in  equities  trading.  Politics  has  "eveiything"  toj 
with  that,  says  a  senior  Western  banker.  He  argues  t' 
Singapore  will  be  hobbled  as  a  regional  financial  center 
it  has  a  strong  equities  focus,  as  opposed  to  fimd  managemi 
or  bond  operations.  The  trouble  is  that  ecjuity  analysts  ten( 
be  more  acerbic  in  their  comments  than  their  fixed-incol 
countei-parts.  "We  can't  get  our  good  people  to  go  to  Sin 
pore,"  says  the  banker.  "That  gets  to  freedom  of  the  pres 
CLOSEMOUTHED.  What's  more,  despite  Lee's  reforms,  1 
government-linked  companies  are  unlikely  to  become  mod 
of  open  coq^orate  govemance  soon.  Temasek,  for  example, 
ports  only  to  the  Finance  Minister  and  a  small  Parliami 
budget  committee,  so  details  about  its  pertbiTnance  remain 
scui'e.  "As  long  as  we're  not  asking  outsidere  to  put  money 
there's  no  reason  to  tell  them  our  financials,"  says  Ch; 
man  Dhanabalan,  a  fonner  Foreign  Minister. 

In  all  its  strivings,  Singapore  keeps  a  close  watch  on 
ai'cluival.  Hong  Kong.  The  Hong  Kong  economy  fell  5.1%  1 
year,  and  the  outlook  is  for  a  further  drop  this  yeai".  But 
gapore  still  lags  in  several  areas.  It  has  only  three  Inter 

Singapore  vs.  Hong  Kong 

SINGAPORE  HONG  KONG 


COSTS 

:  Slashed  costs  and  let 
\  its  currency  depreciate 

Prices  still  high;  curren 
remains  overvalued 

MARKETS 

Government  owns  a 
third  of  listed  equities 

Stock  market  six  times 
bigger  than  Singapore'; 

TECHNOLOGY 

Has  only  three  Internet 
;  service  providers 

Has  more  than  100  ISP 
telecom  market  is  freer 

DATA  BUSINESSWEEK 

sei-vice  providers,  while  fi-eewheeling  Hong  Kong  has  m 
than  100.  Because  foreigners  can't  own  a  majority  staki 
Singapore's  isps,  giant  MCi  WorldCom  Inc.  went  to  H< 
Kong  instead  to  set  up  regional  operations. 

All  the  same,  there's  every  reason  to  applaud  Singapo 
reforni  push.  Given  the  govemment's  track  record  in  hittj 
its  goals,  the  efforts  will  certainly  bear  some  fnait.  And 
has  demonstrated  leadership  capabilities  that  few  observ] 
anticipated.  Bringing  in  outsiders  such  as  John  Olds  and 
ing  him  a  free  hand  to  shake  up  even  a  huge  institu 
such  as  DBS  is  a  powerful  signal  that  the  senior  leadershi 
dead-set  on  change.  But  the  challenge  of  imposing  openn| 
and  flexibility  in  a  society  that  prizes  neither  still  lies  ah 

By  Mark  L.  Clifford  and  Michael  Shari  in  Singap 
with  Bruce  Einhoni  in  Hong  Kong 
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We  have  our  ways.  Fly  Like  an  Eagle. 


Want  to  get 
a  message  to  a 
certain  woman 
in  France? 


Like  the  one  with  a  preference  for 
the  product  you  produce.  Or  the 
mutual  fund  you're  selling.  Or  maybe 
she's  the  manager  of  your  plant  in 
Lyons  awaiting  sales  support. 

When  you  need  to  ship 
internationally,  we  have  the 
way  to  get  your  packages 
there.  As  directly  as  possible. 
Whether  we're  talking  Express  Mail 
International  Service™  for  saving 
time,  or  volume  services  for  saving 
money  Global  Delivery  Services™ 
from  the  United  States  Postal 
Service  has  the  capabilities  to  help 
you  grow  global.  And  the 
experience.  Just  ask  the  ladies  in 
France.  For  more  information,  call 

1 -800-TH  E-USPS,  ext.  GD2108 

UNITED  STATES 


POSTAL  SERVICE  & 


www.  uspsgloba  I. com 


United  States  Postal  Service 
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INDONESIA:  WILL  A  DOSE 

OF  DEMOCRACY  MAKE  THINGS  WORSE? 


After  18  months  of  political  instability  and  economic  crisis, 
Indonesians  are  looking  anxiously  to  June  7.  That's  when 
the  counti-y  is  expected  to  hold  its  freest  national  elec- 
tions since  1955.  Indonesians  hope  that  the  vote  will  end 
the  tunnoil  and  allow  the  sick  nation  to  return  to  health. 

But  it  probably  won't.  Indonesia  seems  headed  for  more 
rough  times,  almost  no  matter  what  happens  in  the  ballot. 
Weak  government,  economic  hardship,  and  continuing  social 
unrest  are  all  likely.  The  reason  is  that  Indonesians,  getting 
their  fii'st  taste  of  democracy  after  more  than 
four  decades  of  autocratic  rule,  must  choose 
among  48  political  parties.  Some  are  Islamic, 
with  vast  gi'assroots  support,  but  many  are 
populist  splinter  gi'oups  that  pander  to  ethnic 
minorities  among  the  country's  200  million  peo- 
ple. That  renders  remote  the  chances  of  a  sta- 
ble, credible  government  in  Jakarta. 

Separatist  movements  and  sectarian  violence 
heighten  the  tension.  Indonesia  has  17,000  is- 
lands and  hundreds  of  ethnic  gi'oups.  It  has 
held  together  only  under  the  militaiy-backed 
rule  of  previous  Presidents  Suharto  and 
Sukarno.  Now,  "what's  happening  is  a  kind  of 
social  disintegi'ation,"  says  Harold  Crouch,  a 
professor  at  Australian  National  University. 
BREAKUP.  Tlie  ongoing  stiife  is  mainly  limited  to 
bnital  ethnic  killings  on  the  islands  of  Ambon 
and  Borneo.  But  the  country's  thi'ee  separatist 
movements  have  been  emboldened  by  President  B.J.  Habibie's 
offer  to  allow  East  Timoi'  independence  if  voters  reject  limited 
autonomy  in  a  referendum.  On  Apr  5,  East  Timorese  inde- 
jjendence  leader  Xanana  (iusmao,  who  is  imdei'  house  aiTest  in 
Jakarta,  ordered  all  lus  compatriots  to  wage  war  on  the  In- 
donesian occupation  forces.  Now,  people  in  the  resoui'ce-rich 
provinces  of  Aceh  and  Irian  Jaya  want  similai"  referendums,  too. 
Indeed,  Habibie  was  pressui'ed  into  drafting  a  law  gi'anting 
some  autonomy  to  eveiy  jjrovince.  While  most  analysts  don't 


HABIBIE:  Separatist,  woes 


think  Indonesia  is  in  imminent  danger  of  disintegrating,  soi 
woiTy  about  just  that.  "Tlie  choice  is  significant  decenti-alizati 
or  a  high  risk  of  a  breakup  of  the  nation,"  says  Adam  Schwa 
an  Indonesia  expert  at  Johns  Hopkins  University. 

Even  if  one  party  were  to  sweep  the  polls,  that  would 
necessarily  produce  stability.  Golkar,  the  party  of  Preside 
Habibie,  backed  Suharto  for  33  years.  With  a  still-strong  t 
ganization  in  place,  Golkar  may  be  able  to  win  30%  to  35*% 
the  vote.  That  would  enable  it  to  form  a  coalition  govemmc 
with  some  of  the  smaller  parties  and,  throu 
Indonesia's  complicated  electoral  system,  pi 
the  next  President — most  likely  Habibie.  ^ 
resentment  is  such  that,  "if  they  win,  they'll 
accused  of  cheating,"  says  Jusuf  Wanandi, 
rector  of  the  Center  for  Strategic  and  Intt 
national  Studies  in  Jakarta. 

In  theory,  Golkar  and  two  large,  moder; 
Islamic  parties  could  join  in  a  coalition,  moll 
nearly  everyone,  and  bring  about  stability.  I- 
Islamic  candidate  AbdiuTahman  Wahid  refill 
to  be  in  a  coalition  with  fellow  Islamic  leac 
Amien  Rais  and  says  his  34  million  consen 
tive  followers  won't  let  him  join  with  the  oi 
female  candidate,  the  popular  Megaw; 
Sukarnoputri,  eithei-.  Such  rivalries  virtua 
ensure  that  any  coalition  will  be  fractious.  A 
a  delay  until  Aug.  24  for  the  new  Pai'Uament 
pick  the  President  adds  to  the  instability. 
Indonesia  also  has  its  work  cut  out  if  it  is  to  pull  off  fi 
and  fair  elections  in  less  than  two  months.  It  postponed 
er  registration  until  Apr.  5,  and  then  election  commissi 
officials  admitted  that  no  registration  fomis  had  been  printi 
But  Golkar  insists  it  is  committed  to  going  ahead.  "EL 
tions  won't  resolve  eveiything,"  concedes  Golkar  Vice-Chy 
man  Marzuki  Daiusman.  "They'll  just  mark  the  entering  o; 
new  phase  of  politics."  Or  a  new  phase  of  crisis. 
Bi/  Michael  Shari  in  Jakarta  and  Sheri  Prasso  in  Neiv  Yc^ 


GLOBAL  WRAPUP 


ISRAELI  AIR  WARS 

►  Israel  has  always  bought  Boeing 
Co.  over  Airbus  Industrie.  But  now, 
the  two  plane  maker's  are  battling  for 
a  likely  $1  billion  contract  from  El  Al 
Israel  Airlines.  Boeing  is  pushing  the 
comfort  of  its  777,  while  Airbus 
claims  its  330  and  340  would  save  the 
national  carrier  $65  million  annually 
because  of  its  larger  cargo  capacity. 
The  real  fight  is  behind  the  scenes. 
Last  year  the  Boeing  737-800  beat  out 
Air-bus  for  a  smaller  contract  for 
short-r-ange  aircr'aft  in  a  decision  that 


was  heavily  influenced  by  intense 
U.  S.  pressure  on  Israel.  Last  month, 
Prime  Minister  Benjamin  Netanyahu 
jumped  into  the  fray  by  saying  that 
El  Al  would  be  glad  to  buy  the  777 
"at  the  right  price."  Campaigning  by 
both  sides  seems  sure  to  intensify 
before  the  selection  in  late  April. 

ANWAR'S  NEH  CAMPAIGN 

►  A  court  decision  on  corruption 
charges  against  Anwar  Ibrahim,  for- 
mer deputy  to  Malaysian  Prime  Min- 
ister Mahathir  Mohamad,  is  not 
expected  until  Apr.  14.  But  the  ousted 


leader  is  already  plotting  his  next 
moves.  He  has  filed  court  papers  ask 
ing  for  $26  million  in  damages  from 
Mahathir-,  alleging  that  the  Prime 
Minister  defamed  him  by  saying  that 
Anwar  had  engaged  in  sexual  miscor 
duct.  And  on  Apr.  4,  Anwar's  wife, 
Azizah  Ismail,  announced  the  forma 
tion  of  a  political  party  to  challenge 
Mahathir  in  elections  that  must  be 
held  by  next  year.  Even  if  Anwar  is 
still  in  prison  then,  Azizah's  party  ha 
a  good  chance  of  uniting  the  opposi 
tion,  including  Chinese  and  Islamic 
groups  critical  of  Mahathir. 
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IF  YOUR  BUSINESS'  NEEDS  EXCEED 
THAT  OF  YOUR  INTERNET  SERVICE,  THERE  ARE 
ALWAYS  OTHER  WAYS  OF  COMMUNICATING. 


you  sometimes  feel  that  your  Internet  service  is  taking  you  for  a  rough  ride"' 
's  time  you  found  a  provider  with  the  capacity  you  need,  like  UUNET,®an 
CI  WorldCom'"'  Company.  We  know,  you  depend  on  the  Internet  to 
immunicate  with  customers  and  business  partners  more  each  day.  That's  why  we 
lilt  the  world's  highest  capacity,  most  expansive  and  reliable  IP  network,  so 
)u  can  depend  on  the  Internet  to  do  business.  Businesses  in  over  70  countries 
id  six  continents  depend  on  vis.  You  should  too,  because  we're  the  provider 
ai'll  never  outgrow.  So  call  1  800  25,8  4038  or  visit  us  at  www.info.uu.net. 
UNET.  VVe'll  guarantee  yqu.thoroughbred  service  from  g  xeal  workhorse, 
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WISH  UPON  A  STAR 


PROFITS    &  PRINCIP 


The  sun  holds  such  bright  promise  as 
o  clean,  renewable  energy  source. 
And  yet  for  years,  it's  remained  out  of 
reach.  Clean,  yet  too  expensive. 
So  the  questiori  is:  do  we  follow  the  sun  > 
or  just  turn  out  the  lights  and  go  home? 


(Each  Shell  company  is  a  separate  and -distinct  entity.  In  this  advertisement,  the  words  "Shell",  "we",  "us"  and  "our"  refer,  in  some  places,  to  the  Royal  Dutch/Shell  Grou; 
qs  a  whole,  and  in  others  to  an  individual  Shell  company  or  companies,  where  no  useful  purpose  is  served  by  identifying  the  specific  company  or  companies.  Likewise  tlii 
^  ■■  1  reference  to  "Shell  International  Renewables"  is  a  reference  to  those  Shell  companies  which  are  individually  engaged  in  the  Renewables  business.)  I 


OR  MAKE  A  DREAM  COME  TRUE? 


gnoring  alternative  energy  is  no  alternative.  Keeping  pace 
with  the  world's  accelerating  demand  for  energy  and 
supplying  power  to  remote  areas  require  Shell  to  pursue 
renewable  resources  like  solar,  biomass  and  wind  energy. 
We  established  Shell  International  Renewables  with  a 
US$500  million  commitment  to  develop  these  new 
)ortunities  commercially.  One  of  our  goals  is  to  make  solar 
energy  cheaper,  more  efficient  and  more  accessible, 
ooth  for  businesses  and  homes.  It's  part  of  our  commitment 
to  sustainable  development,  balancing  economic 
progress  with  environmental  care  and  social  responsibility. 
So  with  real  goals  and  investment,  energy  from  the  sun 
can  be  more  than  just  a  daydream. 

WE  WELCOME  YOUR  INPUT  CONTACT  US  ON  THE  INTERNET  AT  WWW  SHELL  COM/SOLAR  OR 
EMAIL  US  AT  'TELL-SHELL@SI.SHELL.COM'  OR  WRITE  TO  US  AT    THE  PROFITS  &  PRINCIPLES  DEBATE', 
SHELL  INTERNATIONAL  LTD,  SHELL  CENTRE,  LONDON  SEl  7NA  UK. 


The  Workplace 


Loud  voices  in  the  UAW 
want  carmakers'  help  in 
organizing  suppliers.  The 
union's  future  is  on  the  line 

Tlie  United  Auto  Workers  just  got 
some  good  news.  For  the  first  time 
since  1989,  the  7«0,000-member 
union  last  year  added  more  mem- 
bers than  it  lost — 7,800,  in  fact.  And  the 
pace  has  picked  up  so  far-  this  year-.  "If 
we  continue  on  that  i-oute,  we  don't  have 
to  wony  about  the  future,"  UAW  Presi- 
dent Stephen  P.  Yoldch  boasted  at  a  late- 
March  convention  in 
Detroit,  which  was 
called  to  plan  bar- 
gaining demands  foi- 
contract  talks  with 
Big  Tlii-ee  auto  milk- 
ers this  fall. 

But  Yokich  also 
knows  that  mem- 
lership  growth 
ii  ne  won't  ensure 
ins    union's  long- 
isTJii  health.  Many 


UAW  MEMBERS: 
GETTING  A  GRIP 
ON  TACTICS  „ 


graduate  students  at  University  of  Cal- 
ifornia at  Berkeley  who  signed  up  in 
March,  add  members  and  help  fill  union 
coffers.  But  they  do  nothing  to  stem 
the  two-decade  slide  in  the  UAW's  share 
of  the  country's  auto  workers.  And  the 
decline  is  likely  to  worsen.  Up  to  half  of 
the  450,000  UAW  workers  at  the  Big 
Three  will  be  eligible  to  retire  within 
the  next  five  years.  Auto  makers  also 
want  to  shift  more  parts  work  to  sup- 
pliers, most  of  which  are  nonunion  and 
pay  lower  wages.  These  trends  have 
eroded  the  UAW's  ginp  on  its  core  in- 
dustry, endangering  its  clout  and  its 
ability  to  defend  the  $50,000-a-yeai'  jobs 


members  enjoy  at  the  Big  Thrti 
That's  why  UAW  leaders  are  n( 
weighing  a  bold  but  risky  new  strate 
foi-  this  year's  contract  talks:  asking  I 
Big  Three  for  help.  Top  officials  are 
the  midst  of  a  debate  about  whether 
demand  that  auto  makei-s  pressure  au* 
parts  suj^pliers  not  to  oppose  uaw  I; 
ganizing  drives. 

FLEXING  MUSCLE.  To  UAW  Vice-Presidt- 
Bob  King,  who  was  tapped  last  yeai' 
lead  the  union's  organizing  efforts,  i' 
nothing  less  than  the  union's  future  ■ 
stake.  He  is  pushing  for  massive  \ 
cruitment  drives  among  the  countr, 
400,0(X)-plus  nonunion  auto-parts  worke 
The  union  has  d(f 


of  the  UAW's  recent 
organ ixing  success- 
es, such  as  9,000 


NEXT  STOP, 
PARTS  MAKERS? 

In  bargaining  over 
new  labor  pacts  this 
falh  tfie  United  Auto 
Workits  is  mulling 
demands  that  Detroit 
auto  makers  require 
parts  supp^^s  to 
remain  neSm^:, 
union  recrui 
drives. 


THE  UAW 


Detroit's  help  would 
ease  the  way  for  a 
massive  organizing 
drive  among  400,000 
nonunion  auto-parts 
workers.  Success 
would  reverse  decades- 
long  membership 
slides  and  alleviate 
downward  pressure  on 
union  members'  wages. 


AUTO  MAKERi 


For  GM,  for  example, 
helping  the  union 
would  ease  its  antago- 
nism toward  "modular" 
manufacturing,  which 
gives  more  assembly 
work  to  parts  suppliers. 
But  carmakers  might 
have  to  pay  more  for 
parts  made  with  high- 
er-cost union  labor. 


bled  its  recruiti 
staff  and  set  , 
about  10  organizi^ 
centers  around  tj 
country.  But  t; 
plan  is  more  likf 
to  succeed.  King  i 
gues,  if  the  uni'i 
can  head  off  an  ail- 
unionization  war  y 
suppliers.  So  ■ 
wants  the  UAW  \ 
use  its  bargaini: 
muscle  with  the 
Three  to  help  gi|i 
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IT  S  POSSIBLE  TO  GROW  YOUR  B 


USING  ARTIFICIAL  INTELLIG^ 


BUT  ONLY  AFTER  YOU  CONSULT  THE 


In  an  azc  defined  bv  co.nwuicr< 


important  to  rely  on  the  human 
mind.  Enter  the  insn:,ht  of  your 


-PA.  Whether  you're  considermi 


integrating  your  company-wide 
systems  or  need  answers  to  the 
latest  Internet  security  issues,  your 
i-ersatile  CPA  can  be  trusted  to 


heip'vou  make  the'  smart  decision. 


After  all  they  know  your  business 


better  than  anyone  else.  So. when 


you're  searching  jor  customized 
sulutions  to  guide  your  company  into  • 


the  mure,  your  first  move  should 


he  fo  call  your  CPA.  Chances  ar. 


you'll  get  a  person,  not  a  machine. 


THE    CPA.    N  E  \'  E  R    U  N  D  E  R  E  S  T  I  M  A  t : 


an  Institute  of  Ccrttficd  Public  AiLOunlanti 


Mei  Morin  saves  MasterCard  up  to  $85  every  time  she  places  an  online 
order  using  their  new  Microsoft-based  corporate  purchasing  system. 


By  the  way, 


■  Solut 

;  POfte 

Micfo 
and  s 

■to  get 

.'[3118; 


Other  examples  of  Microsoft-hased 
commerce  solutions: 

Office  Depot  increased  sales  by 
millions  of  dollars  by  enabling  over 
■  20,000  of  their  business  customers 
to  purchase  goods  with  custom 
catalogs  and  pricing. 


LA  County's  Web-based  purchasing 
solution  nets  big  savings  from  easier 
comparison-shopping,  faster  order 
cycles  and  less  paperwork. 

Visio  reduced  processing  costs  from 
$49  to  $5.45  per  requisition-saving 
$1  million  in  the  first  year  alone. 


n  addition  to  saving  money,  MasterCard  also  slashed  the  time  required  to  fill  purchase 
orders  from  4  days  to  less  than  1^^  days.  Clarus  Corporation,  a  Microsoft'-'  Certified 
Solution  Provider  (MCSP),  delivered  these  efficiencies  with  its  E-Procurement  package, 
DOwered  by  Windows  NT''  Server  and  the  BackOffice'''  family.  MasterCard  chose  a 
Viicrosoft-based  solution  because  it  integrated  well  with  its  existing  information  systems 
and  suppliers  and  offered  flexibility  for  future  growth.  Your  company  can  realize  similar 
Denefits  with  a  Microsoft-based  corporate  purchasing  solution.  To  locate  the  right  MCSP,  or 
;o  get  the  free  Digital  Nervous  System:  Commerce  Solutions  CD, 
;all  888-674-6686  or  visit  www.microsoft.com/dns/  Microsoft 


you  want  to  go  today?' 


The  Workplace 


membei'ship  strength  in  auto  paits.  Clout 
there  is  crucial  to  presei-ving  the  union's 
ability  to  keep  the  industiy's  wages  high. 
"Either  we  raise  the  wages  of  the  unor- 
ganized, or  they're  going  to  drag  the 
rest  of  us  down,"  says  Bmce  Baumhow- 
er,  president  of  uaw  Local  12  in  Toledo, 
Ohio.  King  and  Yokich  declined  to  be  in- 
tei'v'iewed  for  this  story. 
LEGAL  HURDLE.  The  new  strategy  is 
fi-aught  with  unceitainty.  Yokich  and  oth- 
er top  leaders  agi-ee  with  King's  logic, 
but  they  also  feel  the  need  to  push  tra- 
ditional demands,  such  as  better  pay  and 
job  security.  They  wony  that  members 
might  have  to  trade  off  some  wage  and 
benefit  increases  at  the  Big  Three  to  or- 
ganize parts  workers  and  ensure  a 
stronger  union.  Skeptics  also  wonder  how 
such  an  agi'eement  could  be  enforced. 
Labor  and  antitnist  laws  prohibit  one 
company  fr-om  interfering  with  the  laboi- 
relations  of  another.  So  any  agi'eement 
between  the  UAW  and  the  Big  Three 
would  have  to  be  couched  in  vague  lan- 
guage, say  union  officials  and  soui'ces 
close  to  the  auto  makers.  That  could  be 
difficult  for  the  union  to  enforce. 

Still,  UAW  leadei^s  face  real  i^ressure  to 
pursue  King's  approach.  Although  auto 
industry  employment  has  cUmbed  in  re- 


cent yeai's,  most  jobs  have  been  created 
in  the  nonunion  parts  sector.  This  has 
cut  imionization  rates  at  parts  suppliers 
to  10%,  fi'om  20%  thi"ee  years  ago,  the 
UAW  says.  And  workers  at  the  nonunion 
suppliei-s  earn  an  average  of  $10  an  hoiu", 
vs.  $13  at  unionized  shops  and  $20  at 
the  Big  Thi'ee's  in-house  parts  factories, 
including  General  Motors  Corp.'s  huge 
parts  unit,  Delphi 


Automotive  Sys- 
tems Coip.,  wliich 
is  being  spim  off'  as 
a  separate  compa- 


PARTS  OF  A  DEAL? 


In  order  to  keep 
its  membership 


ny.  With  such  a  up,  the  UAW  has 

huge  wage  gap,  sought  to  organize 

auto  makers  have  . 

an    incentive    to  nonunion  UnitS, 

ship    work    to  like  Tec-Mar,  a 

nonimion  suppliers,  distributor 
"Not  oi'ganizing  is 

killing  us,"  says  Baumhower  "It's  a  race 
to  the  bottom." 

King's  plan  is  to  build  on  smaller- 
scale  efforts  the  union  made  in  the  past. 
When  the  cun-ent  Big  Thi"ee  contracts 
were  penned  three  years  ago,  the  UAW 
won  a  vague  clause  in  which  auto  mak- 
ers agi'eed  to  "urge  suppliers  to  treat 
their  employees  in  a  good,  fair,  and  eq- 
uitable manner  and  to  avoid  conduct 


which  violates  national  or  state  lab 
and  employment  laws." 

The  language,  union  officials  st 
helped  persuade  Ford  Motor  Co.  to  su 
port  the  UAW  in  a  dispute  over  org 
nizing  lights  at  Johnson  Controls  Inc.. 
big  parts  supplier.  The  year  befoi 
Ford  had  asked  Johnson  to  voluntari 
recognize  the  uaw  at  two  plants,  u; 
officials  say,  after  the  union  complain^ 
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len  Ford  outsoui'ced  seats  and  other 
rts  to  Johnson.  Johnson  agi-eed  and 
:eded  to  most  of  the  UAw's  wage  de- 
.nds.  But  when  it  refused  to  remain 
atral  in  future  recruitment  drives, 
w  workers  at  the  two  plants  walked 
the  job.  The  UAW  then  asked  Ford  to 
ect  seats  manufactured  by  replace- 
int  workers  Johnson  hired.  When 
rd  went  along  with  that,  Johnson 


thi'ew  in  the  towel,  lifting  pay  at 
the  plants  by  33%. 

Still,  Ford,  which  has  the  best 
relationship  with  the  uaw,  is  like- 
ly to  resist  expanding  this  prece- 
dent in  the  fall  talks.  Ford  de- 
nies it  helped  the  union  to  win 
new  members  at  Johnson.  And 
Ford  Vice-Chairman  Peter  J. 
Pestillo,  who  heads  the  compa- 
ny's labor  relations,  says  Ford  re- 
jected Johnson's  seats  in  1997 
simply  to  avoid  a  walkout  at  its 
own  plant.  The  Johnson  strike 
"represented  a  unique  set  of  con- 
ditions that  put  me  at  risk  of  con- 
verting their  labor  dispute  into 
my  own,"  says  Pestillo. 
MODULAR  MOVE.  GM  has  the  most 
incentive  to  give  the  UAW  at  least 
some  of  what  King  wants.  While 
parts  supphers  adamantly  oppose  any 
union-friendly  requirements,  GM  wants 
the  union's  cooperation  to  make  the  Del- 
phi spin-off  go  smoothly.  GM  also  wants 
the  union  to  go  along  with  its  own  plan 
to  use  so-called  modular  assembly  for 
two  new  small-car  plants.  The  technique 
relies  on  suppliers  to  build  large  com- 
ponent modules,  such  as  entire  interiors, 
and  would  require  only  a  third  as  many 


GM  assembly  workers.  Earlier  this  year, 
a  GM  official"  told  BUSINESS  week  that  in 
exchange  for  the  union's  cooperation, 
GM  would  encourage  suppliers  that  win 
new  modular  contracts  to  accept  the 
UAW.  Says  Harley  Shaiken,  a  labor  pro- 
fessor at  University  of  California  at 
Berkeley:  "GM  has  an  opportunity  here; 
a  bold  move  could  go  a  long  way  to- 
ward improving  its  relationship  with 
the  union." 

Indeed,  last  fall,  gm  and  local  union 
officials  began  infomial  talks  over  such 
an  agreement  at  assembly  plants  in 
Lansing,  Mich.,  and  Lordstown,  Ohio. 
But  in  February,  Yokich  halted  the 
talks,  insisting  that  such  explosive  is- 
sues be  handled  at  the  national  level. 

Ultimately,  Yokich  will  decide  how 
many  chips  to  spend  at  the  bargaining 
table  this  fall  to  win  auto  makers'  sup- 
port for  a  new  organizing  drive.  So  far, 
he's  holding  his  cards  close  to  his  chest. 
The  strategy  he  chooses  will  set  the 
course  for  the  union,  the  Big  Three, 
and  their  suppliers  as  they  enter  the 
next  bargaining  season. 

By  Joann  Muller,  with  Keith 
Naughton  and  Kathleen  Kerwin  in 
Detroit  and  with  Aaro)t  Bernstein  in 
Washington,  D.C. 


lo  handoffs.  No  security  worries, 
jst  one  seamless  global  network. 


1^- 


MCI  WORLDCOM. 


loic  ihan  eiglitv  I  .S.  inaikris.  a>  well  as  ,st'\'eral  inarki'is  in  l.ui(i|)c. 
'tiler  your  ncf(l>,  arc  local,  iiaiiorial  or  iiilcniatioiial.  xou  deal  willi  one 
catetl  account  team  ior  c\  er\  iliinn.  i*retl\  ->tiai<;iitl'oi  \\  aid.  i->n  t  it  ':' 
iduciiig  MCI  WoildCoin  ()n-\cl  Scrxice^.  I'dr  details,  \isii  wcorn.corn 


ON-NET  DATA  SERVICES 

ONE  NETWORK 
END-TO-END 
NO  HANDOFFS 


EXECUT 

The  numbers  are  staggering,  but  so  is  the  perform 


Greed  is  good!  Greed  is  Right!  Greed 
works!  Greed  will  save  the  usa! 
— Michael  Douglas,  as  Gordon  Gekko  in 
the  film  Wall  Street 

Money  begets  money. 

— Joh)i  Ray,  English  Proverbs,  UiTO 
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s  the  Amencan  Centiuy  di-aws  to  a 
close,  times  have  rarely  been  better. 
Eight  years  into  an  expansion  that 
just  won't  quit,  the  robust  U.  S.  econ- 
.omy  is  the  envj'  of  the  world.  Growth 
in  the  gross  domestic  product  continues  to  huin 
along  at  a  rate  of  4:.S9o.  Thanks  largely  to  a 
world-beating  high-tech  sector,  and  the  willing- 
ness of  Amencan  companies  to  quickly  adopt 
whatever  new  technologies  and  new  processes 
give  them  an  edge,  U.  S.  competitiveness  may 
never  have  been  higher.  Unemployment  is  at  a 
29-year  low,  wages  are  lising,  and  consumer 
spending  is  soaring — all  without  a  whiff  of  in- 
flation. And  the  stock  market — ah,  yes,  the 
U.  S.  stock  market.  With  the  Dow  now  hoveling 
around  10,000,  up  2(33%  this  decade,  the  U.  S. 
equity  markets  have  outrun,  outgimned,  and 
hands-down  outperformed  evei^y  other  major 
stock  market  in  the  world. 

That  market  has  also  made  many  people 
wildly  wealthy,  and  none  more  so  than  diief  ex- 
ecutives at  major  U.  S.  companies.  Tlianks  to  a 
pay  stiTictui-e  that  has  linked  most  executive 
compensation  to  the  stock  mai-ket  through  huge 
option  gi'ants,  the  head  honcho  at  a  large  pub- 
lic company  ma<lp  an  average  $10.6  million  last 
year.  That's  a  3(.  i  hike  over  1997 — and  an  as- 
tounding 442%  increase  ovei"  the  average  pay- 
check of  $2  million  pocketed  in  1990.  Yet  even 
$10.6  million  is  chicken  feed  next  to  1998's  best 
paycheck.  Walt  Disney  Co.  cfa)  Michael  D.  Eis- 


THE  TOP 

1998  SALARY 
AND  BONUS 

THOUSANDS  Of  DOLLARS 

LONG  TERM 
COMPENSATION 

TOTAl 
PAY 

1  MICHAEL  EISNER 

WALT  DISNEY 

$5  764 

$569,828 

$575,? 

2  MEL  KARMAZIN** 

CBS 

4,000 

197,934 

201,{ 

3  SANFORD  WEILL 

CITIGROUP 

/  ,4oU 

159,663 

167,( 

4  STEPHEN  CASE 

AMERICA  ONLINE 

1,177 

158,057 

159,^ 

5  CRAIG  BARREH 

INTEL 

2,280 

114,232 

116,^ 

6  JOHN  WELCH 

GENERAL  ELECTRIC 

10,105 

73,559 

83,( 

7  HENRY  SCHACHT* 

LUCENT  TECHNOLOGIES 

2,020 

65,016 

67,( 

8  L.  DENNIS  KOZLOWSKI 

TYCO  INTERNATIONAL 

3,750 

61,514 

65,^ 

9  HENRY  SILVERMAN 

CENDANT 

2,818 

61,063 

63,^ 

10  M.  DOUGLAS  IVESTER 

COCA-COLA 

2,750 

54,572 

57,^ 

...AND  10 

1998  SALARY 
AND  BONUS 

THOUSANDS  Of  DOLLARS 

LONG-TERM 
COMPENSATION 

TOTAl 
PAY 

1  JOHN  McCartney 

3COM 

$826 

$77,623 

$78,4 

2  LESLIE  VADASZ 

INTEL 

1,135 

54,759 

55,8 

3  ROBERT  LUCIANO* 

SCHERING-PLOUGH 

2,196 

51,780 

53,9 

4  CHARLES  CAWLEY 

MBNA 

4,844 

48,837 

53,6 

5  RICHARD  VAGUE 

BANK  ONE 

1,640 

41,635 

43,2 

"  Retired 

**  Became 
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merican  business.  So  how  closely  are  they  linked? 


3! 


'EXECUTIVES... 

1998  SAURY 
AND  BONUS 

THOUSANDS  Of  DOLLARS 

LONG-TERM 
COMPENSATION 

TOTAL 
PAY 

ULES  HEIMBOLD 

ISTOL-MYERS  SQUIBB 

$3,194 

153  085 

156  279 

LIP  PURCELL 

RGAN  STANLEY  DEAN  WITTER 

8,888 

44,487 

53  374 

JBEN  MARK 

LGATE-PALMOLIVE 

3,456 

49,247 

52,703 

on  McNEALY 

N  MICROSYSTEMS 

1,698 

46,317 

48,014 

JIS  GERSTNER 

/I 

9,387 

36,947 

46,335 

ANE  BURNHAM 

BOTT  LABORATORIES 

3,232 

42,762 

45,995 

RGARET  WHITMAN 

247 

42,755 

43,002 

HDALL  TOBIAS* 

LILLY 

6,008 

35,680 

41,687 

«N  GIFFORD 

XIM  INTEGRATED  PRODUCTS 

264 

39,833 

40,097 

RDON  BINDER 

GEN 

1,766 

37,420 

39,186 

TCEOs 

1998  SAURY 
AND  BONUS 

THOUSANDS  Of  DOLLARS 

LONG-TERM 
COMPENSATION 

TOTAL 
PAY 

lES  DIMON 

IGROUP 

$4,950 

$32,214 

$37,164 

tRLES  RICE 

vIKAMERICA 

9,960 

22,276 

32,236 

IRENCE  LARSEN 

ST  UNION 

2,504 

26,870 

29,374 

tK  SWARTZ 

0  INTERNATIONAL 

1,810 

27,223 

29,032 

.LIAM  SHANAHAN 

-GATE-PALMOLIVE 

2,254 

25,470 

27,724 

DATA:  EXECUCOMP  BY  STANDARD  S  POOR'S  COMPUSTAT,  A  DIVISION  OF  THE  McGRAW-HILL  COMPANIES 


ner  took  home  $575.6  million — primarily  from 
options — the  second  largest  payday  ever 
recorded  by  a  public  company  CEO.  Altogether, 
the  five  best-compensated  execs  split  a  stunning 
$1.2  billion,  numbers  so  over  the  top  that  even 
those  not  fai-  removed  li'om  the  executive  suite 
find  their  chins  dropping.  "I  have  a  difficult 
time  relating  to  the  compensation  today,"  says 
Donald  E.  Petersen,  former  chairman  of  Ford 
Motor  Co.,  "and  I've  really  only  been  out  of  the 
full-time  part  nine  years." 

But  if  the  numbers  are  staggering,  so  too 
has  been  the  peifoiTnance  of  American  business 
over  the  last  decade.  While  tradition-bound 
Eui'ope  stmggles  to  boost  gi'owth  and  entre- 
preneurialism,  debt-soaked  Japan  remains 
mired  in  recession,  and  much  of  the  developing 
world  fights  to  regain  its  economic  footing, 
U.  S.  executives  ai'e  energizing  older  comj^anies 
and  creating  new  ones  daily.  The  obvious  ques- 
tions: Are  the  sky-high  pay  and  the  sky-high 
performance  linked?  Has  pay-for-peiformance 
worked?  Is  ceo  greed  good? 

Supporters  of  today's  compensation  system 
say  this  perfoiTnance  is  no  coincidence.  If  paying 
top  doUai'  is  the  price  of  ensiuing  that  the  boss 
makes  moves  that  benefit  all  investors,  fine. 
The  c;eos  who  have  responded  to  the  challenge 
have  created  billions  in  value.  And  those  who 
fail  are  pushed  out  far  more  quicldy  today — al- 
beit with  golden  parachutes.  "If  shareholders 
are  betting  on  a  management  team  vrith  then- 
dollai's  and  the  team  can  move  the  share  price, 
then  I  think  it  ought  to  participate  in  that 
achievement,"  says  Richard  A.  Jalkut,  ceo  of 
telecom  company  Pathnet  Inc.  and  former  ceo 
of  Nynex  Inc. 

In  a  world  of  cross-border  mergers  and  glob- 
al competition,  those  are  no  longer  questions 
that  only  American  companies  have  to  wony 
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about.  Suddenly,  the  issue  of  whether  the  best  way  to  moti- 
vate executives  is  to  offer  options-fueled  pay  packets  is  being 
debated  around  the  world.  Particularly  in  Europe,  many 
companies  ai'e  considering  adding  an  equity  component  to 
theu"  compensation  systems — in  part,  to  ensure  that  they 
don't  lose  theii"  best  talent  to  the  U.  S.  (page  89).  Moreover, 

European  companies 
such  as  Daimlei'Chiysler 
and  Deutsche  Bank 
must  figiu'e  out  how  to 
keep  theii"  Eiu'opean  execs  happy  when  they're  paying  a  lot 
more  to  those  working  in  their  new  American  subsidiaries. 
Even  in  Japan,  where  egalitarian  pay  structures  have  long 
been  considered  a  viitue,  the  fovu-yeai-  plunge 
in  earnings  has  convinced  Sony  and  othere  to 
try  out  options.  "The  level  and  the  makeup  of 
pay  in  the  U.  S.  is  beginning  to  have  an  in- 
fluence on  big  global  companies,"  says  Vicky 
M.  Wright,  Hay  Group's  worldwide  managing 
dii'ector  for  reward  consulting. 
LOOSE  LINKAGE.  If  there's  little  doubt  that 
Coi-jjorate  America  is  doing  something  right 
by  linking  pay  more  closely  to  shareholder 
value,  however,  it's  also  clear  that  greed 
has  its  limits.  Despite  the  anecdotal  con- 
nection, no  academic  has  proven  that  higher 
pay  creates  higher  perfonnance.  Wliile  self- 
interest  is,  as  Adam  Smith  obsei-ved  cen- 
turies ago,  a  great  motivator,  the  link  be- 
tween pay  and  any  objective  standard  of 
perfonnance  has  been  all  but  severed  in  today's  system.  The 
options  windfall  is  as  Ukely  to  rewaixl  the  barely  passable  as 
the  tiTiIy  gi'eat;  moreover,  it's  rewai'fling  viitually  one  and  all 
in  amounts  that  ai'e  expanding  almost  ex^ponentially.  "It's  not 
that  the  guy  steering  the  ship  is  turning  the  wheel  the 
wrong  way,"  says  pay  consultant  Alan  M.  .Johnson.  "It's 
that  the  wheel  isn't  connected  to  the  rudder." 
Given  the  growth  in  sheer  numbers  of  options  being 


Among  the 
critics  of 
gigantic 
raises:  Alan 
Greenspan 


handed  out,  critics  also  warn  that  the  seeds  of  future  pre 
lems  are  already  being  sown.  The  biggest  risk:  In  usi 
options,  companies  today  are  in  effect  outsom'cing  the  ov^ 
size  compensation  to  the  stock  market.  Investors  willing 
buy  shares,  after  all,  are  paying  for  today's  hefty  rais 
not  the  coiporate  coffers.  But  the  ability  to  do  so  rests  oi 
mai'ket  that's  only  riding  the  Up  escalator  Critics  wony  tl 
the  practice  is  setting  untenable  levels  of  pay  expectation 
the  future,  even  as  it  creates  hefty  dilution. 

The  skeptics  certainly  have  some  influential  compa: 
Alan  Greenspan,  for  one,  favors  indexed  options — optic 
that  require  that  the  stock  does  better  than  a  market 
peer  gi-oup  index — despite  the  fact  that  they  have  an  ; 

counting  cost.  He  publicly  criticized  the  level 
CEO  pay  in  front  of  the  House  Banking  Co 
mittee  in  February.  Or  listen  to  Berksh: 
Hathaway 's  Warren  E.  Buffett,  who  devot 
two  pages  of  his  annual  report  to  the  subje 
"Although  options  . . .  can  be  an  appropria 
and  even  ideal,  way  to  compensate  and  mc 
vate  top  managers,  they  are  more  often  wilt 
capricious  in  their  distribution  of  rewards, 
efficient  as  motivators,  and  inordinately  < 
pensive  for  shareholders." 

Whatever  the  outlines  of  the  debate,  thouj 
one  thing  is  clear:  The  rich  are  getting  rich 
and  fast,  according  to  business  week's  411 
annual  Executive  Pay  Scoreboard.  Compil 
with  Standaixl  &  Poor's  Compustat,  a  division 
The  McGraw-Hill  Companies,  the  sui-vey  brej 
out  the  pay  of  the  highest-paid  executives  at  365  of  t 
largest  companies  in  the  U.  S.  ceo  pay  again  outpaced  t 
stock  market  in  1998,  rising  36%  to  the  Standard  &  Poo 
500-stock  index'  26.7%,  even  as  eainings  for  the  companies 
the  index  fell  1.4%.  Long-term  compensation — mostly  fr( 
exercised  options — made  up  80%  of  the  average  CEO's  p 
package,  up  from  72%  in  1997.  The  average  salary  a 
bonus  fell  for  the  second  year  in  a  row,  to  $2.1  million. 


PAY  FOR  PERFORMANCE: 
WHO  MEASURES  UP... 
AND  WHO  DOESN'T 


To  see  how  pay  matches  up  to  performance,  BUSINESS  WEEK  uses  two  mea- 
surement systems.  One  relates  to  how  good  a  job  the  boss  did  for  sharehold- 
ers. The  other  compares  what  the  boss  made  with  how  well  the  company  did. 


EXECUTIVES  WHO  GAVE  SHAREHOLDERS  EXECUTIVES  WHOSE  COMPANIES  DID  THE  BEST 

THE  MOST  FOR  THEIR  PAY...  REUTIVE  TO  THEIR  PAY... 

Total  pay*  Shareholder  Relative  Total  pay*  Avg.  return  Relative 

 It'?y.5_3nds  ofdollars  [ejurn**  ij)dei<_  ?[![*9!l'?y  "P^?* 

LRIQHARD  FAIR^^^  393%_  _3J_6_    IPANE  MJLLER  Biom   $992  19%___3C 

2_WimAM[GAJE^^^  2  WARRXN'BUyFEjr  B"e^^^   842  1„„19 

3  JAMES  S[NEGA^^  3  STEPHEN  SANG^^^^   }mL.^J31.^.J3. 

4jpWARP  FRITZKY  Imm^^^^^^  2,437      663_____3_13_    4  WILLIAM  GA^^^^^   1^696  32  .  .  i"? 

SWARRE'n  BUFFETT  B^^^^^^  §42      118       259     5  RjCHARD  FAIRBANKC^  21   21 

...AND  THOSE  WHO  GAVE  EXECUTIVES  WHOSE  COMPANIES  DID  THE  WORST 

SHAREHOLDERS  THE  LEAST  RELATIVE  TO  THEIR  PAY 

J.^LCMElLiiSNAR  WaJt  Djsney  |5?4,_8_9_2_____56%  _  _0.3__    1JJFFRE_Y__B_E_ZOS_Ama_zon.com  i2_25.4____-_n9_%__::0i 

WEJLL  CJg^^^   491,976  _146___^_0._5__    2_N_oYAN_ARCH[BArD  B^^^^^^   50,638  ____-_3_7____^.4 

3  RAY  jRA_NI  Occidental  Petro[eum  110,670     ^11       0.8      3  STEPHEN  CASE  America  Online  _213j785  _-l_2_2_  ^0^2 

4  ANTHONY^O'^Em  4  MJCHAeVeISN^^^^^ 

5  JOHN  _WE_LCH  Gener^^^  STANFORD  WEJLL  Cjtigr^^  49^976  ji__.JJ 

*Salary,  bonus,  and  long-term  compensation  paid  for  the  entire  **Stock  price  at  ttie  end  of  1998,  plus  dividends  reinvested  for  ttiree  years,  divided  by  stock 

three-year  period  price  at  the  end  of  1995                              DATA  STANDARD  8.  POOR'S  compustat 
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America's  spending  spree  with 
plastic  continues,  but  credit- 
card  issuer  Capital  One  Finan- 
cial Corp.  is  downright  tightfisted 
with  its  own  chief  executive's  pay. 
In  the  past  three  years,  Richard  D. 
Fairbank  has  pulled  in  a  total  of 
$1.3  million — mere  pocket  change 
among  Corporate  America's  poten- 
tates. And  last  year  he  took  no  pay, 
period.  That's  not  all:  Since  1996,  he 
has  exercised  none  of  his  3.2  million 
options. 

Those  skinflint  ways  made  Fair- 
bank  one  of  the  two  top  finishers  in 
the  pay-for-performance  derby,  ac- 
cording to  a  BUSINESS  WEEK  analy- 
sis. Compare  Fairbank's  piddhng 
pay  with  the  stock's  393%  total  re- 
turn— price  appreciation  plus  divi- 
dends— and  he  did  the  best. 
WRESTLING.  No  wonder  Capital  One 
pleases  Wall  Street.  Fairbank,  who 
couldn't  be  reached  for  comment, 
has  almost  doubled  its  earnings  in 
three  years,  to  $275  milhon  in  1998. 
It  has  been  successful  at  identifying 
customer  niches,  offering  6,000  dif- 
ferent kinds  of  cards — for  groups 
from  horseback  riders  to  wrestling 
fans.  The  key  to  making  this  work 
is  Capital  One's  ability  to  cull 
prospects  likely  to  default  on 
payments. 

By  another  measure,  matching  a 
CEO's  pay  to  return  on  equity — a 
key  profitability  indicator — the 
leader  is  Dane  A.  Miller  of  Biomet 
Inc.  This  orthopedic-equipment 
maker  has  become  a  powerhouse  in 
artificial  replacements  for  hips. 


The  Overachievers 


RICHARD  FAIRBANK 

In  1998,  he  took  no  pay.  But  in  the 
past  three  years,  Capital  One's  total 
return  has  soared  393% 


DANE  MILLER 

He  got  under 
$1  million 
for  three 
years,  while 
annual  ROE 
was  18.7 


knees,  and  shoulder  joints,  expand- 
ing through  acquisitions,  roe  since 
1996  has  averaged  a  healthy  18.7% 
per  year.  Factor  in  Miller's  tiny 
1996-98  pay  of  $992,000,  and  it's 
clear  why  he  heads  our  roster  "I 
don't  feel  underpaid,"  he  says. 

Ah,  but  then  there's  the  bottom 
of  the  list.  Comparing  shareholder 
returns  with  pay,  stockholders  fared 
the  worst  with  Walt  Disney  Co.'s 
Michael  D.  Eisner.  For  1996-98,  he 
hauled  down  a  mind-blowing  $595 
million,  some  $570  million  from  ex- 
ercising stock  options.  True,  the 
56%  stock  nin-up  during  the  period 
isn't  shabby:  It  beats  the  Standard 
&  Poor's  500-stock  index,  which  rose 
43%.  Yet  was  it  enough  to  justify 
more  than  a  half-billion  dollars?  The 


The  Underperformers 

MICHAEL  EISNER 

Is  a  $595  million  payout  a  tad 
much  for  a  56%  stock  rise? 


JEFF  BEZOS 

Profitless 

Amazon.com: 

lousy 

ROE,  but 

investors 

don't 

care 


company  contends  he's  well  worth 
it.  Disney  board  member  Ray  Wat- 
son says  the  fat  options  are  war- 
ranted since  Eisner  has  been  the 
catalyst  of  Disney's  long-term 
growth. 

IN  A  SWOON.  But  the  storied  Disney 
growth  engine  has  sputtered  lately 
because  of  its  sagging  abc  network 
and  Wgh  movie-production  costs. 
Earnings  dipped  13%  in  calendar 
1998,  as  did  the  shares,  dropping  12 
from  their  May  high  to  end  at  30. 

The  other  underperformer — at 
least  by  roe — is  Amazon.com  Inc.'s 
Jeffrey  P.  Bezos,  who  delivered  the 
worst  ROE  relative  to  his  pay.  Al- 
though Bezos,  who  owns  36%  of  the 
company,  earned  just  a  measly 
$225,000  from  1996  to  '98,  negative 
ROE  did  him  in.  But  don't  expect 
him — or  his  investors — to  care.  The 
hotshot  on-hne  bookseller  epitomizes 
the  red-hot  Internet  economy,  in 
which  earnings  don't  seem  to  mat- 
ter. Indeed,  Amazon  has  never  been 
profitable  and  is  in  no  huny  to  be 
so,  arguing  that  it's  saci^ificing  earn- 
ings for  gi'owth.  Faith  in  its  E-com- 
merce  future  is  enough,  as  Amazon's 
gi'avity-defying  stock  shows.  In- 
vestors who  hold  the  remaining  64% 
of  Amazon  clearly  agree.  From  the 
mid-1997  stock  offering  through 
1998,  their  holdings  gained  $10.7  bil- 
lion in  value.  So  unlike  some  of  his 
undei-performing  brethren,  Bezos  is 
a  hero. 

By  Larry  Light  in  New  York, 
with  bureau  reports 
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5,280  phone  calls  taken. 
2,050  web  queries  resolved 
3,400  brochures  sent. 
1,450  questions  answered 


What  a  great  day; 


Taking  care  of  customers.  That's  what  Corepoint  Customer  Relationship  Management  software 
is  all  about.  With  one  end-to-end  software  solution,  Corepoint  supports  everyone  on  your 
team  —  sales,  marketing  and  customer  service/support  —  anyone  who  touches  your  customer. 
Information  is  more  accessible.  People  are  more  productive.  So  every  customer  contact  can  be 
maximized.  Make  every  day  a  great  day  to  build  the  customer  loyalty  that  builds  profits. 

To  register  for  our  next  free  live  telephone/web  seminar  on  "Customer  Relationship 
JylaiTiagement''  or  for  more  information  on  Corepoint,  call  877-891-1606  today  or  visit  our 


website  at  www.Gorepoint.com. 


\  An  IBM  company 
Turning  customer  satisfaction  into  loyalty. 


CUSTOMER    RELATIONSHIP    MANAGEMENT  SOFTWARE 


A  worker  earning  $25,000  in  1994  would  get 
$138,350  today,  if  his  pay  grew  as  fast  as  his  boss's 


some  cases,  that  was  because  of  pooi-  i-esults,  but  more  of- 
ten it  was  because  CEOs  are  trimming  such  fixed  compen- 
sation or  defemng  it  tax-fi*ee  in  I'etiu-n  for  more  equity. 

Nice  work  if  you  can  get  it.  That  36%  raise  compai-es  to 
2.7%  for  the  average  blue-collai'  worker,  one-tenth  of  a  per- 
centage point  above  last  yeai-'s  boost.  White-collar  workers 
got  3.9%',  according  to  the  Bureau  of  Labor  Statistics' 
Employment  Cost  Index.  This  year,  the  boss  earned  419 
times  the  average  wage  of  a  blue-collar  worker.  Although 
such  constantly  levitating  numbers  can  be  hard  to  tmly 
gi'asp,  consider  this:  The  afl-cio  calculates  that  a  worker 
making  $25,000  in  1994  would  now  make  $138,350  this 
yeai'  if  Ms  pay  gi-ew  at  the  same  speed  ■■hh^hhh^ 
as  the  average  CEO. 

The  breathtaking  numbers  don't 
even  include  the  biggest  executive  pay- 
day ever.  Last  spring.  Computer  As- 
sociates Inc.  paid  ("EO  Chai'les  B.  Wang 
a  restricted  stock  bonus  then  worth 
$670  million  for  getting  its  stock  price 
above  $53.33.  That  came  on  top  of  $7 
million  in  salaiy  and  bonus  and  $22.8 
million  in  long-tenn  compensation  the 
prior  year.  Because  the  payout  took 
place  in  Computer  Associates'  1999  fis- 
cal year — for  which  the  company  has 
not  yet  filed  a  proxy — Wang's  jackpot 
is  not  included  in  this  year's  pay  sur- 
vey. But  CA  has  already  felt  the  ef- 
fect: In  July,  the  company  announced  a 
$675  million  charge  to  pay  for  the 
award  to  Wang  and  other  executives, 
jjrompting  a  30%  stock  plunge. 
FAB  FIVE.  Still,  for  those  convinced  of 
the  virtues  of  a  pay-for-performance 
system,  the  top  five  ceos  on  business 
week's  Ust  this  year  make  for  a  pretty 
good  argument.  The  companies  they 
run — Disney,  CBS,  Citigi'oup,  America 
Online,  and  Intel — are  stewards  of  the 
New  Economy.  Most  of  them  longtime 
CEOS  of  their  companies,  they  have  played  a  role  in  the 
shift  of  the  U.  S.  from  an  industrial  economy  to  a  service 
economy  premised  on  technological  advancements.  All  five 
executives  have,  over  time,  revolutionized  their  industries 
and  streamlined  then*  organizations.  Along  the  way,  they 
have  created  unprecedented  shareholder  wealth.  None  of 

the  top  five  would 
comment  on  then-  pay. 

Few  investors 
would  begTudge  aol's 
Stephen  M.  Case  the  $159.2  million  he  pulled  down  this 
year.  After  all,  he  has  forged  one  of  the  most  successful 
companies  in  a  totally  new  industry.  And  shareholders 
appear  only  too  happy  to  ride  the  coattails  of  recently  ap- 
pointed CBS  CEO  Mel  Karmazin,  who  earned  $202  million. 
Most  of  that  came  from  the  exercise  of  options  he  had  held 
for  10  years  at  Infinity  Broadcasting  Co.,  which  he  con- 
veited  to  CBS  shares.  Infinity  was  sold  to  CBS  in  1997  and 
partly  taken  public  again  last  year  Says  a  proud  George 
H.  Com'ades,  chainnan  of  CBS's  compensation  committee:  "I 
think  his  reward  for  the  gi'owth  and  the  value  he  created 


is  directly  attributable  to  his  leadership  and  probably  one 
of  the  best  examples  of  pay  for  peifonnance." 

Certainly,  the  lise  in  the  stock  market  does  seem  to  cor- 
relate with  a  major  shift  ft"om  fixed  to  variable  pay.  Al- 
though stock  options  have  been  popular  in  the  past — pri- 
marily dming  bull  markets — never  before  were  they  used 
as  heavily  as  in  the  last  decade.  Some  argue  that  the 
tighter  linkage  to  shareholders  pushed  executives  to  make 
the  hard  choices  needed  to  become  competitive.  "Can  we 
prove  that  stock  options  did  this?  Of  course  not.  Can  we 
offei"  some  evidence  that  would  suggest  it  played  a  role? 
Yes.  We  really  made  it  worth  people's  while  to  drive  stock 


FORTUNES  IN  THE  FUTURE 

These  chief  executives  still  have  huge  rewards  to  reap  from  stock 
options  that  have  yet  to  be  exercised.  The  top  20  treasure  chests: 


EXECUTIVE/ 

COMPANY 

VALUE  OF  NONEXERCtSED 
STOCK  OPTIONS* 

THOUSANDS  OF  DOLLARS 

EXECUTIVE/ 

COMPANY 

VAIUE  OF  NOKEXEfiCtSEO 
STOCK  OPTIOHS* 

THOUSANDS  OF  DOLLARS 

MILLARD  DREXLER 

GAP 

$659,493 

JOHN  CHAMBERS 

CISCO  SYSTEMS 

$266,793 

TIMOTHY  KOOGLE 

YAHOO! 

544,314 

JOHN  WELCH 

GENERAL  ELECTRIC 

261,538 

BARRY  DILLER 

USA  NETWORKS 

496,349 

RICHARD  FAIRBANK 

CAPITAL  ONE  FINANCIAL 

258,638 

CHARLES  WANG 

COMPUTER  ASSOCIATES 

481,764 

MELVIN  GOODES 

WARNER-LAMBERT 

250,681 

LOUIS  GERSTNER 

IBM 

435,333 

DAVID  POnRUCK 

CHARLES  SCHWAB 

240,766 

EGKHARD  PFEIFFER 

COMPAQ  COMPUTER 

410,403 

JOSEPH  NACCHIO 

QWEST  COMMUNICATIONS 

211,944 

HENRY  SILVERMAN 

CENDANT 

399,517 

CHARLES  HEIMBOLD 

BRISTOL-MYERS  SQUIBB 

205,349 

GERALD  LEVIN 

TIME  WARNER 

304,104 

THOMAS  SIEBEL 

SIEBEL  SYSTEMS 

199,929 

STEPHEN  CASE 

AMERICA  ONLINE 

286,260 

REUBEN  MARK 

COLGATE-PALMOLIVE 

193,398 

STEVEN  BURD 

SAFEWAY 

276,360 

WILLIAM  ESREY 

SPRINT 

181,152 

*Based  on  stock  price  at  end  of  company's  fiscal  year 

DATA:  STANDARD  &  POOR'S  COMPUSTAT 
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prices  up.  and  they  found  ways  to  do  it,"  says  Jude  Rich, 
chaii-man  of  benefits  consultant  Sibson  &  Co. 

Perhaps  nowhere  has  that  been  ti-uer  than  in  the  ex-! 
ploding  InteiTiet  sector,  where  the  red-hot  mai'ket  in  initial 
public  offerings  has  served  as  an  equalizer.  Some  upstarts 
now  boast  the  same  net  worth  as  old-timers.  One  is  Mar- 
garet C.  Whitman,  CEO  of  Web  auction  site  eBay  Inc. 
Granted  7  million  options  when  she  was  hii'ed  in  Febiiiaiy, 
1998,  she  made  $48  million  in  eBay's  September  IPG — 
good  enough  for  17th  place  and  the  liighest  annual  pay 
ever  recorded  by  a  female  executive.  Although  most  of  it 
hasn't  yet  vested,  Wliitman's  stake  is  now  worth  neai'ly  $1  j 
billion,  thanks  to  the  wild  1165%  rise  in  eBay  shares.  i 

Wliitman's  e.xperience  exemplifies  a  SUicon  Valley  culture) 
in  which  people  happily  toil  day  and  night  for  little  cash 
compensation  in  hopes  of  hitting  the  brass  ring.  And  the 
creativity  bui'st  coming  out  of  options-laden  tech  companies  ] 
like  eBay  is  admirable.  But  the  staggering,  near-instant  | 
jackpot  is  discomfiting,  to  say  the  least,  to  those  who'f 
have  worked  for  years  to  reshape  businesses.  If  perfor- 
mance is  really  what  matters,  is  Wliitman,  ceo  for  less 
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oodyear  Eagle  Aquasteel  Run-Fiat 

jbody  looks  out  for  your  family  better  than 
u  do.  But  Goodyear  can  help.  With  Eagle 
luasteel  Run-Flat  radials  you  can  literally  run 
er  a  hazard,  lose  all  air  pressure  and  keep 


FREE! 


Low  Tire  Pressure 
Warning  System 

Up  to  5399  value. 

Limited-time  offer" 
Installation  not  included. 

ving  for  up  to  50  miles  at  up  to  55  mph.*  No  L  


)re  getting  stuck  in  bad  weather  and  having  to  get  out 


of  your  car  in  emergency  lanes  or  in  the  middle  of  nowhere 
to  change  a  tire.  Goodyear  Run-Flat  technology 
helps  the  tire  keep  its  shape,  so  you  can  stay 
behind  the  wheel  and  keep  driving  to  safety.  To 
learn  more  about  Goodyear's  innovative  Run-Flat 

  i  technology,  visit  our  website  at:  www.runflat.com. 

Goodyear.  Number  One  in  tires. 
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We've  been  on  a  roll  for  67  years. 


SCOTCH 
DECORATORS  TAPE 


^^^^^^^^ 


2 


So  we've  popped  up  with 


another  big  idea.  It's  an  ingenious  dispensing 

system  that  pops  up  strips  of  tape  -  pre-cut,  one  at  a  time,  right 
into  your  hand.  Scotch  "  Pop-up  Tape  Strips  make  gift 
wrapping  easier,  especially  when  you've  got  your  hands  full. 
We're  making  tape  even  more  handy,  because  we  make 

the  leap /rwTt  ncecl  to... 


3M  Innovation 


/■or  int)rc  mja  nnal  ion .  (ull  I  -<SOU  -  .i  M  ■  H  ELI^S .  or  /iiwriwl:  li  1 1  jt :  // www.  .hii.c  inn 


than  a  year  at  a  newborn  company,  really  worth  the  same 
as  IBM's  Louis  V.  Gerstner,  who  has  wrestled  one  of  the 
country's  largest  companies  out  of  near-obsolescence? 

Moreover,  the  sheer  amount  of  excess  being  created  in 
these  packages  has  a  dark  side  of  its  own.  Take  two  of  the 
best-paid  executives  in  histoiy,  Disney's  Eisner  and  Citi- 
group's  Sanford  I.  Weill.  Until  recently,  neither  has  been  a 
slouch  in  the  performance  department.  In  taking  Disney 
from  a  moribund  brand  to  a  global  multimedia  entertain- 
ment outfit,  Eisner  has  helped  Disney's  stock  rise  450%  in 
the  past  10  years.  Weill  has  done  even  more.  In  cobbling 


together  financial-services  businesses  ranging  from  Trav- 
elers to  Smith  Barney  to  Citicorp  in  creating  Citigi'oup,  the 
ultimate  financial  supermarket,  the  stock  has  zoomed 
1277%  in  the  same  period.  "How  many  people  could  have 
done  such  a  gi-eat  job?"  asks  Arnold  S.  Ross,  partner  at 
pay  consultant  Hu'schfeld,  Stem,  Moyer  &  Ross  Inc. 

But  lately,  things  haven't  been  sailing  along  quite  as 
smoothly.  Disney's  stock  has  trailed  the  market  in  the  past 
two  yeai's,  and  eaiTiings  have  fallen.  While  Citigi-oup's  stock 
is  still  strong,  eaiTiings  there,  too,  have  slumped.  But  the 
weak  perfoiTnance  hasn't  taken  either  ceo  off  the  Pay  Ex- 


WHAT  KEEPS  THE  PAY  MERRY-GO-ROUND  WHIRLING 


Where  are  all  the 
superstars?  One 
reason  for  sky- 
rocketing CEO  pay  is  the 
perceived  talent  short- 
age. Top  talent  has  got- 
ten harder  tt  find  in  a 
global  environment. 
Says  George  H.  Con- 
rades,  head  of  the  com- 
pensation committee  at 
CBS  Corp.:  "One  of  the 
biggest  challenges  in 
business ...  is  the  [lack 
of]  top-flight  management  talent." 

No  one  knows  this  more  than  ex- 
ecutives, who  use  that  leverage — 
and  the  threat  to  seek  greener  pas- 
tures— to  push  the  pay  envelope.  As 
a  result,  the  fear  of  losing  a  good 
executive  weighs  more  heavily  in 
setting  CEO  pay  than  performance 
standards:  For  every  performance 
clause  in  a  contract  today,  there's  a 
special  "retention  bonus"  to  offset  it. 
Says  Robin  A.  Ferricone  of  pay  ad- 
visors SCA  Consulting:  "There's  a 
real  tug-of-war  between  retention 
and  pay  for  performance." 
LOW  RISK.  But  is  the  cupboard  re- 
ally so  bare?  A  closer  look  suggests 
not.  Most  baby  boomers  are  cur- 
rently in  their  40s — the  typical 
time  to  gun  for  the  CEO  chair. 
Women,  minorities,  and  foreign  ex- 
ecs are  now  legitimate  contenders 
for  the  comer  office.  Meanwhile, 
mergers  are  shrinking  the  number 
of  CEO  slots.  And  after  hitting  a 
peak  in  1996,  the  number  of  ceo 
searches  fell  14%  in  1997  and  rose 
just  2%  in  1998,  according  to  the 
Association  of  Executive  Search 
Consultants.  "There  isn't  really  that 
large  a  shortage  of  quaUfied  profes- 
sionals," says  consultant  James  A. 
Reda  of  Arthur  Andersen  &  Co. 

So  where  does  the  problem  lie? 
Often,  Mrith  the  board.  In  a  volatile 


market,  companies  can  see  their 
stock  plummet  if  they  pick  an  un- 
knovm  name.  That  can  lead  a  risk- 
averse  board  to  go  after  a  candi- 
date that  won't  mffle  feathers. 
Well-known,  proven  candidates 
tend  to  bring  vdth  them  gigantic 
pay  demands,  however,  leaving 
committees  feeling  they  must  pay 
up.  "We  tend  to  drive  towai'd  the 
conclusion  that  the  entire  industry 
has  nine  talented  people,"  says 
Meyer  Feldberg,  dean  of  Columbia 
Business  School  and  director  of  the 
compensation  committee  at  Feder- 
ated Department  Stores.  "It  be- 
comes a  self-fulfilling  prophecy." 

A  NEGOTIATOR'S  VIEW 

Arthur  Andersen  consultant 
James  Reda  on  how  to  hire  a  CEO: 

►  Money  is  important,  but  it's 
not  everything.  The  ideal  candi- 
date must  have  another  reason 
to  switch  jobs.  Be  patient. 

►  When  bringing  in  a  new  hire, 
link  the  pay  that  mirrors  what 
the  exec  is  leaving  behind — the 
"make-whole" — to  the  achieve- 
ment of  specific  goals.  It's  not 
a  giveaway. 


One  example:  When  George 
M.  C.  Fisher  got  the  nod  at  East- 
man Kodak  Co.,  the  stock  moved 
up  nearly  five  points  in  a  day,  cre- 
ating $1  billion  in  shareholder  val- 
ue. But  his  inability  to  spark  a 
comeback  has 


FISHER 

An  outsize 
pay  packet, 
despite  so-so 
results 


left  the  stock 
anemic.  Yet 
Fisher  still  has 
an  outsize  pay 
packet  that  in- 
cludes millions  of 
stock  options 
and  restricted  stock  gi'ants.  Like 
almost  all  execs,  his  deal  contains  a 
zinger:  a  guarantee  that  should 
things  not  work  out,  he'll  collect 
big-time  anyway.  Says  John  R. 
Walter,  the  former  at&t  president 
who  took  home  a  $31  million  sever- 
ance package  after  nine  turbulent 
months:  "Any  executive  that  has  a 
proven  track  record,  when  he  goes 
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into  a  new  situation,  he  probably 
wants  a  great  deal  of  security.  It's 
just  a  normal  reaction." 

Just  because  boards  feel  unable 
to  stop  the  pay  men*y-go-round 
does  not  mean  they  don't  bear 
some  responsibihty  for  it — especial- 
ly if  they  don't  help  a  company  de- 
velop internal  talent.  "What  influ- 
ences pay  more  than  anything," 
says  Donald  S.  Perkins,  fomier  CEO 
of  Jewel  Cos.  and  head  of  the  comp 
committee  at  Aon  Corp.,  are  "com- 
panies that  do  not  develop  their 
successors."  Moreover,  consultant 
Reda  argues,  companies  have  more 
leverage  than  they  think  they  do 
(table).  It's  up  to  them  to  showcase 
the  opportunities  they  offer — vrith- 
out  giving  away  the  store,  too. 

By  Jeyinifer  Reingold  iyi  New  York 
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WHEN  YOU  FIND  YOURSELF  IN  A  PREDICAMENT 
LIKE  THIS,  THERE  ARE  CERTAIN  THINGS  YOU  NEED. 


Will. 


f  I 


Sometimes  the  right  answer  is  deceptively  simple.  No  math 
technology  problems,  we  can  resolve  them,  just  as  we  do  f( 
companies,  We  jiever  stop  asking  what  do  you  need  most?  Pe 


Added  to  the  cost  of  hiring  a  new  CEO  is 
the  ever-escalating  cost  of  paying  off  the  last  one 


press.  Eisner  got  a  new  gi'ant  of  24  million  shares  in  1997, 
wliile  Weill's  compensation  committee  awarded  him  1.7  mil- 
lion options  in  "Founder's  Grants"  for  the  Citigroup  deal. 
That's  on  top  of  a  controversial  system  of  I'eloatl  options  that 
gives  him  a  new  gi'ant  of  options  every  time  he  exercises 
some  old  ones.  Moreover,  both  CEOs  have  already  been 
handsomely  paid  for  the  stellai"  eai'Uer  performance.  Eisner 
has  been  paid  a  total  of  $901.6  million  over  the  last  decade, 
and  Weill,  $694.8  million.  Theii'  pay  levels  are  so  high  that 
the  two  scored  worst  and  second  worst,  i-espectively,  on 
BUSINESS  week's  screen  of  executives  who  gave  shai'ehold- 
ers  the  least  for  theu"  pay. 

But  Ray  Watson,  who  chairs  Disney's  executive  com- 
mittee, defends  the  lavish  1997  package.  "We  wanted  to  tie 
liim  up  for  the  rest  of  his  working 
life.  Heck,  Sony  would  have  given 
him  half  of  Japan  to  run  their 
company."  Not  letting  the  options 
vest  until  2003,  he  argues,  will 
keep  the  ('EO  focused  on  long-term 
growth.  A  Citigroup  spokesman 
said  Weill's  pay  "is  tied  to  the  ex- 
traordinary creation  of  sharehold- 
er wealth."  BUSINESS  week's  for- 
mula includes  options  as  pay  in 
the  year  they  are  exer'cised. 
OPTION  MANIA.  Eisner  and  Weill 
may  be  among  the  pr-inces  of  pay, 
but  they're  not  the  only  ceos 
whose  wallets  are  filling  faster 
than  ever  as  the  size  of  option 
gi-ants  rises  r-apidly.  Accorxling  to  a 
preliminary  study  of  1999  proxies 
by  Pearl  Meyer  &  Partners  Inc., 
the  value  of  new  stock-option 
gr-ants  is  abeady  up  17%  over  last 
year,  even  as  the  soaring  market 
makes  old  ones  mor-e  valuable.  And  since  some  40%  of 
large  companies  grant  options  for-  a  fixed  number  of  shares, 
accorxling  to  compensation  consultant  Towers  Perrin,  the 
median  they  use  as  a  comparison  when  setting  their  own 
CEOs'  pay  corkscr'ews  ever  higher.  Cracks  Nell  Minow,  a 
principal  in  activist  investment  fiind  lens:  "Even  an  Eng- 
hsh  major  like  me  can  figure  out  that  you  make  more 
money  if  one  of  the  multiplier-s  is  bigger*." 

The  incr'ease  in 
options  is  letting  a 
lot  of  execs  do 
some  cashing  in, 

even  as  they  guarxl  plenty  of  upside  potential.  Wliile  many 
have  left  a  lot  of  options  on  the  table — aol's  Case  still  has 
$286  million  in  options,  of  which  about  half  ar'e  exercis- 
able— many  have  taken  a  chunk  home  oi-  converted  some  to 
shares,  even  as  they  ask  for  stiU  lar-ger  packages.  In  busi- 
ness week's  study,  53%  of  ceos  exercised  options  in  1998 
worth  an  average  $13.5  milUon,  up  from  $8  million  in  1997. 

The  pay-foi-perfoiTnance  link  is  further  weakened  by  the 
fact  that  the  numbers  of  options  are  so  lai'ge — and  the 
market  so  high — that  everyone,  good  or  bad.  has  been 
able  to  take  money  out  of  the  mar-ket.  If  you've  got  10  mil- 
lion options  of  a  stock  granted  at  $80  a  share,  you're  set  to 


RAKING  IT  IN 


•90     '91     '92  '93 
▲  MILLIONS  OF  DOLLARS 

DATA:  BUSINESS  WEEK  ANNUAL  EXECUTIVE  PAY  SURVEY 
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make  $20  million  a  year  if  your  stock  goes  up  just  $2  an- 
nually, no  matter  how  far  below  the  market  that  rise  is. 

Certainly,  many  people  vrith  under-performing  shares 
are  making  such  gains  today.  While  indexes  are  breaking 
records,  most  money  is  flying  either  into  Internet  iPOs 
or  into  a  small  gr-oup  of  blue  chips.  The  100  largest  com- 
panies in  the  S&P  500  have  created  90%-  of  the  rise  in  the 
market  so  far  in  1999  while  many  other  stocks  are  in  the 
tank.  Yet  the  pay  rises  aren't  limited  to  those  overper- 
for-mers.  Case  in  point:  Cyi^rus  Amax  Miner-als  ceo  Milton 
Ward,  who  took  home  $2.1  milhon  in  salary  and  bonus 
last  year,  along  with  425,000  options,  up  fi-om  100,000  the 
pr-evious  year-,  as  the  stock  plummeted  36%. 

Another  way  to  rescue  a  fortune  fi'om  a  swooning  stock 
has  been  repricing.  Rationalized 
as  a  strategy  to  retain  executives 
when  a  company  stumbles,  repric- 
ings,  especially  when  the  top  ex- 
ecs are  involved,  break  the  link 
between  shareholders  and  man- 
agement. Take  Cendant's  Heruy 
R.  Silverman,  whose  rapid-fire 
merger  tactics  hit  a  roadblock  af- 
ter his  company,  HFS  Inc.,  merged 
with  cue  International  Inc.  in 
1997.  Massive  accounting  irregu- 
larities were  uncovered  at  cue  in 
the  spring  of  1998.  Rather  than 
let  him  suffer  along  with  in- 
vestors, Cendant's  compensation 
committee  signed  off  on  the 
repricing  of  a  big  chunk  of  his 
25.8  million  options  at  $9.81,  well 
below  their  original  range  of  $17 
to  $31.  With  the  stock  now  trad- 
ing at  15,  those  options  are  worth 
some  $54.3  million.  Shareholders 
got  no  such  relief.  Silverman  also  exercised  options  worth 
$61  million  to  take  the  No.  9  slot  on  Bw's  best-paid  list.  He 
wouldn't  comment,  but  a  spokesman  says  he  exercised 
most  of  them  before  the  tr-oubles  surfaced. 

Such  options-based  games  only  work  if  the  market  re- 
bounds. But  what  if  it  doesn't?  A  look  back  at  history  (see 
insert)  would  suggest  that  even  in  a  slow  or  bear  market, 
executives  always  manage  to  get  theirs.  When  the  market 
doesn't  coopei-ate,  the  mles  simply  change.  In  the  1970s, 
for  example,  a  pr-olonged  bear-  market  macle  options  worth- 
less. So  companies  switched  over  to  bonus  plans  based  on 
the  achievement  of  cash-based  internal  goals  and  restrict- 
ed stock;  although  those  shares  can't  immediately  be  sold, 
unlike  options  they  retain  their  value  even  if  they  fall 
below  their  gr-ant  price. 

Already,  such  shifts  are  occurring.  According  to  Execu- 
tive Compensation  Advisory  Services,  38%  of  1999  proxies 
reviewed  so  far  have  restricted  stock  grants,  up  from 
29%  just  three  years  earlier.  Moreover,  other  nonoptions 
costs  of  executive  pay  are  also  going  up  sharply,  such  as 
pensions  that  must  be  paid  until  death,  life  insurance  poli- 
cies, and  long-ter-m  incentive  plans  tied  to  other  perfor- 
mance measures,  such  as  sales  and  ear-nings  growth.  As- 
sorted perquisites  such  as  the  $144,415  payment  to  Charles 
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The  Internet  Is  made  up  of  zeros  and  ones. 


Which  does  your  provider  make  you  feel  like? 


www 


EASY  SET-UP,  INCREDIBLY 


FAST  CONNECTIONS,  KILLER 


24-HOUR  CUSTOMER  SUPPOR' 


AND  PRICING  FROM  $6.95 


TO  $19.95/MO.  UNLIMITED. 


PLUS,  BIG  PREPAYMENT 


DISCOUNTS.  OUR  INTERNET 


SERVICES  WERE  DESIGNED 


WITH  YOU  IN  MIND. 


MindSpring 

INTERNET  SERVICES 


mindspring.com     Call  now  1 -888-AASPRIN 


Question: 

What  did  the  GEO 
say  to  the  CIO? 

Answer: 
Nice  site,  but 
what  does  it  do 
brour 
business? 


Sometimes  technology  falls  short  of  its  promise.  Maybe  it's 
your  first  site.  Or  you've  tried  to  build  your  brand  online.  Or 
you  just  can't  get  your  sales-order  application  to  connect  with 
your  manufacturing  system.  It  takes  a  lot  of  experience  to 
understand  what  works  and  what  doesn't.  At  USWeb/CKS, 
we've  handled  over  3,000  client  engagements.  We  create, 
build  and  deploy  successful  sites  that  combine  e-commerce, 
targeted  marketing,  customer  management  and  more. 
Contact  us  to  find  out  how. 


BBC  Worldwide 

Through  the  BBC  Worldwide 
web  site,  customers  in  1 96 
countries  can  find  which  of 
the  BBC's  2756  products  are 
available  in  their  country, 
and  where  to  find  them. 


Warner/Chappeil 

We  extended  the  reach  of 
the  world's  largest  publisher 
of  music  by  developing 
warnerchappell.com  and  the 
online  accessibility  to  over 
one  million  song  titles. 


Ocean  Spray  Cranberries 

Our  Internet  solution  gave 
cranberry  growers  secure 
access  to  vital  crop-receipt 
data  in  a  matter  of  hours,  rather 
than  days.  The  end  result: 
enhanced  efficiencies  and  a 
better  partnership. 


Ask  for  our  latest  white  paper: 

Four  Ways  to  Survive  and 
Thrive  in  the  Digital  Economy 

USWeb  CKS 

Transforming  business  in 
the  digital  economy. 


40  offices  worldwide 
46  Fortune  100  clients 
Contact  us  at: 
888/879  3241  ext.  130 
612/995  8964  [International] 
www.uswebcks.com 
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Success  in  business  is  alxnil  manaijini;  lactors  tliat  impact  \()ur  liotlom  line.  lo  pmpoinl  lliose  laciors, 
sLiccesslul  compiinies  ;irf)uncl  tlic  j^lolie  turn  to  world -leading  Co^nos  Business  InlelliAence  software. 
Wliellier  it  s  inteqratetl  u  illi  your  critical  1_,RP  applications  or  otiier  es-talilisliecl  systems,  C  o^nos  Busine.ss 
lnlellii)ence  sollware  enaMcs  liusiness  users  across  your  enterpri.se  to  securely  acce.ss.  report  on,  and  ;inal\ze 
\oiir  cor[5orale  datii.  \(>u  lia\  e  the  diita.  Iiut  lis  Business  Intelligence  tliat  puts  you  in  control. 
,\nd  L!i\es  you  tile  power  to  malee  Letter  decisions  every  da\'.  \'isit  our  Website  or  call  1-800-426-4667  ext.  2099. 


WWW .  cog*iios  •  com  /  incont  r  ol 


Cogn«s.  me  Cognos  kigo.  ana  B«ner  Oaosions  Every  Day  are  Irademadu  ol  Cogrtos  Ir 
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M.  Cawley,  CEO  of  mkna  Bank,  for  "personal  assistants," 
are  also  on  the  rise.  The  effect  of  pOing  on  all  these  good- 
ies, warns  Harvard  Business  School  professor  Samuel  L. 
Hayes:  "It's  not  a  level  playing  field  on  the  downside." 

Another  growing  liability  is  the  cost  of  both  bringing  in 
a  new  ceo — and  booting  the  old  one.  Even  if  a  company 
moves  against  an  undeipeifoiTning  ceo,  it  must  pay  liim  as 
much  to  go  as  it  would  have  had  he  been  a  success.  Elec- 
tronic Data  Systems  Coi-p.  took  a  $35  million  hit  to  earn- 
ings to  fund  departing  ceo  Lester  M.  Albeithal  Jr.'s  sev- 
erance package,  even  as  it  brought  in  new  ceo  Richard  H. 


Brown  with  such  features  as  a  $4.5  million  signing  bonus,  1 
million  options,  and  275,000  shares  of  restricted  stock.  He 
too  received  an  ironclad  agi'eement  to  take  home  a  good 
chunk  of  that  should  it  not  work  out.  Often,  not  even  tax- 
es count:  52%  of  companies  have  agreed  to  pay  any  taxes 
coming  from  "excessive"  parachute  payments  last  year, 
according  to  Executive  Compensation  Advisory  Services. 

Add  a  bear  mai'ket  to  these  goodies,  and  many  companies 
may  be  in  big  trouble.  Wliile  the  nonoptions  costs  of  pay  are 
already  rising,  there  is  no  way  companies  will  be  able  to 
match  today's  windfall  option  gains  for  CEOs.  Yet  it's  unlikely 


EAGER  EUROPEANS  PRESS  THEIR  NOSES  TO  THE  GUSS 


France's  Alcatel  learned  a  hai'd 
lesson  last  month  in  how  costly 
it  can  be  to  keep  up  with  U.  S. 
pay.  It  paid  $350  million  for  As- 
sured Access  Technology  Inc.  in 
Milpitas,  Calif.,  which  provides 
plumbing  foi-  the  Internet.  Included 
in  the  price:  $60  million  to  keep  As- 
sured's  55  engineers  from  bolting  at 
the  prospect  of  a  low-paying  French 
employer. 

The  Alcatel  experience  shows 
how  pressui'e  is  mounting  on  Euro- 
peans to  boost  pay.  Globalizing  out- 
fits such  as  DaimlerCkrysler  and 
Deutsche  Bank  say  they  can't  com- 
pete in  the  U.  S.  or  hire  top  inter- 
national people  without  offering 
U.  S.  pay.  But  it's  not  just  about 
grabbing  talent  abroad:  Once  com- 
panies do  that,  they  find  home- 
grown employees  clamoring  for 
more,  too.  Meanwhile,  a  new  focus 
on  shareholder  interests  is  breaking 
down  barriers  to  stock  options  and 
incentive-pay  packages. 

To  be  sure,  salaries  in  Eui'ope  re- 
main below  those  in  America.  In 
Britain,  for  example,  companies  of- 
fer base  salaries  for  chief  executives 
from  the  U.  S.  that  ai-e  30%  more 
than  their  British  counteipaits  get, 
according  to  consultants  Monks 
Partnership.  Bonuses  for  U.  S.  exec- 
utives are  even  more  generous — 
twice  the  British  level.  The  differ- 
ence reflects  a  recognition  by 
companies  that,  if  they  want  to  hire 
a  top  American  manager,  they  have 
to  pay  a  premium.  That  also  ex- 
plains why  the  ceo  of  dragmaker 
SmithKline  Beecham  plc,  Jan 
Leschly — a  Dane  who  spent  most  of 
his  career  in  the  U.  S. — just  won  a 
$143  million  package,  Britain's  high- 
est ever.  Still,  shareholders  remained 
conspicuously  silent — which  shows 
how  perceptions  have  changed. 
Elsewhere  in  egalitarian  Europe, 


though,  big  pay  remains  controver- 
sial. When  Finnish  papers  reported 
last  spring  that  Chairman  Jorma 
OUila  of  Nokia  Coi-p.  had  accumulat- 
ed $15  million  worth  of  company 
stock  under  an  incentive-pay  pro- 
gram, it  caused  a  scandal.  Ollila's 
response:  Nokia  needed  a  stock-oi> 
tion  progi-am  to  atti'act  top  talent. 
"It's  no  easy  job  recruiting  people 
to  live  in  Helsinki,"  he  says. 
MORE,  MORE.  If  the  pressui'es  ai'e 
most  acute  in  high  tech,  however, 
the  old  European  arguments 
against  superhigh  pay  are  giving 
way.  It  used  to  be  enough  to  give 
European  executives  a  predictable 
paycheck,  plenty  of  vacation  time, 
and  a  company  cai".  Now,  head- 
hunters  report,  they  want  stock  op- 
tions. "Managers  are  demanding  it," 
says  Franz-Josef  Nuss,  an  execu- 
tive-search speciaKst  at  Munich's 
Roland  Berger  &  Partnei'. 

The  main  reason  is  globalization. 
When  Daimler-Benz  took  over 
Chrysler  Corp.  last  year,  ceo  Jiir- 
gen  E.  Schi'empp  had  to  confront 
the  fact  that  Chrysler  ceo  Robert 


Eaton — ^who  earned  over  $11  million 
in  1997,  including  exercised  op- 
tions— appeal's  to  have  made  more 
than  the  rest  of  Daimler's  manage- 
ment boai'd  members  put  together. 
Worse,  Daimler  had  to  pay  $395 
million — piimarily  in  stock — to 
Chrysler's  top  30  executives  to  cash 
out  theii-  options.  Since  cutting  the 
pay  of  the  Chiysler  people  would  be 
tough,  Daimler 


SCHREMPP 

After  the 
Chrysler  deal, 
Daimler's  CEO 
felt  strong 
pressure  to 
boost  pay 


was  forced  to 
boost  its  own 
compensation. 
Deutsche  Bank 
faces  similar 
pressures. 
Burned  by  de- 
fections from 
its  U.  S.  opera- 


tions last  year,  it  agi'eed  to  pay 
$187  milhon  to  retain  five  top  execs 
at  Bankers  Trust  Co.  after  its 
takeover  of  the  U.  S.  bank  is  done. 
Not  bad,  considering  ceo  Rolf 
Breuer  is  estimated  to  make  no 
more  than  about  $1.5  million  a  year. 

Still,  it  will  be  yeai's — if  ever — 
before  Eui'opeans  routinely  make  as 
much  as  Americans.  That's  because 
a  combination  of  government  re- 


Special  Report 


strictions,  prohibitive  taxes,  and  po- 
litical opposition  continues  to  ham- 
per the  use  of  options.  Even  in 
Britain,  the  value  of  options  may 
not  be  more  than  fom-  times  an  ex- 
ecutive's base  pay.  The  U.  S.  econo- 
my suggests  that  nothing  focuses  a 
manager's  mind  quite  Hke  options. 
But  it's  a  lesson  European  compa- 
nies are  hoping  to  learn. 

By  Jack  Ewing  in  Frankfurt., 
Stephen  Baker  in  Paris,  and 
William  Echikson  in  Brussels,  unth 
Kerry  Capell  in  Lo7uion 
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that  ('EOS  will  tolerate  a  95%  pay  cut  because  the  mai-ket  fi- 
iiiilly  sUiUs.  "When  someone  that  made  $50  million  is  maldng 
$5  million  to  $10  million,  they'i'e  going  to  thinly  they're  just 
as  good  a  manager  as  they  were  a  year  ago,"  says  Alfred 
Rapi)aport,  management  professor  at  Noithwesteni's  Kel- 
logg School. 

Dilution  is  another 
hen  on  the  fiitm-e  that 
the  love  affair  with  op- 
tions has  ignored.  Wliile  many  companies  have  pushed  op- 
tions down  the  ranks  while  simultaneously  showeiing  the 
boss,  the  potential  dilution  has  increased  rapidly.  According 
to  pay  consultant  Watson  Wyatt  Worldwide,  the  average 
overhang — which  is  options  already  gi"ant- 
ed  plus  options  available  for  gi"ant,  divided 
by  the  number  of  outstanding  shares — hit 
13%  in  1997,  up  fi-om  5%  in  1988.  Many  in- 
stitutional investors  now  vote  against  any 
plan  where  the  potential  dilution  is  over 
10%'.  According  to  Strategic  Comjjensation 
Research  Associates,  the  votes  against  new 
stock  plans  is  incliing  up,  reaclung  an  aver- 
age 14.8%  for  the  second  half  of  1998. 

Although  companies  ai'giie  that  they  need 
the  shares  to  motivate  employees,  a  new 
study  suggests  there's  a  limit.  Watson  Wy- 
att's  Ira  T.  Kay  found  that  the  one-third  of 
companies  with  the  highest  overhang  had 
lowei-  shareholder  return  than  companies 
with  medium  and  low  overliang.  He  found  a 
sweet  spot  at  around  10%' — a  level  that  many  companies 
are  now  sui^sassing.  A  few  have  decided  options  aren't 
worth  it.  Wlien  Wan-en  Buftett  bought  General  Re  Coi^p. 
last  year,  he  replaced  the  option  plan  with  a  cash-based  in- 
centive progi'am  and  took  a  $i6  iniUion  chai'ge.  In  doing  ac- 
cjuisitions,  Buffett  always  gets  rid  of  options  and  takes  a  hit 
to  earnings.  Sometimes  the  cost  is  so  high  it  Idlls  the  deal. 


"You'll  see  a 
lot  more 
screaming 
when  the 
market  turns" 


Stock  buybacks  have  become  a  common  way  for  com- 
panies to  counter  dilution,  but  that's  hardly  trouble-free. 
Despite  the  soaring  market,  stock  buybacks  are  at  an  all- 
time  high;  net  shai-e  issuance  was  -$391.4  billion  in  the  sec- 
ond half  of  1998,  down  from  -$i:M.2  billion  for  the  fii-st  half 
of  1998.  While  many  companies  don't  say  why  they  do 
buybacks,  some,  such  as  Microsoft  Coi-p.,  have  specifically 
said  they  ai-e  doing  so  to  i-educe  dilution.  Usually,  buybacl^ 
are  done  to  boost  the  stock  price  in  a  down  market,  but 
tills  time,  companies  are  buying  back  theii-  stock  at  record 
prices.  Jolm  M.  Youngdahl,  senior  money  mai'ket  economist 
at  Goldman,  Sachs  &  Co.,  notes  that  debt  levels  are  in- 
creasing at  the  same  time.  The  combination  may  soon  put 
pressure  on  capital  spending.  "In  past 
episodes  of  lofty  shai-e  valuations,  you  would 
see  the  more  traditional  fmancial  response 
when  profit  gTowth  slowed — the  issuing  of 
shares,"  he  says.  "Tliis  time  we've  seen  liigh 
valuations  and  a  slowdown  in  profit  gi'owlh 
and  yet  shai'e  issuance  has  gone  shaiply  neg- 
ative." Something,  he  says,  may  have  to  give. 

A  final  bit  of  rain  on  the  pay  pai'ade  is  the 
prospect  of  shareholder  and  employee  out- 
rage if  the  music  stops.  Complaints  have 
been  fairly  muted  this  year,  because  many 
people  have  shared  in  some  of  the  market- 
linked  prospei-ity.  But  should  the  market 
backslide — especially  in  a  yeai'  when  many  la- 
bor unions  are  scheduled  for  wage  negotia- 
tions— the  CEO-worker  ratios  may  get  a  lot 
more  scnitiny.  "You  will  see  a  lot  more  screaming  as  soon 
as  the  market  turns  down  a  little  bit,"  warns  Richard  L. 
TiTimka,  secretaiy-treasiu'er  of  the  afl-cio.  For  now,  that 
day  remains  a  ways  off.  In  today's  market,  the  only  true 
conclusion  is  that  if  greed  is  good,  it's  best  for  the  ceo. 

By  Jennifer  Reingold  in  New  York,  with  Ronald  Qrover 
in  Los  Angeles  and  bureau  reports 


GOMPEHSATION  SCOREBOARD  GLOSSARY 


If  the  system  worked  perfectly, 
executive  pay  would  rise  when  the 
boss  delivered  the  goods  for 
shareholders.  And  it  would  fall  when 
corporate  performance  declined.  But  it 
doesn't  always  happen  that  way. 

In  this  Scoreboard,  business  week, 
along  with  Standard  &  Poor's 
Compustat,  attempts  to  measure  how 
closely  pay  matches  performance.  The 
study  uses  two  approaches:  It 
compares  an  executive's  total 


compensation  with  the  company's 
total  return  to  shareholders  in  stock 
appreciation  and  dividends  over  three 
years.  A  second  comparison  measures 
pay  against  corporate  profitability  for 
the  same  period.  Three  years  of  data 
are  examined  to  minimize  the  impact 
of  single-year  windfalls. 

The  Scoreboard  companies  boast 
market  values  that  are  among  the  500 
largest  companies  measured  by  market 
value  for  which  1998  compensation 


data  are  available.  Each  company  is  as- 
signed to  one  of  nine  industry  groups. 
Then,  each  executive's  pay,  the  com- 
pany's total  return  to  shareholders,  and 
the  company's  profit  record  are  mea- 
sured against  the  others  in  the  group. 

Performance  ratings  are  given  only 
when  three  years  of  data  are  available. 
On  a  scale  of  5,  1  indicates  the  best 
performance;  5  is  the  worst.  The  top 
15%  of  the  sample  receives  a  1,  25% 
a  2,  30%  a  3,  20%  a  4,  and  10%  a  5. 


1996-98  PAY-PERFORMANCE  ANALYSIS 


PAY  VS.  SHAREHOLDER'S  RETURN 

TOTAL  COMPENSATION  is  the  sum  of  an  executive's  salary, 
bonus,  and  long-term  compensation  for  the  three  years. 
VALUE  OF  $100  INVESTED  is  the  yeareod  1998  value  of  a 
$100  investment  in  the  company  made  three  years  earlier, 
including  both  share-price  appreciation  and  dividends 
(reinvested). 

RATING  shows  how  an  executive  stacks  up  against  industry 
peers,  measured  in  terms  of  pay  relative  to  total  return  to 
shareholders.  The  rating  is  based  on  an  index  in  which  the 
value  of  the  investment  at  the  end  of  the  three-year  period  is 
divided  by  an  executive's  total  pay  and  then  compared  with 
other  executives  in  the  same  industry  group. 


PAY  VS.  CORPORATE  PROFIT 

ROE  is  the  company's  average  return  on  common  equity 
over  the  three-year  period. 

CHANGE  IN  ROE  is  the  improvement  or  decline  in  the 
company's  profitability  over  the  1996-98  period, 
expressed  in  terms  of  a  percentage. 
RATING  shows  how  an  executive  compares  with  industry 
peers  in  pay  for  company  profitability.  The  rating  is  based 
on  an  index  that  provides  equal  weight  to  the  company's 
overall  ROE  as  well  as  its  improvement  or  decline  during 
the  past  three  years.  Both  these  measurements  are 
adjusted  for  the  executive's  total  pay  and  then  compared 
with  others  in  the  same  industry  grouping. 


Footnotes:    tindicates  executive  retired  in  1998-99    (May  exclude  option  gams  m  earlier  years    e=estimated    NA=not  available    NM=not  meaningful 
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EXECUTIVE  COMPENSATION 
SCOREBOARD 


COMPANY 

EXECUTIVE 

1998  COMPENSATION 

1996-98  PAY-PERFORMANCE  ANALYSIS 

TOTAL  ANNUAL  COMP 

LONG- 

PAY  VS.  SHAREHOLDER  RETURN 

PAY  VS  CORPORATE  PROFIT 

1998 

SALARY 

%  CHANGE 

TERM 

TOTAL 

$  VALUE 

CHANGE 

SALES:  $  MILLIONS 
ROE.  % 

&  BONUS 

$000 

FROM 
1997 

COMP 
$000 

COMP 
$000 

OF  $100 
INVESTED 

RATING 

ROE 

% 

IN  ROE 

% 

RATING 

I    AEROSPACE  (INDUSTRIAL;  HIGH  TECH) 

30EING 

56154.0 
9.1 

P.M.  Condit,  chmn.  &  CEO 
H.C.  Stonecipher,  pres.  &  COO 

999 
1038 

-25 
-72 

2027 
247 

10829 
NA 

86 

d 
NA 

5,9 

129.0 

m 

NA 

lENERAL  DYNAMICS 

4970.0 
16.4 

N.D.  Chabraja,  chmn.  &  CEO 
J.E.  Turner  Jr.,  pres.  &  COO 

2325 
1140 

18 
13 

7985 
6118 

15026 
9999 

213 

m 

B 

16.2 

4.1 

a 
m 

.OCKHEED  MARTIN 

26266.0 
16.7 

V.D.  Coffman,  chmn.  &  CEO 
P.B.  Teets,  pres.  &  COO 

2443 
1453 

13 
2 

0 
0 

11982 
4532 

113 

m 
m 

9.2 

45,5 

m 
m 

JWITED 

rECHNOLOGIES 

25715,0 
27.9 

G.  David,  chmn.  &  CEO 
K.J.  Krapek,  exec,  v-p 

3167 
1915 

10 
9 

9081 
4077 

30881 
10796 

241 

a 

m 

24.6 

55,2 

m 
m 

Z    AIRLINES  (TRANSPORTATION) 

\MR 

19205.0 
19.5 

D.J.  Carty,  chmn.,  pres.  &  CEO* 
R.L.  Crandall,  chmn.,  pres.  &  CEOt 

•Became  CEO  5/20/98. 

1773 
2152 

37 
19 

0 

6962 

11301 
20440 

160 

m 
m 

18.3 

271,8 

ffl 
a 

)ELTA  AIR  LINES 

14402.0 
26.4 

L.F.  Mullln,  pres.  &  CEO* 
M.W.  Worth,  COO 

'Joined  company  and  became  CEO  8/14/97. 

1776 
1032 

NA 
88 

828 
0 

NA 
4147 

142 

NA 

m 

19.1 

133,9 

NA 

ffl 

JAL 

17561.0 
21.7 

G.  Greenwald,  chmn.  &  CEO 
J.E.  Goodwin,  pres.  &  COO 

1502 
620 

1 

43 

0 
0 

4478 
NA 

134 

m 

NA 

37.9 

NM 

ffl 

m 

JS  AIRWAYS  GROUP 

8688.0 
89.7 

S.M.  Wolf,  chmn. 

R.  Gangwal,  pres.  &  CEO 

•Includes  $4.1  mil  for  mcome-tax  liabilities 

5396*  359 
4034**  356 

••Includes  $2.8  mil. 

10898          25775      392  HI 
10995          24074  U 
for  income-tax  liabilities.  Became  CEO  11/18/98. 

NM 

NM 

NA 
NA 

3    APPLIANCES  (CONSUMER  PRODUCTS) 

JEST  BUY 

9471.7 
19.3 

R.M.  Schuize,  chmn.  &  CEO 
B.H.  Anderson,  pres.  &  COO 

1587 
1095 

112 
94 

5407 
4989 

11498 
9750 

755 

ffl 

m 

12.2 

73,9 

m 
m 

.EGGEH  &  PLAIT 

3370.4 
17.8 

H.M.  Cornell  Jr.,  chmn.  &  CEO            1322  119 
F.E.  Wright,  pres.  &  COO                    618*  2246 

•Excludes.  $616,71 1  salary  paid  in  22.198  stock  options. 

1455 
0 

6388 
2886 

190 

m 
m 

17.3 

-2,9 

m 
m 

MAYTAG 

4069.3 
56.4 

L.A.  Hadley,  chmn.  &  CEO 
L.D.  Ward,  pres.  &  COO 

1770 
979 

26 
39 

3863 
736 

9859 
3316 

328 

m 
m 

36.8 

NM 

ffl 
ffl 

WHIRLPOOL 

10323.0 
15.5 

D.R.  Whitwam,  chmn.  &  CEO  2400 
P.  Perlquito,  exec,  v-p  t  1423* 

•Includes  $100,000  increase  m  living  cost  compensation 

17 
587 

1254 
387 

8594 
NA 

112 

m 

NA 

7.0 

39,1 

m 

NA 

4    AUTOMOTIVE  (CONSUMER  PRODUCTS) 

9ANA 

12636.5 
18.2 

S.J.  Morcott,  chmn.  &  CEO 
J.M.  Magliochetti,  pres.  &  COO* 

•Became  CEO  2/9/99. 

2539 
1306 

9 
14 

3863 
1064 

14422 
5455 

152 

m 
m 

20.4 

-26,5 

m 
m 

5    BANKS  &  BANK  HOLDING  COMPANIES  (FINANCIAL  SERVICES) 

^MSOUTH 
3ANC0RP0RATI0N 

1809.2 
18.6 

CD.  Ritter,  chmn.,  pres.  &  CEO 
S.D.  Gibson  IV,  sr.  exec,  v-p  &  CFO 

1966 
657 

22 
26 

149 
0 

8225 
2285 

278 

m 
m 

16.0 

46,8 

m 
ffl 

BANK  OF  NEW  YORK 

5793.0 
21.8 

T.A.  Renyi,  chmn.  &  CEO 
D.D.  Papageorge,  sr.  exec,  v-p 

7380 
4369 

34 
27 

2770 
1908 

19757 
14084 

355 

m 
m 

21.3 

23,3 

m 
m 

BANK  ONE  25595,0     J. B.  McCoy,  pres.  &  CEO  3561         25       1828*        17106      181        [1]         14,8     -4,2  d 

15,2     V.G.  Istock,  chmn.t  2745         35      17850**       26207  [D  H 

•Includes.  $3.5  mil.  in  deferred  compensation  awards.  ••Includes.  $13.8  mil.  payment  of  common  stock  sfiares. 


BANKAMERICA  50777.0     H.L.  McColl  Jr.,  chmn.  &  CEO  3500        -22  0  12056      186        [U         14.3    -26,5  ID 

11,2     C.E.  Rice,  chmn.*  9960**       NA     22276  NA  NA  NA 

•Joined  company  1/9/98.  **lncludes,  $6,4  mil.  payment  from  stock  option  exercise. 


BANKBOSTON 

7609,0 
16,2 

C.K.  Gifford,  chmn.  &  CEO 
H.d.  Meirelles,  pres.  &  COO 

2769 
2609 

-16 
-15 

6384 
0 

25708 
9115 

183 

a 
m 

16,6 

4,5 

a 

m 

BANKERS  TRUST 

12048,0 

-0,9 

F.N.  Newman,  chmn.,  pres.  &CEO 
D.P.  Hennes,  exec,  v-p 

1048 
6775 

-90 
NA 

5801 
1495 

28917 
NA 

147 

m 

NA 

9,3 

-121,8 

a 

NA 

BB&T 

3009,2 
18,2 

J.A.  Allison  IV,  chmn.  &  CEO 
H.G.  Williamson  Jr.,  COO 

1227 
816 

15 
13 

1708 
1433 

5331 
4475 

332 

ffl 

m 

16,9 

75,6 

ffl 

m 

CHASE  MANHATTAN   32379,0     W.V.  Shipley,  chmn.  &  CEO  6229  1       8193         35094      261        B         15,3       7,1  B 

16.2     W.B.  Harrison  Jr.,  vice-chmn.  5842  10       6232  27458  B  IS 
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EXECUTIVE  COMPENSATION  SCOREBOARD 


COMPANY   EXECUTIVE   1998  COMPENSATION  1996-98  PAY-PERFORMANCE  ANALYSIS 


TOTAL  ANNUAL  COMP 

LONG- 

PAY  VS.  SHAREHOLDER  RETURN 

PAY  VS  CORPORATE  PROFIT 

1998 

SALARY 

%  CHANGE 

TERM 

TOTAL 

$  VALUE 

CHANGE 

SALES  $  MILLIONS 
ROE  % 

S  BONUS 
$000 

fROM 
1997 

COMP, 
$000 

COMP. 
$000 

OF  $100 
INVESTED 

RATING 

ROE 

% 

IN  ROE 

% 

RATIN( 

FIFTH  THIRD  BANCORP  2654  9 
15.0 

G.A.  Schaefer  Jr.,  pres.  &  CEO 
S.J.  Schrantz,  exec,  v-p 

1806 
752 

8 
4 

3046 
1145 

10645 
4443 

343 

m 

16.1 

-10.2 

[31 

121 

FIRST  AMERICAN 

1845.3 
11.9 

D.  C.  Bottorff,  chmn.  &  CEOt                641  6 

E.  B.  Robinson  Jr.,  vice-chmn.  &  coot  1041*  52 

'Includes  compensation  received  from  Deposit  Guaranty  Corp. 

2393 
2279 

7427 
4809 

200 

[2] 

m 

14.0 

-8.3 

[2] 

m 

FIRST  TENNESSEE 
NATIONAL 

2119.3 
20.6 

R.  Horn,  chmn.,  pres.  &  CEO 
J.K.  Glass,  pres. 

1207 
627 

42 
1 7 

484 
2133 

3403 
4422 

272 

E 

[2] 

20.0 

9.0 

ffl 

m 

FIRST  UNION 

21543.0 
16.8 

E.E.  Crutchfield,  chmn.  &  CEO 
T.A.  Larsen,  vice-chmn.t 

3527 
2504 

11 
NA 

5961 
26870 

36777 
NA 

239 

H 

NA 

15.8 

6.3 

a 

NA 

FIRSTAR 

3501.6 
12.2 

J. A.  Grundhofer,  pres.  &  CEO  1800 
R.L.  FItzsimonds,  chmn.t  1062 

'Includes  $1  4  mil  payment  from  performance  unit  plan 

7 
5 

10184 
8581* 

18108 
13185 

496 

[H 

m 

17.4 

-26.8 

SI 

a 

FLEET  FINANCIAL 
GROUP 

10002.0 
17.0 

T.  Murray,  chmn.  &  CEO 
R.J.  Higgins,  pres.  &  COO 

4479 
2160 

17 
15 

81 19 
2743 

27802 
12328 

240 

a 
m 

15.8 

144.1 

m 
m 

HUNTINGTON 
BANCSHARES 

2437.6 
14.0 

F.G.  Wobst,  chmn.,  pres.  &  CEO 
R.J.  Seiffert,  vice-chmn.-sub.t 

1320 
446 

-21 
0 

217 
82 

6306 
1265 

181 

m 
ffl 

15.3 

-12.8 

m 
ffl 

KEYCORP 

7100.0 
16.2 

R.W.  Gillespie,  chmn.  &  CEO 
H.L.  Meyer  III,  pres.  &  COO 

2068 
1188 

-1 
-6 

2829 
2323 

11321 
7505 

194 

m 
m 

16.6 

4.3 

m 
m 

MARSHALL  &  ILSLEY 

2190.4 
13.4 

J.B.  Wigdale,  chmn.  &  CEO 
D.J.  Kuester,  pres. 

1286 
1106 

12 
14 

1994 
1424 

6717 
6826 

239 

[2] 

m 

13.9 

-11.5 

m 
m 

MBNA 

5195.1 
31.9 

A.  Lerner,  chmn.  &  CEO 
CM.  Cawley,  pres. 

4500 
4844 

0 
5 

1255 
48837 

17919 
91439 

356 

[3] 

m 

29.9 

14.7 

m 
m 

MELLON  BANK 

5814.0 
19.0 

F.V.  Cahouet,  chmn.,  pres.  &  CEOt       4015**       62  29451 
M.G.  McGuinn,  chmn.  &  CEO-sub.*      1734**       94  6028 
'Became  CEO  1/1/99.  "Excludes  25%  of  bonus  paid  in  restricted  stock. 

57157 
13698 

281 

[U 

m 

19.8 

4.9 

n 
a 

MERCANTILE 
BANCORPORATION 

2934.0 
12.2 

T.H.  Jacobsen,  chmn.,  pres.  &  CEO 
J.Q.  Arnold,  vice-chmn.t 

2338 
783 

40 

36 

9629 
1295 

15490 
3183 

164 

m 
m 

10.8 

-18.6 

m 
m 

MORGAN  (J. P.) 

18425.0 
8.8 

D.A.  Warner  III,  chmn. 
R.G.  Mendoza,  vice-chmn. 

1875 
1550 

-38 
-^0 

6324 
900 

27188 
13505 

146 

a 
a 

12.2 

-31.3 

a 
a 

NATIONAL  CITY 

8070.8 
15.3 

D.A.  Daberko,  chmn.  &  CEO               1394*        30       4477  15680 
R.F.  Chormann,  vice-chmn.                1730         NA      14808**  NA 

'Excludes  portion  of  bonus  paid  in  restricted  stock  valued  at  $835,198.  '"Includes  $9.3  mil. 

242        H  16.9 
NA 

paid  in  connection  wnth  merger. 

-7.0 

HI 

NA 

NORTHERN  TRUST 

2574.7 
19.2 

W.A.  Osborn,  chmn.  &  CEO 
B.G.  Hastings,  pres.  &  COO 

1958 
1325 

21 
18 

1054 
857 

8292 
5293 

327 

m 
m 

18.6 

16.3 

m 
m 

OLD  KENT  FINANCIAL 

1504.3 
17.5 

D.J.  Wagner,  chmn.,  pres.  &  CEO 
R.H.  Warrington,  vice-chmn.  &  CFO 

1506 
642 

5 
8 

0 
146 

5392 
2059 

282 

m 
m 

17.0 

25.5 

ffl 
ffl 

PNC  BANK 

7936.0 

T.H.  O'Brien,  chmn.  &  CEO 
J.E.  Rohr,  pres.  &  COO 

3519 
1896 

19 

22 

11154 
2798 

28039 
10807 

187 

a 
a 

18.1 

159.2 

[3] 

m 

POPULAR 

1942.9 

R.L.  Carrion,  chmn.,  pres.  &  CEOt 
T.J.  Fitzpatrick,  pres. -sub. *t 

•Resigned  10/30/98 

789 
1226 

2 
5 

470 
0 

3057 
2825 

373 

CD 

ffl 

14.5 

5.9 

ffl 
ffl 

PROVIDIAN  FINANCIAL 

2108.8 
41.3 

S.J.  Mehta,  chmn.,  pres.  &  CEO 
S.A.  Barad,  exec,  v-pt 

2324 
620 

12 
12 

12301 
809 

44931 
3407 

NA 

NA 
NA 

NA 

NA 

NA 
NA 

REGIONS  FINANCIAL 

3072.5 
14.1 

C.E.  Jones  Jr.,  pres.  &  CEO* 
J.S.  Mackin,  chmn. 

•Became  CEO  1/1/98. 

856 
735 

56 
-47 

1351 
2266 

4710 
11818 

202 

ffl 

a 

14.7 

-8.5 

ffl 

m 

REPUBLIC  NEW  YORK 

3522.6 
8.4 

W.H.Weiner,  Chmn.  &  CEO* 
E.  Saal,  vice-chmn. 

•CEO  plans  to  retire  4/21/99. 

1496 
1275 

-13 
-34 

0 

150 

5643 
5802 

156 

m 
m 

12.3 

-19.0 

m 
m 

SOUTHTRUST 

2943.3 
13.5 

W.D.  Malone  Jr.,  CEO 

J.W.  Banton,  chmn.,  pres.  &  CEO-sub. 

2752 
878 

61 
62 

586 
848 

9685 
4605 

233 

m 
m 

14.0 

-3.2 

m 
m 

STATE  STREET 

4234.0 
18.9 

M.N.  Carter,  chmn.  &  CEO 
N.A.  Lopardo,  vice-chmn. 

1872 
1190 

-19 
-43 

12939 
5362 

27566 
11651 

321 

m 
m 

18.1 

21.2 

a 

m 

SUMMIT 

BANCORPORATION 

2525.4 
17.1 

T.J.  Semrod,  chmn.  &  CEO 
R.G.  Cox,  pres. 

1715 
1058 

-8 
-12 

3330 
1990 

14993 
8335 

201 

m 
m 

14.4 

28.6 

n 
m 

SUNTRUST  BANKS 

7392.1 
11.9 

L.P.  Humann,  chmn.,  pres.  &  CEO* 
R.G.  Tilghman,  vice-chmn. 

•Became  CEO  3/21/98 

946 
1479 

28 
NA 

1254 
13921 

7787 
NA 

235 

m 

NA 

12.4 

-10.4 

m 

NA 

SYNOVUS  FINANCIAL 

1331.2 
18.4 

J.H.  Blanchard,  chmn.  &  CEO 
J.D.  Yancey,  pres.  &  COO 

1112 
942 

3 
6 

60 
61 

3748 
3063 

297 

ffl 
ffl 

18.2 

11.5 

ffl 

ffl 

U.S.  BANCORP 

7664.0 
22.2 

J.F.  Grundhofer,  pres.  &  CEO 
G.B.  Cameron,  chmn.t 

2511 
2364 

-7 
12 

14916 
14705 

53031 
NA 

229 

NA 

20.1 

4.0 

S] 
NA 

UNION  PLANTERS 

2883.1 
7.6 

B.W.  Rawlins  Jr.,  chmn.  &  CEO 
J.W.  Moore,  pres.  &  COO 

1408 
1119 

-8 

2 

14219 
11553 

22280 
16801 

157 

a 
a 

9.9 

-47.9 

a 
a 

WACHOVIA 

5913.8 
16.4 

L.M.  Baker  Jr.,  chmn.,  pres.  &  CEO 
W.E.  Leonard  Jr.,  sr.  exec,  v-p 

1778 
1139 

50 
55 

2027 
1662 

8204 
6268 

207 

m 

m 

15.0 

r5i 

m 

WELLS  FARGO 

20482.0 
9.4 

R.M.  Kovacevich,  pres.  6  CEO            3994*  22 
P.  Hazen,  chmn.t                          3871'*  35 
'Excludes  $1-5  mil.  bonus  paid  in  restricted  stock.  '"Excludes  $10 

1500          24916  259 
10797  20387 
8  mil.  bonus  paid  in  restricted  stock. 

m 
a 

16.1 

-48.3 

a 
a 

ZIONS 

BANCORPORATION 

1176.8 
14.5 

H.H.  Simmons,  pres.  &  CEO 
A.S.  Anderson,  pres.  &  CEO-sub. 

689 
370 

11 
17 

258 
175 

2781 
1586 

324 

ffl 
ffl 

17.7 

-23.7 

ffl 
ffl 
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Color  is  its  favorite  weapon. 

Drained,  its  enemies  flicker  in  dingy  submission 
Blinded  by  the  Easy-To-Read  color  screen. 
The  handheld  Jornada  420  gives  you  the  freedom  to  travel 
on  the  wind  (or  road  or  plane). 
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 While  gravity  just  whines. 
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EXECUTIVE  COMPENSATION  SCOREBOARD 


COMPANY   EXECUTIVE   1998  COMPENSATION  1996-98  PAY-PERFORWANCE  ANALYSIS 


SMf  S:  $  MILUONS 
ROE  % 


6    BEVERAGES  (CONSUMER  PRODUCTS) 


ANHEUSER-BUSCH 

11245.8 
29.3 

A.A.  Busch  III.  chmn.,  pres.  &  CEO 
P.T.  Stokes,  v-p 

2884 
1464 

59 
52 

7179 
4482 

27522 
12988 

214 

m 

29.0 

46.3 

m 
m 

COCA-COU 

18813.0 
44.9 

M.D.  Wester,  chmn.  &  CEO 
J.L.  Stahl.  sr.  v-p 

2750 
740 

-4 

54572 
18359 

92072 
23664 

186 

iE 

52.7 

-18.8 

a 
m 

COCA-COLA 
ENTERPRISES 

13414.0 
6.7 

H.A.  Schimljerg.  pres.  &  CEO* 
S.K.  Johnston  Jr.,  chmn. 

'Became  CEO  -t.2j.9S 

1964 
1484 

7 

-29 

1192 
1334 

22264 
10690 

403 

m 

7.9 

17.3 

a 

PEPSICO 

22348.0 

32.1 

R.A.  Enrico,  chmn.  &  CEO 

C.E.  Weatherup.  chmn.  &  CEO-sub. 

2155*       -23  12592 
1767        -12  18521 

3  SI  at  Mr.  Enr.co's  request- 

22389 
32211 

155 

23-6 

16.0 

T 

7    BUILDING  (INDUSTRIAL:  LOW  TECH) 

PPG  INDUSTRIES 

7510.0 
27.8 

R.W.  LeBoeuf,  chmn.  &  CEO 
E.K.  Pollock,  exec,  v-p 

1746 
783 

39 

16 

1248 
994 

9297 
5572 

135 

m 

'1 

28.7 

^.9 

m 

SHERWIN-WILLIAMS 

4934.4 
15.9 

J.G.  Breen.  chmn.  &  CEO 
T.A.  Commes.  pres.  &  C00+ 

1702 
1079 

3 

501 
359 

9019 
5873 

m 

16.2 

-3-9 

m 

2 

VULCAN  MATERIALS 

1175.4 
22.2 

D.M.  James,  chmn.  &  CEO 
PJ.  Clemens  111,  exec,  v-p 

1342 
651 

27 
16 

253 
281 

3509 
2282 

245 

a 
m 

21.5 

HI 

m 

8    CHEMICALS  (INDUSTRIAL  LOW  TECH) 

AIR  PRODUCTS  & 
CHEMICALS 

4958.8 
18.5 

H.A.  Wagner,  chmn.,  pres.  &  CEO 
J.J.  Kaminski,  exec,  v-p 

1815 
781 

10 
7 

2486 
1128 

9703 
4451 

160 

m 

17.0 

20.5 

m 

DOW  CHEMICAL 

18441.0 
17.3 

W.S.  Stavropoulos,  pres.  &  CEO 
A.J.  Cartjone.  exec,  v-p 

1583 
940 

-14 
-15 

62 
18 

9587 
4739 

145 

m 
m 

21.6 

-29.5 

m 

'21 

DUPONT 

24899.0 

11.9 

CO.  Holliday  Jr..  CEO'  2673 
A.W.  Dunham,  exec,  v-p  1831 

"5eca-e  C£C  :  1  95  •.e'rconoany  10/30/98. 

30 

-14 

1085 
0 

13676 
10127 

163 

m 
m 

22.8 

-70.2 

m 
a 

INTERNATIOHAI  FLAVORS  1407.3 
&  FRAGR.ANCES  21.3 

E.P.  Grisanti,  chmn.,  pres.  &  CEO 
S.R.  Maconochie.  v-pi 

1365 
690 

-2 
50 

2247 

0 

6120 
1693 

■  n  ' 

i. 
m 

20.2 

n 
m 

MONSANTO 

8648.0 
-5.0 

R.B.  Shapiro,  chmn.  &  CEO 
R.U.  De  Schutter.  vice-chmn. 

1600 
1410 

-13 
15 

18042 
3304 

73380 
17078 

220 

m 
m 

4.2 

-125.2 

n 

n 

MORTON 
INTERNATIONAL 

2498.3 
13.0 

S.J.  Stewart,  chmn.  &  CEO 
W.E.  Johnston,  pres.  &  COO 

7'  ^ 

465 

-84 
-74 

1033 
426 

14199 
5946 

98 

m 

m 

15.1 

-26.5 

PRAXAIR 

4833.0 
18.2 

H.W.  Lichtenberger.  chmn.  &  CEO 
E.G.  Hotard.  pres.  &  COO" 

950 
840 

-37 
3 

868 
0 

23304 
10786 

108 

a 

ii^ 

17.5 

-22,0 

a 
a 

UNION  CARBIDE 

5659.0 

W.H.  Joyce,  chmn..  pres.  &  CEO  1618 
J.E.  Geoghan.  v-pt  528 

'      -r'=s  5-  2  ~    cayment  of  unfunded  pension  benefits 

-11 

_9 

422 

7040 

9'265 

120 

m 

24.1 

-53.1 

i 

9  CONGLOMERATES 

iiNDUSTRIAL  LOW  TECH) 

ALLiEDSlGNAL 

'5128- 
25.1 

L.A  Bossidy.  chmn.  &  CEO 
P.M.  Poses,  pres.  &  COO 

6011 
1621 

17 
29 

8149 
2682 

54209 
12796 

195 

m 
m 

25.4 

3.2 

m 

a 

GENERAL  ELECTRIC 

99820.0 
23.9 

J.F.  Welch  Jr..  chmn.  &  CEO 
P.  Fresco,  vice-chmn. 

10105 
-1223 

25 
14 

73559 
2983 

151179 
43944 

299 

23.7 

7.7 

,1 
1 

TENNECO 

7597.0 
10.2 

D.G.  Mead.  chmn.  &  CEO 
P.T.  Stecko.  pres.  &  COO 

1932 
1358 

44 
16 

1521 
S-i5 

10954 
6281 

S3 

B 

10.9 

-32-8 

m 

TEXTRON 

9683-0 
14.8 

LB.  Campbell,  chmn.  &  CEO' 
J.F.  Hardymon.  chmn.t 

1863 
2372 

33 
-13 

2298 
4454 

179€a 

237 

m 
m 

I5.S 

m 
m 

TRW 

11886.0 
25.4 

J.T.  Gorman,  chmn.  &  CEO 
P.S.  Hellman,  pres.  &  COO' 

2956 

1682 

1395 

1690-1 
3C2~ 

156 

m 

1! 

10.2 

23-6 

m 

10    CONTAINERS  (INDUSTRIAL:  LOW  TECn; 

AVERY  DENNISON 

3^59  9 
2o.S 

P.M.  Neal,  pres.  &  CEO* 
CD.  Miller,  chmn. 

'Became  CEO  5, 1.9S, 

1-158 
880 

14 
-58 

17292 

1467S 
36156 

19G 

Si 

24.1 

52-1 

m 
m 

OVt'ENS-ILLlNOIS 

5306.3 
4.9 

J.H.  Lemieux.  chmn.  &  CEO 
R.S.  Trumbull,  exec,  v-p 

1 3S0  r 

a 

11    DRUGS  (CONSUMER  PRODUCTS) 

ABBOn 
LABORATORIES 

12477.8 
40.8 

O.L.  Bumham.  chmn. 

M.D.  White,  exec,  v-p't 

•Berar-e  0:-:  :  :  99 

3232 
16S9 

22 
87 

42762 
3673 

59209 
9171 

iO-6 

6.3 

a 
m 

ALLERGAN 

1296.1 
-13.0 

D.E.  Pyott.  pres.  &  CEO* 
LJ.  Kaplan,  corp.  v-p 

•Becarrg  CEO  1  198 

1305 
549 

NA. 
31 

845 

m. 

2205. 

210 

m 

S 

4,2 

-219.6 

m 
M 

AMERICAN  HOME 

PRODUCTS 

13-^62.7 
26.4 

J.R.  Stafiotd.  dMim.,  pres.  &  CEO 
R.G.  Blount,  sr.  exec  v-p 

277^ 
L492 

3 
5 

11869 
7306 

53984 
23507 

249 

T 

26-2 

-12-8 

m 

m 

Protect,  manage,  and  share 
information  in  a  way 
that  makes  it  available  to 
everyone  who  needs  it. 

EMC' 

8  Enterprise  Storage  Company  Finance's  information  is  on  maintame.  Engineering  has  applications  on  UNIX.  Sales  &  Marketing  use  NT.  No  problem.  EMC 
terprise  Storage  "  allows  you  to  take  isolated  information  and  consolidate  it  for  maximum  access  and  management  simplicity.  So  instead  of  an 
^formation  gap  "-  where  people  are  separated  from  information  because  of  incompatible  technology  -  information  can  be  shared  completely  accurately, 
d  immediately  by  anyone  who  needs  it.  Regardless  of  the  systems  in  use.  And  with  EMC's  Enterprise  Storage  Network  (ESN)  you  can  enhance  data  access, 
>ost  network  performance,  and  automate  storage  management.  Just  some  of  the  many  ways  EMC  helps  the  world's  leading  companies  make  the 
Jstof  their  most  valuable  asset.  Information,  lb  put  The  EMC  Effect'  to  work  for  you,  reach  usatwww.EMC.com/computerorl-800-424-EMC2,  ext.  704. 


hTHE 
EMC 
EFFECT 


EXECUTIVE  COMPENSATION  SCOREBOARD 


COMPANY   EXECUTIVE   1998  COMPENSATION  1996-98  PAY-PERFORMANCE  ANALYSIS 


1998 

TOTAL  ANNUAL  COMP 
SALARY        %  CHANGE 

LONG- 
TERM 

PAY  VS  SHAREHOLDER  RHURN 
TOTAL        $  VALUE 

PAY  VS  CORPORATE  PROFIT 
CHANGE 

SALES:  $  MILLIONS 

ROE:  % 

&  BONUS 
$000 

FROM 
1997 

COMP, 
$000 

COMP, 
$000 

OF  $100 
INVESTED 

RATING 

ROE 

% 

IN  ROE 

% 

RATIW 

AMGEN 

2718.2 
33.7 

G.M.  Binder,  chmn.  &  CEO 
K.W.  Sharer,  pres.  8.  COO 

1766 
1447 

23 
74 

37420 
13512 

51783 
22933 

176 

33.2 

4.7 

B 
B 

BAXTER 

INTERNATIONAL 

6599.0 
11.1 

V.R.  Loucks  Jr.,  chmn.  &  CEO 
H.M.  Jansen  Kraemer  Jr.,  pres.* 

•Became  CEO  1/1/99 

2625 
1364 

21 
21 

3880 
240 

18526 
4936 

179 

m 
m 

15.2 

10.8 

u 
m 

BECTON,  DICKINSON 

3184.2 
14.9 

C.  Castellini,  chmn.,  pres.  &  CEO 
J.W.  Galiardo,  vice-chmn. 

1747 
766 

9 

-1 

7012 
4908 

12460 
8046 

235 

m 
m 

19.4 

-16.9 

m 
m 

705.3 
18.3 

D.A.  Miller,  pres.  &  CEO 
N.L.  Noblitt,  chmn. 

352 
352 

8 
8 

0 
0 

992 
992 

229 

ffl 
m 

18.7 

3.9 

m 
m 

BOSTON  SCIENTIFIC 

2233.6 
-32.2 

P.M.  Nicholas,  chmn.,  pres.  &  CEO 
L.C.  Best,  sr.  v-p  &  CFO 

"Excludes  portion  of  bonus  paid  as  15,000 

725* 
380* 
stock  options 

0 
4 

7978 
0 

13205 
1320 

109 

is 
m 

0.9 

NM 

m 

B 

BRISTOL-MYERS 
SQUIBB 

18284.0 
41.5 

C.A.  Heimbold  Jr.,  chmn.  &  CEO 
K.E.  Weg,  exec,  v-p 

3194 
1415 

14 
18 

53085 
17500 

92071 
29736 

334 

m 

B 

43.1 

33.2 

B 

CHIRON 

662.7 
4.9 

S.P.  Lance,  pres.  &  CEO* 
R.W.  Barker,  sr.  v-pt 

•Joined  company  and  became  CEO  5/1/98 

1174 
855 

NA 
138 

191 
19 

NA 
2595 

95 

NA 

m 

6.0 

NM 

NA 

B 

GENENTECH 

1062.2 
7.8 

A.D.  Levinson,  pres.  &  CEO 
W.D.  Young,  COO 

1600 
830 

54 

31 

1774 
499 

5214 
4172 

150 

m 
m 

6.9 

-15.1 

m 
m 

GUIDANT 

1897.0 
8.5 

R.W.  Dollens,  pres.  &  CEO 
J.M.  Cornelius,  chmn. 

1108 
1951 

46 
36 

0 

2503 

3201 
7832 

523 

m 
m 

16.3 

-67.9 

m 
m 

iMMUNEX 

1 1*1  111  U 

243.5 
0.4 

E.V.  Fritzky,  CEO 
P.V.  Phillips,  sr.  v-p 

1050 
580 

20 
31 

0 
0 

2437 
1258 

762 

m 
m 

-15.8 

NM 

m 
m 

LILLY  (ELI) 

9236.8 
47.3 

S.  Taurel,  chmn.  &  CEO* 
R.L.  Tobias,  chmn.  &  CEOt 

■Became  CEO  7/1/98. 

2819 
6008 

73 
124 

8962 
35680 

19540 
52638 

331 

m 
m 

21.3 

96.6 

m 
m 

MEDTRONIC 

3700.2 
13.2 

W.W.  George,  chmn.  &  CEO                939*      -15  28820* 
A.D.  Collins  Jr.,  pres.  &  COO               938         37  7843* 
•Excludes  $200,000  bonus  and  $784,163  in  long-term  comp.  paid  as  options,  ' 

34608      270        S         22.0    -46.2  B 
11886                  U  i] 

Excludes  $200,000  in  long-term  comp.  paid  as  15,095  stock  option 

MERCK 

26898.2 
41.8 

R.V.  Gilmartin,  chmn.,  pres.  &  CEO 
E.M.  Scolnick,  exec,  v-p 

2550 
1539 

-2 
2 

0 

865 

7450 
9790 

237 

m 
m 

36.9 

47.0 

m 
m 

PFIZER 

13544.0 
22.6 

W.C.  Steere  Jr.,  chmn.  &  CEO 
H.A.  McKinnell  Jr.,  exec,  v-p 

4226 
1915 

9 
7 

34019 
13041 

79635 
28242 

411 

a 
m 

26.1 

-20.1 

m 
m 

PHARMACIA  & 
UPJOHN 

6893.0 
12.0 

F.  Hassan,  pres.  &  CEO 
T.G.  Rothwell,  exec,  v-p* 

'Joined  company  1 '23/98. 

2329 
1602 

76 
NA 

0 

688 

NA 
NA 

159 

NA 
NA 

8.8 

5.7 

NA 
NA 

SCHERING-PLOUGH 

8077.0 
43.9 

R.J.  Kogan,  chmn.  &  CEO 
R.P.  Luciano,  chmn.t 

2748 
2196 

23 
-13 

26281 
51780 

52071 
75433 

423 

m 
m 

51.3 

-32.4 

a 
m 

STRYKER 

1103.2 
5.5 

J.W.  Brown,  chmn.,  pres.  &  CEO 
R.A.  Elenbaas,  v-p 

1300 
810 

24 
33 

1905 
1175 

5205 
3115 

212 

m 
m 

15.2 

-71.5 

m 
m 

WARNER-LAMBERT 

10213.7 
34.7 

M.R.  Goodes,  chmn.  &  CEOt              3270         22  12500* 
L.J.  deVink,  pres.  &  COO**                1879          15  25350 
•Includes  $12.6  mil.  payments  for  cash  awards.  ''Became  CEO  5/1/99. 

31968 
34576 

488 

m 
a 

32.0 

5.4 

a 
m 

WATSON 

PHARMACEUTICALS 

556.1 
16.1 

A.Y.  Chao,  chmn.,  pres.  &  CEO 
G.F.  Wilkinson,  v-p 

900 

264 

13 

-12 

8 

272 

13184 
NA 

257 

m 

NA 

17.1 

-2.8 

m 

NA 

12    ELECTRICAL  &  ELECTRONICS  (INDUSTRIAL 

HIGH  TECH) 

AMP 

5482.0 
0.1 

W.J.  Hudson  Jr.,  vice-chmn.* 
J.E.  Marley,  chmn.t 

•CEO  left  office  8/24/98. 

1694 
1316 

23 
16 

281 
4 

7988 
5169 

147 

m 
m 

8.6 

-99.5 

SI 
ll 

ANALOG  DEVICES 

1213.3 
9.4 

J.G.  Fishman,  pres.  &  CEO 
R.  Stata,  chmn. 

1142 
539 

-11 
-37 

905 
2817 

14946 
10120 

177 

m 

B 

15.2 

-48.5 

m 
a 

COOPER  INDUSTRIES 

3651.2 
21.5 

H.J.  Riley  Jr.,  chmn.,  pres.  &  CEO 
R.E.  Jackson  Jr.,  exec,  v-p 

1173 
571 

-26 
-27 

5228 
1970 

9488 
4057 

141 

m 
m 

17.8 

31.4 

m 
m 

EATON 

6625.0 
17.0 

S.R.  Hardis,  chmn.  &  CEO 
A.M.  Cutler,  pres.  &  COO 

1920 
1356 

-17 
-14 

1614 
804 

9440 
6781 

141 

m 
a 

18.5 

-16.0 

m 
m 

LINEAR  TECHNOLOGY 

494.0 
25.2 

R.H.  Swanson  Jr.,  pres.  &  CEO 
C.B.  Davies,  v-p  &  COO 

1542 
1221 

41 
41 

4353 
2660 

9255 
10580 

231 

m 
a 

25.1 

-8.3 

m 
m 

LSI  LOGIC 

1490.7 
-8.7 

W.J.  Corrigan,  chmn.  &  CEO 
J.M.  Zelayeta.  exec,  v-p 

1129 
499 

4 
4 

0 
0 

2913 
NA 

49 

m 

NA 

4.2 

-144.5 

m 

NA 

MAXIM  INTEGRATED 
PRODUCTS 

600.5 
26.1 

J.F.  Gifford,  chmn.,  pres.  &  CEO 
Z.G.  Boyacigiller,  v-pt 

•1998  bonus  has  not  yet  been  determined. 

264* 
170* 

-83 
-67 

39833 
5952 

59075 
10649 

227 

m 
a 

31.1 

19.8 

B 

m 

MICRON  TECHNOLOGY 

2850.9 
-7.5 

S.R.  Appleton,  chmn.,  pres.  &  CEO 
J.J.  Kocher,  chmn,  CEO,  pres. -sub* 

'Joined  company  1/1/98 

663 
521 

-80 
NA 

997 
0 

11678 
NA 

128 

m 

NA 

9.2 

-117.0 

a 

NA 

MOLEX 

1546.9 
12.6 

F.A.  Krehbiel,  chmn.  &  CEO 
J.M.  Krehbiel  Jr.,  pres.  &  COO 

974 
857 

1 
1 

195 
75 

3394 
2734 

189 

m 
m 

13.0 

12.1 

m 
m 

MOTOROLA 

29398.0 
-7.9 

C.B.  Galvin,  CEO 
R.L.  Growney,  pres.t 

1813 
1375 

-7 
-76 

0 
0 

7382 
9074 

110 

m 
a 

3.6 

-148.8 

m 
a 

QUALCOMM 

3503.2 
11.9 

I.M.  Jacobs,  chmn.  &  CEO 
H.P.  White,  pres.* 

■Resigned  9/23/98. 

1215 
800 

17 
24 

0 

133 

6225 
2671 

123 

m 
m 

7.8 

214.1 

E 
B 

36  BUSINESS  WEEK  /  APRIL  19,  1999 


FOOTNOTES  ON  PAGE  I 


this  is  your  network 

AT&T  personal  network 


wireless 


long  distance 


calling  card 


internet 


Now  it  doesn't  matter  whether  your  calls  are  long  distance,  calling  card,  or  even  wireless,  because 
they're  at  the  same  rate  of  just  lO^z!  a  minute.  With  AT&T  Personal  Network,  all  the  ways  you 
communicate  are  in  one  network. You  can  even  get  internet  access.  And  AT&T  Personal  Network 
brings  it  all  together: 

one  number  to  call  for  more  personalized  service 

one  monthly  bill  for  all  your  AT&T  communications 

the  same  low  rate  of  just  10^  a  minute  on  long  distance  calls  from  home,  calling  card  calls, 
many  international  calls,  even  wireless  calls  from  your  home  area  —  for  only  $29.99  a  month' 

Communications  has  finally  caught  up  with  the  way  you  live.  So  get  your  AT&T  Personal  Network 

and  change  forever  the  way  you  communicate. 


I  800  4  ATT  NOW  ext.  64849  or  www.att.com         ^  ^  AT&T 


network 


r&T  Personal  Network  is  available  in  most  areas.  Additional  $  1 4.95  monthly  fee  applies  for  internet  telephone  access  and  other  charges  and  taxes  may  apply  Other  terms  and  conditions  apply  1 0^^  rate  applies  to  qualifying 
iiT  Calling  Card  calls  and  direct-dialed  long  distance  calls  from  home  within  the  U.S.;  10?  international  rate  applies  for  these  calls  when  placed  to  Canada,  the  Onited  Kingdom  and  the  border  cities  of  Mexico  Conditions  apply 
qualify  for  one  bill  and  for  AT&T  Personal  Network  Wireless  service  requires  credit  approval,  activation  fee,  an  annual  contract,  a  digital  multi-network  phone  and  subscription  to  AT&T  Wireless  Services  long  distance  for  your 
eless  calls.  Billing  address  must  be  within  AT&T  Personal  Network  Home  Service  Area  Roaming  charge  is  60?  a  minute  outside  your  home  area  These  wireless  i"ates  are  not  available  for  credit  card  and  international  calls, 
■eless  airtime  measured  in  full  minutes  and  rounded  up  to  the  next  full  minute.  You  must  remain  an  AT&T  residential  long  distance  customer  with  a  combined  bill  for  AT&T  residential  and  wireless  services  to  remain  on  ATST 
ional  Network's  wireless  plan.  Full  terms  and  conditions  are  in  the  AT&T  Wireless  Services  Welcome  Guide  or  Calling  Plan  Brochure  Offer  may  not  be  combined  with  any  other  pnomotional  offers  ©  1 999  AT&T 


she  Superman?  Or  does  she  use  R5?  The  new  Lotus  Notes*  and  Domino 
make  it  easy  to  manage  your  world  by  giving  you  a  single  point 
of  access  to  e-mail,  calendars,  intranets  and  Web  sites,  so  you  can  be  productive 
from  wherever  you  are.  Go  to  lotus.com/superhumansoftware 
R5  SUPER.HUMAN.SOnWARE 


EXECUTIVE  COMPENSflTION  SCOREBOARD  

COMPANY   EXECimVE   1998  COMPENSATION  199€-98  PAY-PERFORMANCE  ANALYSIS 


s;:i         .::        i.::  sco:      '<,i-'ii  \  rati 


INGERSOLL-RAND 

8291.5 
19.9 

J.E.  Perella,  chmn.,  pres.  &  CEO 
J.F.  Travis,  vice-chmn.t 

2458 
1287 

16 
20 

506 
1859 

8838 
7170 

211 

"a, 

m 

17.8 

32.4 

H 

in  INDUSTRIES 

4492.7 
-5.0 

D.T.  Engen.  chmn.  &  CEO 
L.J.  Giuliano.  pres.  &  COO 

2301 
1050 

28 
49 

702 
205 

8741 
3472 

176 

m 
m 

12.2 

NM 

H 

n 

TYCO  INTERNATIONAL  13443.4 

12.5 

L.D.  Kozlowski.  chmn.  &  CEO 
J.R.  Boggess,  pres. -sub. I 

3750 

4393 

31 

379 

61514 

550 

83404 

5979 

428 

B 

T 

2.0 

-5.5 

n 

16    INSTRUMENTS  (INDUSTRIAL  HIGHTECH) 

EMERSON  ELECTRIC 

13702.4 
20.9 

C.F.  Knight,  chmn.  &  CEO 
G.W.  Tamke.  pres.  &  COO 

3445 
1150 

68 
22 

11901 
2951 

19432 
NA 

158 

ia 

NA 

20.2 

9.6 

3 

HONEYWELL 

8426.7 
20.5 

M.R.  Bonsignore,  chmn.  &  CEO 
G.  Ferrari,  pres.  &  COO 

2046 
1224 

1 
1 

5201 
0 

14862 

163 

11 
NA 

19.5 

25.6 

KLA-TENCOR 

926.1 
2.1 

J.D.  Tompkins,  chmn.  &  CEO? 
K.  Levy,  chmn.* 

-Beca-r.e  C£G  c  7  ".  98. 

730 
730 

-7 

-1 

5754 
0 

8004 
4634 

166 

in 
ii 

11.7 

-85.6 

i 

[3 

PERKIN-ELMER 

1382.5 

T.L.  White,  chmn.,  pres.  &  CEO 
M.W.  Hunkapiller,  sr.  v-p 

1681 

610 

-12 

2 

0 

11150 

2667 

267 

m 

j_ 

13.9 

^9.6 

i 

17    LEISURE  TIME  INDUSTRIES  (CONSUMER  PRODUCTS) 

CARNIVAL 

3009.3 
19.5 

M.M.  Arison,  chmn.  &  CEO 
H.S.  Frank,  vice-chmn.  &  COO 

2106 
1708 

24 
31 

2745 
7975 

9352 
13326 

407 

ffl 

m 

18.9 

1.4 

g 
[1 

DISNEY  (WALT) 

23225.0 
8.6 

M.D.  Eisner,  chmn.  &  CEO 
S.M.  Litvack,  sr.  exec,  v-p 

5764' 
1864' 

-46 

-16 

569828 
9356 

594892 
18439 

156 

m 
a 

9.2 

-58.6 

n 

15 

EASTMAN  KODAK 

13406.0 
34.9 

G.M.  Rsher,  chmn.  &  CEO 
D.A.  Carp,  pres.  &  COO 

'Includes  Sl-7  mil.  m  loan  forgiveness. 

3710 
1317 

86 
80 

1738' 
1797 

29515 
5809 

115 

B 

[3] 

18.8 

42.6 

1 
1 

HARLEY-DAVIDSON 

2166.9 
20.7 

J.L.  Bleustein,  chmn.  &  CEO 
R.F.  Teerlink,  chmn. 

1800 
1418 

53 
1 

0 

12584 

6971 
23009 

335 

m 
a 

21.1 

-7.7 

il 

HASBRO 

3304.5 
10.6 

A.G.  Hassenfeld.  chmn.,  pres.  &CEO 
A.J.  Verrecchia.  exec,  v-p 

1470 
1194 

-14 
20 

1728 
2837 

6353 
7509 

180 

m 
m 

10.0 

4.1 

@ 

H 

MIRAGE  RESORTS 

1496.6 
5.3 

S.A.  Wynn.  chmn.,  pres.  &  CEO 
B.A.  Shier,  exec,  v-p 

3846 
1538 

3 
3 

0 
0 

11349 
4538 

87 

B 

a 

11.7 

-62.5 

1 
@ 

VIACOM 

12096.1 
-0.6 

S.M.  Redstone,  chmn.  &  CEO 

T.E.  Dooley.  deputy  chmn.  &  exec,  v-p 

0' 
7710 

NM 

100 

0 
0 

0 

14843 

156 

NA 
B 

1.0 

-142.1 

N/ 

i 

18    METALS  &  MINING  (RESOURCES) 

ALCOA 

15339.8 
14.2 

P.H.  O'Neill,  chmn.  &  CEO 
A.J.  Belda.  pres.  &  COO 

2450 
1741 

17 
19 

3804 
1472 

18741 
14463 

149 

B 

a 

14.7 

-21.0 

14 

19    MISCELLANEOUS  MANUFACTURING  (INDUSTRIAL 

LOW  TECH) 

CORNING 

3532.4 
21.6 

R,G,  Ackerman,  chmn,  &  CEO 
V.C.  Campbell,  vice-chmn. 

1219 
943 

-39 
-35 

582 
400 

12402 
10957 

176 

B 

29.9 

NM 

[2 
11 

FORTUNE  BRANDS 

4797.2 
7.3 

T.C.  Hays,  chmn.  &  CEO 
J.T.  Ludes,  pres,  &  COO 

'l^c  ^-ei  n;5-^'2  -  "5/  re  "iDursement.  * 

2758-  -9 
1513"  -5 
•Includes  $307,208 

3583  15846 
1498  6851 
in  tax  reimbursement. 

116 

B 

m 

7.3 

^8.0 

ILLINOIS  TOOL  WORKS 

5647.9 
20.2 

W.J.  Farrell,  chmn.  &  CEO 
F.S.  Ptak,  vice-chmn. 

1478 
780 

34 
34 

816 

0 

5991 
2412 

202 

m 
m 

20.5 

0.1 

a 

Q 

JOHNSON  CONTROLS 

13403.6 
17.9 

J.H.  Keyes,  chmn.  &  CEO 
J.M.  Barth,  pres.  &  COO 

1782 
995 

14 
16 

810 
1679 

6699 
6425 

182 

m 

m 

15.3 

26.9 

a 

MINNESOTA  MINING  15021.0 
&  MFG.  20.4 

L.D.  DeSimone,  chmn.  &  CEO 

R.A.  Mitsch,  vice-chmn.  &  exec,  v-pt 

1777 
934 

5 

-10 

5929 
1745 

18565 
7830 

120 

B 
B 

26.8 

7.7 

11 

[3 

NEWELL  RUBBERMAID 

3720.0 
21.0 

J.J.  McDonough,  vice-chmn,  &  CEO'  1619 
T.A.  Ferguson  Jr.,  pres,  &  COO  1213 

Vs./      -.z-.  p'e  ^        aata  "Became  CEO  1/1/98. 

NA 

17 

0 
184 

NA 

3607 

168 

NA 

m 

18,4 

22.8 

N/ 

Q 

PARKER  HANNIFIN 

4852.7 
17.8 

D.E.  Collins,  pres.  &  CEO 
D.W,  Sullivan,  exec,  v-p 

1797 
998 

15 
9 

1533 
1325 

10613 
6261 

151 

u 
m 

17.6 

-2.7 

g 

SEALED  AIR 

2506.8 
0.7 

T,D.  Dunphy,  chmn.  &  CEO 
J.G.  Kaenzig  Jr.,  exec.  ¥-p+ 

..ie;  -.cmpensation  paid  by  W.R.  Grace 

454 
620' 

iCo- 

^0 

29 

5150 
4550 

9845 

6538 

182 

m 

T 

23.0 

-98.6 

20    NATURAL  RESOURCES  (RESOURCES) 

AMERADA  HESS 

6590.0 
-17.4 

J.B.  Hess,  chmn.  &  CEO 
W.S.  Laidlaw,  pres.  &  COO 

1300 
1150 

-13 
-12 

0 
0 

6738 
5729 

97 

m 

B 

0.8 

NM 

C: 
9 

ANADARKO  PETROLEUM  560.3 
-AH 

R.J.  Allison  Jr.,  chmn,,  pres.  &  CEO 
J.N.  Seitz,  exec,  v-p 

2350 
825 

4 
16 

896 
474 

13629 
2610 

116 

B 

m 

5.0 

-301.2 

ATLANTIC  RICHFIELD 

10303.0 
-8.7 

M.R,  Bowlin,  chmn.  &  CEO 
W.E.  Wade  Jr.,  pres.t 

1887 
995 

-21 
-13 

11 
17 

7021 
4448 

134 

m 
1 

11.5 

-142.6 

BURLINGTON 
RESOURCES 

1637.0 
2.9 

B.S.  Shackouls,  chmn.,  pres.  &  CEO 
H.L.  Steward,  vice-chmn. 

1357 
1150 

-12 
65 

0 

2613 

10143 
NA 

95 

m 

NA 

8.1 

NM 

[: 

N, 

CHEVRON 

26187.0 
7.6 

K.T.  Derr,  chmn.  &  CEO 
J.N.  Sullivan,  vice-chmn. 

2460 
1280 

-12 
-13 

1743 
1939 

17977 
7968 

174 

1] 

m 

14.3 

17.5 
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Romeo  &  Cleopatra? 
Starsky  &  Gretel? 
Laurel  &  Juliet? 

Good  partners  make  a  difference.  Do  you  have  a  financial  advisor? 

Good  financial  advisors  work  with  you,  as  well  as 
for  you.  They  can  make  sense  of  the  thousands 
of  mutual  funds  you  have  to  choose  from.  And 
help  you  plan  out  a  sound  investment  strategy 
for  reaching  your  financial  goals.  Which  is  why, 
at  Kemper  Funds,  we  believe  that  one  of  the 
most  valuable  assets  any  investor  has  is  a  good 
financial  partner. 

For  a  prospectus  on  any  Kemper  Fund  containing  more  information,  including  management  fees  and  expenses,  contact 
Kemper  at  the  number  above.  Investors  should  carefully  read  the  prospectus  before  investing  or  sending  money. 
Stan  Laurel  name  used  under  license  from  Larry  Harmon  Pictures  Corporation.      ©  1999  Kemper  Distributors,  Inc.  1064320 


If  you'd  like  more  information  on  the 
advantages  of  working  with  a  financial 
advisor,  please  call  1-800-KEMPER5 
for  a  free  brochure  from  Kemper. 
www.kemper.com 


m  KEMPER  FUNDS^ 

Long-term  investing  in  a  short-term  world  " 


EXECUTIVE  COMPENSATION  SCOREBOARD 


COMPANY   EXECUTIVE   1998  COMPENSATION  1996-98  PAY-PERFORMANCE  ANALYSIS 


LONG- 

PAY  S-n. 

.-A!  rs 

CCRPORAIE  PKOFIT 

1998 

SA_-- ■ 

=  >ANGE 

TERM 

TOTW. 

s  ■  -  - 

CHANGE 

SALES:  S  MimONS 

ROE  % 

y 

•ROM 
1397 

COW. 
$000 

COMP 
$000 

\\,\\'\\ 

ROE 
% 

IN  ROE 

RATM 

COASTAL 

7354.6 
14.2 

D.A.  Arledge,  chmn..  pres..  CEO 
C.C.  Hesse,  exec,  v-pi 

1123 
494 

0 
13 

0 

499 

5406 

1972 

295 

m 

13.9 

DU.D 

m 
LU 

m 

CONOCO 

16995.0 

10.1 

A.W.  Dunham,  pres.  &  CEOt 
G.W.  Edwards,  exec,  v-pi 

^Includes  ccrT^C€^S3Tion  from  DuPont. 

2231* 
875' 

4 

-26 

1100 
0 

NA 
NA 

NA 

NA 
NA 

12.4 

NA 

NA 
NA 

OCCIDENTAL  PETROL£UM  6596.0 
9.9 

R.R.  Irani,  chmn.  &  CEO 
D.R.  Laurance,  pres. 

1200 
1021 

-72 
-46 

750 
326 

110670 
22385 

89 

in 
m 

10.0 

— Z  1  .r 

ID 

TEXACO 

31707.0 
4.6 

P.I.  Bijur,  chmn.  &  CEO 
J.J.  O'Connor,  sr.  v-p' 

1528 
682 

-19 
NA 

4623 
710 

16217 
NA 

149 

m 

NA 

15.1 

-37.0 

1 

NA 

USX-MARATHON 
GROUP 

18145.0 
7.2 

T.J.  Usher,  chmn.  &  CEO-USX  Corp. 
V.G.  BeghinI,  vice-chmn. 

2429* 
1675 

0 

-6 

467' 
500 

8869 
5656 

168 

HI 

m 

13.3 

NM 

m 
m 

VASTAR  RESOURCES 

1602.4 

22-2 

CD.  Davidson,  pres.  &  CEO 
S.J.  Shapiro,  sr.  v-p  &  CFO 

774 

24 

0 

1836 

2037 

139 

m 
j_ 

48.2 

-77.9 

m 

2! 

21    NONBANK  FINANCIAL  'FINANCIAL  SERVICES) 

7.5 

R.L.  Huber,  chmn.,  pres.  &  CEO 
M.J.  Cardillo,  exec,  v-p 

1359 
1181 

1  i  D 

26 

1  loD 

509 

Q  1  OO 

8096 

lie 

lil 

a 

K  o 

o.o 

ICC 

io.b 

12] 

u 

A  CI  AP 

"7  1  r\A  o 

13.6 

D.R.  Amos,  pres.  &  CEO 
P.S.  Amos.  chmn. 

2125 
2574 

U 

6 

1462 

HO/  "el 

16850 

oil 

fZI 

m 

lb. 4 

—  ib.  / 

12J 

__a^ 

Al  1  CTATP 
ALLd  1  Ml  L 

19.8 

J.D.  Choate.  chmn.  &  CEOt 
E.M.  Liddy,  pres.  &  COO* 

3115 
2489 

1  A 
in- 

-5 

ooUl 

0 

18010 

lyo 

a 

lo.4 

13] 

a 

AMBAC  FINANCIAL 

GROUP 

457.0 
12.2 

P.B.  Lassiter,  chmn..  pres.  &  CEO 
R.J.  Genader.  vice-chmn. 

1400 
835 

18 
24 

21875 
4041 

27731 
6837 

264 

a 
m 

13.7 

2.1 

a 
m 

AMERICAN  EXPRESS 

19132.0 
22.8 

H.  Golub.  chmn.  &  CEO 
K.I.  Chenault,  pres.  &  COO 

3740 
2710 

8 
20 

2735 
4056 

50256 
31186 

258 

a 

m 

21.9 

17.9 

a 
a 

AUICDiPAU  rrucDAi 
AMtKILAN  UbNtKAL 

10251.0 
8.6 

R.M.  Devlin,  chmn,,  pres,  &  CEO 
J. P.  Newton,  vice-chmn. 

3221 
1686 

25 
49 

3000 
1500 

12475 
5646 

244 

m 

8.7 

-8.2 

Pal 

ai 

Anu 
AUN 

17.8 

RG.  Ryan,  chmn,,  pres.  &  CEO 
M.D.  O'Halleran.  pres.  &  COO-sub. 

3250 
2010 

bi 
51 

U 

2616 

9736 

1  /o 

Hi 

m 

IOC 

'ir\  A 

12) 

m 

ASSOCIATES  FIRST 
CAPITAL 

9376.8 
14.3 

K.W.  Hughes,  chmn.  &  CEO 
H.D.  Marshall,  pres.  &  COO" 

1808 
1094 

14 
10 

2486 
1436 

12995 
6786 

NA 

NA 
NA 

15.5 

-20.4 

m 
1 

BEAR  STEARNS 

7900.2 
14.0 

J.E.  Cayne.  pres.  &  CEO 
A.C.  Greenberg.  chmn. 

10372 
13899 

0 

-3 

9612 
4563 

57562 
55088 

219 

H] 

m 

18.3 

24.5 

m 

0 

BERKSHIRE 
HATHAWAY 

13814.3 
9.1 

W.E.  Buffett  chmn.  &  CEO  100 
M.D.  Hamburg,  v-p  &  CFO  306 

'^'z.^Zii  i'.~z  ^  y.  '  :  e::;-  eesfrom  a  nonsubsidiary. 

0 
9 

177* 
0 

842 
844 

218 

m 

H 

8.6 

117.0 

m 
a 

CAPITAL  ONE 
FINANCIAL 

2599.8 
21.7 

R.D.  Fairbank.  chmn.  &  CEO  0* 
M.J.  Cooper,  sr.  v-pt  366 

'E'ectec  to  forgo  salary  and  bonus  for  option  grants. 

NM 

24 

0 
29 

1312 
939 

493 

□ 

21.3 

2.6 

E 
E 

CHARTER  ONE 
FINANCIAL 

1972.0 
14.8 

C.J.  Koch,  chmn.,  pres,  &  CEO 
J.D.  Koch,  exec,  v-p 

1214 
675 

50 
35 

776 
795 

9267 
3834 

223 

m 
u 

13.2 

266.6 

lL 

CHUBB 

6783.4 
12.8 

D.R.  O'Hare,  chmn.  &  CEO 
J.J.  Degnan,  pres. 

1775 
750 

-27 
-19 

1077 
465 

10452 
3543 

142 

m 
m 

11.8 

-3.6 

S 
I 

CIGNA 

21121.0 
15.8 

W.H.  Taylor,  chmn.  &  CEO 
J.G.  Stewart,  exec,  v-p  &  CFO 

4869 
1466 

49 
14 

7012 
2850 

38678 
17954 

239 

a 
a 

14.7 

437.3 

CINCINNATI 
FINANCIAL 

2054.3 
4.9 

R.B.  Morgan,  pres,  &  CEO 
J.J.  Schiff  Jr.,  chmn,  &C00 

1358 
669 

8 
4 

3831 
2269 

11298 
4762 

188 

1 
m 

6.1 

^2.3 

1 

CITIGROUP 

76431.0 
13.8 

J.S.  Reed.  chmn.  &  co-CEO'i 
S.I.  Weill,  chmn.  &  co-CEO' 

9525 
7430 

138 
0 

0 

159663 

16992 
491975 

246 

a 

m 

15.6 

-2.1 

i 

CNA  FINANCIAL 

17074.0 
3.1 

D.H.  Chookaszian,  chmn.  &  CEO 
B.L.  Hengesbaugh.  exec,  v-p  &  COOi 

1021 
1434 

8 

36 

900 
43 

6921 
3335 

106 

m 

9.6 

-72.6 

[2 
% 

DONALDSON,  LUFKIN 
&JENRETTE 

8452.3 
14.1 

J.L.  Roby,  pres,  &  CEO* 
J.S.  Chalsty,  chmn. 

'Became  CEC  2  23  98 

8791 
8660 

-10 
-34 

2559 
0 

56437 
32483 

270 

m 
a 

18.1 

5.8 

DUN  &  BRADSTREET 

1934.5 
NM 

V.  Taylor,  chmn.  &  CEO 
E.  Hessamfar,  sr.  v-p 

1699 
947 

-21 
68 

244 

0 

7840 

155 

1 

NA 

NM 

NM 

m 

E*TRADE  GROUP 

319.7 
-2.6 

CM.  Cotsakos,  chmn,  &  CEO 
D.  Chrapaty,  pres.  &  COO-sub. I 

544 
410 

44 
277 

3810 
0 

7967 
NA 

NA 

NA 
NA 

0.4 

-111.3 

I 

EQUIFAX 

1621.0 
48.5 

T.F.  Chapman,  pres.  &  CEO-                 579*'     -17  1518 
L.A.  Kennedy,  exec,  v-p                      604*'       54  427 

'3e:5-e  CEC  1  1  55    'E/:  ^ces  portion  of  bonus  paid  in  restricted  stock. 

5278 
NA 

185 

m 

NA 

47.8 

16.1 

N/ 

EQUITABLE 

10918.5 
14.3 

E.D.  Miller,  pres.  &  CEO                   5747  269 
M.  Hegarty,  vice-chmn.  &  COO*          3239  NA 

'Joined  company  1,12/98.  "Includes  $250,000  paid  upon  joininj 

0 

250** 
;  the  company. 

NA 
NA 

245 

NA 
NA 

10.4 

52.8 

M 

m 

FRANKLIN  RESOURCES  2512.6 
18.5 

CB.  Johnson,  pres.  &  CEO 
M  L.  Flanagan,  sr.  v-p  &  CFO 

1127 
1355 

4 

5 

0 
0 

3308 
6526 

194 

m 

m 

21.5 

-20.0 

E 

- 
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,N  A  BUSINESS  TOOL  EVOLVE? 

'  business  needs  the  basics:  pens,  staplers,  laser  printers.  But  what  if  those  needs  change?  For  fifteen  years 
onix  has  been  designing  color  printers  to  grow  along  with  you.  Take  our  uniquely  versatile,  Phaser®  740L 
er.  For  $1,495,*  it's  the  black  and  white  laser  you  need,  with  the>bility  to  transform  into  the  color  printer 
vant.  For  photo-realistic  color,  simply  slide  in  a  few  cartridges  and  the  change  is  complete.  So  to  see  the 
in  color  at  work,  take  a  look  at  our  highly  evolved  line  of  printers.  Break  your  office  out  of  its  shell. 
1-800-835-6100  ext.  1591,  or  visit  http://www.coloratwork.com 

lied  U.S.  selling  price;  resellei  price  may  vary.  ©1998  Tektronix.  Inc.  Tektronix  and  Phaser  are  registered  trademarks  of  Tektronix,  Inc. 


EXECUTIVE  COMPENSATION  SCOREBOARD 


COMPANY 


EXECUTIVE 


1998  COMPENSATION 


1996-98  PAY-PERFORMANCE  ANALYSIS 


1998 

TOTAL  ANNUAL  COMP             i  ONf,- 
SALARY        %  CHANGE  TERM 

PAY  VS  SHAREHOLDER  RETURN 
TOTAL        $  VALUE 

PAY  VS  CORPORATE  PROFIT 
CHANGF 

SALES:  $  MIlilONS 
ROE  % 

&  BONUS 
$000 

FROM 
1997 

COMP. 
$000 

COMP, 
$000 

OF  $100 

INVtoItU 

RATING 

ROE 

IN  ROE 
% 

RAT1^ 

GOLDEN  WEST 
FINANCIAL 

3100.2 
14.3 

M.O.  Sandler,  co-chmn.  &  co-CEO 
H.M.  Sandler,  co-chmn.  &  co-CEO 

1088 
1086 

5 
5 

16717 
16165 

33128 
27666 

169 

14.4 

39.0 

a 

m 

14. 

HARTFORD  FINANCIAL  15022.0 
SERVICES  GROUP  15.9 

R.  Ayer,  chmn.,  pres.  &  CEO 
L.A.  Smith,  vice-chmn. 

1781 
1638 

49 
62 

5391 
5255 

14221 
1 1747 

242 

m 

|3J 

11.9 

33.7 

m 
i 

HARTFORD  LIFE 

5788.0 
15.4 

L.A.  Smith,  pres.  &  CEOt 
T.M.  Marra,  exec,  v-pl 

1638 
1277 

62 
26 

5259 
643 

11747 
5039 

NA 

NA 
NA 

10.5 

20.5 

m 

l2 

HOUSEHOLD 
INTERNATIONAL 

8707.6 
8.5 

W.F.  Aldinger,  chmn.  &  CEO 
G.D.  Gilmer,  group  exec.t 

3271 
1544 

32 
35 

0 

518 

8095 
5052 

209 

m 

13.7 

-46.2 

m 

JEFFERSON-PILOT 

2611.0 
13.8 

D.A.  Stonecipher,  chmn.,  pres.  &  CEO 
K.C.  MIekush.  exec,  v-p 

1966 
757 

5 
16 

562 
207 

6894 
2517 

259 

m 

LU 

13.3 

17.1 

m 

m 

li 

LEHMAN  BROTHERS 
HOLDINGS 

19894.0 
14.4 

R.S.  FuldJr..  chmn.  &  CEO 

J.  Vanderbeek,  head  of  fixed  Income 

3100 
2750 

-20 
NA 

6643 
11954 

26364 
NA 

211 

H 

NA 

13.3 

115.4 

a 

NA 

LOEWS 

21208.3 
4.4 

L.A.  Tisch,  co-chmn.  &  co-CEO 
P.R.  Tlsch,  co-chmn.  &  co-CEO 

2128 
2598 

1 
2 

26 
26 

6149 
7474 

130 

m 

B 

9.5 

-79.4 

m 
m 

KiAnoii  o   ta^i  fkiftiBKi 

MARSH  &  MCLENNAN 

7190.0 
22.3 

A.J.  Smith,  chmn.  &  CEO 
L.J.  Lasser,  pres. 

2700 
18000 

16 
40 

3796 
3347 

15544 
70199 

216 

m 
m 

19.7 

-S.O 

m 
m 

MBIA 

911.9 
11.4 

D.H.  Elliott,  chmn.  &  CEO                 1362*        31       4380          12424  182 
R.L.  Weill,  vice-chmn.                        915'*       42         367  4778 

'Excludes  $566,597  bonjs  paid  m  restricted  stock.  "Excludes  $366,690  bonus  paid  in  restricted  stock. 

m 
m 

12.2 

-6.1 

m 
m 

MERRILL  LYNCH 

35715.0 
12.6 

D.H.  Komansky,  chmn.  &  CEO 
H.M.  Allison  Jr.,  pres.  &  COO 

5235 
4128 

-32 
-33 

15293 
884 

51131 
27624 

273 

B 

|4J 

20.6 

-36.1 

m 

MORGAN  STANLEY 
DEAN  WITTER 

31131.0 
24.7 

P.J.  Purcell,  chmn.  &  CEOt 
J.J.  Mack,  pres.  &  COO 

8888 
8888 

-21 
-15 

44487 
18378 

108387 
60210 

314 

HI 

IS] 

20.7 

NA 

m 

|3J 

NATIONWIDE 
FINANCIAL  SERVICES 

2453.9 
13.6 

D.R.  McFerson,  chmn.  &  CEOt 
J.J.  Gasper,  pres.  &  COOt 

824 
792 

67 
74 

204 
144 

3285 
2394 

NA 

NA 
NA 

12.0 

NA 

NA 
NA 

PAINEWEBBER  GROUP 

7249.6 
18.1 

D.B.  Marron.  chmn.  &  CEO 
J.J.  Grano  Jr.,  pres.-PWI 

8088 
5488 

-i 
-A 

2496 
1640 

42165 
26136 

304 

a 

19.5 

410.9 

a 

141 

PRICE  (T.  ROWE) 
ASSOCIATES 

886.1 
28.3 

G.A.  Roche,  chmn.  &  pres. 
M.D.  Testa,  vice-chmn 

2538 
2538 

0 
0 

397 
770 

8144 
8136 

288 

m 

28.8 

1.7 

m 

HI 

PROGRESSIVE 

5292.4 
18.9 

P.B.  Lewis,  chmn.,  pres.  &  CEO 
C.B.  Chokel,  treas.  &  CFO 

2701 
1029 

-8 
-15 

0 
0 

7895 
6171 

350 

m 

\21 

18.7 

8.9 

m 

RELIASTAR  FINANCIAL 

2848.2 
10.6 

J.G.  Turner,  chmn.  &  CEO 
J.H.  Flittie,  pres.  &  COO 

1166 
852 

5 
12 

2755 
3616 

8974 
8712 

220 

m 

111 

11.6 

-10.1 

m 

13] 

SAFECO 

6602.3 
6.3 

R.H.  Eigsti.  chmn.  &  CEO 
B.A.  Dickey,  pres.  &  COO 

882 
611 

-2 
1 

583 
354 

4440 
3098 

136 

m 

12] 

8.3 

-37.0 

a 

121 

SCHWAB  (CHARLES) 

3388.1 
26.7 

C.  R.  Schwab,  chmn.  &  co-CEO 

D.  S.  Pottruck.  pres.  &  co-CEO 

6945 
6945 

-3 
39 

31972 
0 

56266 
19091 

539 

m 
m 

25.9 

-2.1 

ID 

a 

SLM  HOLDING 

3064.6 
76.7 

A.L.  Lord,  v-chmn.  &  CEO 
J. P.  Carey,  exec,  v-p 

1325 
875 

88 
81 

0 

1119 

NA 
NA 

267 

NA 
NA 

67.4 

84.6 

NA 
NA 

ST.  PAUL 

9137.4 
0.9 

D.W.  Leatherdale.  chmn.,  pres.  &  CEO 
P.J.  Liska,  exec,  v-p  &  CFO 

856 
810 

-35 

-52 

890 
122 

4719 
NA 

136 

m 

NA 

10.4 

-93.8 

m 

NA 

TORCHMARK 

2157.9 
11.3 

C.B.  Hudson,  chmn.,  pres.  &  CEO* 
M.S.  McAndrew,  pres.t 

•Became  CEO  3'1;98. 

800 
675 

-33 
13 

0 

1688 

22071 
3483 

191 

a 

m 

16.1 

-33.9 

la 
m 

TRANSAMERICA 

6428.6 
13.5 

F.C.  Herringer,  chmn.,  pres.  &  CEO 
R.A.  Watson,  exec,  v-p 

2419 
1475 

24 
40 

3695 
0 

29778 
3465 

169 

a 
m 

12.0 

19.1 

a 

m 

TRAVELERS  PROPERTY  10451.0 
CASUALTY  14.8 

J.S.  Fishman,  pres.  &  CEO*               1773**  16 
R.I.  LIpp,  chmn.                           3698**  -1 

'Became  CEO  1  1  98.  "20%  of  compensation  paid  for  by  Citigroup. 

3702***      15440        NA       NA  12.2 
16443***      59841  NA 
*"50%  of  restricted-stock  awards  are  in  Citigroup  restricted  stock 

27.6 

m 
m 

WASHINGTON 
MUTUAL 

12745.6 

15.7 

K.K.  Killinger,  chmn.,  pres.  &  CEO 
C.E.  Tall,  exec,  v-p 

1638 
646 

16 
22 

3047 
1449 

7147 
3052 

213 

m 
m 

9.5 

45.6 

m 
m 

22    OFFICE  EQUIPMENT  &  COMPUTERS  (INDUSTRIAL: 

HIGH  TECH) 

AMERICA  ONLINE 

3305.0 
17.5 

S.M.  Case,  chmn.,  pres.  &  CEO 
R.W.  Pittman,  pres.  &  COO 

1177 
1419 

334 
149 

158057 
3890 

213785 
NA 

1655 

a 

NA 

-122.2 

NM 

m 

NA 

APPLE  COMPUTER 

6073.0 
23.4 

S.P.  Jobs,  CEO                                    0  NM 
TD.  Cook,  sr.  v-p*                             724**  NA 
■Joined  company  2  1;98.  "Includes  $500,000  hiring  bonus. 

0 
86 

NA 
NA 

128 

NA 
NA 

-38.6 

59.8 

NA 
NA 

ASCENC 

COMMUNICATIONS 

1478.7 
-1.5 

M.  Ejabat,  pres.  &  CEO 
J. A.  Symons,  exec,  v-p 

1051 
670 

58 
81 

14218 
8594 

33677 
10134 

162 

m 
a 

2.1  - 

114.4 

m 

AUTOMATIC  DATA 
PROCESSING 

5074.7 
17.3 

A.F.  Weinbach,  chmn.  &  CEO 
G.C.  Butler,  pres.  &  COO 

1038 
831 

17 
19 

4028 
1596 

9492 
6135 

222 

m 
m 

18.7 

-8.1 

m 

CERIDIAN 

1162.1 
25.3 

L.  Perlman,  chmn.  &  CEO 
R.L.  Turner,  pres.  &  COO 

1522 
747 

27 
13 

9867 
252 

29571 
2998 

169 

a 
m 

26.7 

-56.5 

a 
m 

CISCO  SYSTEMS 

9988.7 
14.9 

J.T.  Chambers,  pres.  &  CEO 
D.J.  Listwin,  exec,  v-pl 

891 

952 

60 
94 

0 

8383 

34661 
10266 

560 

m 
m 

23.9 

-51.3 

m 
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How  DO  YOU  PREPARE  NATURAL  GAS 

)r  a  long  journey  to  some  cold,  remote  location? 

Chill  it,  of  course. 


Delivering  vast  quantities  of  natural  gas  over  great  economically  feasible  to  transport.  Phillips  licenses 

listances  gets  to  be  not  only  logistically  difficult,  this  unique  process  to  develop  remote  sources  of 

)ut  expensive.  So  Phillips  Petroleum  developed  a  natural  gas  around  the  world.  It's  a  valuable  tech- 

)roprietary  means  of  producing  liquefied  natural  nology  and  another  prime  example  of  what  it 

;as,  a  process  that  chills  the  gas,  shrinking  it  over  means  to  be  The  Performance  Company. 

.00  times,  turning  it  into  a  liquid  form  that  is  PHILLIPS  PETROLEUM  COMPANY 

or  a  copy  of  our  annual  report,  call  918-661-3700,  write  to:  Phillips  Annual  Report,  B-41,  Adams  Bldg.,  Bartlesville,  OK  740Q4„ 

orvisitusatwww.phillips66.com.  ,; 


EXECUTIVE  COMPENSATION  SCOREBOARD 


COMPANY  EXECUTIVE   1998  COMPENSATION  1996-98  PAY-PERFORMANCE  ANALYSIS 


1998 

TOIAL  ANNUAL  COMP 
SALARY        %  CHANGE 

LONG- 
TERM 

PAY  VS  SHAREHOLDER  RETURN 
TOTAL        $  VALUE 

PAY  VS  CORPORATE  PROFIT 
CHANGE 

SALES:  $  MILLIONS 
ROE:  % 

&  BONUS 
$000 

FROM 
1997 

COMP, 
$000 

COMP 
$000 

OF  $100 
INVESTED 

RATING 

ROE 

% 

IN  ROE 

% 

RATIN 

COMPAQ  COMPUTER 

31169.0 
-24.2 

E.  Pfeiffer,  pres.  &  CEO 
J.J.  Rando,  sr.  v-p* 

'Joined  company  6/1/98. 

4479 
1232 

0 
NA 

0 

6292 

36775 
NA 

439 

m 

NA 

5.6 

-241.3 

m 

NA 

COMPUTER  ASSOCIATES  5091 .0 
INTERNATIONAL  22.3 

C.B.  Wang,  chmn.  &  CEO 
S.  Kumar,  pres.  &  COO 

7000 
5140 

17 
24 

22809 
15040 

58410 
47395 

170 

HI 

m 

31.3 

NM 

a 

[5] 

COMPUTER  SCIENCES 

7398.8 
13.2 

V.B.  Honeycutt,  chmn.,  pres.  &  CEO 
R.W.  Mackintosh,  corp.  v-p 

1803 
826 

32 
27 

373 
272 

4168 
2614 

183 

m 
m 

12.6 

22.0 

a 
a 

COMPUWARE 

1496.1 
29.2 

P.  Karmanos  Jr.,  chmn.  &  CEO 
J.A.  Nathan,  pres.  &  COO 

2200 
1833 

20 
25 

21905 
6531 

11124 

FTl 
LU 

a 

1 1  n  7 

1  iU.  / 

151 

a 

EBAY 

47.4 
2.8 

M.C.  Whitman,  pres.  &  CEO* 
S.P.  Westly,  v-p 

•Joined  company  and  became  CEO  2/1/98. 

247 
173 

NA 
NA 

42755 
14741 

NA 
NA 

NA 

NA 
NA 

59.5 

NA 

NA 
NA 

EMC 

3973.7 
23.9 

M.C.  Ruettgers,  pres.  &  CEO 
R.M.  Dutkowsky,  exec,  v-pt 

"Includes  $312,500  compensation  for  leavm 

1816  13 
1229  185 
g  prior  employer. 

18051 
313* 

292 1 1 
NA 

1 106 

f2l 

NA 

23  4 

1  7 

NA 

FIRST  DATA 

5117.6 
1 1 .8 

H.C.  Duques,  chmn.  &  CEO  826 
C.T.  Fete,  pres.  &  COO  815 

'Excludes  $200,000  of  salary  paid  in  stock  options. 

35 
23 

2493* 
680 

9600 
3319 

-3D 

[51 

m 

IN  IVI 

L±J 

a 

FISERV 

1233.7 
12.9 

G.D.  Dalton,  chmn.  &  CEO 

L.M.  Muma,  vice-chmn.,  pres.  &  COO 

950 
848 

23 
24 

0 
0 

2370 
2083 

257 

m 

B 

1  9  ^ 

IN  IVI 

fTl 
LU 

a 

GATEWAY  2000 

7467.9 
25.8 

T.W.  Waitt,  chmn.  &  CEO                   1800  111 
J.Weltzen,  pres.  &  COO*                  1308  NA 

•Joined  company  1/22/98.  **lncludes  $1.4  mil,  sign-on  bonus. 

0 

2095** 

83981 
NA 

418 

B 

NA 

00  H 

1  7  ^ 

Fsl 
NA 

HEWLEn-PACKARD 

47182.0 
17.0 

L.E.  Piatt,  chmn.,  pres.  &  CEO  1911 
R.P.  Wayman,  exec,  v-p  &  CFO            1 145 

'Includes  forfeited  restricted  stock  grant  of  52,500  shares 

5         757*  21818 
11        1696**  13940 

.  "'Includes  forfeited  restricted  stock 

168  B 

m 

grant  of  15,000  shares. 

i.  O.O 

1  7 

—  1  /  .O 

B 

IBM 

81667.0 
34.3 

L.V.  Gerstner  Jr.,  chmn.  &  CEO 
J.M.  Thompson,  sr.  v-p 

9387 
1613 

56 
15 

36947 
7454 

71477 
28968 

414 

B 

ft/1  ft 
Oh-. (3 

121 

B 

INTUIT 

717.2 
0.0 

W.V.  Campbell,  pres.  &  CEO* 
S.D.  Cook,  chmn.t 

•CEO  left  office  7/31/98. 

1006 
614 

16 
61 

2441 
0 

6508 
1269 

93 

m 
m 

-1.8 

NM 

a 

m 

a 

LEXMARK  3020.6 
INTERNATIONAL  GROUP  42.0 

P.J.  Curlander,  pres.  &  CEO* 
M.L.  Mann,  chmn. 

'Became  CEO  5/1/98. 

1596 
2401 

84 
68 

183 
275 

3578 
5793 

551 

a 
m 

"^9  7 

i  .U 

m 

LLI 

m 

MICROSOFT 

16660.0 
29.3 

W.H.Gates  III,  chmn.  &  CEO  542 
R.J.  Herbold,  exec,  v-p  &  COO  1108* 

'Includes  $250,000  payment  related  to  loining  company. 

-8 
-8 

0 

3011 

1696 
6408 

632 

m 
m 

7  6 

m 

LLI 

NCR 

6505.0 
8.4 

L.  Nyberg,  chmn.,  pres.  &  CEO 
H.  Takahashi,  chmn.-NCR  Japan  Ltd  t 

1736 
909 

58 
111 

0 
83 

13126 
2277 

NA 

NA 
NA 

0.4 

NM 

NM 
NM 

NETSCAPE 
COMMUNICATIONS 

NA 
NA 

J.L.  Barksdale,  pres.  &  CEO 
B.M.  Ariko,  exec,  v-p  &  COO* 

•Joined  company  8/10/98. 

0 
671 

0 
NA 

0 

720 

100 
NA 

87 

a 

NA 

NA 

NA 

NA 
NA 

NOVELL 

1117.7 
7.7 

E.E.  Schmidt,  chmn.  &  CEO 
CM.  Stone,  sr.  v-pt 

1222 
611 

68 
259 

0 
0 

NA 
NA 

127 

NA 
NA 

3.5 

-55.8 

NA 
NA 

ORACLE 

7966.4 
36.0 

L.J.  Ellison,  chmn.  &  CEO 
R.J.  Lane,  pres.  &  COO 

1530 
1181 

-46 
-48 

0 

6819 

23454 
36938 

229 

m 
m 

32.7 

11.8 

a 

PARAMETRIC 
TECHNOLOGY 

1009.2 
26.0 

S.C.  Walske,  chmn.  &  CEO                  345        -53       3102          35198  98 

B.  Cohen,  exec,  v-p*                       1383**      NA        317  NA 

•Joined  company  1/12/99,  '•Includes  $1.1  mil.  paid  in  connection  witfi  his  severance  from  Computervision 

m 

NA 

9Q  n 

OA  ft 

NA 

PITNEY  BOWES 

4220.5 
34.5 

M.J.  Critelli,  chmn.  &  CEO 
M.C.  Breslawsky,  pres.  &  COO 

1992 
1669 

11 

12 

3127 
2355 

10707 
9794 

301 

m 
m 

01  Q 

7^  1 

12 

s 

SABRE  GROUP 
HOLDINGS 

2306.0 
25.0 

M.J.  Durham,  pres.  &  CEO  1004 
T.M.  Cook,  sr.  v-p  454 

*Long-lerm  compensation  has  not  been  determined. 

41 

22 

1220* 
1766* 

5114 
3501 

NA 

NA 
NA 

9ft  n 

INM 

Mfl 
INr 

m 

SEAGATE 
TECHNOLOGY 

6604.0 
-1.1 

A.F.  Shugart,  chmn.  &  CEO*  764 
S.J.  Luczo,  pres.  &  CEO**t  638 

•Left  company  7/1/98,  "Became  CEO  7/1/98, 

-61 
-57 

0 

2974 

19136 
13842 

127 

B 
[U 

8.8 

-106.5 

E 

a 

SIEBEL  SYSTEMS 

391.5 
14.8 

T.M.  Siebel,  chmn.  &  CEO 
P.A.  House,  exec,  v-p  &  COO 

800 
675 

150 
118 

9800 
0 

11240 
1268 

NA 

NA 
NA 

6.3 

362.1 

E 

a 

SUN 

MICROSYSTEMS 

10517.6 
21.5 

S.G.  McNealy,  chmn.,  pres.  &  CEO 
E.J.  Zander,  COO 

1698 
1188 

-34 
10 

46317 
4670 

72757 
15093 

375 

B 

m 

23.5 

28.0 

a 
a 

SUNGARO  DATA 
SYSTEMS 

1159.7 
15.6 

J.L.  Mann,  chmn.,  pres.  &  CEO 
P.L.  Dowd,  sr.  v-pt 

1329 
1074 

19 
104 

6522 
763 

10302 
3097 

279 

m 
m 

12.3 

35.6 

n 

[2 

SYNOPSYS 

724.0 
14.6 

A.J.  De  Geus,  chmn.  &  CEO 
C.  Chan,  pres.  &  COO 

753 
693 

51 
62 

0 
0 

2290 
3956 

143 

a 
m 

1/11 

1  9  C. 

LL 

g 

3COM 

5571.7 
10.2 

E.A.  Benhamou,  chmn.  &  pres.  &  CEO 
J.  McCartney,  pres.* 

•Joined  company  6/1/97.  •  'Includes  $5.3  m 

818          19       6496  32005 
826         NA     77623**  NA 

1,  in  severance  payment.  (Resigned  3/22/98.) 

96 

NA 

12.0 

-43.8 

a 

INr 

UNISYS 

7208.4 
289.2 

L.A.  Welnbach,  chmn.,  pres.  &  CEO 
G.R.  Gazerwitz,  exec,  v-pt 

'Includes  $42,461  for  relocation  expenses. 

4333* 
767 

40 
14 

0 

2538 

NA 
4963 

626 

NA 

a 

NM 

NM 

N/ 
N/ 

XEROX 

19449.0 
11.1 

P.A.  Allaire,  CEO 
G.R.  Thoman,  COO 

May  include  preliminary  data,  'Includes  $3,7 

5676        -25       8276  42439 
4104         47       5544*  NA 
5  mil,  in  connection  with  joining  the  company. 

273 

B 

NA 

21.9 

-61.3 

a 

N/ 
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HERE'S  SOMEONE  YOU 
REALLY  SHOULD  MEET. 


That  someone  is  your  CDW  account  manager,  a  Direct  Solutions  Provider  assigned  to  you  personally.  He'll  use 
his  expertise  to  help  you  select  the  right  top-name  brands  in  PCs,  peripherals  and  software  -  brands  like  Compaq, 
IBM,  Toshiba,  Hewlett-Packard,  Cisco  and  Microsoft  -  and  build  a  custom-configured  solution  that's  right  for  your 
business.  Finally,  a  one-stop  resource  for  everything  you  need,  including  great  savings  in  time  and  money.  It's 
exactly  what  you  should  expect  from  a  billion-dollar,  FORTUNE'  1000  company.  So  call  888-239-7278 
or  visit  www.cdw.com  to  meet  your  personal  account  manager.  And  begin  a  rewarding  new  relationship. 


Computing  Solutions 
Built  for  Business'"' 

888-239-7278  www.cdw.com 
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EXECUTIVE  COMPENSATION  SCOREBOARD 


COMPANY   EXECUTTVE   1998  COMPENSATION  1996-98  PAY-PERFORMANCE  ANALYSIS 


_3lvi- 

-o  ChA!»EE  TFRM 

SALES:  S  MIUOliK 
RDL  % 

i.  BBIsUS 

%m 

FROM 

COMP 

%m 

l'.'.'. 
Ni35"3; 

YAHOO 

203.3 
-.S 

T.  Koc^le,  pres.  &  CEO 
J.  Mallett,  COO 

195 

1S5 

18 

7318 

'20318 

22532 

NA 

A 

NM 

m 

23    OIL  SERVICE  &  SUPPLY  (RESOURCES) 

BAKER  HUGHES 

6311.9 
-9.3 

M.L.  Lukens,  chmn.,  pres.  &  CEO 
A.J.  Szescila,  pres.? 

800 
426 

-52 
-28 

1919 
392 

6441 
2522 

75 

|3j 

m 

1.8 

-225.6 

1 

DIAMOND  OFFSHORE 
DRILLING 

1208.8 
22.7 

J.S.  Tlsch.  chmn.  &  CEO* 
R.E.  Rose.  pres.  &CEO*' 

■Be:s--£  ZIZ  3  3198.  "Resigned  331/98 

395 

140 

NA 

-77 

0 
55 

NA 
1429 

143 

NA 

3] 

17.7 

NM 

NA 

a 

HALLIBURTON 

17353.1 
-0.4 

R.B.  Cheney.  CEO 
W.E.  Bradford,  chmn.t 

2338 
2674 

-24 
NA 

1525 
3779 

9068 
NA 

127 

2; 

NA 

10.4 

-102.7 

m 

NA 

SCHLUMBERGER 

11815.5 
1 2  S 

D.E.  Baird,  chmn.  &  CEO 
V.E.  Grijalva.  vice-chmn. 

2100 
lOiO 

-30 

n 

29750 

1^0 

!S 

15.7 

-2-5 

H 

u 

24    PAPER  &  FOREST  PRODUCTS  (RESOURCES) 

FORT  JAMES 

7301.1 
47.2 

M.L.  Marsh,  chmn.  &  CEO 
M.T.  Riordan,  pres.  &  COOl 

'Includes  SI -i  rnri.  fonai  payments  and  $8 

2543          -6            0  17081 
3111*        57      11932*  25267 
3  mil.  for  severance  payment.  (Resigned  7/1/98.) 

175 

3. 

26.6 

951.4 

m 
m 

GEORGIA-PACIFIC 
GROUP 

13223.0 
3.3 

A.D.  Correll.  chmn.,  pres.  &  CEO  2849* 
D.L.  Glass,  exec,  v-p  1247** 

'■'c'L.:e;  SI  3  "  .'c- •Li>.£5  cr  .'esied  restricted  stock,  ' 

33            0           6246  129 
25            0  2732 

'Includes  S391.356.for  taxes  on  vested  restricted 

m 
m 

stock 

1.8 

-88.6 

m 
u 

KIMBERLY-CLARK 

12297.8 
30.3 

W.R.  Sanders,  chmn.  &  CEO 
T.J.  Falk.  pres. 

1321 
715 

11 
38 

5372 
0 

22323 
3763 

140 

H 

i3j 

27.7  3229.2 

m 
ffl 

WEYERHAEUSER 

10755.0 
6.5 

S.R.  Rogel.  pres.  &  CEO                    1711      4708  0 
T.M.  LiJthy,  sr.  v-pi                            860*       175  422 

'  rciLices  S325,j30  te'  .s  in  stock  equivalents  for  deferring  retirement. 

NA 

1950 

130 

NA 

in 

8.0 

-63.5 

NA 

m 

WILLAMETTE 

INDUSTRIES 

3700-3 

W.  Swindells,  chmn.  &  CEO* 
D.C.  McDougall.  pres.  &  CEO** 

935 

525 

1000 

Q 

\!a 

125 

\l£ 

5-9 

-8^-1 

NA 

25    PERSONAL  CARE  PRODUCTS  (CONSUMER  PRODUCTS) 

AVON  PRODUCTS 

5212.7 
94.7 

J.E.  Preston,  chmn.  &  CEOt 
C.R.  Perrin,  CEO* 

2260 
1798 

59 
NA 

8956 
0 

23997 
NA 

250 

m 

NA 

115.0 

-35.2 

i3J 
NA 

CLOROX 

2834.2 
27.9 

G.C.  Sullivan,  chmn.  &  CEO 
P.N.  Louras.  group  v-p 

1898 
660 

15 
8 

1312 
596 

7404 
2855 

346 

m 
m 

25.3 

31.0 

m 
ffl 

COLGATE-PALMOLIVE 

8971.5 
40.3 

R.  Mark.  chmn.  &  CEO 
W.S.  Shanahan.  pres.  &  COO 

3456 
2254 

-10 
0 

49247 
25470 

84614 
49356 

279 

1] 
w, 

34.7 

342.9 

m 
m 

ECOLAB 

1888.2 
23.5 

A.L.  Schuman,  pres.  &  CEO 

M.E.  Shannon,  chmn..  CFG  &  CAO 

1827 
970 

11 

5 

1222 
1051 

7889 
5743 

252 

m 

23.2 

8.5 

m 
m 

ESTEE  UUDER 

3804.5 
27.8 

L.A.  Lauder,  chmn.  &  CEO 
F.H.  Langhammer.  pres.  &  COO 

5617 
3300 

26 
5 

0 

1500 

13371 
13951 

250 

m 
m 

28.6 

-14.6 

u 

m 

GILLETTE 

10055.0 
23.3 

A.M.  Zeien,  chmn.  &  CEOt 
M.C.  Hawley,  pres.  &  COO* 

3000 
1245 

-12 
-8 

5828 
0 

24138 
4757 

189 

m 

m 

24.8 

-30.2 

m 
m 

PROCTER  &  GAMBLE 

37502.0 
30.5 

J.E.  Pepper,  chmn.  &  CEO 
H.  EInsmann,  exec,  v-p 

1250* 
1655* 

iec  r  If ; : 

197- 

9539 

23 " 

T 

28.0 

2^.8 

m 
m 

26    PUBLISHING,  RADIO  &  TV  BROADCAST  (SERVICE) 

CBS 

6805.0 
-0.2 

M.H.  Jordan,  chmn.  &  CEOt 
M.  Karmazin.  pres.  &  COO** 

'     .;;s      -     -               .'. Iss.-ngco 

2083        -32       6000*         13499      205  H 
4000'          2    197934***           NA  NA 

"Became  CEO    3  '99.  "'includes  S2  mil.  specei  award-  Comp.  also  i 

-5.2       NM  |4J 
NA 

sted  under  Infinity  Brcadcasting 

CLEAR  CHANNEL 
COMMUNICATIONS 

1350.9 
1.2 

L.L.  Mays.  chmn.  &  CEO 
M.P.  Mays.  pres.  &  COO 

3253 
916 

"  o 

25 

23215 
0 

35279 
5610 

Hi 

4.1 

-93.8 

COX 

COMMUNICATIONS 

1715-8 
2--. 3 

J.O.  Robbins.  pres.  &  CEO 
J.W.  Hayes,  sr.  v-p  &  CFO 

725* 
472 

13 
17 

2771 
1143 

5438 
2390 

3b  A 

Jj 

5.4 

445.5 

m 

DOW  JONES 

2158-1 
1.6 

PR.  Kann.  chmn.  &  CEO 
K.L.  Burenga.  pres.  &  COOt 

1153 
871 

25 
19 

A14- 
320 

4150 
3141 

129 

T 

1 

-29.8 

-85.1 

m 

GANNETT 

5121.3 
25.1 

J  J.  Curley.  chmn.  &  CEO  2407 
D.H.  McCorklndale.  vice-chmn.  &  pres.  2238 

12 
16 

3534 
2944 

16178 
10843 

220 

a 
a 

22.3 

13.0 

1 

INFINITY 
BROADCASTING 

1893.0 
A.O 

M.  Karmazin.  chmn..  pres.  &  CEOi      4000*          2    197934"            NA        NA       NA  2.5 

W.Apfelbaum,pres.&CEasub4            2450***     26            0              NA  NA 

'C:  ~  ;€ns3:  D'l  ais:   s:£g  j':2e'  CBS.  "Includes  S2.D  mil.  specis!  a>vard.  "'Compensstion  paid  by  CBS  or  its  subsidiaries. 

N.V 

NA 
NA 

KNIGHT-RIDDER 

3091.9 
18.4 

PA.  Ridder,  chmn.  &  CEO  1225 
F.  McComas,  sr.  v-p  672 

'            Sr55  153  o'i-'.  r-'e  reloc3i;or  payments. 

-20 

-9 

2733* 
599* 

9505 
3215 

172 

n 

22.6 

22.1 

1 
1 

McGRAW-HILL 

3729.1 
22.0 

H.W.  McGraw  III,  pres.  &  CEO* 
J.L.  Dionne.  chmn.t 

'Bece-^T  CE:  i  29  98 

1514 
1238 

6 

^8 

1931 
5960 

8243 

26400 

252 

1 

m 

26.2 

OA 

g 

NEW  YORK  TIMES 

2936.7 
18.7 

R.T.  Lewis,  pres.  &  CEO 
A.O.  Sulzberger  Jr.,  chmn. 

1085 
1108 

-7 
11 

0 

1070 

5173 
5756 

244 

ij 

13.0 

122.0 

1 

FOOTNOTES  ON  PAGf 


here's  a  Smarter  Way  to  Unlock  Your  Enterprise  System  Data. 


SAS^  Solutions  Hold  tlie  Key. 

♦  Free  up  your  ERP  data  to  free  up  your  business 

♦  Enhance  profitability  through  data  mining 

♦  Unleash  the  business  potential  of  R/3,  other  ERP 
systems,  or  other  data  sources— using  integrated 
SAS  capabilities  for  CRM,  balanced  scorecard, 
quality  Improvement,  and  more. 

SAS  software  solutions  leverage  strategic  partnerships 
and  are  Year  2000  compliant  and  platform  independent. 

Visit  us  at  www.sas.com/erppayoff  for  more  information 
and  to  request  our  free  guide:  Maximizing  Return  on  Your 
SAP  AG  R/3  Investment.  Or  give  us  a  call  at  919-677-8200. 

SAS  Institute  Inc.  The  Business  of  Better  Decision  Making.  sas  institute  inc. 

3  and  all  other  SAS  Institute  inc  product  or  service  names  are  registered  trademartts  or  trademarks  ol  SAS  InsBlute  Inc  in  the  USA  and  other  counlnes  ®  indicates  USA  regist/alion 

■ef  brand  and  product  names  are  trademarks  of  their  respective  companies  Copynght  ©  1999  by  SAS  Institute  Inc     20692  BUS 


^'~V\   You've  invested  millions  in  your  ERP  system. 

Looking  for  a  way  to  turn  all  that  data  into 
information. ..and  true  competitive  advan- 
■         ^^^>^  ^^9^^  You're  ready  to  expand  your 

business.  Seeking  a  reliable  way 
i  ^'ts^^^         evaluate  profits,  monitor 

costs,  and  manage  budgets? 
lu're  anxious  to  satisfy  customer  needs  and  stake- 
ilder  demands.  Waiting  for  one  consistent  version  of 
e  truth — from  every  corner  of  your  enterprise? 

\S  software  solutions  —  from  the  world's  leader  in 
icision  support — let  you  get  down  to  business  with 
\P  AG's  R/3. ..or  any  other  data. 


www.sas.com/erppayoff    E-mail:  bw@sas.Gom  919.677.8200 


EXECUTIVE  COMPENSATION  SCOREBOARD 


TOTAL  ANNUAL  COMP             LONG-           PAY  VS.  SHAREHOLDER  RETURN  PAY  VS.  CORPORATE  PROFIT 

1998                                                                         SALARY        %  CHANGE       TERM              TOTAL        $  VALUE  CHANGE 

SALES:  $  MILLIONS                                                                 &  BONUS          FROM         COMP.             COMP        OF$!00  ROE       IN  ROE 

ROE:%                                                                         $000             1997           $000               $000        INVESTED      RATING  %           %  RATING 

TIME  WARNER           14582.0     G.M.  Levin,  chmn.  &  CEO                  8987          21        5560          '29547      335        H  ^Z9       NM  a" 
 ^^1_  _  R.E.  Turner,  v-chmn  6700  ^18  0  i3557_  1  P_ 

TIMES  MIRROR           3009.1     M.H.  Willes,  chmn.,  pres.  &  CEO         2963           3         508          10243       170        d  57.0       NM  [2] 

9.4     T.  Unterman.exec.  v-p&CFO             2125*       107       2685            7301                   D  \Y\ 

*  Includes  $1  0  mil.  special  bonus. 

TRIBUNE                  2980.9     J.W.  Madigan,  chmn.,  pres.  &  CEO       1733         -8       8712          25392      225       M  19.4       1.7  'M 

 17^8  _  JX_. powdle,_e_xec^  y-p^  n_2_7  -3        4722  iZ891_  B 

UNIVISION                  577.1     A.J.  Perenchio,  chmn.  &  CEOt                0*       NM            0             600       NA       NA  11.1       NM  NA 

COMMUNICATIONS           2.4     R.  Rodriguez,  pres.  &  COO-sub.t         4607       284            0           7007                 NA  NA 

'Serves  as  CEO  without  remuneration. 

USA  NETWORKS          2634.1     B.  Diller,  chmn.  &  CEOt                      127         NM      15041*         17359      191        H  "r2""l52.4  S 

3.1     V.A.  Kaufman,  CFOt                          950         90         500            1969                  H]  [D 
'Includes  $999, 162  in  amortized  unearned  compensation  &  $286,368  in  imputed  interest. 

WASmNGTON  POST     2110.4     D.E.  Graham,  CEO                           400           0         171           2391      213        □  22.9""76.3  Q] 

28.3     A.G.  Spoon,  pres.  &  COO                     972            1        1662            9472                   [3]  [3] 


27    RAILROADS  (TRANSPORTATION) 

BURLINGTON  NORTHERN  8941.0  R.D.  Krebs,  chmn.,  pres.  &  CEO            566*          1        6330          18929      137  H         14.2    323.0  M 

SANTA  FE                      14.9     D.E.  Springer,  sr.  v-p  &  CFO                 638          15        1822            7576  [1  [3] 
"Excludes  portion  of  bonus  paid  m  restricted  stock. 

CSX                         9898.0     J.W.  Snow,  chmn.,  pres.  &  CEO           1385*        11       3890          18538        97  [S         13,4    -37.3  H 

9.1     A.R.  Carpenter,  pres.  &  CEO-sub.t       1048*        14       2677           8570  B  1 

'Excludes  portion  of  bonus  paid  m  restricted  stock. 

NORFOLK  SOUTHE'rN    4221.0     D.R.  Goode,  chmn.,  pres.  &  CEO         2527          27       2269          14251       129  13.0    -27.9  M 

 10^6  _  H.C.  Wolf,  yice-chmn.  &_CFO_  1190  40  806   5373_  a_  P_ 

UNION  PACIFIC          10553  0     R.K.  Davidson,  chmn.  &  CEO               895          -1             0            4267       105  m           2.0-185.3  [2] 

-8.3     I.J.  Evans,  pres.  &  COO*                     647                   3210**            NA  NA  NA 

■Joined  company  9.'1 5/98.  "Includes  $500,000  in  forfeited  compensation  for  leaving  previous  employer. 


28    RETAILING:  FOOD  (SERVICE) 

KROGER                  28203.3     J.A.  Pichler,  chmn.  &  CEO  1227  40  2054  7548  324        g]  NM       NM  NA 

NM     D.B.  Dillon,  pres.  &  COO  825  35  2137  6513  m  NA 

May  include  preliminary  data. 

SAFEWAY                24484.2     S.A.  Burd,  pres.  &  CEO  1875  42  0  21399  473       M  32.3    -29.6  H 

 29^0  _  _K_-W^ Oder,  exec,  y-p  1100  42        7094  _14548  _S  B 

WINN-DIXIE  STORES    13866.0     A.D.  Davis,  chmn.  &  CEO  600  -1  0  1957  132        □  15.4    -37.0  H 

11.8     J.  Kufeldt,  pres.  600  -1  346  2944  [U  |2] 


29  RETAILING:  NONFOOD  (SERVICE) 

AMAZON.COM              610,0     J. P  Bezos,  chmn.,  pres.  &  CEOt            82  3            0             225       NA       NA     -118.9       NM  [U 

-89,8     R.L.  Dalzell,  v-p                               202  -17       7203               NA  NA  NA 

May  include  preliminary  data.  j 

AUTOZONE                 3468.6     J.C.  Adams  Jr.,  chmn.  &  CEO               774  26            0            1772      114        S         18.4    -12.3  Q] 

 17^8  _  T.D.  Vargo,pres^&  COO   ^519  ^17  0  _1530_  S  

CARDINAL  HEALTH      16621.5     R.D.  Walter,  chmn.  &  CEO                1524  13       2300           6760      313        H]         12.9    -17,3  U 

 12^8  _  J.C.  Kane,  pres.  &  COO  ^978  ^11  0  2780   E  S 

COSTCO                  24838.2     J.D.  Sinegal,  pres.  &  CEO                    533  7            0            1483      473        □         14.1      10.2  m 

 15^6  _  J.H.  Brotman,  chmn.  ^533  7  0  _1483_  H  E 

CVS                        15273.6     T.M.  Ryan,  pres.  &  CEO*                   2003  14       3786          12807      425        [U         12.8       NM  g] 
13.5     C.C.Conaway,  exec,  v-p  &  CFO                1264  8       2200            8435                  iU  [2] 
 'Became  CEO  5/13/98 

FAMIIyDOLLAR           2447.2     L.  Levine,  chmn.,  CEO  &  treas.*          1492  12            0            4015      505        □         15.5     26.8  [2] 

STORES                        18.1     R.J.  Kelly,  vice-chmn.  &  CFO                707  73            0               NA  NA  NA 

■Left_office  8;l/98___ 

GAP                         9054.5     M.S.  Drexler,  pres.  &cYo                  7'312  109       4829          20536      614        [U         37.8    142.8  [S 

52^4    _R.J._F[sher^ exec,  v-p  3_00_5__   _10_1_  _  _  5972  _12189  S  jl 

MAY  DEPARTMENT     13413.0     E.S.  Kahn,  pres.  &  CEO*                   1875  77       5928          11905      169        H         20.6     46.0  IS 

STORES                       21.7     J.T.  Loeb,  chmn.                           1563  16       1401          10109  B  [H 

May  include  preliminary  data.  'Became  CEO  5/1/98. 

NbRDSTROM              5135. (D     J.J.  Whitacre,  chmn.                       1297  112       1290           3609      177        [f         12.8     35.3  m 

 15^ 7_  _  M.S^Wikstrom,  exec^v-p  ^705  0  146   1875   0  []]_ 

OFFICE  DEPOT            8997.7     D.I.  Fuente,  chmn.  &  CEO                3089  15            0           6582      189        [S         11.5   -12.9  S 

11.5     M.B.  Nelson,  pres.*t                        2154  134            0            3764  \2\  [2] 

'Joined  company  8/I'98 

SEARS,  ROEBUCK      41322.0     A.C.  Martinez,  chmn.,  pres.  &  CEO      2376  45            0           8285      115        12         21.0    -28.0  M 

 17^ 7_  _  _A_.J_.  Lacy^CFO  t  n0_5  1_4_6  JL227  5071_  ^   S 

WALGREEN               15838.0     L.D.  Jorndt,  CEO,  COO  &  pres*            1429  18       4793          11549      403        [2j         18.5       5.2  iS 

18.8    C.R.  Walgreen  III,  chmn. t                 1105  -37       7398         21402  H  3 

•Became  CEO  1.1/98 

30  SERVICE  INDUSTRIES  (SERVICE) 

BROWNING-FERRIS      4451.7     B.E.  Ranck,  pres.  &  CEO                   800*  10         194           2479      104        [2]         10.6     75.7  T 

INDUSTRIES                 24.6     J.G.  Muldoon,  exec,  v-p  &  COO            716  27         712           2416  [3]  i: 

"Excludes  100%  of  bonus  paid  in  restricted  stock. 
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jvi'^    Recently,  customers  of  a  CLEC  in  one  of  our  local  markets  were  clamoring  for  voice  mail 
■J^     service.  However,  the  CLEC  didn't  have  the  capability.  They  needed  a  voice  mail  network, 
and  they  needed  it  now.  That's  when  they  called  in  GTE  WHOLESALE  MARKETS. 
Experience  told  us  it  would  take  eighteen  months  to  construct  an  entirely  new  voice  mail  network. 
Not  good  enough.  So  we  devised  a  plan  that  would  use  existing  GTE  infrastructure  and  bring  the 
same  service  online  in  just  one  month.  Without  tying  up  huge  amounts  of  capital  in  the  process. 
Is  a  communications  problem  throwing  you  a  curve?  GTE  can  deliver  innovative  solutions  that 
provide  more  capacity,  more  technology,  more  of  what  you  need  to  be  successfiil.  And  we  can  do  it 
in  a  hurry.  Call  GTE  Wholesale  Markets  at  1-888-483-9594,  or  visit  us  on  the  Internet  at 
www.gte.com/Wmkts.  We're  quick.  We're  cost  competitive.  And,  best  of  all,  we'll  steer  you  in 
the  right  direction  and  help  you  accelerate  toward  your  goals. 
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PEOPLE 
MOVING 
IDEAS- 


NETWORK 
SERVICES 


EXECUTIVE  COMPENSATION  SCOREBOARD 


COMPANY 


EXECUTIVE 


1998  COMPENSATION 


TOTAL  ANNUAL  COMP 


1998 


SALES:  $  MILLIONS 
ROE;  % 


SALARY 
&  BONUS 


LONG- 
%  CHANGE  TERM 
FROM  COMP. 
1997  $000 


1996-98  PAY-PERFORMANCE  ANALYSIS 

PAY  VS  SHAREHOLDER  RETURN  PAY  VS  CORPORATE  PROFIT 

TOTAL  $  VALUE  CHANGE 
COMP        OF  $100  ROE       IN  ROE 

$000        INVESTED      RATING  %  %  RATH 


CENDANT 

5266.1 
3.4 

H.R.  Silverman,  chmn.,  pres.  &  CEOt 
M.P.  Monaco,  vice<hmn.t 

2818 
1035 

-29 
29 

61063 
0 

■  98635 
1941 

85 

[U 

m 

6.1 

-84.9 

1 
1 

rlNTAC 

18.6 

R  1   knhlhonn  CPCi 
n.j.  rvuiiiiicpp,  ^cvj 

R.R.  Buck,  sr.  v-p 

444 

7 

0 

1  J  /  D 

1307 

^9  1 

TTT 
LLI 

B 

1  Q  /I 

D.  J. 

LL 
11 

riuiRi 

umUl 

1  97  R 

10.7 

r\  Q    Wothoroll    rhmrt     nroc  fl. 

u.o*  vvciiicicii,  Liiiini.,  prc9.  ot 

H.  Hawrysz,  pres.  &  CEO-sub. 

211 

u 
88 

54 

77  1 

NA 

M-o  / 

lAl 

NA 

-12.5 

56.5 

N/ 

DONNELLEY  (R.R.) 

5018.4 
22.6 

W.L.  Davis,  chmn.  &  CEO 
J. P.  Ward,  pres.  &  COO 

1870 
1129 

50 
30 

0 

176 

NA 
2991 

119 

NA 

11 

8.7 

64.7 

N/ 
H 

ENRON 

31260.0 
10.1 

K.L.  Lay,  chmn.  &  CEO 
J.K.  Skilling,  chmn.  &  COO 

May  include  preliminary  data. 

4577 
3091 

140 
153 

16978 
4651 

32079 
26432 

160 

m 

9.2 

-39.6 

B 

H 

FnillTV  nFFITF 

PROPERTIES  TRUST 

4.5 

M.A.  Steele,  exec  v-p 

1  i^n 

L  1  \J\J 

875 

D 
11 

1200 

NA 

M  A 

NA 

3.7  1425.0 

N/ 

FOX 

16355.8 
12.0 

F.W.  Smith,  chmn.,  pres.  &  CEO 
T.L.  Weise,  pres.  &  CEO-sub. 

"Includes  $491,888  tax  reimbursement. 

2031 
1655* 

64 
24 

15851 
3812 

22324 
13184 

241 

HI 

B 

12.3 

0.4 

i 

GENUINE  PARTS 

6614.0 
17.3 

L.L.  Prince,  chmn.  &  CEO 
T.C.  Gallagher,  pres.  &  COO 

1379 
967 

15 
15 

552 
474 

7522 
4865 

134 

[3] 

18.3 

-7.5 

g 
H 

GRAINGER  (W.W.) 

4341.3 
18.3 

R.L.  Keyser,  chmn.  &  CEO 
J.D.  Fluno,  vice-chmn. 

1358 
985 

19 
6 

838 
1286 

9158 
7222 

131 

a 

H 

16.8 

15.7 

1 
H 

IMS  HEALTH 

1186.5 
21.6 

R.E.  Weissman,  chmn.  &  CEO 
V.R.  Fash,  pres.  &  COO* 

•Became  CEO  3/19/99. 

1898 
1246 

8 
72 

26630 
7441 

38047 
10882 

NA 

NA 
NA 

21.1 

47.1 

B 

H 

INTFRPIIRI  ir  RRnilP 

25.1 

r.n.  ucici  Jr.,  cnmn.  «  v^Cv/ 

E.P.  Beard,  vice-chmn.  &  CFO 

May  include  preliminary  data 

2150 

Q 

14 

'it^  i  D 

10635 

16985 

(20 

a 

23.4 

45.2 

IS 

B 

OMNICOM  GROUP 

4092.0 
26.7 

J.D.  Wren,  pres.  &  CEO 

A.  Rosenshine,  chmn.  &  CEO-sub. 

3425 
3294 

38 
86 

0 

5296 

10211 
16191 

324 

m 

B 

24.8 

5.2 

1 
S 

PAYCHEX 

1103.4 
31.3 

B.T.  Golisano,  chmn.,  pres.  &  CEO 
W.  Turek,  v-p 

596 
340 

9 
6 

0 

225 

1874 
1 146 

355 

ffl 

Q] 

30.7 

14.0 

SERVICEMASTER 

4724.1 
21.1 

C.H.  Cantu,  pres.  &  CEOt 
C.W.  Pollard,  chmn.t 

1045 
700 

-23 
-24 

470 
349 

3932 
2575 

263 

m 
m 

27.7 

-8.5 

H 

[2 

TENET  HEALTHCARE 

10251.0 
10.0 

J.C.  BarbakovK,  chmn.  &  CEO 
M.H.  Focht,  pres.  &  COO 

2797 
1907 

21 
23 

0 
0 

7290 
8640 

127 

m 
m 

6.1 

-33.8 

WELLPOINT  HEALTH 
NETWORKS 

6478.4 
25.1 

L.D.  Schaeffer,  chmn.  &  CEO 
R.A.  Williams,  exec,  v-p 

2133 
821 

43 

-12 

702 
1935 

11090 
6383 

232 

m 

22.3 

132.8 

31    STEEL  (INDUSTRIAL 

LOW  TECH) 

NUCOR 

4151.2 
12.7 

J.D.  Correnti,  vice-chmn.,  pres.  &  CEO 
F.K.  Iverson,  chmn.t 

721 
721 

-8 
-18 

283 
281 

3241 
3461 

78 

m 

14.6 

-35.9 

Q 

32    TELECOMMUNICATIONS  (TELECOMMUNICATIONS) 


ADC  1460.5     W.J.  Cadogan,  chmn.,  pres.,  CEO  &  COO  633*       -22       4496  11439  190 

TELECOMMUNICATIONS     11.7     L.J.  Davis,  sr.  v-p  &  pres.-sub.  430**       17  0  7819 

'Excludes  portion  of  bonus  paid  in  1 37,229  options.  "'Excludes  portion  of  bonus  paid  in  31,448  options. 


13.5 


8.7 


ALLTEL 

5194.0 
16.1 

J.T.  Ford,  chmn.  &  CEO                     1430           5  648* 
D.E.  Foster,  vice-chmn.                    1958         NA  2194** 

'Includes  $3. 1  mil.  above  market  earnings  on  deterred  compensation. '"Includes 

7497      222  [U 
NA  NA 

il.O  mil,  excise-tax  reimbursement. 

17.7 

-12.4 

[2 
N/ 

AMERITECH 

17154.0 
33.1 

R.C.  Notebaert,  chmn.,  pres.  &  CEO 
O.G.  Shaffer,  exec,  v-p 

3030 
1127 

15 
11 

2579 
1891 

11353 
4823 

237 

m 

[H 

29.5 

15.6 

n 

AT&T 

53223.0 
21.8 

CM.  Armstrong,  chmn.  &  CEO 
J.D.  Zeglis,  pres. 

3807 
2214 

1205 
7 

0 

7621 

NA 
16006 

190 

NA 

@] 

23.0  2603.2 

N/ 
[4 

BELLSOUTH 

23123.0 
21.9 

F.D.  Ackerman,  chmn.,  pres.  &  CEO 
J. A.  Drummond,  pres.  &  CEO-sub. 

3002 
1491 

41 
44 

7148 
497 

14597 
4686 

250 

m 
m 

21.7 

65.5 

[; 

l: 

CENTURY  TELEPHONE 
ENTERPRISES 

1577,1 
15.0 

G.F.  Post  III,  vice-chmn.,  pres.  &  CEO  984* 
CM.  Williams,  chmn.  1057* 

"Excludes  portion  of  bonus  paid  in  restricted  stock. 

-29 
-32 

277 
290 

5564 
5970 

327 

m 
m 

15.8 

15.9 

G 

FRONTIER 

2593.6 
17.8 

J.P.  Clayton,  pres.  &  CEO 
J.T.  Carr,  exec,  v-p 

1269 
575 

78 
80 

249 
933 

NA 
2097 

126 

NA 

m 

14,8 

10.1 

N, 
[' 

LUCENT 
TECHNOLOGIES 

30627.0 
28.5 

R.A.  McGinn,  chmn.  &  CEO* 
H.B.  Schacht,  chmn.  &  CEO 

•Became  CEO  10/7/97, 

13083 
2020 

431 
34 

12245 
65016 

41481 
70486 

NA 

NA 
NA 

17.6 

NM 

r; 

E- 

QWEST  2242.7 
COMMUNICfiTIONS  INTL.  -19.9 

J.P.  Nacchio,  chmn.  &  CEO               1055         18     18155*  NA 
L.O.  Witks,  pres.                               667**     166            0  NA 

May  include  preiiminar^  data,  'Includes  $1,5  mil,  as  second  installment  of  equalization  payment 

NA       NA       -30.0        NA  N 
NA  N, 
"Includes  $200,000  in  relocation  paynients 

SBC 

COMMUNICATIONS 

28777.0 
31.8 

E.E.  WhitacreJr.,chmn.  &CEO          6704         43      15842*  44735 
R.S.  Caldwell,  pres.                         1982          17       3015**  12283 
■Includes  892,857  units  valued  at  $12.5  mil.  "Includes  142.857  units  valued  at  $2,0  mil. 

204 

E 

25.8 

5.4 

E 

SPRINT  FON  GROUP 

16016.9 
16.6 

W.T.  Esrey,  chmn.  &  CEO 
R.T.  LeMay,  pres.  &  COO 

1927 
1437 

80 

134 

22644 
4149 

39192 
27135 

306 

H 
1 

13.7 

-18.5 

[■ 

u 
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Circles  oF  madness  surround  you, 

but  you  are  perfectly  calm.  Centered. 
Controlling  the  chaos  with  the  new  HP  Vectra  PCs. 

The  Vectra  PC,  running  Windows  NT'  Workstation  as 
a  Windows'  2000  Ready  PC,  uses  award-winning  TopTools 
management  software  to  track  countless  PCs  instantly. 

Upgrade  drivers  and  BIOS  remotely.  And  troubleshoot 

problems  before  they  occur.  Which  keeps  crises,  as  well  as 

costs,  under  control.    ,      .  , 

Leaving  you  free  to  concentrate  on 

everything  else  you  have  to  do. 


Engineerect  on  a  human  level . 


Pentium*]! 


EXECUTIVE  COMPENSATION  SCOREBOARD 


COMPANY 


EXECUTIVE 


SALES:  $  MILLIONS 

ROE:% 


1998  COMPENSATION 


TOTAL  ANNUAL  COMP  lqNG- 

SALARY        %  CHANGE  TERM 

&  BONUS  FROM  COMP, 

$000  1997  $000 


1996-98  PAY-PERFORMANCE  ANALYSIS 

PAY  VS  SHAREHOLDER  RETURN  PAY  VS  CORPORATE  PROFIT 

TOTAL  $  VALUE  CHANGE 
COMP.        OF  $100  ROE       IN  ROE 

$000        INVESTED      RATING  %  %  RATIN 


TELLABS 

1660.1 
28.9 

M.J.  Birck,  pres.  &  CEO 
B.J.  Jackman,  pres. -sub. 

740 
496 

28 
21 

0 
0 

■  1892 
7893 

371 

m 
m 

25.7 

8.4 

ffl 

m 

U  S  WEST 

12378.0 

199.7 

S.D.  Trujillo,  pres.  &  CEO*t 
G.M.  Winn,  exec,  v-pt 

•Became  CEO  1/1.'98. 

1408 

567 

19 

14 

585 

167 

4274 
NA 

214 

m 

NA 

86.3 

486.4 

ffl 

NA 

33    TEXTILES,  APPAREL  (CONSUMER  PRODUCTS) 

NIKE 

8949.6 
7.4 

P.H.  Knight,  chmn.  &CEO 
TE.  Clarke,  pres.  &  COO 

1104 
817 

-48 
-45 

0 

1923 

5076 
9536 

120 

m 
a 

14.9 

-67.6 

m 
a 

VF 

5478.8 
18.5 

M.J.  McDonald,  chmn.,  pres.  &  CEO 
J.P.  Schamberger,  v-p 

2297 
1069 

1 
4 

4202 
1307 

11873 
4702 

189 

m 
m 

17.3 

113.4 

m 
m 

34    TIRE  &  RUBBER  (INDUSTRIAL:  LOW  TECH) 

GOODYEAR  TIRE  & 
RUBBER 

12626.3 
19.1 

S.G.  Gibara,  chmn.,  pres.  &  CEO 
W.J.  Sharp,  pres. -sub. 

1580 
705 

-17 

-19 

1284 
444 

8349 
7257 

118 

m 
m 

12.5 

2.8 

m 
m 

35    TOBACCO  (CONSUMER  PRODUCTS) 

PHILIP  MORRIS 

57813.0 
33.2 

G.C.  Bible,  chmn.  &  CEO 
M.H.  Bring,  vice-chmn. 

5351 
3378 

57 
73 

18848 
0 

45107 
15743 

200 

a 

H 

39.9 

-15.3 

a 
m 

RJR  NABISCO 
HOLDINGS 

17037.0 
-7.2 

S.F.  Goldstone,  chmn.  &  CEO 
J.M.  Kilts,  pres. 

4755 
1798 

0 
NA 

7300 
2397 

23566 
NA 

117 

a 

NA 

0.9 

-237.9 

a 

NA 

UST 

1396.9 
97.2 

V.A.  Gierer  Jr.,  chmn.,  pres.  &  CEO 
R.H.  Verheij,  exec,  v-p 

2702 
1398 

5 
1 

410 
21 

13574 
4035 

121 

m 
m 

120.7 

-33.6 

m 
ffl 

36    UTILITIES  (UTILITIES) 

AES 

2398.0 
17.9 

D.W.  Bakke,  pres.  &  CEO 
B.J.  Sharp,  sr.  v-p  &  CFO 

512 
725 

-71 
-15 

1579 
1720 

5011 
3803 

397 

ffl 
m 

16.0 

-8.0 

(3 

m 

AMEREN 

3318.2 
12.6 

C.W.  Mueller,  chmn.,  pres.  &  CEO 
G.L.  Rainwater,  pres.  &  CEO-sub. t 

748 
418 

14 
70 

0 
0 

2009 
842 

124 

ffl 
ffl 

12.6 

-2.5 

m 
Ll 

ffl 

AMERICAN  ELECTRIC 
POWER 

6345.9 
11.0 

E.L.  Draper  Jr.,  chmn.,  pres.  &  CEO 
W.J.  Lhota,  exec,  v-p 

'1998  bonus  estimated. 

974' 
463* 

-7 
-7 

356 
144 

5027 
2196 

137 

m 
m 

12.4 

-9.7 

l 

E 

CAROLINA  POWER  & 
LIGHT 

3130.0 
13.4 

W.  Cavanaugh  III,  pres.  &  CEO 
W.S.  Orser,  exec,  v-p 

1190 
562 

24 
16 

4240 
1698 

7284 
3216 

158 

a 

m 

13.7 

-4.7 

@ 

13 

CENTRAL  &  SOUTH 
WEST 

5482.0 
12.1 

E.R.  Brooks,  chmn.  &  CEO 
TV.  Shockley  III,  pres.  &  COO 

1310 
839 

20 
18 

366 
131 

4238 
2617 

121 

m 
m 

9.7 

-4.0 

H 

l 

CINERGY 

5876.3 
i  u.o 

J.E.  Rogers,  vice-chmn.,  pres.  &  CEO 
J.H.  Randolph,  chmn. 

1476 
920 

40 
0 

50 
103 

9253 
4571 

132 

a 
m 

12.5 

-24.6 

s 

Id 

CONSOLIDATED 
NATURAL  GAS 

2760.4 
12.0 

G.A.  Davidson  Jr.,  chmn.  &  CEO 
R.L.  Adams,  sr.  v-pt 

701 
424 

-33 
29 

785 
2 

4632 
958 

133 

m 
ffl 

12.8 

1049.2 

DOMINION 
RESOURCES 

6086.2 
10.1 

T.E.  Capps,  chmn.,  pres.  &  CEO 
N.B.  Askew,  exec,  v-p 

'Includes  $848,902  tax  reimbursements. 

2238* 
875 

76 
27 

1634 
183 

6699 
NA 

138 

a 

NA 

9.2 

12.4 

N/ 

DTE  ENERGY 

4221.0 
12.0 

J.E.  Lobbia,  chmn.  &  CEOt 
A.F.  Earley  Jr.,  chmn.  &  CEO* 

'Became  CEO  8/1/98, 

925 
869 

6 
34 

121 
1228 

2704 
3283 

150 

m 
a 

10.9 

1.2 

n 

[3 

DUKE  ENERGY 

17610.0 
15.2 

R.B.  Priory,  chmn.,  pres.  &  CEO  1735 
P.M.  Anderson,  pres.  &  COO               1 184 

•Includes  $910,iXXD  in  adjusted  incentives,  " Includes $1, Dm 

69         910*          4793      153        [U  13.7 
96       9594**            NA  NA 
,  in  deferred  compensation  under  employment  agreement.  Resigned  1 1/15/98 

9.3 

[2 
HI 

EDISON 

INTERNATIONAL 

10208.0 
13.1 

J.E.  Bryson,  chmn.  &  CEO 
S.E.  Frank,  pres.  &  COO-SCE 

1931 
1126 

13 
15 

474 

0 

5654 
3046 

183 

m 

m 

12.3 

12.7 

1 
[3 

EL  PASO  ENERGY 

5782.0 
10.7 

W.A.  Wise,  chmn.,  pres.  &  CEO  1753* 
H.B.  Austin,  exec,  v-p  &  CFO  744** 
"Replaced  salan/  and  portion  of  bonus  witti  restricted  stock.  ' 

34       1600          11444  262 
3         438**  4628 
'Unspecified  portion  of  bonus  paid  in  restricted  stock- 

U           7.5  -11.0 

11 

—included  under  both  columns. 

B 

|4 

ENTERGY 

11494.8 
10.4 

R.v.d.Luft,  chmn.  &  CEO*  1236 
J.W.  Leonard,  COO**  1624 

'Became  CEO  5/27/98,  ''Became  CEO  1/1/99, 

NA 
NA 

304 
797 

NA 
NA 

129 

NA 

NA 

6.8 

38.9 

N/ 
N/ 

FIRSTENERGY 

5055.9 
10.0 

W.R.  Holland,  chmn.  &  CEO 
H.P.  Burg,  pres.  &  COO 

896 
593 

2 
20 

1023 
283 

3769 
1803 

167 

m 
m 

9.8 

-18.7 

d 

FPL  GROUP 

6661.0 
13.0 

J.L.  Broadhead,  chmn.,  pres.  &  CEO 
P.J.  Evanson,  pres. 

2011 
1142 

12 
15 

2004 
704 

9837 
4224 

149 

a 
a 

12.8 

2.8 

GPU 

4248.8 
11.1 

F.D.  Hafer,  chmn.,  pres.  &  CEO 
B.L.  Levy,  sr.  v-p 

990 
513 

23 
21 

53 
21 

2542 
1430 

154 

ffl 
m 

10.6 

-24.7 

1 

MONTANA  POWER 

1253.7 
15.6 

R.P.  Gannon,  pres.  &  CEO 
R.F.  Cromer,  exec,  v-p 

■  1998  bonus  not  yet  determined. 

478* 
243* 

61 
29 

808 
191 

1882 
846 

301 

ffl 
ffl 

13.1 

196.2 

D 
D 

NEW  CENTURY 
ENERGIES 

3610.9 
14.0 

B.D.  Helton,  chmn.  &  CEO 

W.H.  Brunetti,  vice-chmn.,  pres.  &  COO 

994 
833 

23 
53 

30 
80 

NA 
2448 

162 

NA 

m 

12.5 

13.0 

n; 

PECO  ENERGY 

5211.0 
16.6 

C.A.  McNeill  Jr.,  chmn.,  pres.  &  CEO 
M.J.  Egan,  sr.  v-pt 

1294 
553 

47 
89 

0 

0 

2899 
NA 

167 

m 

NA 

13.0 

28.5 

0 
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Connections 
Neiu  Aircraft 


Cabin  tmprouements 

r 

lilorldujide  Cargo 

r   '             ■         ■  ■■ 
Prestige  Class 

Cabin  Creiu  Training 

Rtuards  Receiued 


Rerospace  Diuision 


Ground  Seruices 


UJorldujide  Netmorlc 


Cuisine 


Skypass  Club 


UJatch  mouies  on  your  personal 
TU.  Listen  to  your  fauorite  music.  Do  a  little  duty-free  shopplny. 
Call  home  on  your  in-seat  phone.  Enjoy  aiuard-uiinniny  cuisine. 
Or  recline  18B°  and  forget  about  the  world  below  you. 

Earn  Skypass  miles  or  Delta  SkyMiles  on  euery  flight,   luiuiu. koreanair.com 


Entertainment 


Fine  Cuisine 


Skyphone 


Seats  upholstered  in  u/OOl.        Vour  ouin  priuacy  partition.        Reservations  1-888-438-5888.     Meals  seriied  at  passenger's  requelA. 
85-inc:h  seat  pitch.  First  and  Prestige  Class  passengers  haue  access  to  our  Morning  Calm  Lounge. 


KQREANAIR  BEYOND  YOUR  IMAGINATION 


EXECUTIVE  COMPENSATION  SCOREBOARD 


COMPANY   EXECUTIVE   1998  COMPENSATION  1996-98  PAY-PERFORMANCE  ANALYSIS 


TOTAL  ANNUAL  COMP.  LONG-  PAY  VS.  SHAREHOLDER  RfTURN  PAf  VS  CORPORATE  PRORT 

1998                                                                         SALARY        %  CHANGE  TERM  TOTAL        $  VALUE  CHANGE 

SALES;  $  MILUONS                                                                 &  BONUS          FT?OM  COMP,  COMP.        OF  SlOO  ROE       IN  ROE 

ROE.  %                                                                         $000             1997  $000  $000        INVESTED      RATING  %           %  RATIN 


PG&E 

19942  0 
8.9 

r\.L/.  uijiiii  jr.,  (fiiiiiiit,  pres.  ot 

G.R.  Smith,  sr.  v-p;  pres.  &  CEO-sub. 

1674 
852 

112 
92 

453 
174 

1875 

lo  1 

m 

O.O 

— oy.D 

R1 

m 

PP&L  RESOURCES 

3786.0 
21.2 

W.F.  Hecht,  chmn..  pres.  &  CEO 
F.A.  Long,  exec,  v-p 

913 
598 

27 
19 

193 
115 

2913 
1928 

137 

m 

14.6 

70.4 

m 
n 

PUBLIC  SERVICE 
ENTERPRISE  GROUP 

5931.0 
12.6 

E.J.  Ferland,  chmn.,  pres.  &  CEO 
L.R.  Codey,  pres.  &  COO-sub. 

1383 
729 

22 
7 

5340 
63 

9133 
2185 

162 

S 

m 

11.5 

3.9 

B 
HI 

RELIANT  ENERGY 

11488.5 
-2.9 

D.D.  Jordan,  chmn.  &  CEO* 
R.S.  Letbetter,  pres.  &  COO 

'Left  office  6  1  9i. 

3185 
1250 

17 
34 

1026 
308 

14769 
3524 

159 

m 
a 

5.4 

-130.3 

m 
m 

ScMrRA  LnLnuT 

5481.0 
10.1 

R.D.  Farman.  chmn.  &  CEO*  1748 
S.L.  Baum,  v-chmn,  pres.t  1573 

'Became  CEC  5    98  "includes  $1.5  mil.  special  bonus 

79  1573** 
48  1583*** 
•"Includes  $1.3  mil 

5159 
5404 

special  bonus- 

158 

m 
a 

12.5 

-25.3 

13. 

a 

TEXAS  UTILITIES 

14736.1 
8.9 

E.  Nye,  chmn.  &  CEO 
D.W.  Blegler,  pres.  &  COOt 

May  include  preliminary  data. 

1169 
720 

8 

193 

561 
558 

4598 
NA 

133 

m 

NA 

10.4 

NA 

m 

NA 

WILLIAMS 

7678.6 
3.6 

K.E.  Bailey,  chmn.,  pres.  &  CEO           975*        -3      14920  20433 
S.L.  Cropper,  pres.  &  CEO-sub.            584         24       6200**  8698 

"Excludes  per.  c^i  cf  sonus  pa  d  n  restricted  stock.  ''Includes  $664,000  as  part  of  a  separation 

229 

agreement 

S]           8.1  -61.6 
HI 

Left  company  12/31 '98, 

m 

ALPHABETICAL  LIST  OF  COMPANIES 

The  number  following  each  company  name  identifies  the  Scoreboard  category  under  which  it  is  listed 


Abbott  Laboratones  1 1 
ADC  Telecomm.  32 
AES36 
Aetna  21 
AFLAC  21 

Air  Products  &  Chemicals  8 
Alcoa  18 
Allergan  11 
AlliedSignal  9 
Allstate  21 
Alltel  32 
Amazon.com  29 
Ambac  Financial  21 
Amerada  Hess  20 
Ameren  36 
America  Online  22 
Amencan  Electnc  36 
American  Express  21 
American  General  21 
American  Home  11 
Ameritech  32 
Am  gen  11 
AMP  12 
AMR  2 

AmSouth  Bancorporation  5 
Anadarki  Petroleum  20 
Analog  Devices  12 
Anheuser-Busch  6 
Aon  21 

Apple  Computer  22 
Applied  Materials  IS 
Archer  Daniels  13 
Ascend  Communications  22 
Associates  First  Capital  21 
AT&T  32 

Atlantic  Richfield  20 
Automatic  Data  22 
AutoZone  29 
Avery  Oennison  10 
Avon  Products  25 
Baker  Hughes  23 
Bank  of  New  York  5 
Bank  One  5 
BankAmerica  5 
BankBoston  5 
Bankers  Trust  5 
Baxter  International  11 
BB&T5 

Bear  Steams  21 
Becton.  Dickinson  11 
BellSouth  32 
Berkshire  Hathaway  21 


Best  Buy  3 
Bestfoods  13 
Biomet  11 
Black  &  Decker  15 
Boeing  1 

Boston  Scientific  1 1 
Bristol-layers  Squibb  11 
Browning-Ferris  30 
Burtington  Ncrthem  Santa  Fe  27 
Buriington  Resources  20 
Campbell  Soup  13 
Capital  One  Financial  21 
Cardinal  Health  29 
Carnival  17 
Carolina  Power  36 
Caterpillar  15 
CBS  26 
Cendant  30 

Central  &  South  West  36 
Century  Telephone  32 
Ceridian  22 

Charter  One  Financial  21 
Chase  Manhattan  5 
Chevron  20 
Chiron  11 
Chubb  21 
Cigna  21 

Cincinnati  Financial  21 
CINergy  36 
Cintas  30 
Cisco  Systems  22 
Citigroup  21 

Clear  Channel  Commons.  26 
Clorox  25 
CMGI  30 
CNA  Financial  21 
Coastal  20 
Coca-Cola  6 
Coca-Cola  Enterprises  6 
Colgate-Palmolive  25 
Compaq  Computer  22 
Computer  Associates  22 
Computer  Sciences  22 
Compuware  22 
ConAgra  13 
Conoco  20 

Cons.  Natural  Gas  36 
Cooper  Industnes  12 
Corning  19 
Costco  29 

Cox  Communications  26 
CSX  27 


I  CVS  29 
Dana  4 
Danaher 15 
Deere  15 
Delta  Air  Lines  2 
Diamond  Offshore  23 
Disney  (Walt)  17 
Dominion  Resources  36 
Donaldson,  Lufkin  &  JeniettB  21 
Donnelley  (R.R.)  30 
Dover  15 
Dow  Chemical  8 
Dow  Jones  26 
DTE  Energy  36 
Duke  Energy  36 
Dun  &  Bradstreet  21 
DuPont  8 
E*Trade  Group  21 
Eastman  Kodak  17 
Eaton  12 
eBay  22 
Ecolab  25 

Edison  International  36 
El  Paso  Energy  36 
EMC  22 

Emerson  Electric  16 
Enron  30 
Entergy  36 
Equifax  21 
Equitable  21 

Equity  Office  Properties  30 
Estee  Lauder  25 
Family  Dollar  Stores  29 
FDX30 

Fifth  Third  Bancorp  5 
First  Amencan  5 
First  Data  22 
First  Tennessee  Natl.  5 
Rrst  Union  5 
Firstar  5 
FirstEnergy  36 
FIsetv  22 

Fleet  Financial  Group  5 
Fort  James  24 
Fortune  Brands  19 
FPL  Group  36 
Franklin  Resources  21 
Frontier  32 
Gannett  26 
Gap  29 

Gateway  2000  22 
Genentech  11 


General  Dynamics  1 
General  Electnc  9 
General  Mills  13 
Genuine  Parts  30 
Georgia-Pacific  Group  24 
Gillette  25 
Golden  West  21 
Goodyear  Tire  &  Rubber  34 
GPU  36 

Grainger  (W.W.)  30 
Guidantll 
Halliburton  23 
Hariey-Davidson  17 
Hartford  Financial  21 
Hartford  Life  21 
Hasbro  17 
Heinz  (HJ.)13 
Hershey  Foods  13 
Hewlett-Packard  22 
Honeywell  16 
Household  Intl.  21 
Huntington  Bancshares  5 
IBM  22 

Illinois  Tool  Woriis  19 
Immunex  11 
IMS  Health  30 
Infinity  Broadcasting  26 
Ingersoll-Rand  15 
International  Flavors  8 
Interpublic  Group  30 
Intuit  22 
ITT  Industries  15 
Jefferson-Pilot  21 
Johnson  Controls  19 
Kellogg  13 
KeyCorp  5 
Kimberly-Clark  24 
KU-Tencor  16 
Knight-Ridder26 
Kroger  28 
Leggett  &  Flatt  3 
Lehman  Brothers  21 
Lexmark  International  22 
Lilly  (Eli)  11 
Linear  Technology  12 
Lockheed  Martin  1 
Loews  21 
LSI  Logic  12 
Lucent  Technologies  32 
Marriott  Intl.  14 
Marsh  &  McLennan  21 
Marshall  &  llsley  5 


Maxim  Integrated  Prods.  12 

May  Department  Stores  29 

Maytag  3 

MBIA  21 

MBNA  5 

McGraw-Hill  26 

Medtronic  11 

Mellon  Bank  5 

Mercantile  Bancorp  5 

Merck  11 

Merrill  Lynch  21 

Micron  Technology  12 

Microsoft  22 

Minnesota  Mining  19 

Mirage  Resorts  17 

Molexl2 

Monsanto  8 

Montana  Power  36 

Morgan  U  P.)  5 

Morgan  Stanley  Dean  Witter  21 

Morton  International  8 

Motorola  12 

Nabisco  Holdings  13 

National  City  5 

Nationwide  Financial  21 

NCR  22 

Netscape  Communs.  22 
New  Century  Energies  36 
New  York  Times  26 
Newell  Rubbermaid  19 
Nike  33 
Nordstrom  29 
Norfolk  Southern  27 
Northern  Trust  5 
Novell  22 
Nucor31 

Occidental  Pet.  20 
Office  Depot  29 
Old  Kent  Financial  5 
Omnicom  Group  30 
Oracle  22 
Owens-lllinois  10 
PaineWebber  Group  21 
Parametnc  Technology  22 
Parlier  Hannifin  19 
Paychex  30 
PECO  Energy  36 
PepsiCo  6 
Perkin-Elmer  16 
Pfizer  11 
PG&E  36 

Pharrtiacia  &  Upjohn  11 


Philip  Morris  35 
Pioneer  Hi-Bred  13 
Pitney  Bowes  22 
PNC  Bank  5 
Popular  5 

PP&L  Resources  36 
PPG  Industries  7 
Praxair  8 
Price  (T.  Rowe)  21 
Procter  &  Gamble  25 
Progressive  21 
Providian  Financial  5 
Public  Sen/ice  Ent.  36 
Qualcomm  12 
Qvrest  Communications  32 
Ralston  Punna  13 
Raytheon  12 
Regions  Financial  5 
Reliant  Energy  36 
ReliaStar  Financial  21 
Republic  New  York  5 
RJR  Nabisco  35 
Rockwell  International  12 
SABRE  Group  Holdings  22 
Safeco  21 
Safeway  28 
Sara  Lee  13 

SBC  Communications  32 
Schering-Plough  11 
Schlumberger  23 
Schwab  (Chartes)  21 
Seagate  Technology  22 
Sealed  Air  19 
Sears  Roebuck  29 
Sempra  Energy  36 
ServiceMaster  30 
Shen»in-Williams  7 
Siebel  Systems  22 
SLM  Holding  21 
Solectron  12 
SouthTrast  5 
Sprint  (FON  Group)  32 
St.  Paul  21 
Starbucks  13 
State  Street  5 
Strykerll 
Summit  Bancorp.  5 
Sun  Microsystems  22 
SunGard  Data  Systems  22 
SunTrust  Banks  5 
Synopsys  22 
Synovus  Financial  5 
Sysco  13 


Tellabs  32 
Tenet  Healthcare  30 
Tenneco  9 
Texaco  20 

Texas  Instruments  12 
Texas  Utilities  36 
Textron  9 
3Com  22 
Time  Warner  26 
Times  Mirror  26 
Torchmark  21 
Transamenca  21 
Travelers  Property  Casualty  2 
Tribune  26 

Tricon  Global  Restaurants  1 

TRW  9 

Tyco  Intl.  15 

Tyson  Foods  13 

U  S  West  32 

U.S.  Bancorp  5 

UAL  2 

Union  Carbide  8 
Union  Pacific  27 
Union  Planters  5 
Unisys  22 

United  Technologies  1  i 
Univision  Communications 
Inc  26  ! 
US  Ainvays  Group  2  I 
USA  Networks  26 
UST35 

USX-Marathon  20 
Vastar  Resources  20 
VF  33 
Viacom  17 
Vulcan  Matenals  7 
Wachovia  5 
Walgreen  29 
Warner-Lambert  11 
Washington  Mutual  21 
Washington  Post  26 
Watson  Pharmaceuticals  1 
WellPoint  Health  30 
Wells  Fargo  5 
Weyerhaeuser  24 
Whiripool  3 

Willamette  Industries  24 
Williams  36 
Winn-Duie  Stores  28 
Wrigley  (Wm.)  Jr  13 
Xerox  22 
Yahoo  22 

Zions  Bancorporation  5 
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Could  the  world's  leading  companies  partner  with 
one  vendor  to  solve  customer  network  security  issues? 


Microsoft' 


Novell  HTTB 


&  Casualty 

EM  Ernst  &YOUNG  llp 


©1999  Network  Assacioies,  Inc.  All  oihet  bronds  and  trode  names  ote  the  property  ot  their  respective  companies. 


Sports  Business 


COMMENTARY 

By  David  M.  Carter 


THE  CRACK  OF  THE  BAT-AND  LABOR  STRIFE  IN  THE  AIR 


For  fans  across  America,  the  start 
of  a  new  baseball  season  brings  a 
sense  of  renewal  and  optimism. 
Yet  all  the  Opening  Day  festivities 
and  efforts  to  keep  the  euphoria  of 
1998  going  can't  mask  the  awful 
trath:  Major  League  Baseball  faces 
the  unpleasant  prospect  of  labor 
strife  in  the  veiy  near  futui'e. 

Because  it  failed  to  resolve  the 
sport's  most  pressing  financial  con- 
cerns during  the  1994-95  strike,  mlb 
finds  itself  headed  back  toward  the 
bi-ink  as  its  current,  inadequate  col- 
lective bargaining  agreement  expii'es 
at  the  end  of  the  2000  season. 

If  baseball  is  to  continue  its  im- 
pressive rebound,  it  must  aggressive- 
ly address  the  critical  issues  of  i-ev- 
enue  distribution  and  player  cost.  A 
lot  of  folks  blame  the  gi'owing  dispar- 
ity between  teams  on  the  economic 
Dai^vrinism  of  rich  ball  clubs  like  the 
Los  Angeles  Dodgers,  wliich  signed 
pitcher  Kevin  Brown  for  $105  million 
over  seven  years.  But  these  teams 
are  merely  responding — within 
agi"eed-upon  guidelines — to  market 
opportunities. 

Still,  efforts 
to  redress 

baseball's  ip>iF^ 
upstairs- 
downstairs 
divide  have 
been  largely  fniitless. 
Under  the  existing  agree- 
ment, five  teams  with  payi'olls 
in  excess  of  $70.5  million  were  as- 
sessed a  luxury  tax  in  1998.  But  the 
money,  which  went  into  a  revenue- 
sharing  pool,  totaled  a  meager  $6.5 
million — less  than  what  Brown  will 
have  made  by  midseason.  That  will 
do  little  to  coirect  the  financial  im- 
balances between  large-  and  small- 
market  clubs  or  to  discourage  large- 
market  teams  from  spending  lavishly 
on  players. 

LOWER  THRESHOLD.  For  the  luxuiy 
tax  to  have  its  intended  impact,  mlb 
must  in  the  short  term  significantly 
increase  the  rate  from  its  cuirent 
35%  to  as  much  as  50%.  Additionally, 
the  payroll  threshold  required  to 
trigger  the  tax  must  be  lowered  by 
at  least  several  million  dollars.  And 
small-market  teams  must  be  required 


to  reinvest  their  subsidies  rather 
than  use  them  to  cover  losses. 

Before  the  luxury-tax  system  was 
put  into  place,  the  owners  tried  un- 
successfully to  convince  the  players 
that  a  cap  on  salaries  was  necessaiy 
to  protect  the  financial  viability  of  all 
teams.  Given  the  astounding  imbal- 
ance between  clubs — the  payi'oll  of 
the  New  York  Yankees  is  almost  $70 
million  higher  than  that  of  the  Mon- 
treal Expos — owners  will  again  cer- 
tainly push  for  a  salary  cap,  perhaps 
similar  to  the  one  recently  adopted 
by  the  National  Basketball  Assn.  Un- 
der the  nba's  new  contract,  players 
receive  as  much  as  57%  of  defined 
gross  revenues.  In  exchange,  NBA 
players  agi'eed  to  a  salary  scale 
based  primarily  on  experience,  with 
maximum  annual  increases  of  12%. 

Whether  mlb  players  and  theii' 
powerful  union  would  even  consider 
such  a  structure  is  difficult  to  pre- 
dict. But  if  players  reject  a  salary 
cap  and  the  influential  owners  of 
large-market  teams  balk  at  a  higher 


tlir-oughout  both  leagues.  Optimal  pari 
ty  means  most  teams  would  post  a 
wiiming  percentage  ar-ound  .500.  Sure, 
clubs  in  the  large  mar'kets  would  win 
more  frequently,  but  ther-e  would  at 
least  be  a  level  of  uncertainty.  That 
would  help  boost  Nielsen  I'atings  and, 
in  tm"n,  strengthen  advertising  rates 
and  attract  more  corporate  sponsors. 

Failing  to  avert  a  second  major  la- 
bor impasse  in  less  than  a  decade  will 
most  certainly  deal  a  devastating  blow 
to  baseball's  cash  flow.  Corpor-ate 
America  will  back  away,  and  fans  who 
were  wooed  back  to  ballpar-ks  by  the 
electricity  of  the  Mar-k  McGwire-Sam- 
my Sosa  home-r-un  contest  may  be  im- 
willing  to  forgive  baseball  yet  again. 
In  the  end,  wealthy  owners  and  play- 1 
er-s  will  discover  that  there  are  far 
fewer  dollars  over  which  to  bicker. 

Carter,  founder  of  The  Sports 
Business  Group  consultancy,  teaches 
sports  business  at  the  University  of 
Southern  California  Graduate  Schoo, 
of  Business. 


Baseball's  refusal  to  address  player  cost 
and  revenue  sharing 
threatens  its  revival 


ONLY  A  TEAM  IN  A  LARGE  MARKET 
COULD  COUGH  UP  A  PACKAGE  LIKE 
BROWN'S  $105  MILLION  BONANZA 


luxury 
tax,  MLB  vrill 
have  to  adopt  a 
mor-e  liber-al  policy 
regarxling  fi-anchise  r'elo- 
cation.  Essentially,  if  a 
team's  market  is  so  eco- 
nomically unviable  that  it  is 
unable  to  compete,  mlb 
must  allow  it  to  move. 

Of  coiu'se,  no  one  ex- 
pects that  ther-e  will  ever 
be  30  gr-eat  teams  all  rac- 
ing to  fight  their  way  to 
the  World  Series.  How- 
ever, there  should  be  a 
measuT'e  of  parity 
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Well  yes,  come  to  think  of  it,  tiiey  could. 


network 

ABBDCIATEB 


J  LLi" 


Virtually  everyone:  kmows  that  Network  Associates  is  the  largest  provider  of  network  security  and 
atsement  software.  so,  who  better  to  partner  with  the  industry's  top  vendors  and  consulting  organizations 


:REATE    a    NEW,    MORE    ACTIVE    APPROACH    FOR    SECURING    MISSION-CRITICAL  NETWORKS 


^0 


This  "Active  Security"  brings 


£THER  OUR  BEST-OF-BREED  SECURITY  PRODUCTS,  LIKE  PGP  V  P  M  ,  C3AUNTLET  FIREWALL  AND  CYBERCOP  INTRUSION 
TECTION,    WITH   THE    BEST    SECURITY    PRODUCTS    AND    SERVICES    OF   OUR   TECHNOLOGICAL    PARTNERS.    THE    RESULT   IS    AN  EVER- 


ANT,    IMPENETRABLE   BARRIER  AGAINST  C  YBER-TE  R  R  OR  I S  M  .    SO.    HACKERS   BEWARE.  TO   LEARN   HOW   NETWORK  ASSOCIATES 

WORK    WITH    YOUR    COMPANY    TO    PROTECT    YOUR    ASSETS.     CALL     1  -B  D  O- 3  3  Z-<3  9  6  6 .     OR    VISIT  WWW.NAI.CDM/ACTIVESECURITY. 


AUSE    THE     LAST    THING    YOUR     NETWORK     NEEDS     IS     SOME     NASTY     LITTLE  SURPRISE. 


voik  ksociQies.  Inc  AII  othei  bfonds  ond  trade  names  are  ihe  property  oi  iheii  respectrve  compnnres. 


Anetwork 


lASSaCIATES 

Who's  watching  your  network 


Radisson 

HOTELS  WORLDWIDE' 

The  difference  is  genuine." 

ie  difference.  You  notice  it  ttie  minute  you  arrive.  In  people  like  Addis  Rezene.  And  tfie  rest  of  our  stoff.  People  who  are  he!| 
i;d  courteous  not  because  it's  tfieir  job.  But  because  it's  their  nature.  We  invite  you  to  experience  the  difference  at  any  Radis 

For  reservations  coll  1-800-333-3333,  visit  us  at  www.radisson.com  or  contact  your  travel  professional. 


locial  Issues 


USING 


low  GREEN 
S  MY  ALLEY 

rporate  cash  helps  rehab  an  Atlanta  neighborhood 


■o  most  of  the  world,  Atlanta's 
East  Lake  Golf  Club  was  a  dilapi- 
dated eyesore.  The  once  elegant 
club  building  had  declined  since 

:940s  heyday.  The  neighborhood  was 

a  worse,  located  across  the  street 

1  a  crime-ridden  public  housing  proj- 

called  East  Lake  Meadows.  Yet  to 

inta  developer  Thomas  G.  Cousins, 

golf  course  was  a  little  piece  of 

ven.  Cousins  had 

ed  there  as  a  boy, 

lid  Bobby  Jones,  a 

1  hero  and  perhaps 

erica's  best  golfer. 

in  1993,  Cousins 

ped  at  the  chance 

uy  the  club. 

ousins,  67,  had  a 

inthropic  vision  far 

ider  than  just  reno- 

ig  a  golf  course.  He 

ted   the   club  to 

e  as  an  economic 

lOr  to  transform  the 

'6  East  Lake  neigh- 

lood,  especially  the 

dows.  Through  his 


nonprofit  Cousins  Foundation  Inc.,  he 
wanted  to  prove  that  a  private  busi- 
nessman can  do  a  better  job  than  the 
feds  of  building  and  iTinning  public  hous- 
ing. And  by  involving  the  CEOs  of  55 
blue-chip  companies,  from  IBM  to  Gen- 
eral Electric  Co.,  he  hoped  to  spur  Cor- 
porate America  to  rebuild  public  housing 
nationwide,  using  East  Lake  as  a  model. 
"We  want  to  get  socially  responsible 


CORPORATE  AMERICA  MEETS  PUBLIC  HOUSING 

How  a  network  of  big-time  CEOs  helped  rescue  a  housing  project 


EAST  LAKE  GOLF  CLUB 


In  1993,  Atlanta  developer  Tom  Cousins  bought  a  run-down  golf  club 
next  to  what  was  East  Lake  Meadows,  a  public  housing  project.  After 
recruiting  55  corporate  members,  from  IBM  to  Georgia-Pacific,  the 
club  reopened  in  1996.  Projects  include  a  golf  academy,  a  new  YMCA, 
and  a  charter  school — all  for  East  Lake  children. 


VILLAGES  OF  EAST  LAKE 


Once  a  crime-ridden  eyesore,  it  vwll  be  made  up  of  542  units,  half 
public  housing  and  half  rented  at  market  rates,  starting  at  $830. 

DATA:  BUSINESS  WEEK 


PUTTING  KIDS  FIRST:  Golf  boosts  self- 
esteem,  East  Lake's  Cousins  says 

coi-porations  to  join  and  spread  the  word 
around  the  country,"  says  Cousins. 

Today,  halfway  into  the  project. 
Cousins  has  succeeded,  although  leaders 
of  the  former  tenants  gi'oup  are  bitter 
that  they  have  been  cut  out  of  the 
process.  Together  with  the  Atlanta 
Housing  Authority  (aha),  which  is  fimd- 
ed  by  the  federal  Housing  &  Urban  De- 
velopment Dept.  (HUD),  Cousins'  non- 
profit East  Lake  Community  Foundation 
has  razed  the  550  crime-ridden  units  of 
East  Lake  Meadows  and  built  180  neat 
town  houses  in  then-  place,  renamed  Vil- 
lages of  East  Lake.  Crime  is  down,  and 
housing  prices  in  the  adjoining  neigh- 
bor-hoods have  soai'ed  some  30%.  Wliat's 
more.  Cousins,  the  ceo  of  Cousins  Prop- 
erties Inc.,  a  publicly  traded  real  estate 
investment  tioist,  believes  the  gentle- 
manly game  of  golf  can  help  lift  the 
self-esteem  of  local  kids.  Boasts  Erick 
Poteat,  an  eighth  grader  from  the  East 
Lake  neighborhood  who  attends  the 
East  Lake  Golf  Academy:  "My  putting 
is  gi'eat,  my  chipping  is  great,  and  my 
driving  is  great." 

HUD  HELPED.  Cousins  got  involved  in 
East  Lake  in  1993,  when  he  bought  the 
golf  club  for  $4.5  million.  He  donated 
the  club  to  his  foundation,  which  ulti- 
mately invested  more  than  $20  million 
in  rebuilding  the  East  Lake  vicinity. 
Then  aha  and  Cousins  tapped  $33.5 
million  in  hud  money  to  remake  East 
Lake  Meadows. 

Cousins  also  set  out  to  liu-e  100  major 
U.  S.  companies  to  become  members  of 
the  East  Lake  Golf  Club.  Only  CEOs 
can  be  members.  But  their  companies 
pay  a  $200,000  charitable  donation  that 
has  helped  build  a  second  course  for 
the  public  at  the  Villages  of  East  Lake. 
And  the  East  Lake  Golf  Club  is  used  by 
local  kids,  who  play  there  thi'ough  the 
Golf  Academy  and  work 
there  as  caddies  in  the 
summer. 

Cousins  first  wooed 
Atlanta's  homegrown 
chief  execs,  including 
those  of  Delta  Air 
Lines,  Coca-Cola,  and 
Home  Depot.  Like  an 
elite  chain  letter,  the 
CEOS  of  these  compa- 
nies then  built  on  then- 
relationships  with  CEOS 
around  the  country.  Al- 
ton D.  "Pete"  Correll 
Jr.,  CEO  of  Georgia-Pa- 
cific, says  it  wasn't  a 
hard  sell.  "We  have 
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customer's  from  Japan,  Korea,  and  In- 
donesia who  stand  in  line  to  come  and 
play  at  Bob  Jones'  home  course,"  says 
Correll. 

John  J.  Mack,  president  of  Morgan 
Stanley  Dean  Witter  and  a  friend  of 
Cousins,  recniited  CEOs  by  getting  them 
to  visit  East  Lake  and  see  for  them- 
selves the  stiiking  contrast  between  the 
new  town  houses  and  the  decrepit  oiig- 
inal  East  Lake  Meadows  units,  the  last 
of  which  were  torn  down  in  March. 
Most  compelling  of  all  are  the  local  kids, 
clearly  excited  about  the  game  of  golf. 
"Once  we  get  a  ceo  on  the  grounds,  I 
don't  think  Tom  has  had  anyone  turn 
him  down,"  says  Mack. 

Still,  Cousins'  experiment  shows  just 
how  difficult  it  is  to  solve  America's 
housing  problems.  One  critic  is  Eva 
Davis,  the  leader  of  the  original  ten- 
ants group.  After  hving  in  East  Lake 
Meadows  for  29  years,  the  feisty  64- 
year-old  grandmother  has  lost  her  com- 
munity. With  only  90  subsidized  new 
units  available  so  far,  some  of  hei'  fellow 
tenants  accepted  housing  subsidies  and 
got  dispersed  ai'oimd  Atlanta.  Davis  had 
to  move,  too,  after  the  tenants  group 
lost  a  lawsuit  against  the  aha  last  De- 
cember. "They  just  used  us  to  get  what 
they  wanted,  and  now  they  have  kicked 
us  out  of  the  process,"  says  Davis. 
NO  SITTING?  Davis  still  wants  to  move 
back,  which  she  may  be  able  to  do  after 
the  last  360  units  are  built  next  year. 
But  she  worries  that  the  units  will  be 
beyond  her  means  and  that  she  won't  be 
able  to  sit  on  her  step  and  socialize,  a 
practice  now  frowned  on  by  manage- 
ment, she  says.  The  Villages  of  East 
Lake  is  a  mix  of  half  public-housbig  ten- 
ants and  half  flill-mai'ket-rent  tenants,  so 
strict  lilies  must  be  enforced,  says  Gre- 
goiy  J.  Giornelli,  executive  dh-ector  of 
East  Lake  Community  Foundation. 

Davis  and  other  displaced  tenants 
present  an  issue  that  goes  beyond 
Cousins'  project.  Much  of  today's  new 
public  housing  is  designed  for  the 
working  poor,  not  the  elderly  and  wel- 
fare populations  it  traditionally  served, 
says  Frank  Alexander,  a  law  professor 
at  Emory  LIniversity  and  co-counsel  to 
the  tenants.  East  Lake  "is  a  phenome- 
nal success  from  the  perspective  of 
what  Cousins  sought  to  do,"  he  says. 
"The  question  is,  who  is  going  to  care 
for  the  people  who  used  to  live  there" 
and  can't  afford  the  new  units?  Cousins 
hasn't  answered  that  question,  and 
there's  no  easy  fix.  But  at  East  Lake, 
hf  has  at  least  come  up  with  a  little 
piece  of  heaven 

Bij  Leah  Nathavs  Spiro,  with  Tedra 
'Villianis  DeSue,  in  Atlanta 


COMMENTARY 


By  William  C.  Symonds 

PUBLIC  HOUSING  FINALLY  GETS  IT 
RIGHT-BUT  IT'S  NOT  ENOUGH 


A few  years  ago,  conditions  at  Orchard 
Park,  a  public  housing  project  in 
Boston's  tough  Roxbury  neighbor- 
hood, were  so  hellish  that  even  people 
who  had  been  on  housing  waiting  lists 
for  years  routinely  refused  apartments 
there.  Half  the  774  units,  which  dated  to 
the  1940s,  were  boarded  up.  Drug  deal- 
ers freely  roamed  the  halls,  and  violent 
crime  was  five  times  the  Boston  aver- 
age. "A  lot  of  people 
were  too  scared  to 
even  come  here," 
recalls  Edna  Bynoe, 
a  longtime  resident. 

Today,  the  place  is 
almost  imi'ecogniz- 


poor  families  have  begun  to  enjo; 
ful  jobs  and  rising  wages  in  rece: 
they  have  got  caught  in  a  growir 
ing  ciimch.  "The  ci-uel  u'ony  is  tl 
strong  economy  is  often  dinving  i 
rents"  even  faster  than  theu'  inc< 
says  Andrew  Cuomo,  Secretary  ( 
U.  S.  Housing  &  Urban  Developi 
Dept.  (hud). 

Since  1996,  the  number  of  apa 


FEDERAL  SUBSIDIES 
ARE  DECLINING... 


HOUSING  UNITS 
RECEIVING  FEDERAL 
RENTAL  SUBSIDIES 


•91  '92 
A  MILLIONS 


93    '94    '95    '96  '97 


...AND  CHEAP  APARTMENTS 
ARE  HARDER  TO  FIND 


APARTMENTS  RENTING 
—  FOR  LESS  THAN  — 
$300  A  MONTH 


'92  '93 
A  MILLIONS 

DATA  DEPT.  OF  HOUSING  S  URBAN  DEVELOPMENT, 


CENSUS  BUREAU 


able,  thanks  to 
tax-subsidized  in- 
vestments from 
BanlcBoston,  Daim- 
ler'Chiysler,  and 
Allmerica  Financial, 
plus  federal  grants. 
Most  of  the  old  brick 
buildings  have  been 
replaced  vrith  bright- 
ly painted  Victorian- 
style  town  houses, 
complete  with  pri- 
vate yai'ds.  Stepped- 
up  seciuity  has  cut 
crime  dramatically. 
"We  feel  like  we've 
died  and  gone  to 
heaven,"  says  Bynoe. 
THE  CRUNCH.  Or- 
chard Gardens,  as  it's  now  called,  is  just 
one  success  stoiy  of  a  little-noticed  feder- 
al program,  the  low-income  housing  tax 
credit.  Through  the  credit.  Corporate 
America  is  now  pumping  a  couple  billion 
a  year-  into  building  and  r'enovating  af- 
for'dable  housing  for  low-income  citizens. 
From  New  York's  South  Bronx  to  Clrica- 
go's  South  Side,  "neighborhoods  given  up 
for  dead  are  coming  back  to  life,"  says 
Paul  S.  Grogan,  former  head  of  the  Local 
Initiatives  Support  Corp.,  which  helps 
nonprofit  community  development 
gr'oups. 

But  after  finally  devising  a  viable  ap- 
proach to  one  of  the  country's  most  in- 
tr*actable  social  ills,  Washington  hasn't 
ponied  up  the  resom'ces  needed  to  make 
a  dent  in  a  worsening  problem.  Even  as 


that  rent  for  $300  or  less  has  pit 
neariy  900,000,  to  5.5  million  last 
HUD  estimates.  At  the  same  tim( 
supply  of  feder-ally  subsidized  ho 
hasn't  come  close  to  making  up  t 
fer-ence  (charts).  Waitmg  Usts  for 
housing  in  some  cities  have  jumi 
more  than  50%  since  1996.  And 
for  government-subsidized  rent ' 
is  now  10  yeai-s  in  Los  Angeles, 
in  New  Yor-k,  and  5  in  Chicago, 
a  record  5.3  million  households  t 
about  $20,000  a  year  or  less — so:- 
million  people — now  face  "worst- 
housing  needs,"  hud  estimates, 
means  they'r'e  paying  mor-e  than 
theu'  income  in  rent  or  are  living 
lapidated  dwellings.  Little  wondi 
when  17  units  became  available 
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lard  Gardens  early  this  year, 
1  8,000  families  applied, 
igton  must  step  up  to  the  plate 
ith  the  problem.  A  bipartisan 
Congi'ess  has  proposed  a  40% 
I  of  the  tax  credit,  to  $470  mil- 
r.  But  the  bill's  passage  is  un- 
jid  even  this  amount  would  add 
;  30,000  extra  ixnits  annually,  on 
I  75,000  new  units  now  built 
:  By  comparison,  it  would  cost 
^2  billion  just  to  make  up  for 
w-cost  units  lost  to  rising  rents 
one.  Taxpayers  dislike  shelling 
is  on  social  progi'ams  that 
ttle.  But  the  tax  credit  ap- 
irries  minimum  government 
imum  private  discipline.  "It  has 


raised  becomes  equity  in  the  project,  of- 
ten accoimting  for  nearly  half  the  cost, 
lowering  boiTOwing  expenses  and  subsi- 
dizing rents.  Projects  must  rent  at  least 
20%  of  units  to  households  earning  less 
than  50%)  of  the  local  median  income. 
Tliey  ai'e  charged  30%  of  their  income 
for  rent. 

Tax  credits  have  only  taken  off  in  the 
past  five  years.  At  first,  companies 
were  leei*y  of  investing  in  the  inner 
cities.  But  after  early  projects  succeed- 
ed, Congi'ess  in  1993  made  credits  a 
permanent  part  of  the  tax  code,  and  "it 
was  like  the  floodgates  opened,"  says 
John  P.  Manning,  ceo  of  Boston  Capital 
Corp.,  a  leading  tax-credit  syndicator 
Today,  with  developers  fiercely  compet- 


credit  investments  for  DaimlerChrysler 
Financial  Sei-vices.  There  has  also  been  a 
revolution  in  management,  since  in- 
vestors lose  their  tax  breaks  if  units 
aren't  maintained.  Typically,  investors 
hii"e  private  management  and  insist  on 
rigorous  quaiterly  reports.  Tough  stan- 
dards "have  provided  some  of  the  best 
affordable  housing  in  the  world,"  says 
Grady  Hedgespeth,  president  of  Bank- 
Boston  Development  Co. 
WELL  RUN.  Until  1992,  Castle  Square,  an 
old-style  .500-unit  public  housing  project 
in  Boston's  South  End,  was  infested  with 
rodents  and  "had  a  lot  of  break-ins,"  re- 
calls resident  Annette  Gonsalvez.  Then 
Winn  Development  took  over,  using  tax 
credits  to  reftirbish  the  place.  Today,  the 
immaculately  land- 


AT  ORCHARD  GARDENS, 
TENANTS  GET  A 
PRIVATE  YARD 


be  perhaps  the  best-nan  hous- 
a,m  ever  to  come  out  of  Wash- 
ays  John  T.  McEvoy,  Executive 
)f  the  National  Council  of  State 
Vgencies. 

sdits  represent  a  sharp  break 
"allures  of  past  federal  housing 
Traditional  public  housing  pro- 
irehouses  for  the  pool-"  such  as 
Vk.  Then,  in  1986,  Congi-ess 
lent  Reagan  created  tax  cred- 
)urage  corporate  involvement, 
•am  allows  states  to  dole  out 
k;  credits,  which  are  cuirently 
0  miUion  a  yeai-.  They  can  be 
r  a  decade,  making  the  total 
th  $3.3  billion.  States  select 
ind  the  developers  sell  the 
private  investore.  The  money 


ing  to  get  their  projects  appi'oved  by 
states,  investors  typically  reap  aftertax 
retiu'ns  of  7%  to  8%  a  year,  as  opposed 
to  16%  or  more  in  the  early  years,  says 
Wendell  Johns,  head  of  tax  credit  in- 
vesting at  Fannie  Mae,  which  has  sunk 
$1.7  billion  into  credits.  "It's  still  a  ter- 
rific investment,"  says  Cathy  P. 
Bessant,  president  of  community  devel- 
opment banking  at  Bank  of  America, 
which  has  $1.1  billion  in  tax  credit  in- 
vestments in  22  states. 

The  progi'am's  high  marks  come  large- 
ly from  the  strict  due  diligence  coi-porate 
investoi-s  perfonn.  Companies  often 
spend  a  yeai-  or  more  studying  a  project 
before  signing  up.  "We  have  to  protect 
our  long-teiTO  investment,"  says  Carl 
Wise,  who  oversees  $700  million  in  tax 


scaped  grounds  are 
patrolled  by  securi- 
ty guards.  If  any- 
thing breaks,  "it's 
fixed  in  24  horn's," 
says  Gonsalvez.  Us- 
ing pi'ofits  fi'om  the 
development,  Winn 
also  set  up  a  com- 
puter center,  with 
help  from  Boston's 
Computer  Museum, 
where  her  10-year- 
old  twins  do  home- 
work. "They  had 
problems  in  school 
in  the  past,"  says 
Gonsalvez,  "but  now 
they're  getting 
straight  A's." 

Of  course,  the  tax 
credit  doesn't  solve 
eveiything.  The 
very  poor  usually 
can't  afford  tax 
credit  projects  with- 
out other  federal  housing  subsidies.  For 
example,  Oi'chaixl  Gardens,  where  70% 
of  the  original  tenants  had  no  earned  in- 
come at  all,  got  a  $30  million  HUD  gi-ant 
on  top  of  the  tax  credits.  And  most  ten- 
ants also  benefit  from  federal  vouchers. 
"It  can't  house  the  poorest  of  the  poor," 
says  Cuomo  of  the  credit. 

But  there's  no  question  that  expand- 
ing the  tax  credit  is  a  good  way  to 
tackle  the  affordable  housing  problem. 
Most  beneficiaries  are  the  working  poor. 
Theii"  middle-class  countei-parts  ah'eady 
enjoy  a  huge  housing  subsidy  through 
mortgage  interest  deductions.  Those  too 
poor  to  buy  then-  own  house  deserve  a 
similar  break. 

Symonds  is  Boston  bureau  chief 


LOW-INCOME  HOUSING 
TAX  CREDIT:  HOW  IT 
WORKS 

►  The  IRS  allocates  $330 
million  a  year  in  tax  credits. 

►  Each  state  chooses  proj- 
ects to  develop  with  its  tax 
credits,  giving  priority  to 
low-income  housing  needs. 

►  Winning  developers  sell 
the  tax  credits  to  investors, 
usually  corporations.  The 
money  raised  becomes 
equity  in  the  project, 
subsidizing  the  rent. 

►  Investors  receive  their 
money  back  over  time  by 
claiming  tax  credits,  but  only 
if  the  project  continues  to 
serve  low-income  residents. 


DATA:  NATIONAL  COUNCIL  OF 
STATE  HOUSING  AGENCIES 
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Marketing 


RETAILING 


GREAT  SERVICE 
WASN'T  ENOUGH 

Nordstrom  grew  too  fast.  Now  it  has  to  rebuild  its  reputation 


It  looked  like  a  slam  dunk.  In  the 
late  '80s,  Seattle-based  Nordstrom 
Inc.  set  the  gold  standard  in  de- 
partment-store retailing.  Its  reputa- 
tion for  quality,  fashion,  and  customer 
care  was  unparalleled,  its  customers 
among  the  most  loyal  in  the  industiy. 
And  wliile  other  chains  were  still  reeling 
from  the  buyout  craze 
of  the  decade,  Nord- 
strom profits  were 
growing  by  double 
digits.  So  the  decision 
to  expand  beyond  the 
West  Coast  seemed 
like  a  no-brainer. 

It  didn't  quite  work 
out  as  planned.  After 
opening  stores  in  22 
states,  the  company 
today  is  straggling  to 
put  its  fractured 
brand  back  together. 
Over  the  past  few 
years,  Nordstrom  has 
been  battling  weak 
sales  growth,  disap- 
pointing profits,  and 
volatile  stock  performance.  Retail  ex- 
perts say  Nordstrom  took  its  eye  off 
fashion  trends,  sending  its  customers 
scun-ying  to  competitors.  And  the  99- 
store  chain  also  failed  to  modernize 
quaint  systems  like  the  handwritten 
notes  on  customer  preferences  that 
worked  on  a  regional  basis  but  wi'eaked 
havoc  after  the  expansion.  "We  have 
not  been  able  to  keep  up  with  the 
changing  needs  of  the  customers,"  con- 
cedes William  E.  Nordstrom,  a  co-pres- 
ident and  one  of  six  Nordstroms  now  in 
the  company's  executive  I'anks. 

The  damage  wasn't  hard  to  spot.  Net 
income  took  a  dive  of  11%,  to  $147  mil- 
hon,  in  1996.  Shares,  at  a  high  of  nearly 
$58  in  1996,  plunged  to  a  low  of  $34  in 
1997  and  have  since  risen  only  to  about 
$40.  While  the  income  trend  has  im- 
prrived,  Nordstrom  still  has  a  lot  of 
\V(;rk  ahead  of  it.  Last  year,  total  sales 
roAs  3%,  to  just  over  $5  billion,  but 


WEB  FEAT:  The  cli 

it >i  first  steps  into 


the  most  accurate  way  to  measure  a 
retailer,  fell  2.6%. 

After  two  years  of  cost-cutting  and 
modernization,  management  is  now 
scrambling  to  woo  back  customers.  But 
many  of  the  strategies,  from  new  ad 
campaigns  to  Internet  experiments,  are 
still  works  in  progi'ess,  leaving  the  open 
question:  Can  Nord- 
strom reinvent  its 
stores  and  marketing 
message?  "They  have 
a  few  precious  mo- 
ments to  do  this," 
says  Peter  Glen,  a 
New  York-based  retail 
consultant. 

How  did  one  of 
America's  premier  re- 
tailers get  in  this  fix? 
The  problems  can  be 
traced  directly  to  the 
start  of  the  chain's  ex- 
pansion a  decade  ago. 
As  Nordstrom  grew, 
management  failed  to 
centralize  common 
functions.  The  number 
of  buyers  chainwide  ballooned  to  900 — 
compared  with  the  lean  team  of  100  in 
charge  of  buying  for  R.  H.  Macy  &  Co. 
Vendors  were  driven  to  distraction  by 
the  multijjle  and  conflicting  orders.  "The 
fragmentation  of  the  buying  organization 
works  at  cross-purposes  sometimes," 
says  Paul  R.  ChaiTon,  chairman  of  Liz 
Claibome  Inc. 

"LOST  TOUCH."  Customers  were  equally 
put  off.  As  Nordstrom  gi'ew,  the  retail- 
er became  less  adept  at  keeping  up  with 
lifestyle  changes.  While  working  women 
started  to  dress  more  casually  for  the 
office,  for  example,  Nordstrom  continued 
to  stock  its  old,  buttoned-down  styles. 
And  shoppers  noticed.  Nita  Ostlund,  54, 
was  a  loyal  Nordstrom  shopper  for  20 
years.  But  lately,  the  store  has  disap- 
pointed her  "I  think  they've  lost  touch 
with  the  customer,"  she  says. 

Despite  signs  of  shopper  revolt,  Nord- 
strom execs  fii-st  focused  on  cost-cutting 


tun  has  takeii 
cyberspace 


.^aies  at  stores  open  at  least  one  year,  I  in  an  effort  to  boost  profits  and  regain 


NORDSTROM  C« 


THE  PROBLEMS 


■  Too  many  buyers  working  on  t 
own  left  stores  without  a  cohe 
merchandise  look. 

■  Functions,  such  as  collecting 
on  customer  trends,  were  don 
hand  while  competitors  used 
swifter,  more  effective  compu 

■  No  national  marketing  effort. 
Ads  were  created  regionally 
and  by  in-house  teams. 

the  confidence  of  investors.  In  \{ 
Nordstrom  cut  the  number  of  buy 
by  19%,  organized  itself  into  divisi( 
and  made  ch-amatic  slashes  in  invent 
That  helped  boost  net  income  11% 
$207  million,  for  the  fiscal  year  en 
January,  1999.  Analysts  expect  earni 
to  rise  another  16%  to  18%  this  yea 
This  strategy  appeal's  to  have  bouh 
the  company  some  slack  with  invesffs 
"This  is  a  good  story.  The  trend  is  )£ 
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NEW  CLOTHING 
LINES  TAKE 
AIM  AT  GEN-Y 


rS  CLOSET 


THE  FIXES 


r  ranks  have  been  thinned 
9%.  More  cuts  are  expected 
e  next  two  years. 

information  systems 
lied;  brand-new 
•crunching  center  opened 
;nver. 

gency  Fallon  McElligott  hired 

ivelop  a  branding 

)aign  to  roll  out  next  year. 

says  Mark  Grolig,  principal  of  in- 
itional  investor  Palley-Needelman 
it  Management  Inc.,  which  owns  2 
on  Nordstrom  shai-es.  "Management 
targeted  doubling  earnings  in  the 
.  couple  of  years,  which  is  veiy  ag- 
sive.  But  with  these  changes,  hope- 
they  can  get  there." 
ordstrom  has  also  moved  to  tackle 
'omputer  phobia — possibly  the  last 
)r  retailer  to  do  so.  Until  recently. 


there  was  little  centralized  gathering  of 
customer  trends.  Salesclerks  kept  notes 
on  shoppers'  likes  and  dislikes  in  loose- 
leaf  binders.  "This  company  was  in  the 
Dark  Ages,"  says  Jennifer  Black,  presi- 
dent of  Black  &  Co.,  a  brokerage  based 
in  Portland,  Ore. 

This  year,  Nordstrom  built  a  new 
multimillion-doUai-  data  center  in  Denver 
to  help  collect  and  analyze  buying  habits, 
lifestyle  trends,  and  inventoiy  manage- 
ment. Even  the  information  kept  in 
salespeople's  binders  is  going  online.  Tlie 
goal,  say  company  execs,  is  to  back  up 
employees'  intuition  with  solid  data  to 
build  a  more  consistent  and  on-fashion 
merchandise  mix.  That  should  result  in 
better  same-store  sales  by  late  '99,  says 
Michael  A.  Stein,  the  new  cliief  financial 
officer  Nordstrom  recmited  from  Mar- 
riott International  Inc.  last  year. 

But  other  improvements  are  still  in 
the  expeiimental  stage. 
The  company  is  taking 
itself  through  a  crash 
coiu'se  in  Internet  re- 
tailing. It  launched  a 
modest  E-commerce 
Web  site  in  October 
that  is  not  yet  prof- 
itable. But  it  has  also 
invested  in  online  shop- 
ping services  such 
as  Streamline,  which 
aiTanges  a  multitude  of 
personal  services,  fi'om 
shopping  to  eiTand-iim- 
ning  via  E-mail,  and 
Scotty's  Home  Mai'ket, 
a  gi'oceiy-shopping  ser- 
vice. Co-President  Daniel  Nordstrom 
says  the  paitnerships  will  give  the  com- 
pany insight  into  how  upscale  Yuppie 
shoppers — the  kind  Nordstrom  wants  to 
attract — are  using  the  Internet  to  shop. 
"We  don't  see  a  lot  of  boundaries  be- 
tween different  product  categories  on 
the  Web,"  he  says.  Outsiders  agi'ee  it's  a 
good  move.  "It's  a  smart  way  to  ap- 
proach the  Internet,"  says  Harry  A. 
Ikenson,  Hambrecht  &  Quist's  senior  re- 
tail analyst.  "They  are  learning  without 
taking  incredible  financial  risks." 
RAVE  REVIEWS.  Other  tactics  poised  for 
rollout  include  an  ad  campaign.  It's  un- 
der development  now  by  Minneapohs 
ad  agency  Fallon  McElligott.  The  re- 
tailer is  also  cai-ving  its  marketing  into 
more  distinct  demographic  groups  to 
lure  both  the  traditional  Nordstrom 
woman  and  the  younger  shopper  Youth 
efforts  included  promotions  of  the  hot 
sneaker  Skechers  and  prom  dresses  li- 
censed from  the  hit  Gen-Y  show  Buffy 
the  Vampire  Slayer  and  lamning  ads  for 
Doc  Marten  boots  on  alternative-rock 


stations.  "They  ai'e  trying  to  fomiulate  a 
way  to  become  not  only  the  mom  store 
but  the  young  women's  store,"  says 
Dean  A.  Ramos  of  Kansas  City  invest- 
ment bank  George  K.  Baum. 

"They"  is  the  operative  word.  Nord- 
strom has  one  of  the  more  eccentric 
management  structures  in  Corporate 
America.  For  four  generations,  it  has 
operated  under  a  tradition  of  "consensus 
management."  Family  members  hold 
most  of  the  top  positions  and  public 
squabbling  is  unheard  of.  Cmrently,  a 
group  of  six  brothers  and  cousins,  all 
in  theii"  30s,  hold  the  title  of  co-presi- 
dent, the  biggest  such  gi-oup  in  the  com- 
pany's histoi*y. 

To  groom  the  new  gi'oup,  which  at- 
tained their  ciurent  title  in  199.5,  Nord- 
strom has  kept  John  J.  Whitacre,  45, 
who  also  worked  alongside  the  previ- 
ous generation  of  Nordstrom  men. 

Whitacre,  now 
chairman  and  CEO, 
du'ects  the  six  "with 
an  iron  hand,"  says 
retail  analyst  Wal- 
ter Loeb  of  Loeb 
Associates  Inc.  And 
Nordstrom  has 
opened  its  executive 
ranks  to  other  out- 
siders. Stein,  the 
new  CFG,  drew  rave 
reviews  from  Wall 
Street  analysts  at  a 
recent  meeting.  "He 
brings  a  new  so- 
phistication," says 
Loeb. 

In  part  to  make  siu-e  this  huge  office 
of  the  president  functions  smoothly, 
Nordstrom  brought  in  Marakon  Associ- 
ates Inc.,  a  Stamford  (Conn.)-based  man- 
agement-consulting fiiTn,  for  a  broad  re- 
view of  the  company  strategies.  Among 
the  recommendations:  create  more  de- 
fined areas  of  responsibility  for  the 
Nordstrom  six  so  they  don't  undemnine 
one  another.  "While  the  management 
stnicture  is  unconventional,  it  can  be  a 
potential  strength  as  long  as  clear  deci- 
sion-making and  accountability  are  pre- 
sent," says  Paul  Favai-o,  managing  pail- 
ner  at  Marakon. 

Still,  the  big  unknown  for  Nordstrom 
is  whether  it  can  win  back  its  once-loy- 
al customers.  While  the  retailer  has 
straggled  to  regain  its  footing,  they're 
being  lured  by  eveiything  fr'om  rein- 
vigorated  specialty  chains  such  as  Ann 
Taylor  to  new  Inteniet  shopping  sites. 
Nordstrom  may  finally  be  on  the  right 
track.  Question  is,  has  its  customer  al- 
ready pulled  too  far  ahead  to  catch? 

By  Seanna  Browder  in  Seattle 


Consensus 
management  is  the 
rule:  Six  brothers 
and  cousins  hold 
the  title  of 
co-president 
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AVIATION 


A  TIDY 
BUNDLE  IN 
AIR  CARGO 

Atlas  Air  may  be  No.3,  but  its 
low-cost  structure  is  tops 


M 


Iichael  A.  Chowdiy  remembers  the 
exact  moment  Atlas  Air  Inc.  was 
conceived.  It  was  Augiist,  1991,  six 
months  aftei-  the  Persian  Gulf  War,  and 
he  was  peering  out  of  his  hotel  room 
window  overlooking  Hong  Kong's  Kai 
Tak  aiiport.  Although  lingering  fears  of 
teiTorism  had  shaiply  tliinned  the  num- 
ber of  passenger  flights,  the  landing 
lights  of  cargo  planes  stretched  like 
pearls  to  the  hoi-izon.  Leisui'e  travelers 
can  be  fickle,  but  as  Chowdiy  was  learn- 
ing, not  even  a  war  slows  air  fi'eight. 

He  didn't  dawdle.  Starting  with  just  a 
single  plane,  Chowdry  launched  Atlas 
Air  a  year  later  in  Golden,  Colo.  Since 
then,  the  company  has  grown  into  the 
world's  third-biggest  cargo  carrier.  Al- 
though it's  far  behind  Federal  Express 
Corp.  and  United  Parcel  Service  Inc., 
some  argue  that  its  low-cost,  high-mar- 
gin sti"ucture  may  in  some  ways  be  the 
best  in  the  business.  Steering  clear  of 
overnight  letter  delivery,  Atlas  instead 
is  an  outsourcer,  leasing  planes  with 
crews  for  long-haul  transport  of  manu- 
factured goods  and  farm  products. 
"They've  developed  a  really  unique 
niche,"  says  analyst  Ray  E.  Neidl  of 
[N(;  Baring  Funnan  Selz. 
FREIGHT  BOOM.  The  trend  toward  global 
manufactming  and  sluinking  product  cy- 
cles has  demand  for  air  cargo  booming, 
and  Chowchy,  44,  is  reapmg  the  rewai'ds. 
Sales  last  year  hit  $422  million,  up  ten- 
fold since  199:->,  while  operating  earn- 
ings reached  $136  million.  Atlas  shares 
have  more  than  doubled 
since  their  1995  initial  pub- 
Uc  offeiing,  to  a  recent  .$29. 

Outsiders  see  more  clear 
skies  ahead.  Worldwide 
cargo  shipping  will  triple 
over  the  next  20  years, 
Neidl  estimates,  and  Atlas 
continues  to  expand  rapid- 
ly, '^riie  company  just  added 
five  new  747-400s,  the 
!>')ngest-range,  most  fuel-ef- 
Scietit  freighters  in  the 


CHOWDRY  AND  DC-3: 

His  other  personal 
plane  is  a  fighter  jet 
for  aerial  acrobatics 


world,  to  its  fleet.  The  new 
jets,  which  cost  an  estimat- 
ed $600  million,  can  save 
shippers  money  by  elimi- 
nating stops  and  can  shave 
hours  off  shipping  time. 

The  new  planes  have  weighed  on  At- 
las' balance  sheet.  Atlas  pays  20%  to 
30%  of  a  plane's  cost  in  cash.  Institu- 
tional mvestors  finance  the  rest.  Total  li- 
abilities last  year  rose  to  $1.7  billion, 
or  82%  of  capital,  from  76%-  the  yeai-  be- 
fore. But  thanks  to  stronger  cash  flow 
and  better  interest  tenns,  debt  covei'age 
actually  improved. 

Atlas  has  also  minimized  risks  by 
renting  its  planes  for  three  to  five  yeai's 
to  customers  such  as  China  Airlines 
Ltd.  of  Taiwan  and  British  Aii-ways  PLC, 
giving  it  revenue  stability  uncommon 
in  the  industry.  Atlas  provides  exclu- 
sive use  of  jets,  and  nonunion  crews. 
The  biggest  risks — fuel  prices  and  ship- 
ping demand — are  borne  by  the  cus- 
tomer. Plus,  Atlas  doesn't  have  to  main- 
tain fleets  of  trucks  for  door-to-door 
delivery.  Speeding  German-built  Volks- 
wagen engines  to  Brazilian  assembly 
lines  and  U.  S.  cattle  to  Asia,  Atlas 
planes,  Chowdiy  explains,  are  just  "fly- 
ing warehouses." 


Friendly  Skies 

CARGO  SHIPPING  IS  GROWING  FAST...   ...AND  ATLAS  AIR  IS  SOAKING  IT  UP 


'96  '97 
A  THOUSANDS  OF  TONNES 


'96  '97 
I—  EST,—'        A  MILLIONS  OF  DOLLARS 

DAM,  MERGEGLOBAL  INC  ,  ING  BARING  FURMAN  SEU 


Analysts  reckon  At] 
formula  will  triple  s£ 
over  the  next  three  ye; 
even  as  operating  mar^ 
remain  strong.  Stric 
noise  regulations  and  a  likely  declin( 
au'-cargo  sliipping  by  passenger  au"li 
should  benefit  Atlas'  young  fleet. 
GLOBE-TROTTER.  Selling  shipping  S 
vices  to  clients  around  the  world  coi 
natm-ally  to  Chowdiy,  who  had  lived 
thi-ee  continents  before  he  was  20.  A 
leaving  war-torn  Lahore,  Pakistan, 
moved  to  London  at  age  15  and  thei 
the  U.  S.,  whei  e  he  learned  how  to 
By  the  early  '80s,  Chowchy  was  in  b 
ness,  trading  landing  and  take-off  rig 
at  major  aui^orts.  Ailer  founding  a  o 
muter  airline,  and  doing  some  buy 
and  selhng  of  planes,  Chowdry  took 
$4.2  million  he  pocketed  on  one  c 
and  launched  a  plane-leasing  comp; 
that  was  the  precursor  tc  Atlas. 

Having  built  Atlas  to  a  power  in  ( 
go,  Chowdiy,  who  is  chauTnan,  CEO,  ; 
president,  faces  new  challenges.  Pi 
are   threatening   to   unionize.  I 
Chowdiy,  who  owns  59%  of  the  com 
ny,  is  stretched  thin,  traveUng  some 
days  a  yeai"  to  meet  with  chents  in  / 
and  Eiu'ope.  But  giving  up  control  t 
strong  No.  2  could  be  toi 
for  Chowdry,  who  gets 
kicks  flying  acrobatics  in 
Czech  L-39  fighter  jet 
near  supersonic  speeds  o 
the  Rockies.  He  relishes 
ing  "because  it  requires  o 
plete  focus  and  attention 
in  business,"  he  says.  So 
at  Atlas  that  focus  has  b 
dead-on. 

By  Steven  V.  B', 
in  Golden,  C 
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With  an  IB; , ,  ,Veb  Self-Service  solution,  ttiey'd  all  be  at  ttie  front  of  the  line  for  ticket 
purchases,  reservations,  seat  changes,  flight  availability  or  frequent  flyer  questions. 

e-business 


IBM  Ihe  e-t)us(ness  logo  and  Solutions  loi  a  small  planel  are  Irademarks  of  Internalional  Business  Machines  Corporation  in  Itie  Uriiir;d  Siaip',  and/or  oihnr ;  nunirn  ',  iTiiqgq  IBM  Corp  All  rigtits  reserved 


IBM  Web  software  gets  sites  beyond  puljlishiiig,  improving  customers'  satisfaction  by  giving  tliem  tools  to 
serve  themselves  on  their  schedule,  while  increasing  profits  by  freeing  staff  from  routine  tasks.  Our 


Web  Selt-Service  solutions  let  you  start  basic  and  add  functionality  as  you  go.  The  result:  biglily  interactive 
apps  that  link  to  core  data  and  business  functions -and  move  you  to  =  s-r  " 


tlie  front  ol  tlie  line.  See  bow  at  vvww.softAvarc.ibm.comAvebsellsei-vice.  Solutions  for  a  small  planet" 
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MAKEOVERS 


FALSE  SPRING 

FOR  A  SEED  COMPANY 

After  a  buying  spree,  AgriBioTech  must  juggle  a  big  debt  load 


Li 


ast  spring,  as  agricultural-biotech 
fevei'  raged  on  Wall  Street,  one  of 
Ithe  hottest  bets  was  AgTiBioTech 
Inc.  The  Henderson  (Nev.)-based  com- 
pany had  gobbled  up  dozens  of  small 
seed  comj^anies,  and  its  gamg  ho  chief 
exec,  Johnny  Thomas,  57,  spun  a  good 
stoiy  for  the  Sti'eet.  He  claimed  liis  com- 
pany was  positioned  to  develop  geneti- 
cally enhanced  alfalfa  and  turf  grasses 
and  would  soon  have  the  breadth  to  dis- 
tribute them  nationwide.  As  big-name 
investors  such  as  George 
Soros  and  Fidelity  Invest-  •  ^ 
ments  nished  to  buy  in,  Agii-  ^ 
BioTech's  shai'es  shot  up  ten- 
fold fi-om  early  1997,  to  29. 

Just  a  couple  of  problems. 
Tiuf  and  gi-azing  gTass  seed 
have  lower  margins  than 
corn,  soybeans,  and  other 
cash  crops  that  have  attract- 
ed such  big  ag-bio  players  as 
DuPont  Co.  and  Monsanto 
Co.  In  time,  dairy  farmers 
may  pay  up  for  a  more  di- 
gestible alfalfa,  as  may  golf 
com'se  operatoi's  looking  for 
the  perfect  putting  gi-een. 
But  these  kinds  of  grasses 
won't  hit  the  market  for  at 
least  five  years. 
BEVY  OF  SUITS.  Thomas'  ac- 
quisition strategy  also  got 
out  of  hand.  AgriBioTech 
wound  up  issuing  massive 
amounts  of  new  shares. 
Debt,  meanwhile,  ballooned 
to  $135  million,  compared 
with  annual  revenues  of 
about  $409  million.  By  Feb- 
ruary, most  big-name  back- 
ers, including  Soros,  had  fled 
the  scene.  Thomas  resigned 
on  Feb.  26  after  failing  to 
find  a  buyer  for  the  compa- 
ny. The  stock  today  trades 
around  bV:.  "We  saw  the  stf)- 
ry  wasn't  materializing,  so 
we  got  out,'"  says  J.  Gary 
Craven,  porttnlio  manager 


for  Evergi'een  Investment  Management 
of  Boston,  who  sold  100,000  shares.  So 
far,  shareholders  have  filed  14  lawsuits, 
claiming  the  company  misstated  its  rev- 
enues and  its  buyout  prospects. 
AgiiBioTech  says  the  suits  are  without 
merit  and  will  contest  them. 

AgriBioTech  cleai'ly  has  lost  its  luster. 
The  question  now  is  whether  the  com- 
pany's new  CEO,  Richard  Budd,  56,  can 
keep  it  whole.  With  losses  of  $10  million 
for  the  fii'st  half  of  its  fiscal  year,  which 


MOWED  DOWN 


AGRIBIOTI 

 MONTHLY 

STOCK  PRK 
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BAPTISM  BY  FIRE:  New  CE<  > 

Budd  may  ax  500  ivorkers 
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ends  June  30,  Budd  says  the  buy 
spree  is  over*  for  now.  His  priorities 
to  cut  costs  and  renegotiate  debt. 
stick  to  the  fundamentals,"  he  says. 

Budd  says  it  still  makes  sense  to  c 
solidate  the  development,  producti 
and  distribution  of  many  small  s( 
brands  into  one  more  efficient  ope 
tion.  He  has  some  experience,  hav 
built  up  Lofts  Seeds  Inc.  by  that  ro 
before  AgriBioTech  bought  the  W 
ston-Salem  (N.  C.)-based  company 
$34  million  in  1997.  All  told,  Thor 
pui'chased  34  companies  in  four  ye; 
"They  were  always  the  highest  bidd^ 
recalls  R.  B.  Halaby,  president  of  Aj 
Capital  Coi-p.,  which  helped  sell  six  c( 
panics  to  AgiiBioTech. 
CASH  CRUNCH.  Budd  exhibits  a  lot  1 
flash  than  his  predecessor.  Thomas  sp 
a  lot  of  time  on  the  road,  selling  his' 
sion  to  seed  companies  and  potential 
vestors.  Budd  is  in  the  office  more, 
fiivt  (ii'der  of  business  is  dealing  up 
debt  mess.  In  Janu; 
Agi'iBioTech  was  forced 
sell  $25  million  of  conv( 
ible  bonds  to  pay  off  bri 
loans  to  BankAmerica  ; 
other  lenders.  The  bonds 
unlikely  to  be  turned  i 
stock  at  the  conversion  p 
of  l3"/r. — more  than  twice 
current  stock  price.  But 
less  Budd  finds  $30  mil 
to  redeem  the  bonds,  t 
will  be  repriced  to  marl 
on  June  30,  diluting  alrei 
beleaguered  shareholdn 
Next,  Budd  plans  to  squti 
$14  million  out  of  costs,  i 
says  he'll  sell  some  wa 
houses  and  other  facili; 
and  lay  off  as  many  as  ."lO 
his  1,300  employees. 

Agi'iBioTech's  resiM 
staff  is  likely  to  be  spa' 
since  Budd  still  plans 
launch  new  types  of  alli 
and  other  forage  gi'as 
But  even  if  those  new  giM 
es  hit  the  market,  A' 
BioTech   won't   be  aid 
Monsanto  is  collaborati 
vrith  rival  Research  St : 
Inc.  to  produce  an  altl 
that  can  be  sprayed  \t 
Monsanto's  Roundup  he) 
cide  and  is  working  \t 
Scotts  Co.  on  a  similar 
sion  of  tuif  gi'ass.  Aftci 
heated  imi  on  Wall  Sti 
AgriBioTech  may  find 
it's  left  out  in  the  cold. 
By  Andrew  Osfn-! ' 
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5  New  York  City  #1 

27  Albany,  NY 

3  Rochester,  NY 

16  Frankfurt,  Germany 

23  New  York  City  #2 

24  Buffalo,  NY 

29  Boston,  MA 

iing  Agreement 
are  subject  lo  change 


1999  Race  Schedule 

luly  1  Newark,  N) 

lulyS  Binghamton.  NY 

July  14  &  15  ..London,  England 

July  20  Stamford.  CT 

luly  22  ..Morristown,  N] 

luly  27  Long  Island,  NY 

luly  28  New  York  City  #3 


Aug.  3  Syracuse,  NY 

Aug.  5  Chicago,  IL 

Aug.  11  San  Francisco,  CA 

Aug.  17  Paramus.  NJ 

Sep.  16  Atlanta.  GA* 

Oct.  2  Championship. 

New  York  City 


hat  people  in  business  need 
to  run  at  their  best: 

the  right  relationship. 

The  chase  corporate  challenge' 


Last  year  more  than  170,000  men  and  women  representing 
nearly  6,000  companies  competed  in  the  22nd  running  of  the 
3.5  mile  Chase  Corporate  Challenge*  road  racing  series. 
This  year,  runners  from  businesses  of  every  size,  from  all  over 
the  world,  will  again  compete  in  men's,  women's  and  coed 
divisions,  representing  their  companies  proudly. 
For  entry  information  write  or  fax:  Chase  Corporate  Challenge®, 
173  Speedwell  Avenue,  Suite  138,  Morristown,  N)  07960. 
Fax:  (973)  898-7305.  Website:  www.chase.com 
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DAUGHTER 
KNOWS  BEST 

Alberto-Culver  has  renewed  sheen  since  Carol  Bernick  got  her  dad  to  step  down  as  CE 


For  Carol  and  Howard  Bernick, 
lousiness  has  always  been  a  family 
affaii'.  Since  the  day  she  gi-aduated 
fi'om  college,  Carol  L.  Bernick  has 
worked  for  Alberto-Culver  Co.,  the  toi- 
letries company  her  father,  Leonard 
Lavin,  founded  in  1955.  Husband 
Howard,  who  has  also  worked  for  the 
company  for  decades,  became  ("EO  in 
1994.  Cai'ol  has  been  the  creative  brains 
behind  many  of  Alberto-Culver's  most 
successful  products,  Howard  the  num- 
bers man.  And  Carol's  dad,  79,  couldn't 
be  happier  about  the  airangement.  "The 
best  thing  she  ever  did  for  the  compa- 
ny," he  joked  at  the  annual  meeting, 
"was  to  use  aU  her  wiles  to  get  us  a  fine 

CEO." 

Easy  to  laugh  now.  But  back  in  the 
fall  of  1994,  relations  between  the  Ber- 
nicks  and  Lavin  weren't  neaiiy  so  jovial. 
Although  the  company  had  had  its  shai-e 
of  hit  products — remember  Alberto  vofi 
shami3oo  and  hair  cream? — for  much  of 
the  ijrevious  decade,  Alberto-Culver  had 
faced  sluggish  gi'owth  and  deteriorat- 
ing market  share.  For  five  years  begin- 
ning in  1988,  earnings  seesawed  be- 
tween $50  million  and  $65  million,  wliile 
sales  gi-ew  sluggishly.  Meanwhile,  year 
after  year,  the  stock  piice  hovered  in 
the  low  teens. 

GHOST  TOWN.  Carol  and  Howard  Ber- 
nick watched  in  frustration  as  Lavin 
scrimped  on  marketing  and  passed  up 
accjuisition  opi)ortunities.  Meanwhile,  Al- 
berto-Culver's biggest  brand  names  lan- 
guished. The  patriai'ch  had  become  so 
set  in  his  ways  that  tiie  company's  head- 
quarters in  Melrose  Park,  111.,  hadn't 
been  refurbished  since  the  mid-1950s. 
And  with  the  company's  salaries  simi- 
larly behind  the  times,  most  of  Alberto- 
Culver's  best  talent  had  long  ago  de- 
parted for  more  modern  giants  such  as 
Procter  &  Gamble  Co.  and  Unilever. 

Even  the  Bernicks  were  thinking  of 
jumping  ship.  Instead,  in  September, 
1994,  they  marched  into  Lavin's  office 
and  pi"esented  him  with  an  ultimatum: 
Either  hand  over  the  reins  as  ceo  or 
iTui  the  company  without  them.  It  was  a 


CAROL  AND 


HOWARD  HAVE 
BEEN  A  TEAM 
SINCE  '76 


CAROL  L.  BERNICK 

BORN  1952,  Chicago 

HOWARD  B.  BERNICK 

BORN  1952,  Toronto 

EDUCATION  B.A.  1974,  Newcomb 
College  of  Tulane  University 

EDUCATION  B.A.  1973, 
University  of  Toronto 

CURRENT  JOB  Vice-Chairman, 
Alberto-Culver,  in  charge  of  North 
American  operations 

CURRENT  JOB  Chief  Executive 
Officer,  Alberto-Culver 

FIRST  JOB  Operating  an  office 
freight  elevator 

FIRST  JOB  Working  as  a  counselor 
for  disabled  children 

CHILDHOOD  PASSION  Playing 

with  Matchbox  convertibles 

FIRST  BIG  BREAK  Working  for 
her  dad,  she  came  up  with  Static 
Guard,  an  anti-cling  spray 

ADULT  PASSION  Driving  his 
Porsche  Boxster 

PASSION  Friends  of  Prentice,  a 
foundation  she  created  to  improve 
women's  neonatal  care 

BIGGEST  ANXIETY 

Has  a  fear  of  flying 
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What  did  we  say  when  they  asked  us 
for  a  mission-critical  network? 


Computer  networks  are  the  central 
nervous  systems  of  modern  banking 
and  financial  institutions.  Without 
them,  virtually  every  aspect  of  the 
company's  international  trade  and 
commerce  grinds  to  a  halt.  The 
impact  on  earnings  -  not  to  mention 
customers  -  can  be  disastrous. 

To  give  you  an  edge  in  mission- 
critical  networking  -  24  hours  a 
day,  7  days  a  week,  365  days  a 
year  -  Olicom  has  developed 
ClearSession^^,  the  world's  most 
advanced  set  of  solutions  for 
keeping  computer  networks  up 


and  running  year  in,  year  out. 
ClearSession,  an  essential  element 
of  Olicom's  ClearStep-" 
strategy,  is  implemented 
throughout  our  range  of 
quality-engineered  Token-Ring 
Fast  Ethernet  and  ATM 
networking  equipment.  Its 
unique  failsafe  functionality 
automatically  ensures  the 
availability  of  the  systems  and 
applications  that  drive  your 
business. 

That's  why  we  say  "no  problem" 
when  the  world's  biggest  banks  and 


financial  institutions  ask  us  for 
mission-critical  networks. 


olicom 
ClearStep 

The  Token-Ring 
Migration  Strategy 


Olicom  is  also  the  only 
networking  company  in 
the  world  offering  a 
detailed  high-speed 
networking  migration 
roadmap.  Our  ClearStep  strategy 
allows  you  to  safely  and  cost- 
effectively  build  high-speed, 
mission-critical  networks  capable 
of  handling  the  needs  of 
tomorrow,  today.  For  more 
information,  please  visit 
www.olicom.com. 


olicom 


m  offices:  USA  (+11  972  907  4500,  Denmark  1+451  45  27  00  00,  Australia  (+61)  2  9955  1755,  Benelux  (+31)  73  6  49  15  46,  Canada  (+1)416  977  2400,  France  (+331  1  4191  1717,  Germany  (+49)5105  2892-0, 
Iberica  (+34)  91  372  9814,  Japan  (+811  3  5753  0221,  Poland  (+481  58  348  15  00,  South  Atrica  (+271  11  432  3295,  Sweden  (+46)  8  594  704  94,  United  Kingdom  (+44)  1494  556600.  www.olicom.com 


ClearStep  is  a  servicemari<  of  Oliconn  A/S.  Olicom  is  a  registered  trademark.  1999  copyright  Olicom  A/S 


People 


huge  blow  for  Laviii,  forcing  liim  to  face 
selling  his  company  to  outsiders  or  ced- 
ing control  to  the  younger  generation. 
Unwilling  to  sell,  he  reluctantly  stepped 
down,  though  he  remains  chairman. 

How  does  it  feel  to  push  aside  youi* 
own  father  and  wrest  operating  control 
of  the  company  he  created?  "It  isn't  an 
easy  thing  to  do  with  the  founder  of 
any  company,  whether  he's  your  father 
or  not,"  says  Carol  Bernick,  46,  now 
vice-chainnan  and  president  of  Alberto- 
Culver  North  America.  To  boost  in- 
vestor confidence,  the  Bernicks  also  in- 
sisted on  adding  thi-ee  outside  dii-ectors 
to  the  nine-member  board  of  Alberto- 
Culver,  a  public  company  since  1961. 
Lavin  declined  to  be  intei-viewed. 
COMEBACK.  Whatever  rift  existed  ap- 
peal's to  have  healed.  It  hasn't  hurt  that 
the  Bernicks,  who  together  with  the 
Lavins  own  41%  of  the  company,  have 
substantially  improved  its  performance. 
Operating  profits  jumped  10%  in  1998, 
to  $141  million — 85%-  fiigher  than  when 
the  Bernicks  took  over  in  1994.  Sales 
have  gi'owTi  to  $1.8  billion,  about  50% 
liigher  than  in  1994.  Ti'ouble  in  Asia  and 
Latin  America  has  knocked  the  stock 
piice  down  from  a  high  of  oO  a  yeai'  ago 
to  about  22 — but  tliis  is  still  substantial- 
ly above  what  it  was  when  the  Bernicks 
took  over. 

The  Bernicks  started  by  tossing  out 
Alberto-Culver's  "patnarchal  and  secre- 
tive" culture,  with  its  top-down  man- 
agement style.  They  polled  employees 
and  generated  a  to-do  list  that  ranged 
from  fixing  compensation  inequities  to 
such  basics  as  restocking  office  supplies. 


commodate  the  gift-giving,  a 
large  supply  room  is  filled 
with  everything  from  ice 
buckets  ready  for  engi-aving 
to  novelty  jars  filled  with 
M&Ms.  "Carol  engineers  mo-  ly 
ments  for  the  organization," 
says  Richai'd  J.  Hynes,  du'ec- 
tor  of  sales. 

Hynes's  experience  at  Al- 
berto-Culver is  tyi^ical.  When 
he  was  consideiing  a  job  offer 
from  the  company  sLx  months 
ago,  his  friends  advised 
against  it.  But  one  of  Carol's 
gift  baskets  arrived  at  his 
home  crammed  with  items 
geared  to  his  wife's  and  chil- 
dren's interests.  "It  was  cleai' 
they  knew  a  lot  about  us  and 
had  done  their  homework," 
he  says.  Intrigued,  Hynes 
took  a  second  look  at  the  company. 
Thanks  to  that  kind  of  pampering,  em- 
ployee turnover  has  been  cut  in  half,  to 
the  industry  average  of  10%.  And  more 
outside  managers  are  being  persuaded 
to  join  the  team,  including  executives 
fi'om  Procter  &  Gamble,  Ki'aft  Foods, 
and  Frito-Lay.  "It's  a  remarkable 
change,"  says  James  J.  Drury  III,  a 
headhunter  at  SpencerStuait. 

There's  more  to  Alberto-Culver's 
turnaround  than  balloons  and  flowers. 
With  a  reenergized  workforce  and  a 
beefed-up  marketing  campaign,  Alberto- 
Culver  is  holding  on  to  space  on  store 
shelves  for  40-year-old  brands  such  as 
Albert  V05  and  TRESemme  shampoo 
even  as  newer  offerings,  such  as  tcb 


NEW  LIFE 


LEONARD  LAVIN 

It  took  an 
ultimatum  to  get 
the  company's 
founder  to  give 
up  the  reins,  but 
he's  glad  he  did 


With  a 

reenergized  workforce  and 
beefed-up  marketing,  the 
company  is  holding  on  it  oioie  shelf  space  for  its  40-year-old 
brands,  and  building  newer  ones  like  the  St.  Ives  line 


They  also  set  up  a  I'eview  pr'ocess  that 
called  for-  employees  to  critique  their 
bosses.  And  the  Ber-nicks  started  ag- 
gressively wooing  outsider's  and  tar-get- 
ing  acquisitions.  One  pr'omising  new 
brand  they  recently  nabbed:  St.  Ives 
shampoos  and  skin-care  products. 

These  days,  there's  also  a  more  friend- 
ly feeling  inside  the  company.  Wher-e  the 
atmosphere  was  once  downbeat  and  di- 
visive, offices  now  ovei-flow  v^ith  balloons, 
gift  baskets,  and  food  to  make  siu'e  that 
sales  victories,  pr-omotions,  and  even  rou- 
tine armiversaries  are  recognized.  To  ac- 


hair  products,  sell  briskly.  And  it  is 
r'evving  up  expansion  of  Sally  Beauty 
Co.,  a  2,000-plus-store  chain  that  sells  to 
both  licensed  stylists  and  consumers. 

The  compan/s  r-evived  prospects  mai"k 
a  high  point  in  the  Bernicks'  pr-ofessional 
r-elationship,  which  has  been  tightly  knit 
since  they  manied  in  1976.  Back  in  1974, 
Car'ol  Lavin  wor'ked  in  Alberto-Culver''s 
mar'keting  department.  Wliile  still  in  col- 
lege, she  cr-eated  Static  Guarxl,  an  anti- 
cling  spray,  wliich  tmTied  out  to  be  a  hit 
pr'oduct  for  her  dad.  Recalling  college 
dances,  she  says:  "The  ch-esses  were  this 


cr-epe  material,  and  you 
looked  honible  when  it  c: 
to  yoiu'  legs."    Later,  C 
came  up  with  salt  and  bu 
substitutes  Mr's.  Dash 
Molly  McButter,  forgin 
new  line  of  food  products, 
though  r-etiring  in  social 
tings,  she  isn't  shy  about 
knack  for  innovation.  " 
everyone  can  do  what  I 
she  says. 

STYMIED.  Howard  Berr 
46,  came  into  the  Lavin  f 
ly  after  arriving  in  Chi( 
fi"om  his  hometown  of  To 
to.  The  son  of  a  well-ti 
real  estate  developer,  Ber 
wanted  to  strike  out  on 
own.  So  after  gTatluating  j 
Toronto  University,  he  to* 
job  with  Fir"st  Boston  ; 
securities  tr-ader  Not  knowing  a  soi 
Chicago,  he  called  Carol,  whose  nun 
he  had  gotten  from  a  mutual  frii 
Howarxl,  who  says  he's  wanted  to 
Ms  own  company  since  he  was  a  tee; 
er;  describes  himself  as  lousy  in  all  sp 
His  gr-eatest  pleasiu'e  as  a  kid  wa 
cozy  up  with  the  latest  edition  of  TJie 
Street  Journal.  "Everybody  knew  v 
to  get  me  for  my  bar-  mitzvah — stoc 
he  says.  Just  the  sort  of  guy  for  Car 
Ber-nick  also  impressed  his  fathe: 
law,  and  in  1977,  a  year  after  mai'r" 
Carol,  he  joined  the  family  busin 
While  raising  then-  thi'ee  children,  C 
r'olled  out  new  products  and  How 
tended  to  the  finances.  He  tried  to  b 
in  moderTi  financial  contr-ols  to  boost  e 
ings  and  the  si 
price.  But  he  fc 
Mmself  stymied 
der  liLs  father-in-1 
strong  hand. 

What's  next? 
Bernicks  are  bee 
up  the  sales  f( 
and  plan  to  b( 
the  mar-keting  1: 
get,  including  a 
million  campaign 
St.  Ives.  And  they  have  big  plan; 
sell  their  products,  now  available  m 
ly  in  gTocery  stor*es  and  big  discc 
ter-s  like  Kmart,  in  national  dr-ugsl 
chains. 

That  would  be  good  enough  for-  n 
executives.  But  Car-ol  Ber-nick  also  w; 
to  promote  another  key  goal.  "I  w 
Alberto  Culver  to  be  one  of  the  100 
places  to  work,"  she  says.  If  the  com\. 
r-eaches  that  mark,  you  can  bet  tl 
will  be  balloons  and  flower-s  for  every 
By  De'Ann  Weimer  hi  Meli 
Park, 
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SIEMENS 


Automation  •  Automotive  Electronics  •  Computer  Systems  •  Energy  •  Lighting  •  Medical  Systems  •  Microelectronics  •  Power  Generation  •  Telecommunications 


u  flip  a  switch,  the  juice  is  there.  Most  people  Any  form  of  energy,  any  service  need.  The  breadth 

ver  think  about  the  huge  infrastructure  underlying  and  depth  of  our  energy  solutions,  across  the  board, 

en  the  simplest  electrical  appliance.  We  think  is  unmatched.  So  if  much  of  the  world  takes  its 

out  it  all  the  time.  Power  generation,  power  electrical  power  for  granted,  that's  fine  with  us. 

insmission,  power  distribution  and  control.  It  shows  we're  doing  our  job. 

We're  Siemens.  We  can  do  that. 


www.siemens  com   ©Siemens  Corporation  1997 


Finance 


BONDS 


BOB  RUBIN'S 
BOND  BIND 


The  cash-rich  Treasury  needs  to  issue  less  debt-but  that  could  hurt  liquidity 

It's  a  Treasury  Secretary's  dream. 
The  economy  is  unbelievably  robust, 
with  low  inflation,  surging  produc- 
tivity, and  healthy  surpluses.  The 
federal  government  is  flush  vvith  cash. 
Indeed,  the  current  schedule  of  debt 
auctions  will  raise  far  more  money  than 
the  federal  govemment  needs. 

You'd  tliink,  then,  that  Robert  E.  Ru- 
bin would  be  in  heaven.  But  you'd  be 
wi'ong.  In  fact,  Rubin  knows  he  has  to 
stop  the  flood  of  cash.  As  cash  has  been 
piling  up,  the  government  has  had  to 
sharply  cut  back  issuing  bonds.  That 
"makes  for  a  less  efficient  capital  mar- 
ket," says  Kevin  M.  Flanagan,  money- 
market  economist  at  Morgan  Stanley 
Dean  Witter.  Fewer  bonds  sloshing 
ai'ound  the  marketplace,  further,  makes 
it  more  difficult  for  traders  to  deter- 
mine a  bond's  trae  mai'ket  value.  In  ad- 
dition, bond  prices  ai'e  likely  to  be  more 
volatile  if  they  are  harder  to  obtain, 
Flanagan  says. 

CREDIBILITY  CRUNCH?  Rubin's  dilemma 
is  vexing.  He  must  be  careful  not  to  do 
anything  too  abinapt  and  risk  damaging 
what  many  economists  consider  the 
most  liciuid  market  in  the  world.  If  Ru- 
bin reduces  the  supply  of  Treasury  se- 
curities, that  could  damage  the  credi- 
bility of  lYeasurys  as  risk-free 
instruments  and  globally  recognized 
benchmarks.  On  the  other  hand,  if  he 
doesn't  pare  back  the  lineup  of  debt 


ISSUANCE  IS 
SHRINKING... 


NEW  U.S.  TREASURY  SECURITIES 


L. 


'90  '91  '92  '93  '94  '95  '96 
k  TRILLIONS  OF  DOLLARS 

DATA  THE  BOND  MARKET  ASSN. 


auctions,  he'll  have  too  much  cash  on 
his  hands.  "If  budget  surpluses  prove 
durable,  it  pushes  the  Treasury  into  a 
position  where  they  have  to  shrink  the 
volume  of  debt  sales,"  says  Goldman, 
Sachs  &  Co.  senior  money-market  econ- 

...WHICH  COULD  CAUSE  TROUBLE 
FOR  THE  MARKET 

•  Liquidity  in  Treasurys  could  decline 

•  Volatility  could  grow,  disturbing 
trading 

•Treasurys  could  become  less  of  a 
benchmark 

•  It  may  be  easier  for  traders  to 
manipulate  some  markets 

•  Fewer  bond  market  workers  might 
be  needed 

DATA,  BUSINESSWEEK 


omist  John  M.  Youngdahl.  "The  1 
smy  is  boxed  in." 

Just  last  May,  Treasury  thougl 
had  the  problem  licked.  He  disconti 
new  issues  of  three-year  notes  an( 
duced  the  frequency  of  five-year 
sales.  That  pushed  Ti-easury's  total 
issuance  in  1998  to  a  six-year  Ic 
$1.97  trillion  (table),  down"  9.2%  ] 
1997's  $2.17  trillion,  according  to 
Bond  Market  Assn.  But  Treasury  a 
had  to  cut  back  in  February  wh( 
announced  reduced  sales  of  5-  anc 
year  notes. 

Such  cutbacks,  while  significant, 
haven't  done  the  trick.  Treasury's 
rovring  needs  are  far  less  than  it  ( 
sioned  just  two  months  ago.  In  Fe 
ary,  Ti'easury  held  three  auctioil 
raise  $8  billion  and  roll  over  $27  hi 
worth  of  notes.  For  the  year,  the  i 
age  auction  size  is  expected  to  be  ! 
billion.  But  even  at  Treasury's  sci 
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[  rate,  it  will  raise  some  $45  billion 
e  than  is  needed  for  fiscal  2000, 
;h  begins  in  October,  says  Goldman's 
tigdahl.  Future  auctions  either  must 
nk  in  dollar  volume,  or  Treasury 
t  hold  fewei'  auctions  at  a  time 
n  the  surplus  is  expected  to  hit  a 
ly  $80  billion.  The  result:  Rubin  & 
are  going  to  have  to  restructure 
way  the  $300  billion-a-day  govem- 
t  bond  market  works. 
3me  economists  expect  Rubin  to  re- 
e  his  dilemma  by  the  time  of  Ti'ea- 
r's  next  quarterly  funding  an- 
icement  in  early  May.  Wall  Street 
srts  say  Tr-easury  is  focusing  on  sev- 
options.  The  government  could  con- 
e  to  reduce  the  number  of  times  it 
IBS  debt  by  cutting  back  on  two- 
!ar  notes  that  are  now  sold  once  a 
month.  Treasury  also  could  sell  30- 
year  bonds  less  frequently  than 
the  current  three  times  a  year. 
Both  options,  which  would  be 
relatively  painless  for  bond 
dealers  to  adjust  to,  are  under 
active  consideration — but  that 
still  might  not  be  enough. 
POLITICAL  ROADBLOCK.  One 
option  gaining  support  calls 
for  Treasury  to  buy  back 
outstanding  debt  from  in- 
vestors and  get  rid  of  bonds 
that  it  sold  in  years  past 
when  interest  rates  were 
higher.  Such  debt  retire- 
ment could  save  taxpayers  a 
lot  of  money  in  the  long 
run — though  not  initially. 
The  reason:  Current  ac- 
counting rules  require  the  en- 
tire repurchase  cost  to  show 
up  as  a  budget  expense  that  year, 
with  existing  bondholders  likely  to 
and  20%  or  higher  premium  over 
value,  the  repurchase  option  could 
'ery  expensive — and  difficult  to  sell 
^apitol  Hill. 

eyond  the  expense,  however,  is  a 
jcal  roadblock.  President  Clinton's 
ge  to  "save  Social  Security  first" 
dudes  using  a  large  chunk  of  the 
get  surplus  to  pay  down  the  $5.7 
ion  national  debt  until  the  White 
se  and  Congi'ess  agree  on  a  Social 
irity  reform  plan. 

oungdahl,  a  former  colleague  of  Ru- 
1,  thinks  he  has  a  way  to  avoid  both 
)lems:  ask  Congress  to  eliminate 
government  accounting  rule  that 
es  debt  retirement  so  expensive, 
that  requires  dipping  into  the 
ed-off  budget  surplus.  Under  his 
,  holders  of  old  debt  could  tender 
r  securities  to  the  government  at 
ailed  reverse  auctions.  The  Gold- 
economist  sees  debt  repurchases  as 
best  choice  because  he  thinks  they 
Id  both  lower  long-term  interest 


costs  and  increase  the  efficiency  of  the 
U.  S.  bond  market. 

Youngdahl  warns,  however,  that  such 
buybacks  would  need  to  be  protected 
from  politicians  who  might  seek  to 
schedule  them  at  election  time,  and  thus 
gain  from  the  temporary  economic  boost 
that  a  repurchase  would  provide. 

While  no  action  has  been  taken  yet, 
Gary  Gensler,  Treasury's  assistant  sec- 
retary for  financial  markets,  said  at  a 
February  press  conference  that  the 
agency  is  "looking  at  the  mechanics  of 
a  debt  buyback."  A  spokesman  says 
the  Treasury  is  still  studying  the  idea. 

Of  course,  Rubin  could  have  worse 
problems.  The  bond  market's  travails 
are  great  news  for  the  economy.  A 
shrinking  supply  of  government  bonds 


pushes  up  demand,  which  in  turn  lowers 
yields.  That's  good  for  interest  rate-sen- 
sitive sectors  of  the  economy,  such  as 
housing  and  autos. 

Less  government  debt  also  will 
lengthen  the  life  span  of  the  expan- 
sion. "Don't  you  feel  better  when  you 
don't  owe  anything  on  your  credit  card? 
It's  the  same  idea,"  says  Alan  Day, 
economist  at  Stratevest  Group,  based 
in  Burlington,  Vt.  But  as  the  federal 
government  cleans  up  its  balance  sheet, 
Rubin  and  everyone  else  who  cares 
about  the  health  of  the  bond  market 
will  have  to  remember  that,  in  many 
ways,  we  may  have  too  much  of  a  good 
thing. 

By  Laura  Cohn 
in  Washington 


DEFUSING  THE  NEXT 
BOND  BOMBSHELL 


When  Russia  defaulted  on  $40 
billion  in  debt  last  summer, 
spooked  investors  fled  the 
corporate  bond  market  for  risk-free 
U.  S.  Treasuries.  The  stampede 
opened  a  gap  between  corporate  and 
T^-easury  bond  yields,  caused 
investors  to  suffer  huge  losses,  and 
created  a  liquidity  crunch.  The  flight 
to  safety  caught  short  financial  insti- 
tutions M'hose  risk-management 
models  weren't  set  up  to  spot  credit 
risk. 

Help  is  on  the  way.  In  mid-July, 
Standard  &  Poor's  Corp.  is  expected 
to  unveil  two  new  indexes  so  in- 
vestors can  evaluate  the  credit  risk 
of  corporate  and  junk  bonds.  The  in- 
dexes will  calculate  the  difference, 
or  "spread,"  between  yields  on 
bonds  and  comparable,  but  safer. 
Treasury  securities.  The  indexes  will 
help  investors  figure  out  "what  the 
market  says"  about  credit  risk, 
notes  James  E.  Satloff,  managing  di- 
rector of  global  product  develop- 
ment at  s&P,  which  is  a  unit  of  The 
McGraw-Hill  Companies,  publisher 

of  BUSINESS  WEEK. 

SMALL  SAMPLE?  S&P  also  is  talking 
to  three  U.  S.  futures  exchanges  to 
create  new  derivative  instruments 
based  on  the  indexes.  Such  deriva- 
tives would  be  similar  to  the  s&P 
500-stock  index  futures  now  trading 
at  the  Chicago  Mercantile  Exchange. 

Credit-risk  management  is  a 
grov^rth  business,  and  s&P  won't  be 
the  only  player.  Lehman  Brothers 
Inc.  publishes  indexes  that  measure 
total  return  on  12  types  of  U.  S. 


bonds,  and  it  intends  to  protect  its 
tuif.  Other  investment  banks  plan  to 
offer  indexes  pegged  to  a  portfolio, 
but  only  S&P  would  offer  exchange- 
traded  instruments. 

Some  market  mavens  are  eager. 
Says  Thomas  F.  Carpenter,  chief 
economist  at  asb  Capital  Manage- 
ment Inc.  in  Washington:  "The  gov- 
ernment debt  market  is  shrinking, 
and  the  other  markets  are  growring. 
The  people  who  expect  to  buy  more 
corporate  debt  will  need  to  hedge." 
But  others  are  skeptical.  Mark  C. 
Brickell,  managing  director  at  J.P. 
Morgan  &  Co.,  says  custom-tailored 
hedges  are  already  available  and  "it's 
not  clear  why  standardized  ex- 
change-traded contracts  would  be 
more  attractive." 

Both  s&P  indexes  will  comprise  a 
basket  of  99  bond  yields,  to  be  up- 
dated daily.  To  smooth  out  differ- 
ences among  bonds,  s&P  will  adjust 
for  call  provisions  and  other 
covenants  that  affect  yields.  Potential 
users  might  consider  99  out  of  a  uni- 
verse of  more  than  10,000  bonds  too 
small  a  sample.  Says  Steven  D. 
Berkley,  managing  director  of 
Lehman's  indexing  group:  "A  basket 
of  99  bonds  cannot  be  truly  represen- 
tative of  the  market." 

But  if  the  indexes  catch  on,  in- 
vestoi's  and  corporate  treasui'ers 
might  use  them  to  protect  against 
default,  more  easily  diversify  theu- 
portfolios,  or  hedge  against  a  widen- 
ing in  the  yield  gap.  And  they  might 
sleep  a  little  better,  too. 

By  Laura  Cohn  in  Washington 
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COIVIIVIENTARY 

By  Mike  McNamee 

DAY  TRADING:  HOW  TO  PROTECT  AUNT  MINNIE 


It's  hard,  at  first  blush,  to  make 
much  of  a  case  for  regulating  the 
latest  stock  market  fad,  day  trad- 
ing. Sure,  day  traders — speculators 
who  use  their  Internet-linked  com- 
puters to  make  dozens  of  rapid 
stock  trades  each  day — are  gam- 
bling, not  investing.  But  a  country 
that  spends  millions  encouraging  its 
poorest  citizens  to  play  lotteries  can 
hardly  object  to  speculation  by  the 
better-heeled.  Shouldn't  we  con- 
clude that  anyone  who  falls  for  day- 
trading  firms'  get-rich-quick  pitches 
and  sets  out  to  beat  the  market 
pros  at  their  own  game  pretty  much 
deserves  the  drubbing  he  or  she 
will  get? 

It's  tempting — but  wTong.  Day 
trading  needs  to  be  cai'efully  moni- 
tored not  to  protect  day  traders  fi'om 
their  own  folly  but  to  safeguard  U.  S. 
financial  markets. 

Just  as  important,  the  Internet  will 
never  become  a  poweiful  tool  for  in- 
vesting and  raising  capital  if  the  Wild 
West  atmosphere  of  onHne  invest- 
ing isn't  tamed.  "In  the  eaiiy 
days,  the  Internet  was  viewed  ' 
as  a  frontier — everyone  there 
knew  it  was  dangerous,  and 
they  watched  out  for  them- 
selves," says  Bill  McDonald, 
enforcement  director  for 
the  CalifoiTiia  Coj-porations 
Dept.  "But  when  Aunt 
Minnie  can  access  stock 
trading  on  her  TV  screen, 
we  need  mai'shals." 

Fortunately,  regulatoi-s 
don't  need  many  new  i-ules 
or  tools  to  patrol  the  Web. 
State  secuiities  regulator 
ai-e  cracking  down  on  firms 
that  use  pie-in-the-sk>-  claims 
and  Ul^gal  deals  such  as  loans 
that  exceed  mai-gin  limits  to 
recruit  and  keep  day 
traders.  The  Secuiities 
&  Exchange  Commis- 
sion has  conducted 
two  "sweeps"  and 
charged  66  Internet 
spammei-s  and  chat- 
room  operatoi-s  with 
frauds,  including 
touting — promoting 
stocks  without  disclosing 


that  they  had  been  paid  to  do  so. 

But  stiffer  imles  to  protect  day- 
trading  newbies  are  needed.  The  reg- 
ulatory ai'm  of  the  National  Associa- 
tion of  Seciuities  Dealers,  nasd 
Regulation,  proposes  stronger  disclo- 
sui-e  of  the  risks  that  day  traders  ai'e 
ninning.  nasdr  also  wants  the  deal- 
ei"s  who  sen'e  day  traders  to  deter- 
mine whether  clients  have  the  expe- 
rience and  staging  power  for 
rapid-fii'e  trading.  "Futos  that  are 
aggi'essively  promoting  and  training 
people  to  do  day  trading  have  a 
higher  obligation,"  argues  nasdr 
President  Maiy  L.  Schapu'o.  Elec- 
tronic-trading fiiTns  ai'gue  that  no 
one  can  draw  a  line  between  active 
investors  and  day  traders.  But  simi- 
lar "suitability"  mles  have  long 
worked  to  protect  customers  who 
speculate  excessively.  They  can  be 
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made  to  w'ork  for  day  traders,  too. 

A  bigger  risk  to  Internet  in- 
vestors may  be  fraud  and  stock  ma- 
nipulation. "Tlie  boiler-room  opera- 
tors have  all  moved  to  chat  rooms," 
says  G.  Philip  Rutledge,  deputy  chi< 
counsel  of  the  Pennsylvania  Secuii- 
ties Commission.  "And  people  who 
would  hang  up  on  a  cold-caller  are 
being  lured  into  the  same  old  frauds 
via  the  Internet." 
"PUMP  AND  DUMP."  The  SEC  has 
cracked  down  on  offerings  of  bogus 
secuiities  and  other  frauds.  The  139 
members  of  its  Cybeiforce  some- 
times lui'k  in  investment  chat  rooms 
watching  out  for  "pump  and  dump" 
schemes — w'here  a  promoter  talks  u] 
a  stock's  price,  then  sells  the  shares. 
SEC  officials  say  they  have  the  au- 
thority to  nail  scamsters — but 
they're  stretched  thin  reviewing  up 
to  300  E-mail  complaints  a  day.  Stat 
regulators  get  some  250  complaints 
weekly  on  the  North  American  SecD 
lities  Administrators  Assn.'s  Cy- 
berFraud  line  (cybei-fraud 
@nasaa.org).  Better-coordi- 
nated efforts — such  as  a 
centralized  Intemet 
fi-aud  screen — would 
help. 

Ultimately,  making 
the  Web  safe  for  in- 
vestors depends  on 
making  investors 
savvy  about  the  Weh 
"At  the  end  of  the 
day,  the  pubhc  needs 
to  wise  up,"  says 
XASAA  Executive  Di- 
rector Philip  A.  Feigin 
who  likens  trading  on 
Intemet  chat-room  tips 
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to  "buying  stocks  based  0^ 
wiiat's  wnitten  on  the  bath- 
room wall."  But  day  trading 
and  Internet  fraud  are  just  ne^j 
twists  on  ancient  schemes  i 
that  have  alw^ays  played 
on  the  urge  to  get  rich 
quick.  The  marshals 
will  need  to  patrol  th€ 
Web  for  a  long  time  t( 
come. 

McNamee  covers  secu- 
rities issues  from  WasJmigton 
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BY  GENE  G.  MARCIAL 

e.spire:  A  DIRECT 
LINK  TO  THE  NET 

Shares  of  e.spire  Communications 
(f;spi)  have  been  in  an  upswing 
since  Februaiy,  when  they  were  trad- 
ing at  iV^.  Tliey  have  since  soared  to 
nearly  11.  Some  pros  regard  this  local 
telephone  carrier  as  an  undervalued 
backdoor  entry  to  the  Internet  game. 
Adding  to  the  alliu-e:  takeover  talk. 

"Here's  a  company  that  benefits  di- 
rectly from  robust  Internet  traffic — 
and  whose  stock 
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is  still  inexpen- 
sive," says  Frank 
Murphy  of  First 
Union  Capital 
Markets.  Despite 
e.spire's  advance, 
it's  way  off  its  52- 
week  high  of  23 
reached  on  July  8. 
Murphy  doesn't 
tliink  a  deal  is  im- 
minent, but  he 
says  the  stock's 
current  valuation 
has  been  so  dis- 
counted that  "its 
potential  as  a 
takeover  target  has  become  justiliable." 

The  company  builds  digital  fiber-optic 
networks  and  offers  local  telecom  ser- 
vices to  interexchange  caniere  and  end 
users  in  the  southern  U.  S.  Following 
its  acquisition  of  Cyberscape  in  Januaiy, 
1997,  e.spire  started  supplying  high- 
speed data  communications  services  to 
provide  Internet  access  for  its  com- 
mercial and  residential  customers. 

Topping  the  list  of  companies  ra- 
mored  to  be  interested  in  acquiring 
e.spire  is  Qwest  Communications  In- 
ternational, which  also  builds  and  in- 
stalls fiber-optic  systems.  Qwest  pro- 
vides Internet  and  multimedia  sei'vices, 
as  well. 

Muiphy  says  other  companies  that 
could  also  be  looking  at  e.spire  include 
AT&T,  MCI  WorldCom,  and  such  foreign 
earners  as  British  Telecom  and  Cable 
&  Wireless.  MCl  WorldCom  already  has 
links  with  e.spire:  In  1997,  e.spire 
signed  a  five-year  pact  with  MCimetro 
to  be  its  preferred  local  provider  of 
dedicated  and  transport  services  in  21 
jf  its  markets.  In  exchange,  e.spire  is- 
sued warrants  to  MCi  to  buy  as  many 
as  ( "^O.OOO  common  shares  'at  $9.86  a 


share.  It  also  agreed  to  issue  a  fur- 
ther 2.3  million  warrants  based  on 
specified  revenue  increases.  An  e.spire 
spokeswoman  declined  comment. 

BIG  FLOWER  MAY 
BLOSSOM  ONLINE 

Based  on  its  core  business  of  piinting 
ad  inserts  for  newspapers,  Big 
Flower  Holdings  (bfg)  has  ch~avm  raves 
from  Salomon  Smith  Bamey,  cs  First 
Boston,  and  Goldman  Sachs.  But  what 
may  attract  fresh  investors  is  the  Net. 

"The  recent  strength  in  Big  Flower 
stems  from  investors'  enthusiasm  for 
its  Internet  investments,"  notes  Jan 
Del  Giudice  at  Salomon  Smith  Bamey. 
Through  its  XL  Ventures  unit.  Big 
Flower  has  made  strategic  investments 
in  several  Internet  companies. 

It  owns  737,864  shares  of  Mining- 
co.com,  a  provider  of  Net  news,  infor- 
mation, and  enter- 
BASKING  IN        tainment,  plus  1.8 
THE  SUN  million  shares  of 

24/7  Media,  which 
operates  24/7  Net- 
work, whose  100 
Web  sites  deliver 
ads  and  promo- 
tions. Big  Flower 
has  also  bought 
into  private  com- 
panies: Andro- 
media,  WorldGate 
Communications, 
and  NuTel  Com- 
munications. 

These  invest- 
ments, says  Del 
Giudice,  bring  Big  Flower  strategic  In- 
ternet expertise.  She  figiu'es  that  if 
they  were  monetized  and  taxed,  the 
investments  would  have  a  market  val- 
ue of  at  least  $130  miUion,  or  $5  to  $6 
a  share  in  Big  Flower's  stock.  And  if 
WorldGate  goes  public,  it  should  add  a 
fmther  $1  to  $2  a  share.  With  the  In- 
ternet play,  the  stock,  now  at  30,  could 
go  to  40,  says  Del  Giudice. 

The  Internet  investments,  according 
to  cs  First  Boston  analyst  Steven  Bar- 
low, reflect  Big  Flower's  move  toward 
becoming  a  "New  Economy"  company, 
by  deemphasizing  its  heavy,  fixed-capi- 
tal businesses  and  focusing  more  on 
content-management  and  value-added 
services.  That  will  requii'e  far  less  fi- 
nancial capital  and  more  human  capital, 
says  Bai'low.  The  result:  higher  returns 
because  of  high  margins  and  fast  capi- 
tal tiu-nover. 
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KUSHNER-LOCKE: 
WEB  GUMSHOE 

Kushner-Locke  (kloc)  may  not  be 
hot  as  a  maker  and  distributor 
feature  films  and  TV  programs.  I 
some  pros  expect  it  to  make  a  spU 
as  a  Net  service  provider.  The  com] 
ny  owns  80%  of  a  Web-based  ou^ 
called  1-800-U.S.  Search,  said  to 
bound  for  an  initial  pubhc  offering. 

This  Web  portal  provides — throu 
its  Web  site  and  toll-free  phone  s 
vices — help  in  finding  people,  condu 
ing  backgi-ound  checks,  and  verify: 
identities  to  prevent  fraud.  Kushi 
has  signed  a  $5  million  pact  with  1 
cos,  a  major  Web  media  company, 
its  Search  imit  to  pro\ide  usere  of  1 
cos  Network  the  ability  to  do  searcl 
via  the  1800ussearch.com  portal. 

"What  makes  Kushner  different  &• 
its  Internet  rivals  is  that  its  page  vie 
average  50,000  a  day,  yet  its  stock  h 
n't  reflected  its  potential,"  says  a  N^ 
York  money  manager,  who  has  b(' 
buying.  Tlie  stock  has  gone  fi'om  81 
mid-Febniary  to  15.  He  puts  the  cci 
pany's  Internet  revenues  at  $800,00'i 
month,  01-  about  $10  million  a  year.  Ti 
is  higher  than  at  other  Net  portals, 
eluding  Zoom.com,  j 
which  has  a  mar-       A  PROMISING 
ket  cap  of  more     SECURITY  FORA' 
than   $1  billion, 
and  theglobe.com, 
whose  market  cap    15  L 
is  $583  million—  \ 
compared  with  nf 
Kushner's  $171 
million  market 
value.  Zoom.com 
posted  1998  sales 
of  $840,000  and  kushner 
theglobe.com  had  LOCKE 
$5.5  million,  vs.  o^— 
Kushner's  $75  m.i/y. 

AOOILARS 

miloon. 

Big  investors  data  bioomberg  financial  mas 
expect  Kushner  will  take  its  Inter 
business  public  sometime  in  the  si 
mer.  One  Internet  analyst  says  t 
based  on  the  valuation  of  Mark 
Watch.com,  which  posted  revenues 
$7.03  miUion  in  1998,  1-800  U.S.  Sea 
could  command  a  price  of  30  a  shj 
MarketWatch.com,  whose  shares  tr 
at  80,  has  a  mai-ket  cap  of  $1  billioi 


For  more  coverage  of  the  markets, 
visit  our  Web  site  at  businessweek.cii 
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COIVIIVIENTARY 

By  Robert  Neff 

JAPAN'S  WEIRD  COUPON  SCHEME 


M 


Iy  Japanese  in-laws,  neighbors, 
and  barber  have  a  lot  to  talk 
about  these  days.  There  was 
the  dark-horse  team  ft'om  Okinawa 
that  entranced  the  entire  baseball- 
mad  country  by  becoming  the  first 
from  its  prefecture  to  win  the  71- 
year-old  national  high  school  invita- 
tional tournament.  An  attempted  in- 
cursion into  Japanese  waters  by  two 
North  Korean  spy  ships  also  grabbed 
headhnes.  Yet  Topic  No.  1  has  been 
Tokyo's  weird  attempt  to  stimulate 
consumption  and  snap  Japan  out  of 
recession  by  issuing  the  equivalent  of 
gift  certificates. 

It  certainly  is  one  of  the  more 
bizarre  efforts  to  boost  an  ad- 
vanced economy  in  memory. 
It  was  hatched  amid  last 
July's  Upper  House  elec- 
tion, when  the  Buddhist- 
led  New  Komei  party 
vowed  to  refund  the  mon 
ey  voters  forfeited  when 
Japan  hiked  its  sales  tax 
in  1997  from  3%  to  5%. 
After  the  election,  New 
Komei  followed  up  by 
proposing  the  coupon 
program.  All  of 
Japan's  3,255 
cities,  towns,  and 
villages  could  is- 
sue coupons,  us- 
able only  within 
their  juiisdictions.  Consumers  could 
use  the  certificates  to  buy  anything 
from  clothes  to  beer  and  haircuts. 

The  ruling  Liberal  Democratic 
Party  embraced  the  idea.  The  ldp, 
which  had  lost  control  of  the  Upper 
House,  needed  New  Komei  as  an 
ally.  It  also  saw  the  plan  as  a  way  to 
help  small  businesses,  a  crucial  ldp 
support  base.  And  by  issuing 
coupons  instead  of  cash,  officials  fig- 
ured, consumers  couldn't  simply  stuff 
the  money  into  bank  accounts. 
LOVE  HOTELS.  So  in  late  January,  lo- 
cal governments  began  issuing  cer- 
tificates worth  $165  to  famihes  with 
children  15  or  younger  and  to  senior 
citizens.  Each  government  can  desig- 
nate wh'^-e  the  coupons  can  be  used. 
For  examjyie,  some  allow  brothels 
and  so-called  love  hotels  to  accept 
them.  So  far,  at  least  35  miUion 
Japanese  have  received  coupons.  As 


of  mid-Febi-uary,  they  had  spent  $2.5 
bilhon  of  the  $6  billion  budgeted  for 
the  program. 

The  economic  merits  are  dubious. 
The  amount  committed  to  the  plan 
equals  just  0.13%  of  gross  domestic 
product,  notes  Peter  J.  Morgan,  senior 
economist  at  hsbc  James  Capel  Japan 
Ltd.  "There's  no  way  this  could  have 
any  impact  even  if  all  the  coupons 
were  spent,"  he  says.  The  Nikko  Re- 
search Center  figures  the  program 
vdll  add  0.06%  at  most  to  gdp.  Cynics 
suspect  consumers  will  use  the  cou- 
pons on  necessities  and  save  the  cash 
they  otherwise  would  have  spent. 


people  tended  to  save."  Adds  Kat- 
suyuki  Hikasa,  an  influential  New 
Komei  member  of  the  Upper  Hous( 
"A  few  years  ft-om  now,  people  will 
be  reading  about  this  in  history 
books." 

Ordinaiy  Japanese  aren't  so  sure, 
My  brother-in-law,  an  administrator 
for  a  large  seafood  distributor,  re- 
ceived $165  worth  of  coupons  be- 
cause he  has  a  teenage  son.  He  gav 
half  to  his  14-year-old,  on  condition 
he  use  the  coupons  only  for  school 
matei-ials,  and  the  other  half  to  his 
wife  for  household  expenses. 

Nor  is  it  clear  that  the  program 
is  really  helping  small  retailers 


Certainly,  the  government  could 
find  better  uses  for  $6  billion.  Kathy 
Matsui,  chief  strategist  at  Goldman 
Sachs  (Japan)  Ltd.,  thinks  that  in- 
stead of  going  for  a  short-term  lift, 
Japan  should  use  the  money  to  prop 
up  its  weak  social  safety  net  at  a 
time  when  companies  need  to  slash 
payi'olls.  "Early  retirement  plans 
cost  a  lot  of  money,"  she  says.  "Japan 
should  put  programs  in  place  to  al- 
low for  corporate  restructuring." 

The  plan's  sponsors  disagi'ee. 
They  point  to  various  discount  and 
promotional  events  that  local  mer- 
chant associations  are  using  to  hype 
the  scheme.  "This  kind  of  thing 
wouldn't  have  happened  with  a  sim- 
ple tax  cut,"  argues  Toshiaki  Kitaza- 
to,  the  Home  Affairs  Ministry's  poli- 
cy planning  director.  "In  our  view, 
this  policy  has  had  a  bigger  impact 
than  earlier  tax  deductions,  which 


"We're  still  checking  this  out,"  say 
Satoshi  Ida,  executive  director  of 
the  National  Federation  of  Societi( 
of  Commerce  &  Industry,  Japan's 
leading  small  business  group.  Ida 
says  the  ldp  consulted  him  on  the 
idea  and  that  he  told  them  to  go 
ahead  if  the  government  has  the 
money. 

But  it  doesn't.  The  $6  billion  wi] 
likely  be  financed  with  governmen 
bonds.  That  will  add  to  a  crushing 
pubhc  sector  debt  of  $5  trillion. 
Whether  the  program  is  refiring  tl 
economy  will  only  be  known  when 
the  data  come  out  in  a  few  months 
If  the  numbers  are  weak,  the 
scheme  vdll  go  down  as  yet  anoth< 
lame  attempt  to  fix  Japan's  econon 
problems  with  smoke  and  mirrors. 

Contributing  Editor  Neff  lias  lit 
in  Japan  on  and  off  for  20  years. 
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ITS  NOT  SO  MUCH 
''COMMUTING" 
g    AS  IT  IS  ORBITING 
TH  E  EARTH  AT  A  VERY 
LOW  ALTITUDE. 


What  makes  driving  the  Infiniti'  Q45t  an.' 
out-of-this-world  experience? 

Maybe  it's  the  formidable  V8  engine, 
which  quietly  launches  you  into  warp  7.  (Just 
ask  the  Indy  Racmg  League  drivers  to  whom 
Infmiti  supplies  its  Q45-inspired  engine.) 

Or  maybe  it's  the  combination  of  17"  per- 
formance alloy  wheels,  225/50  V-rated  low- 
profile  tires  and  a  driver-selectable,  electronically 
controlled  suspension. 

Certainly,  NASA  has  nothmg  that  compares 
to  the  Q45's  interior  spoils.  Like  its  Seton- 
leather  appomtments,  custom-designed  Bose' 
audio  system,  power-operated  rear-window 
sunshade  or  signature  Infiniti  analog  clock. 

Well,  you'll  just  have  to  go  to  your  Infiniti 
Retailer  and  take  the  Q45  for  a  Guest  Drive', 
Just  remember,  our  planet  has  speed  limits. 


INFINITI, 

OWN  ONE  AND  YOU'LL  UNDERSTAND 

www.infiniti-usa.com  /  800-499-5900 
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COMPUTERS 


PC  MAKERS  THINK 
BEYOND  THE  BOX 


To  replace  falling 
hardware  profits, 
they're  heading  off 
in  surprising  directions 

Hardly  a  week  goes  by  that  some 
wild-eyed  startup  doesn't  an- 
nounce a  scheme  to  give  away 
personal  computers — as  if  the  PC 
were  some  thi'owaway  rather  than  the 
machine  that  ushered  in  the  Infomiation 
Age.  On  Mar.  31,  following  in  the  foot- 
steps of  Free-f'C,  NuAuction,  and  Di- 
rectWeb,  New  York-based  Gobi  said  it 
would  hand  out  fi'ee  PCs  to  consumers 
who  sign  up  for  tlu'ee  yeai's  of  Internet 
service.  Meanwhile,  eniachines  Inc. 
keeps  cranking  out  PCs  priced  as 
low  as  $399,  and  startup  Mi- 
croworkz  Computer  Coii3.  says  it 
will  soon  sell  them  for  $299. 
"Where  is  this  all  going?"  asks 
Brett  B.  Faulk,  director  of 
retail  product  market- 
ing at  Compaq  Com- 
puter  Corp.  "It's 
anybody's  guess. 
It's  hard  to  draw 
rational  conclu- 
sions from  irra- 
tional pricing." 

Problem  is, 
selling  PCs  the 
old-fashioned  way 
is  starting  to 
look  nearly  as 
iiTational.  Why? 
Two  years  of 
f  r  e  e  -  f  al  1  i  n  g 
prices  are 
squeezing  the  life 
out  of  margi 
threatemng  to  leave  P( 
makers  gasping  for  profits.  A  17.3% 
clrop  in  the  price  of  the  average  desktop 
computer  last  yeai-  shi-ank  industrywide 
revenues  by  3.6%,  iiccording  to  market 
researcher  International  Data  Corp.  And 
those  doldrums  look  to  be  the  state  of 
things  to  come.  Analysts  expect  prices 
to  plummet  nearly  15%  this  year,  cap- 
ping industrywide  sales  growth  at  less 


than  5%.  "I  would  not  be  sui-prised  to 
see  a  number  that's  pretty  close  to  flat 
PC  revenue,"  says  Jen'e  L.  Stead,  ceo  of 
Ingi-am  Micro  Inc.,  the  biggest  distrib- 
utor of  computer-related  gear. 

Worse,  prices  also  are  tumbling  on 
notebooks  and  industrial-strength 
PC  servers  that  have 
delivered  the 
bulk  of  prof- 
its for  top 
PC  makers 
in  recent 
vears. 


LEFT  OUT 


They  own 
the  screen  on  which 
Net  upstarts  have  built 
fortunes,  yet  they  have 
little  to  show  for  it 


The  average  price  of  a  PC  server 
fallen  13.4%  over  the  past  two  y 
says  IDC.  "It's  getting  harder  to 
places  to  hide,"  says  Meirill  Lyn( 
Co.  analyst  Steven  M.  Milunovich. 
are  a  tough  business — and  it's  like 
get  tougher." 

That's  why  pc  makers  are  scoi 
their  balance  sheets  and  seai-ching 
souls  as  they  gi'apple  with  an  una' 
able  reality:  The  PC  alone  can  no  Ic 
deliver  the  financials  of  old.  "Ck 
we  can't  be  a  one-trick  pony 
longer,"  says  Michael  D.  Lambert, 
of  Dell  Computer  Coip.'s  server  v 
GIZMOS.  Suddenly,  PC  makers  are  I 
ing  off  in  suiprising  new  dii'ections. 
and  Compaq  are  developing  E- 
merce  businesses — whether  it's  co' 
ing  monthly  Internet  service 
or  becoming  online  sellei 
everything  from  printei 
carrying  cases.  Hew 
Packard  Co.  has  its  ow 
business  spin:  In  additi( 
selling  servers  the  tradi 
al  way,  hp  and  its  pari 
will  host  others'  Web 
operations  on  hp  ser 
collecting  a  mor 
service  charge  oi 
on  transactions.  ' 
way,  we're  no  lo 
chasing  the  boun 
ball  of  hardware 
gins  down  the  sti 
says  Nick  J.  E 
chief  marke 
officer  for  hp's 
terprise-compi 
unit. 

Other  PC  m: 
think   new  gi 
are  the  answer, 
paq    and  Pac 
Bell  NEC  Inc. 
preparing  n( 
products  such  a 
phones  and  nei 
gled  devices  tha 
as  Web-access 
chines.  And  som( 
makers  are  simply  ba^ 
out  of  parts  of  the  mark(' 
Febinai-y,  Acer  America  Corjl; 
nounced  that  it  will  close  its  U.  S.  |i 
PC  effort,  while  Hitachi  has  shutter^ 
U.  S.  subsidiaiy. 

Experts  say  bigger  players  ma ; 
make  an  exit,  possibly  even 
lysts  have  been  calling  for  Big  M! 
abandon  the  cutthroat  home-Pc  n: 
and  focus  on  more  profitable  i  i 
to  coi-porations.  IBM  says  it  has  noi 
plans,  but  it  is  clearly  struggling  i 
PC  market.  In  the  1998  annual  r(< 
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Our  multimilliun  dollar  renovation  is  complete  and  once  again,  our  doors  are  open. 
Come  see  for  yourself  the  remarkable  transformation  of  our  lobby,  more  spacious  Tower  Wing  guestrooms, 
revamped  restaurants  and  bars  and  spectacular  new  pool  set  amidst  15  acres  of  tropical  gardens, 
it  will  exceed  your  higfiest  expectations 

& 

Shangri-La  hotel 

SINGAPORE 

For  reservations,  call  your  travel  consultant  or  USA  &  Canada  toll-free:  1  800  942  5050  Internet:  www  Shangri-La  com 
Orange  Grove  Road,  Singapore.  Tel:  (65)  737  3644  Fax:  (65)  737  3257  or  733  1029 

NCKOK  •  BEIHAI  •  BEIJING  •  CEBU  •  CHANGCHUN  •  DALIAN  •  FIJI  •  HANCZHOU  •  HARBIN  •  HONG  KONG  •  JAKARTA  •  KOTA  KINABALU  •  KUALA  LUMPUR 
•  PENANC  •  QINCDAO   •  SHANGHAI   •   SHENYANG  •  SHENZHEN   •   SINGAPORE   •   SURABAYA   •  TAIPEI   •   VANCOUVER  •   WUHAN   •  XIAN   •  YANGON 


ChaiiTnan  Louis  V.  Gerstner  Jr.  declared 
that  "the  PC  era  is  over" — some  80 
pages  before  ibm  disclosed  that  it  lost 
$992  million  pretax  in  pes  that  year,  af- 
ter losses  of  $161  million  and  $i9  million 
in  1997  and  1996. 

Even  Dell,  the  one  computer  makei' 
that  has  defied  gravity,  with  revenues 
soaiing  50%  over  the  past  several  yeai's, 
is  not  nearly  so  cozy  with  the  pc  these 
days.  "We  are  very  focused  on  changing 
from  a  model  of  65%  desktop  PCs  to 
about  45%',"  says  Dell's  Lamlsert.  In- 
deed, Dell  is  following  the  lead  of  Com- 
paq, IBM,  and  hp,  investing  heavily  to 
develop  heavy-duty  storage  systems, 
which  cany  50%-plus  gross  margins. 

For  those  that  successfully  branch 
out  into  new,  higher-margin  areas,  PCs 
could  become,  well,  just  another  busi- 
ness. If  Compaq's  services  and  storage 
businesses  continue  to  gi"ow  at  current 
rates,  by  2002  they  will  reap  profits  of 
$3.5  billion  and  $3  billion  respectively, 
vs.  $3  billion  for  Pes,  says  CBIC  Oppen- 
heimer  Corp.  analyst  James  D.  Poyner 
Jr.  Other  pc  makers  could  similarly  off- 
set flagging  computer  jjrofits.  At  Gate- 
way Inc.,  CEO  Theodore  W.  Waitt  figui'es 
non-PC  sales  could  be  20%  of  his  rev- 
enues over  the  next  few  years — and  a 
larger  percentage  of  earnings. 

It's  possibilities  like  this  that  have 
Compaq  taking  one  of  the  more  ambi- 
tious approaches.  Besides  storage  and 
services,  the  No.  1  PC  maker  is  launch- 
ing an  aggi'essive  Web  strategy.  On  Jan. 
26,  it  created  a  stand-alone  company 
ai'ound  its  AltaVista  search  engine.  The 
goal:  to  make  it  a  top-notch  portal  and, 
ultimately,  cash  in  by  taking  it  public. 
MeanwhOe,  Compaq  hopes  to  boost  sales 
of  Shopping.com,  an  online  store  it  pur- 
chased in  January,  by  promoting  it  on 
Compa(|  PCS  and  on  AltaVista. 
WALLFLOWER.  Other  PC  makers  want  in 
on  the  Internet  action  as  well.  And  who 
can  blame  them?  They  own  the  screen 
on  which  Amazon.com  Inc.  and  Yahoo! 
Inc.  have  built  their  vast  fortunes,  yet 
they  have  little  to  show  for  it.  "They 
just  watched  the  market  caps  of  all 
these  profitless  Internet  startups  zoom 
out  of  sight — and  they  didn't  get  any  of 
it,"  says  senior  analyst  Matt  Halperin  of 
Boston  Consulting  Group. 

Best-positioned  are  those  with  estab- 
hshed  Web-selling  opei'ations — notably, 
Dell.  On  Mar.  3,  Dell  unveiled  its  Giga- 
buys.com  site,  where  consumers  can 
choose  fi"om  30,000  products,  ranging 
from  digital  cameras  to  computer  bags. 
In  the  futiu-e,  Dell  will  fold  this  sei-vice 
into  its  ;  2,000  Premier  Pages — specially 
designed  Web  pages  foi-  coqjorate  cus- 
tomers— so  they,  too,  can  buy  this  broad 
aiTay  of  products  fi'om  Dell. 

In  May,  IBM  will  follow  suit  when  it 
unveils  a  Web  site,  code-named  Project 


INTERNET  SERVICE  WANNABES 

PC  gross  margins  are  slim.  But  by 
partnering  with  Internet  service  providers 
to  get  a  share  of  monthly  billings, 
Gateway  and  Compaq  get  50%  margins 
on  those  new  revenues. 

CASHING  IN  ON  E-COMMERCE 

PC  makers  are  angling  for  a  small  cut 
of  online  transactions.  Upstart  Gobi 
expects  to  break  even  on  its  plan  to  give 
away  1  million  PCs  to  customers  who  pay 
$26  a  month  for  three  years  for  online 
service.  It  plans  to  make  money  when 
those  customers  buy  online. 

LEVERAGING  DISTRIBUTION 

Dell,  Gateway,  and  Compaq  are 
leveraging  their  online  sales  channels  to 
sell  more  than  just  PCs.  Dell  just  opened 
its  Gigabuys.com  site,  where  consumers 
can  buy  computer-related  gear  ranging 
from  digital  cameras  to  carrying  cases. 

INFO  APPLIANCES  TO  THE  RESCUE 

PC  makers,  including  Packard  Bell  NEC, 
are  expected  to  introduce  appliance-like 
devices  for  the  living  room  that  can  surf 
the  Web  or  run  video  games. 

RETREAT  TO  SAFER  GROUND 

Acer  America  has  ditched  its  U.S. 
retail-PC  business,  and  Hitachi  has 
shut  down  its  U.S.  PC  arm.  Both 
will  focus  on  building  PCs  for  others. 

Odyssey,  to  sell  its  entire  line  of  PC 
products  directly  to  small  businesses 
and  consumers.  Since  ibm  currently  sells 
only  its  Aptiva  home  pes  and  one 
Thinkpad  laptop  online,  this  could  boost 
its  cybersales  to  $10  billion  to  $15  bil- 
lion, with  PC  products  accounting  for 


RAMAKRISHNAN:  more  than  half,  : 
"We're  not  a  Richard  Ander 

gimmick"  general  manager 

IBM's  enterjDiise  \ 
management  unit.  And  since  giving 
tomers  control  over  ordering  and 
figuration  cuts  handling  and  ser 
costs,  IBM's  expenses  would  be  5%' 
er  for  products  sold  online,  say  insic 
Ultimately,  these  launches  into 
berspace  could  morph  into  swee] 
new  business  models  in  which  PC  ( 
panies  make  money  not  on  their  h 
ware  but  on  the  services  they  can  1 
die  with  their  boxes.  Already,  Gate 
and  Compaq  get  a  share  of  mon 
revenues  from  Internet  ser 
providers  featured  on  their  machi 
And  the  more  subscribers  they  sigr 
the  more  advertisers  will  pay  to 
their  ads  displayed  to  these  potei 
shoppers. 

That's  the  vision  of  many  "free 
upstarts:  Break  even  on  the  mac 
and  make  a  killing  on  E-commerce 
far,  most  of  these  schemes  just  c 
add  up.  Take  Free-PC,  which  plan 
give  10,000  PCS  to  consumers  who 
willing  to  give  up  20%  of  the  scree 
ads.  One  big  snag:  Some  49%  of  h( 
PC  users  don't  even  look  at  ads, 
Dataquest  Inc. 

BIG  SHIFT.  However  wobbly  toe 
fi"ee-PC  pioneers  may  seem,  don't 
out  their  success  in  the  longer  t 
Analysts  say  that  as  broadband  cor 
tions  such  as  cable  modems  bee 
popular,  monthly  Inter-net  service 
will  rise  to  $50  or  more.  That  could 
vide  a  deep  enough  revenue  strea 
subsidize  PCs.  "I  haven't  seen  a  wa; 
the  economics  to  make  sense  yet, 
they  ultimately  will"  says  Sky  Da; 
CEO  of  Earthlink  Networks  Inc.,  ai 
temet  sei-vice  provider  based  in  Paj 
na,  Calif. 

Some  new  plans  already  look  b- 
than  others.  Gobi,  for  example,  will 
away  PCs  to  customers  who  pay  $2( 
month  for  three  years,  as  well  as  '< 
startup  fee  and  a  $45  shipping  fee.  1 
Gobi  buys  the  PC's  directly  from 
tract  manufactm-er  Solectron  Corp 
chai'ges  a  slight  premium  for  ISP  sei 
CEO  Ganesh  Ramakiishnan  says 
can  break  even.  Profits  would  ( 
from  a  cut  of  the  E-commerce  his 
tomers  will  conduct.  "We're  not  a 
mick,"  says  Ramakiishnan.  "We  hsi 
sustainable  business  model."  That  i 
be  more  than  even  the  biggest  PC 
ers  can  say  if  they  don't  move  (|U 
past  PCS.  . 

By  Peter  Burrows  in  San  M\ 
Calif.,  with  Ira  Soger  in  New  Yori 

For  more  details  on  initiatives        „  , 
from  IBM  and  Compaq,  go  to     ~,  "l— I 
ebiz.businessweek.com  ^^^Jm\ 
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because  its  your 


iignificant  other. 


A  Handheld  PC  is  your  significant  other  PC.  It's  that  20  percent  of  your 
desktop  you  use  80  percent  of  the  time,  all  in  a  package  that's  light 
enough  to  go— and  use— anywhere. 

With  computing  this  convenient,  less  really  can  be  more.  Like  Pocket 
versions  of  your  most  often-used-desktop  applications — Microsoft'"'  Office, 
Outlook®,  and  Microsoft  Internet  Explorer.  They  don't  do  everything  your 
desktop  PC  can  do,  just  what  you  need  most  when  you're  mobile. 
Send  e-mail.  Take  notes.  Cht^K  juu.  w^,,^    ....  ^.^vv^^  ..^  Web. 

You  can  take  all  of  your  vital  information  with  you,  everywhere  you  go,  and 
back  again.  Just  connect  your  desktop  PC  with  your  Handheld  PC,  and 
any  changes  are  automatically  updated  between  the  two  machines. 

And  because  it's  light,  turns  on  instantly  and  stays  on  for  up  to  12  hours 
with  one  battery,  you  have  an  ideal  PC  Companion. 

Handheld  PCs  running  Microsoft  Windows®  CE  come  in  a  range  of  sizes, 
and  start  at  $799.  Purchase  one  today  and  receive  a  FREE*  Kingston*  8MB 
CompactFlash™  storage  card  and  bonus  software— an  over  $100  value. 
For  a  complete  list  of  manufacturers  and  retailers,  go  to: 


www.microsoft.com/windowsce/lipc 


Microsoft 


Where  do  r'Ou  want  to  go  today?" 


'nal  items  offered  via  mail-in  rebate.  $4.95US/$7.95CDN  shipping  and  handling  fee  applies.  Offer  good  in  the  US  and  Canada  only.  Must  purchase  a  Handheld  PC  powered  by  Windows  CE  between  March  1  and  June  30. 1999.  Pick  up 
-tjon  mail-in  rebate  from  your  local  reseller  or  phnt  ft  off  of  our  Web  site  at  www. microsoft com/windowsce/hpc.  ©  1999  Microsoft  Corporation.  All  rights  reserved.  Microsoft  Outlook.  Windows.  Where  do  you  want  to  go  todays  and  the 
:E  logo  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  Stales  and/or  other  countries.  Other  product  and  company  names  mentioned  herein  may  be  the  trademarks  of  their  respective  owners. 
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COIVIIVIENTARY 

By  Debra  Sparks 


BY  ANY  OTHER  NAME,  A  MONOPOLY.GOM 


Network  Solutions  Inc.  isn't  your 
average  Internet  company.  For 
one  thing,  it's  profitable.  But 
even  more  surprising,  in  a  world  of 
freewheeling,  venture-backed  Net 
startups,  Network  Solutions  is  a 
monopoly  created  by  the  U.  S.  gov- 
ernment. The  company,  under  con- 
tract from  a  federal  agency,  main- 
tains the  exclusive  worldwide 
registry  for  the  .com,  .net,  and  .org 
domain  names — the  address  you 
type  to  get  to  a  Web  site.  In  one 
specific  way,  though.  Network  Solu- 
tions resembles  other  Net  compa- 
nies: Its  103%  stock  trades  at  a 
multiple  of  170  times  expected 
1999  earnings,  giving  it  a  market 
capitalization  of  $3.4  billion. 

But  beginning  this  month, 
part  of  the  monopoly  the  gov- 
ernment gi'anted  Network  Solu- 
tions will  be  taken  away.  Cur 
rently,  NSi  manages  the 
fast-growing  database  of 
more  than  4  milhon  do- 
main names  and  provides 
a  registration  service. 
For  both  services,  NSi 
charges  a  .$70  two-year 
fee  and  a  $35  annual 
fee  thereafter.  Soon, 
NSI  will  compete  with 
five  other  companies  in 
registering  Web  names, 
though  NSI  wiW  still 
maintain  a  monopoly 
over  its  .com,  .net,  and 
.org  registry  database. 
WHATS  REASONABLE?  But  a  fierce 
fight  has  broken  out  over  how  much 
NSI  should  be  allowed  to  charge  new 
competitors  for  NSi's  maintenance  of 
its  exclusive  database.  Critics  fear 
that  the  government  will  be  naive  in 
gauging  how  much  Network  Solu- 
tions should  collect.  The  Commerce 
Dept.,  which  is  expected  to  set  the 
fee  within  the  next  few  weeks,  has 
said  the  price  must  "reflect  NSi's 
costs  and  a  reasonable  return  on  its 
investment."  Perhaps  more  impor- 
tant is  a  nagging  concern  that  the 
goverTOnent  isn't  going  far  enough  in 
creating  true  competition. 

Network  Solutions  is  clear  about 
what  it  thinks  that  fee  should  be. 
While  NSI  would  not  break  out  its 


costs,  Robert  J.  Korzeniewski,  NSl's 
chief  financial  officer,  says  the  compa- 
ny is  spending  tens  of  millions  of  dol- 
lars on  its  registry  database  and  de- 
serves an  annual  fee  of  about  $16 
from  the  other  registrars  to  cover 
the  cost  of  managing  the  database. 

Critics  beUeve  that's  too  high.  They 
argue  that  NSi  is  intentionally  overes- 
timating its 
costs. 


The  feds  shouldn't  let 

Network  Solutions 
overcharge  new  rivals 


Curt  Mayer,  the  chief  technologist  of 
Emergent,  a  division  of  computer-ser- 
vices company  Keane  Inc.,  says  his 
company  could  develop  a  registry  at  a 
cost  of  $2  a  name.  Emergent  was  in- 
volved in  an  unsuccessful  independent 
effort  a  year  ago  to  create  a  registry 
to  compete  with  NSi.  "nsi  is  inflating 
costs  to  maximize  profits,"  he  says. 
NSI  says  Emergent  has  never  run  a 
registry,  so  its  estimates  are  not 
based  m  reality. 

But  other  countries,  which  have 


domain  names  not  controlled  by  N( 
work  Solutions,  offer  an  opportunit 
to  compare  prices.  While  Germany 
has  only  300,000  names  in  its  data- 
bases, its  registration  fees  have  al- 
ready tumbled  from  $20  a  year  age 
to  about  $10  today.  Since  this  is  a 
fixed-cost  business  in  which  larger 
volumes  reduce  average  costs,  NSl'; 
costs  should  be  significantly  cheap( 
than  its  smaller  international 
competitors,  say  industry  e? 
perts.  NSI  acknowledges 
that  its  costs  could  decli 
after  the  first  year  of 
dealing  with  competiti( 

NSl's  $16  fee  still 
sounds  cheap.  Real  cor 
petition  in  the  domain 
business  can't  be  creat( 
if  Network  Solutions  ' 
overcharges,  making  it 
possible  for  nsi  to  subi' 
dize  the  customer-pro- 
cessing side  of  its  but 
ness.  That  would  giv 
Network  Solutions  a 
unfair  edge  over  riva 
ACCELERATE.  What  to  : 
Admittedly,  competitic 
on  the  Net  is  a  work  ir 
progress.  But  the  goverr 
ment  needs  to  speed  up 
plans  to  introduce  competitii 
by  creating  new  domain  name 
and  database  registries — and  puttu: 
these  out  to  bid.  For  now,  industry 
experts  say.  Commerce  should  alloA 
NSI  to  charge  no  more  than  $5  a  naii 
Some  advocate  more  drastic  me 
sures,  including  sphtting  NSi  intu 
separate  companies  and  running  tl 
database  as  a  nonprofit  organizatii. 
"This  would  level  the  playing  field 
and  give  the  new  registrars  an  eqi 
opportunity,"  says  Michael  M. 
Roberts,  interim  president  and  ce 
of  the  Internet  Corporation  for  Ai 
signed  Names  &  Numbers,  the  no 
profit  group  created  last  year  by  \e 
government  to  foster  a  competitiv 
Net  address  system. 

It's  major  decision-making  timet 
the  Commerce  Dept.  Let's  hope  tie 
competition  wins  out. 

Debra  Sparks  covers  corporate 
finance. 
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Alexis  Hedding  was  saved  from  birth  defects  of  the  brain  and 
spine  because  her  mother  learned,  through  the  March  of  Dimes, 
about  folic  acid,  the  B  vitamin  women  take  before  conception 
and  in  early  pregnancy.  Your  participation  in  WalkAmerica 
will  help  more  women  learn  about  this  simple  way  to  prevent 
birth  defects. ..and  make  more  dreams  come  true! 

Join  WalkAmerica,  the  walk  that  saves  babies.  Call  your  local 
March  of  Dimes  at  1-888-4BABIES  and  sign  up  today. 


Saving  babies,  together 


Allied  Arts  Guild 


Historic  Spanish  Culoiiial  Arcliirt'clure,  Mdyiiijicoii  Gardens,  I  rcscu  Buenu  Murals 


Artisans'  Studios  and  Shops 
Restaurant,  Private  Parties,  Special  Events 

75  Arbor  Road  at  Cambridge,  Menlo  Park,  CA  94025 

Open  to  the  public  Monday  -  Saturday,  10  am  -  5  pm 
For  information  call  650»322»2405 
For  restaurant  reservations,  call  650»324»2588 

The  Allied  Arts  Guild  is  managed  by  the  volunteers  of  Woodside-Atherton  Auxiliary, 
benefiting  Lucile  Salter  Packard  Children's  Hospital  at  Stanford. 


LUCILE  PACKARD  CHILDREN'S 
HEALTH  SERVICES  AT  STANFORD 

UCSF  Stanford  Health  Care 


Don't  Put  Your  Baby  s  Health  On  The  Line* 


It's  a  thin  line  between  having  a  healthy  hahy  and  a  haby  that's  sick.  Don't  take  the  risk. 
If  you're  pregnant —  or  even  think  you  are  —  getting  prenatal  care  early  is  the 
most  important  step  you  can  take.  Call  1-800-311-2229.  We'll  put  you  in  touch  with 
the  many  services  available  to  you.  The  call  is  free  and  it's  completely  confidential. 


Get  Prenatal  Care  Early  •  Call  1 -800-3  n'2229  «  Confidential 


Take  Care  of  Yourself  So  You  Can  Take  Care  of  Your  Baby. 


Students  start  business. 
Business  makes  profit. 
Students  use  profits  to  teach  children 
about  the  free  market  system. 
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The  students  were  from  Pittsburg  State 
University,  Pittsburg,  Kansas.  They  didn't 
start  one  business,  but  successfially  ran 
six  businesses.  And  the  profits  they  made 
funded  53  educational  programs  they 
developed  and  actively  taught  throughout 
their  community. 

The  students  were  SBFE  team 
members.  SIFE  (Students  In  Free 
Enterprise)  sponsors  student  teams  on 
more  than  500  college  campuses.  SIFE 
provides  students  with  what  they  cant 
get  in  a  classroom  —  real  life  experience, 
working,  living  and  breathing  as  entrepreneurs. 

Judith  Borck,  President  and  CEO 
of  Country  Home  Bakers,  says:  "SIFE  has 
renewed  my  faith  in  young  people.  They 
accomplish  so  much  in  a  short  time  and, 
more  importandy,  they  make  a  real 
difference  in  their  communities." 

Len  Roberts,  President  of  Tandy 


Corporation/RadioShack,  says:  "SIFE 
creates  good  salesmanship  and  teaches 
the  students  how  to  lead  —  something 
that  is  not  taught  anywhere." 

Bob  Martin,  President  and 
CEO  of  Wal-Mart  International  says: 
"SIFE  provides  one  of  the  cornerstones 
for  the  fiiture  of  free  enterprise.  When 
I  look  at  these  students,  I  see  their 
excitement,  entrepreneurial  spirit  in 
action  —  and  its  inspiring." 

Through  SIFE,  college  students 
learn  to  lead  by  helping  others  succeed. 
But  for  SIFE  to  grow,  your  time  and 
expertise  as  business  leaders  are  needed- 
We  urge  you  to  call  the  number  below  and 
get  involved  as  a  SIFE  competition  judge, 
donor  or  guest  speaker. 
The  experience  is 
guaranteed  to  give 
you  goose  bumps. 


SIFE 


STUDENTS  IN  FREE  ENTERPRISE  ® 


"Helping  people  achieve  their  dreams  through  free  enterprise  education."  Call  I~800-677-SIFE. 

Active  Sponsors:  BLiik  tf  1  )al<ei,  C^NB,  GE,  I't^Ci,  Rr)iiiolds  Mclals,  Dirt  i)c\'il.  Chrysler  Fund,  The  McCraw-Hill  Cos.,  plus  -UK)  more  of  Aiiieriiii's  lfiiilii[(i  coinpaiues 
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A  ONE-TWO  PUNCH 
FOR  PACKING 
MORE  ON  A  CHIP 


OPTICAL    LITHOGRAPHY  IS 

high  tech's  cat  with  nine 
lives.  Not  long  ago,  chips 
"printed"  by  optical  tech- 
niques— ^the  mainstay  for  four 
decades — seemed  to  be  on 
their  last  legs.  By  2005,  re- 
searchers thought,  light  sim- 
ply could  not  draw  ever-thin- 
ner lines  for 
ever-faster  chips. 

But  engineers 
have  now  found  new 
hfe  in  the  optical 
spectnim.  It's  called 
extreme  ultraviolet 
(Euv)  light — and  trw  .  „: 
Inc.'s  Space  &  Elec-  'j^i 
tronics  Group  has 
just  uncorked  a  pro- 
totype system  for 
generating  euv  light. 

Today's  cutting-edge  chips 
are  printed  with  deep-uv 
lasers,  which  have  wave- 
lengths of  around  200 
nanometers.  Because  of  phys- 
ical limitations,  deep  uv  can't 
print  lines  much  thinner  than 
0.15  microns.  (A  human  hair 
is  about  100  microns  wide.) 

But  light  fi-om  trw's  euv 
laser  cuts  a  swath  of  only  13 
nanometers.  With  euv,  print- 
ing lines  finer  than  0.1  mi- 


cron will  be  a  snap.  In  fact, 
EUV  lasers  are  such  a  drastic 
improvement,  says  Thomas 
E.  Romesser,  vice-president 
for  TRw's  laser  business,  that 
they  could  extend  optical  lith- 
ogi-aphy's  reign  for  10  more 
years. 

New  competition,  howev- 
er, could  soon  thi'eaten  even 
EUV  optics.  In  laboratories, 
researchers  can  print  lines  as 
skinny  as  0.01  micron  using 
4-nanometer    X-rays.  The 


=3i 


hang-up  has  been  that  it  took 
a  huge  s.^/nchrotron,  or  atom 
smasher,  to  generate  those 
tiny  X-rays. 

Not  anymore,  jmar  Tech- 
nologies Inc.  in  San  Diego 
has  just  unveiled  a  ftle-cabi- 
net-size  system  that  produces 
1-nanometer  X-rays.  Chair- 
man John  S.  Martinez  pre- 
dicts that  X-ray  lithogi-aphy 
will  soon  give  optical  equip- 
ment a  run  for  its  money.  □ 


'SMART'  SCALPELS 
THAT  TELL  DOCTORS 
WHERE  TO  STOP 


■  Progress  toward  supplant- 
ing nucleai"  power  with  clean- 
er fusion  technology  has  been 
excinciatingly  slow.  In  part, 
that's  because  of  the  enomous 
cost  of  equipment  for  experi- 
menting with  man-made  suns, 
or  plasmas.  But  fusion  re- 
seai'ch  may  soon  tap  a  fai-  big- 
ger talent  pool.  Physicists  at 
Lawrence  Livennore  National 
Laboratory  have  found  a  way 
to  "do  fusion"  with  geai-  that 
sits  on  a  table  top.  The  main 
cost:  a  $500,000  laser  that 
packs  a  punch  way  beyond  its 
size.  Instead  of  emitting  a  con- 
tinuous beam,  it  stores  power 
and  spits  out  pulses  of  con- 
centrated energy. 


■  The  mining  industry  hopes 
to  repeal  Montana's  recent 
ban  on  cyanide  for  extract- 
ing precious  metals  from 
ores.  But  Orex  Gold  Mines 
Coi-p.  is  staking  its  future  on 
the  environmentally  friendly 
Haber  Gold  Process.  Inde- 
pendent tests  show  that  hop 
extracts  more  gold,  faster, 
than  cyanide  does.  Yet  hgp's 
proprietary  solvent  is  non- 
toxic enough  to  gargle — ^just 
ask  its  inventor,  Norman 
Haber  of  Habei'  Inc.  in  Towa- 
co,  N.J.,  who  has  done  it. 
Orex  President  Warren 
Hemedinger  expects  his 
startup,  based  in  Coral 
Gables,  Fla.,  to  begin  pilot 
HOP  extraction  at  an  existing 
gold  mine  this  summer.  □ 


NEW  SURGICAL  INSTRUMENTS 

developed  at  the  University 
of  Wisconsin  at  Madison  may 
give  new  meaning  to  the 
term  "cutting  edge."  Assis- 
tant engineering  professor 
Amit  Lai  has  dexised  a  way 
to  cai-ve  tiny  blades  fi'om  sil- 
icon using  microlithogi"aphy, 
the  technique  that  etches 
computer  chips.  Lai  figures 
that  the  knives,  which  can  be 
10  times  sharper  than  metal 
tools,  will  quickly  find  apph- 
cations  in  delicate  procedui'es, 
such  as  neurosurgery  or 
cataract  surgery. 

These  high-tech  knives 
ai'en't  just  shaiper  They  also 
vibrate  at  rates  as  high  as 
200,000  times  per  second. 
That  allows  the  blades  to 
"melt"  tissue  structures  as 
they  makes  incisions.  More- 
over, because  the  blades  are 
made  of  sihcon,  they  can  be 
equipped  with  computer  cir- 
cuits— for  example,  built-in 
sensors  that  detect  whether 


the  tissue  cu 
healthy  or  diseased,  an 
stantly  relay  this  to  the 
geon.  That  could  reduc( 
time  spent  in  surgery- 
the  amount  of  healthy  t 
that  now  gets  excised  ar 
the  target  spot. 

Becton  Dickinson  &  ( 
medical-supply  compai 
Franklin  Lakes,  N.  J.,  1 
to  use  the  teehnolog 
make  painless  needles  fc 
linges.  Thanks  to  their  i 
sonic  action,  such  ne 
would  require  almost  no 
siu'e  to  puncture  the  s 
banishing  the  "ouch"  fi'o 
jections.         Ellen  Li 


HEART  AHACKS:  FEWER  FALSE  ALARMS 

SIX  MILLION  AMERICANS  VISIT  EMERGENCY  ROOMS  EAC 

year  complaining  of  chest  pain.  Only  10%  of  them  ha 
had  an  actual  heart  attack,  though — and  weeding  the 
out  for  treatment  is  tough.  Electrocardiogi'am  plots  c 
person's  heart  rhythm  are  difficult  to  interpret,  and  1 
oratory  tests  can  take  as  long  as  thi'ee  hours  to  yielc 
answers.  As  a  result,  roughly  40%  of  heart-attack  vi( 
tims  don't  get  timely  treatment,  and  15%  of  people  s 
feiing  fi'om  chest  pain  are  mistakenly  admitted  to  in 
sive-care  units.  The  American  College  of  Cardiology 
estimates  that  these  unnecessaiy  admissions  cost  $6 
Hon  annually. 

A  new  tool  called  the  Tinage  Cardiac  System,  dev( 
oped  by  Biosite  Diagnostics  Inc.  in  San  Diego,  promi 
to  end  the  guesswork.  The  handheld  device  measure! 
the  thi'ee  heart  enzymes  that  serve  as  markers  of  a 
heait  attack.  Getting  results  takes  only  15  minutes  a 
two  drops  of  blood.  Dr.  Alan  Maisel,  director  of  coro- 
nary care  at  San  Diego  Veteran's  Affairs  Hospital,  h 
used  Biosite 's  gadget  to  examine  1,500  patients.  He  "i 
able  to  spot  100%  of  the  true  heart-attack  victims — 
half  the  noiTnal  time.  In  addition,  icu  admissions  be- 
cause of  chest  pain,  he  says,  dropped  significantly.  Tl 
heartening  news.  Ellen  Lici 


YOU'VE  GOT  TO  SEE  IT 


HERE  YOU  SEE 
THE  FEATHERWEIGHT 
PROJECTOR. 


Pow!  That's  what  your  audience  will  feel  when  they  see  this  incredible  new  projector  in 
action.  Because  instead  of  having  just  one  imaging  processor  like  other  ultraportables,  the 
PowerLite"  5500C  has  three.  650  ANSI  lumens  of  light  in  9  1/2  easy-to-carry  pounds. 
With  all  that  portable  power,  you  won't  |ust  dazzle  your  audience,  you'll  knock  them  out. 

THE  NEW  POWERLITE  5500C  ULTRAPORTABLE  PROJECTOR.  3  LCDs  BRIGHT- 91/2  LBS  LIGHT. 

Epson',  the  world  leader  in  high-performance  portable  projectors,  brings  you  a  full-featured  ultraportable  with: 
Exclusive  SizeWise  technology  that  allows  compatibility  with  computer  resolutions  up  to  1024  x  768  •  Zoom  lens, 
remote  control  and  mazing  SRS  3D  sound  •  Dedicated  phone  support  and  RoadService  exchanges,  usually  within  24  hours. 

For  more  information  or  a  free  video  on  Epson's  award-winning  line  of  pro|ectors, 
call  1-800-442-1977  (ask  for  Open  3118)  or  visit  www.epson.com. 

Epson  IS  a  registered  liadernark  of  Seiko  L\i-,on  Corp  PowerLite  and  SizeWise  are  trademarks  o(  Epson  America,  Inc  '5'1998  Epson  America.  Inc  Projected  image  simulated  lor  publication 

For  More  Information  Circle  Free  Product  Info  No.  101 


Epson  PowerLite  5500C 
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The  Emerging  Visual  Enterprise 


By  Robert  L  Lindstrom 


The  eyes  have  it.  Through  those  portals  we  take  in  most  of  what 
we  know  about  the  world.  In  business,  visual  communication 
has  always  been  a  deciding  factor  in  every  contact  and  transac- 
tion. But  the  use  of  enhanced  visuals,  photos,  graphir^^  n-iniation 
and  video,  for  example,  has  long  been  considered  a  task  >  ic  and 
tactical  concern;  an  optional  accessory.  In  the  Digital  Age,  that  is  no 
longer  the  case.  The  speed  of  change,  the  onslaught  of  data  and  the 
mercurial  nature  of  the  modern  enterprise  have  promoted  visual- 
communication  skills  and  capabilities  to  an  ascendant  role  in  busi- 
ness. Today,  being  in  business  means  Being  Visual. 


e  title  of  this  series  is  a  takeoff  on  Nicholas  Negro- 
nte's  book.  Being  Digital,  in  which  the  founder  and 
ector  of  the  Media  Lab  at  MIT  writes  that  informa- 
n  and  media  are  undergoing  a  rapid  transforma- 
n  from  atoms  to  bits.  In  other  words,  information 
d  entertainment,  as  well  as  practically  every 
tance  of  human  communication  except  for  face-to- 
e  encounters,  is  being  converted  to  binary  code. 
Digitization  of  information  is  not  simply  the  con- 
•sion  of  text  and  numbers;  it  is  also  the  conversion 
spoken  words,  music,  pictures,  and  video.  Bit  by 
—literally — we  are  storing,  retrieving,  organizing, 
inging,  and  transmitting  visuals  in  digital  form. 
In  addition  to  making  visuals  part  of  the  bit 
!am,  technological  advances  and  the  emergence  of 
visual  enterprise  have  driven  the  cost  of  color 
A'n.  Way  down.  Just  a  few  years  ago,  creating 
or  visuals  was  extremely  expensive  in  terms  of 
e  and  equipment. 

The  transition  from  text  and  speech  to  Being  Visual 
■s  to  the  core  of  business  practices,  organization  and 
ipetition.  For  example: 

The  speed  of  change  requires  us  to  convey  cen- 
ts faster  and  with  more  impact.  No  one  needs  a 
rse  in  visual  communication  to  understand  that 
phics  and  images  convey  concepts  more  quickly 
I  effectively  than  words  and  numbers, 
globalization  demands  that  businesspeople  com- 
nicate  electronically  across  great  distances  with 
iter  speed  and  comprehension.  Visuals  dramatical- 
nhance  communication  among  different  cultures, 
'eorganization  has  changed  the  rules  of  access  to 
>rmation  and  how  people  connect  inside  and  out- 
'  organizations. 

i-commerce  was  born  from  the  graphical  nature 


and  capabilities  of  the  World  Wide  Web  and  requires 
a  visual  interface.  The  Internet  was  relatively  benign 
toward  business  until  the  Web  made  it  a  visual  com- 
munication environment. 

The  Visual  Knowledge  Base 

Most  important.  Being  Visual  is  central  to  the  emer- 
gence of  the  Knowledge  Economy — the  transition 
from  an  economy  based  on  capital  and  energy  to  one 
based  on  the  assets  of  knowledge  and  information. 

Visuals  change  the  balance  of  power  inside  and 
outside  the  enterprise.  Once,  power  was  based  on 
having  information.  Now  that  information  is  available 
to  everyone,  power  is  based  on  the  ability  to  mold, 
communicate,  and  distribute  the  information. 
Whoever  has  the  best  visuals  wins. 

Knowledge  assets  and  visual  media  are  inter- 
twined, according  to  Rich  Gold,  manager  of  the  Re- 
search in  Experimental  Documents  program  at  Xerox 
PARC  in  Palo  Alto,  California.  Gold  calls  this  alchemy 
of  images  and  ideas  "knowledge  art"  and  says  his  role 
at  PARC  is  that  of  a  "knowledge  artist."  Knowledge 
assets  are  produced  while  creating  visual  images  and 
vice  versa.  That 
signifies  a  change 
in  how  an  organi- 
zation's vision  is 
communicated 
inside  and  out- 
side. Gold  says. 

As  might  be 
expected  from  a 
company  that 
specializes  in  im- 
plementing ad- 
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vanced  technology,  Andersen 
Consulting  is  a  textbook  example 
of  a  firm  that  has  elevated  visual- 
ization to  a  business  art  form. 
Andersen  uses  visualization 
to  help  executives  and  man- 

Iagers  see  the  future.  In  one 
instance,  executives  are  invit- 
ed into  a  graphical  scenario 
in  which  they  literally  see  the 
astounding  impact  of  e-commerce 
on  their  organization  before  it  has  happened. 

Executi\'es,  managers,  and  engineers  have  to 
understand  and  appreciate  what  they  are  getting 
into,  says  Joe  Carter,  nianaging  partner  of  technology 
research  and  development  at  Andersen  Consulting  in 
Palo  Alto,  California.  Until  they  see  the  solution,  they 
don't  understand  what  the  problem  is — or  even  that 
thev  have  a  problem. 

Visual  Tliinkinq 

Of  all  our  sense  receptors,  the  eyes  are  the  most  pow- 
erful information  conduit  to  the  brain.  They  send 
information  to  the  cerebral  cortex  through  two  optic 
nerves,  each  consisting  of  one  million  nerve  fibers.  By 
comparison,  each  auditory  nerve  consists  of  a  mere 
30,000  fibers.  Nerve  cells,  devoted  to  x  isual  process- 
ing, number  in  the  hundreds  of  millions  and  account 
for  about  30  percent  of  the  brain's  cortex,  compared  to 
a  mere  8  percent  of  neurons  devoted  to  touch  and  3 
percent  for  hearing. 


brain,  it's  no  wonder  we  perceive  the  world  a 
communicate  in  visual  terms.  We  read  five  times 
fast  as  the  average  person  talks.  We  register  a  fi 
color  image,  the  equivalent  of  a  megabyte  of  data, 
a  fraction  of  a  second. 
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We  are  used 
to  processing  an 
enormous  quan- 
tity of  visual 
data  but  not 
number  or  text  3oo,ooo 
data,  observes  200,000 
Eliot  Masie, 
founder  of  the 
Masie  Center,  a 
technology  re- 
search group  in  Saratoga  Springs,  New  Yo: 
Numbers  and  printed  words  are  latter-day  inv( 
tions.  Humans  don't  process  a  vast  amount  of  nu 
bers  \'ery  well.  By  using  \'isuals  we  are  going  back 
our  biological  roots  to  deal  with  a  data-rich  world. 

Business  as  Visual 

In  order  to  be  effective  communicators,  people  a 
businesses  must  first  grab  and  hold  an  audienc 
attention.  Visual-communication  technology  is  cen^ 
to  that  process,  according  to  John  Warnock,  CEO  a 
founder  of  Adobe  Systems,  a  software  manufactu 
in  San  Jose,  California.  There  is  a  generational  char 
at  work,  he  says,  adding  that  the  rapidly  changi 
visual  patterns  of  television  and  movies,  as  well 


With  all  of  that  bandwidth  to  the 

DESIGNS  ON  THE  REAL  ESTATE  MARKET 


Competitive  Advantage 


"We  were 
third-rate  in 

presentations,  and 
it  began  to  affect 
the  clients." 


Cornish  h  Carey  Commercial 
knew  that  it  was  time  to  revamp  its 
visuals  the  day  it  lost  a  big  bid.  The 
top  sales  agent  at  the  northern 
California  commercial  real  estate 
brokerage  blamed  the  "tired  look" 
of  the  presentation  materials.  With 
more  than  22.5  million  square  feet 
of  property  sales  and  leases  in 
1998,  Cornish  6t  Carey  is  a  big  play- 
er in  Silicon  Valley  and,  therefore,  is 
expected  to  act  and  look  like  one, 
says  Bill  Walsh,  president.  "We  were 
third-rate  in  presentations,  and  it 
began  to  affect  the  clients." 

A  year  ago,  Walsh  initiated  a 
complete  revamp  of  the  company's 
visual-communication  capabilities. 


including  a  Web-site  makeover  and  an 
intranet  repository  for  presentation  graph- 
ics to  be  used  by  the  agents  and  brokers  in 
the  field.  "We  provide  a  service.  Our  busi- 
ness depends  on  information.  We  couldn't 
afford  not  to  raise  the  bar  on  our  presen- 
tations," says  Walsh. 

Cornish  ft  Carey's  new  visuals  are 
designed  to  portray  the  solidity  of  brick 
and  mortar  supporting  an  innovative, 
industry-savvy  leader.  In  its  presentations, 
the  company  is  moving  away  from  bullet- 
ed  points  on  slides  and  toward  images  an( 
graphics.  "We  are  trying  to  get  away  from 
the  bad  habit  of  putting  information  in 
text  form  and  reading  the  text  off  the 
slide,"  Walsh  says. 

Credits:  Cornish  ft  Carey  Commercial.  Duarte  Design 
(www.duarte.com) 
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Why  would  PC  Magazine 
rank  a  humble  projector 
company  among  the  likes  of  Intel, 
Microsoft,  and  the  other  most  mflu- 
ential  companies  in  the  computer 
industry^  Good  question  They  said 


of  projectors  like  our  revolutionary 
new  6,8-pound  personal  series — the 
ones  that  earned  InFocus  an  Editors' 
Choice  Award  and  made  us  the  only 
projector  company  on  the  list.  Our 
personal  projectors  are  so  small  and 


projectors  for  conference  rooms  and 
fixed  installations,  too  So  for  projectors 
that  are  affordable,  reliable,  and  just 
plain  make  you  look  great,  there's  really 
only  one  choice.  The  number-one 


it's  because  InFocus  is  changing  the 
way  people  use  technology,  more  and 
more  people  are  projecting  from  their 
laptop  PCs,  making  the  most  of  their 
meetings.  They  also  said  it's  because 


so  bright,  you  can  project  with 
the  lights  on.  They've  become  the 
preferred  choice  of  people  even/where 
who  present  on  the  road  And  we've 
got  a  full  line  of  industry-leading 


name  in  projectors — InFocus- 
It's  your  image.  Project  yourself," 
To  arrange  a  free  demo,  simply  call 
1-800-294-6400  Or  visit  us  at: 
www,infocus.com/bw 
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the  dt>minance  of  colorful, 
evocative  imagery  in  print  publi- 
cations, have  upped  the  ante  for 
presentation  of  information. 

According  to  Eliot  Masie, 
messages  must  be  under- 
stood and  retained.  The 
Masie  Center  and  other 
organizations  that  study 
technology's  role  in  business 
and  learning  generally  break  the 
applications  and  function  of  x  isual-communication 


.visual 


first  computer 
was  created.  In 
the  Digital  Age, 
they  are  moving 
into  the  business 
mainstream  in 
the  form  of  deci- 
s  i  o  n  -  s  u  p  p  o  r  t 
systems  and  sce- 
nario-planning 
tools  that  allow 

faster,  mc^re  effective  decision-makmg. 


Digital  Cameras  Sold 
to  North  American  Businesses 


1,1251,000 


Source:  Info  Trends  Rcsedrch  [ 
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PROJECTING  THE  FLAVOR  OF  HIGH  TECH 


When  Steve  Jobs,  Apple  Computer's  CEO,  took  the 
stage  for  his  keynote  presentation  at  the  1999  Macworld 
Expo  in  San  Francisco,  it  wasn't  just  the  products  or  Jobs 
himself  that  were  on  display.  Apple's  recent,  precarious 
financial  resurgence  was  the  talk  of  the  show  and  the 
audience  was  there  to  see  whether  Apple  has  what  it 
takes  to  continue  its  recovery. 

The  pressure  was  on  the  staging,  computer  graphics, 
video  feeds  and  satellite  broadcast  to  portray  Apple  and 
Jobs  as  supreme  and  confident  masters  of  technology  to 
the  thousands  in  the  audience  and  thousands  more  watch- 
ing the  satellite  broadcast.  The  image  and  impact  of  the 
presentation  were  a  direct  reflection  on  the  quality  of  the 
products  and  their  maker.  Visual  com- 
munication during  the  Jobs  presenta- 

tools  and  techniques  involved  in 
Being  Visual  into  three  primary 
business  areas: 

M  Visual  extension  of  metric  data 
is  being  driven  by  the  avalanche  of 
data,  and  the  ease  of  use  and 
widespread  availability  of  graph- 
ics software.  Charts  and  graphs 
have  become  the  hallmark  of  elec- 
tronic presentations. 
K  Visual  enhancement  of  verbal 
communication  includes  facial 
expressions  and  gestures,  as  well 
as  the  images,  video  and  graphics 
that  are  part  of  nearly  every  elec- 
tronic business  presentation.  The 
two  fastest  growing  examples  of  this  trend  are  data 
videoconferencing  and  audic~)graphic  cc^llaboration, 
which  combines  standard  teleconferencing  with 
data-sharing  via  computer. 

M  Visual  model  building  and  simulation  have  been 
part  of  engineering  anci  product  development  since  the 


Visual  communication 
during  the  Jobs 
presentation  was 

both  the  medium 
and  the  messagc. 


tion  was  both  the  medium  and  the  message. 

As  Jobs  welcomed  the  crowd,  his  image  was  project- 
ed on  a  15-by-33-foot  screen.  His  projected  image  was 
all  that  at  least  half  of  the  audience  would  see  —  except 
for  his  tiny  figure  on  the  stage  hundreds  of  feet  away. 
An  adjacent  1 5-by-20-foot  screen  displayed  the  com- 
puter graphics  and  product  images.  In  all,  the  projectors 
were  fed  from  16  separate  sources.  Because  the  presen- 
tation featured  the  new  fruit-colored  iMac  computers, 
the  visuals  needed  maximum  color  fidelity  to  maintain 
credibility  and  deliver  the  right  message.  The  images 
were  kept  exceptionally  bright,  as  well,  in  order  to  creal 
a  dazzling  impression. 

Credits:  Apple  Computer;  Digital  Projection  Inc. 
(www.iJigitalprojection.com) 


Technology  in  Sight 
just  as  desktop  publishing  softw 
transformed  the  way  docume 
are  created  and  who  creates  th 
\'i sua  1-communica tion  tools 
changing  the  process  of  visual  o 
munication. 

Microsoft,  for  example,  has 
its  PowerPoint  presentation  s 
ware  on  the  desks  of  tens  of  milL 
of  users.  A  recent  Microsoft  st 
found  that  PowerPoint  users  del 
twice  as  manv  presentations  to 
as  they  did  in  1995.  Even  more 
nificant,  the  study  reported  tha 
percent  of  users  routinely  send  PowerPoint  prese 
tions  as  an  e-mail  attachmeiit,  and  12  percent  pul 
their  presentations  on  the  Internet  or  their  intranet 
The  same  adoption  and  usage  patterns  cai 
tracked  for  almost  all  visual-communication  softv 
and  related  multimeciia  hardware: 
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of  course,  bright,  sharp  Sony  images  have  been  appearing  in  living  rooms  across 
ica  since  the  advent  of  Trinitron®  televisions.  But  now  our  high-performance 
le  projector  brings  1000  ANSI  lumens  of  brightness  with  XGA  resolution  into 
ice/And  the  ease  of  Advanced  Scan  Conversion  will  make  you  think  you're  right 
n  the  couch  with  the  remote.  Especially  when  the  whole  office  starts  fighting  over  it. 


Portable  VPL-X1000U  /  VPL-S900U 
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FREE  CD-ROM  OFFER  -  For  more 
information  and  your  free  CD-ROM 
on  Building  a  Better  Presentation, 
call  1-800-472-7669.  ext.  X1000. 
www.sony.com/displaysystems 


Ultra  Personal"  projector 
VPL-XC50U/VPL-SC50U 


-  • 


Installation  projector 
VPL-X2000U 


Hfirtabie         Innovation  at  work," 

VPL-X1000U/VPL-S900U 

1000/ 900  ANSI  lumens 
XGA /SVGA  resolution 
LCD  Micro  Lens  Array 
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■  The  technology  research  com- 
pany International  Data  Cor- 
poration (IDC),  in  Framingham, 
Massachusetts,  predicts  that 
more  than  7  million  multi- 
media notebook  computers 
will  ship  this  year,  com- 
pared to  3.3  million  in  1995. 
H  Digital  cameras  are  experi- 
encing a  sales  growth  of  30  per- 
cent per  year.  Marketing  is  now 
the  primary  application  for  digital  cameras  used  in 
business,  according  to  research  by  hifoTrends  Research 
Group  in  Boston. 

■  Visual-display  devices,  from  electronic  white- 
boards to  flat-panel  monitors  and  digital  video/data 
projectors,  are  booming,  according  to  Pacific  Media 
Associates,  a  display-products  research  company  in 
Mountain  View,  California. 

The  most  remarkable  trend  for  visual  communica- 
tion is  the  rapid  growth  of  the  Web.  IDC  estimates 


for  sharing  ideas,  conducting  transactions  and  trans 
mitting  information. 

The  Web  is  quickly  becoming  the  worlds  larges 
single  presentation  medium  and,  as  bandwidth  in 
creases,  it  will  become  the  single  most  powerful  dy 
namic  visual  medium  on  the  planet. 


I     pared  to  3.3  million  in  1995.       Looking  Forward 

The  next  three  installments  of  this  series  will  explor 
the  skills  and  tools  that  organizations  and  Individ u 
als  must  adopt  in  order  to  compete  in  a  visually  ori 
en  ted  business  world.  In  addition,  they  will  examin 
the  specific  roles  of  communication  technology  a 
work  in  the  visual  enterprise,  including  trends  ii 
Web-based  presentations,  media  capture,  media  edit 
ing,  mobile  presentations,  media-storage  systems 
digital-asset  management,  and  presentation  display. 

Being  Visual  means  we  are  fast  moving  into  ai 
era  in  which  image  literacy  is  as  important  as  textua 
literacy.  In  this  new  reality,  our  ability  to  visualh 
communicate  ideas  is  as  important  as  our  ability  t( 

conceive  them.  Perhapi 

VISUALLY  STITCHING  TOGETHER  A  COMPANY    "^ore so  ■ 


SunCare  Inc.,  a  respiratory-health- 
care company,  has  only  150  managers 
spread  out  across  1,500  sites  in  40 
states.  Its  main  work  force  is  the 
3,500  professional  respiratory  thera- 
pists who  provide  care  in  hospitals, 
nursing  facilities  and  homes  around 
the  country.  Technology  is  crucial  to 
the  structure  of  such  a  distributed 
company. 

"We  need  to  maintain  the  high 
quality  of  care  and  reduce  operating 
costs.  We  couldn't  do  it  without  the 
technology,"  says  Tom  Futch,  CEO  of 
the  Tallahassee,  Florida,  company.  The 
type  of  care  originally  offered  by 
SunCare  was  available  only  in  hospi- 
tals. But  with  the  aging  Baby  Boom 
generation  and  a  trend  toward  shorter 
hospital  stays,  demand  has  greatly 


increased  for  care  at  home  and 
in  nursing  facilities. 

The  key  visual  technology 
for  SunCare  is  videoconferenc- 
ing. In  1997,  the  company  had 
only  four  videoconferencing 
systems;  today  it  has  250.  "In  a 
burgeoning  market,  the  tech- 
nology allowed  us  to  reach  out 
in  ways  that  could  not  be  done 
before,"  says  Futch.  "We  are  a 
people  business.  Our  largest 
asset  is  our  labor  force.  The 
ability  for  us  to  see  them  and 
for  them  to  see  us  and  interact 
in  real-time  is  critical.  What  we 
need  to  do  cannot  be  accom- 
plished in  print  or  with  e-mail." 

Credits:  SunCare;  Sony  Display  Group 
(www.sonyconi/videoconference) 


"The  ability  for  us  to 

see  them  and  for  them  to 

see  us  and  interact  in 
real-time  is  critical." 


that  by  the  end  of  the  year,  the  number  of  people 
online  will  have  grown  by  28  percent  to  147  million. 
Corporate  spending  on  Internet-related  technology  is 
expected  to  reach  $85  billion  in  1999,  according  to 
Frank  Gens,  senior  vice-president  of  Internet  research 
at  IDC.  Part  technology,  part  communication  system 
and  part  storefront,  the  Web  has  become  a  global  tool 


Robert  L,  Lindstrom  is  president  of  C60  Communications  and  executive  direct 
of  the  Digital  Exploration  Society  He  is  tlie  author  of  The  Business  Week  Gui 
to  Multimedia  Presentations. 

He  can  be  reached  at  rlindstrom(g'digitalexplorers.com. 

This  special  advertising  supplement  to  was  prepared  by  Knowledge  Industry 
Publications,  White  Plains,  New  York,  subsidiary  of  Phillips  Business 
Information  Inc.  Part  II  of  this  series  will  appear  in  a  June  issue.  Copyright 
1999,  Knowledge  Industry  Publications,  all  rights  reserved. 
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Canon  Takes  Presentation  Technology 
From  The  Dark  Ages  To  The  Digital  A| 


Introducing  "Digital  OHP 


Digital  OHP  Presentations:  A  Canon  Exclusive.  ' 

The  "Digital  Overhead  Projector™,"  available  only  from 
Canon,  combines  the  first  affordable  hi-res.  (1900  x1424 
)ixels)  Digital  Document  Camera,  with  Canon's  first  opti- 
mally-advanced LV-series  projector  to  give  you  text  clarity 
to  8pt.  on  a  full  8  1/2"  x  11"  document)  without  trans- 
Darencies,  plus  a  whole  lot  more, 

'atehted  Technology  Means  Breakthrough  Pricing.  ' 

;;anon's  patented  Parallel  Plate  'Variable  Refraction  Optical 
System'  is  a  unique  technology  that  allows  one  CCD  to 
jive  you  the  quality  of  nine,  without  the  high  cost. 


Enhance  Your  PowerPoint®  Presentations. 

Within  seconds.  The  Digital  OHP  allows  you  to  access 
crisp  type  and  incredible  detail  from  documents,  charts, 
graphs,  even  3-D  objects  and  integrate  them  into  your 
PowerPoint  presentation  for  maximum  flexibility. 

The  Missing  Link  To  Videoconferencing. 

Unlike  conventional  document  cameras,  the  Digital  OHP 
optimizes  your  videoconferencing  system,  allowing  you  to 
share  full  document  text  and  detailed  images  much  like 
you  would  during  a  face-to-face  meeting. 


FOR  MORE  INFORMATION,  PLEASE  CAU  (516)  328-5960. 
E-mail  us  at  vcsd@cusa.canon.com  Website:  www.usaxanon.com 

For  More  Information  Cirde  Free  Product  Info  No.  100 
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Welcome  to  the  21st  century. 
It's  time  to  upgrade  your 
next  presentation  with  a 
PLUS-  electronic  copyboard. 

It's  simple.  First,  write  your  thoughts  on  i 
the  copyboard.  Next,  print  them  out  on 
the  built-in  printer,  or  download  them---- 

directly  to  your  personal  computer.  Finally, 
hand  them  out  to  your  audience  or  emai 
them  anywhere  in  your  network,  or  over 
the  Internet.  Try  wi 
flip  chart. 

PLUS"  offers  seven 
models,  featuring  the 
industn  's  largest 
selection  of  screen 
sizes,  writing  surfaces, 
applications  and 
printer  options.  And  all  I^LUS*  copyboards 
are  PC-ready  or  PC-compatible. 

Listen.  If  you  still  use  carbon  paper  anc 
rotary  phones,  then  maybe  a  flip  chart  is  ^ 
fine.  If  not,  you  might  be  ready  to  say 
goodbye  to  Flip 
and  hello  to  a 
PLUS"  electronic 
copyboard. 
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iN  IVORY  TOWER 
HAT  SPINS  PURE  GOLD 

the  R&D  arm  of  Lucent  Technologies,  Bell  Labs  has  a  big  hand  in  profits 

1  February,  Tony  Tyson  was  perched 
n  the  foothills  of  the  Chilean  Andes, 
Tying  to  solve  one  of  the  universe's 
^■eatest  mysteries.  The  billions  of 
3  we  see  represent  only  one-tenth  of 
mass  of  the  cosmos.  The  rest  is 
matic  "dark"  matter,  detectable  only 
;he  way  it  pulls  galaxies  or  bends 

Tyson  has  pioneered  a  way  to  use 
scopes,  high-tech  cameras,  and  so- 
ticated  imaging  algorithms  to  spot 
light-bending,  thus  charting  dark 
;er's  place  in  the  heavens.  It's  a  clas- 
juest  for  new  knowledge — and  the 
f  of  Nobel  prizes.  But  the  59-year 
cosmologist  is  no  ivied-hall  acade- 

He's  one  of  1,150  scientists  and 
nicians  at  Bell  Laboratories,  the  re- 
ch  arm  of  telephone-equipment  mak- 
;ucent  Technologies  Inc. 
old  on  a  minute:  How  can  a  compa- 
hat's  in  the  thi'oes  of  cuttliroat  com- 
tion  afford  to  contemplate  the  se- 
5  of  the  luiiverse?  Tlie  answer  Ues  in 
hallowed  laboratories  of  the  Mm-ray 
(N.  J.)-headquaitered  company.  Since 
""s  telephone-geai'  business  and  much 
>ell  Labs  were  split  off  to  become 
5nt  Technologies  in  1996,  the  scien- 

at  Bell  Labs  and  the  business  peo- 
at  Lucent  have  forged  a  distinctive 
biotic  relationship.  That  is  helping 
lel  the  revival  of  Bell  Labs  and  the 
ing  financial  perfonnance  of  Lucent. 
;ent  is  the  best  tiling  that  happened 
lell  Labs,  and  Bell  Labs  is  the  best 
g  that  happened  to  Lucent,"  says 
i  Sethi,  vice-president  for  computing 
mathematical  sciences  research  and 
r  technical  officer  at  Lucent's  com- 
ications  software  business. 
GET  PEG.  Credit  careful  planning 

getting  the  two  gi'oups  together. 
;he  time  of  the  spin-off,  Lucent's 
-Chairman  Henry  B.  Schacht  un- 
cored  the  importance  of  the  re- 
ch  effort  by  putting  Lucent's  coi-po- 

headquarters  at  the  Bell  Labs 
ity.  He  backed  up  the  gesture  with 
3y:  He  pegged  the  labs'  budget  at  a 
1  11%  of  Lucent's  revenues.  That 

scientists  get  more  reseai'ch  money 


NETRAVALI:  "Our  role  is  dbsolutely  clear.  We  are  the  innovation  engine" 


as  the  company  gi-ows — a  strong  incen- 
tive to  help  the  company's  perfonnance. 
Since  Lucent's  spin-off.  Bell  Labs's  bud- 
get has  increased  42%,  to  $3.7  billion,  for 
the  fiscal  year  ended  Sept.  30,  1998. 
That's  when  the  company  posted  rev- 
enues of  $30.1  billion  and  net  income  of 
$970  million. 

Lucent  also  established  an  internal 
venture-capital  operation  to  fund  re- 
searchers' ideas  that  don't  fit  into  exist- 
ing business  units.  Scientists  get  their 
ideas  financed — and  they  get  equity.  One 


new  venture.  Visual  Insights,  sells  soft- 
ware that  can  detect  billing  fraud  by 
analyzing  patterns  in  large  amounts  of 
data.  Another,  Verdicom,  does  finger- 
print authentication. 

The  result  is  that  today's  Bell  Labs  is 
a  hotbed  of  innovation — at  a  time  when 
Lucent  needs  leading-edge  technology 
in  order  to  compete  in  the  fierce  market 
for  communications  gear  "They've  suc- 
ceeded in  making  an  organization  that 
does  both  basic  research  and  develop- 
ment that's  of  use  to  the  company,"  says 
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Eleven  researchers  have  won  the  Nobel  prize  in  physic 
for  work  done  at  Bell  Labs  dating  back  to  1927 


Stanford  University  electrical  engineer 
David  A.  B.  Miller.  Venky  Narayana- 
miuti,  professor  and  dean  of  engineeiing 
at  Harvard  University,  agrees:  "Bell 
Labs  seems  to  have  once  again  found  its 
bearings." 

Lucent  is  the  prime  beneficiary.  Bell 
Labs  research  is  responsible  for  50  Lu- 
cent products  that  are  on  the  market 
now  or  that  wiW  come  to  market  in  the 
next  few  months.  For  example,  Tyson's 
work  in  charting  the  heavens  helped 
lead  to  a  fingerprint-identification  sys- 
tem. That's  because  the  technology 
used  to  chart  galaxies  can  be  adapted 
to  analyze  other  complex  images,  such 
as  fingerprints. 

Lucent  and  Bell  Labs  have  had  some 
catcliing  up  to  do.  Tiny  Ciena  Coip.  in 
Linthicum,  Md.,  blindsided  the  company 
in  1996  with  an  optical  networking  prod- 
uct that  doubled  the  capacity  of  long- 


Blazing  Trails 


1933  Researcher  Karl  Jansky  dis- 
covers radio  waves  from  the  Milky 
Way,  giving  birth  to  radioastronomy. 


1947  William  Shockley,  John 
Bardeen,  and  Walter  Brattain  create 
the  transistor,  foundation  of  the  semi- 
conductor— and  the  Information  Age. 


1951  Researchers  develop  methods 
for  producing  the  world's  purest 
semiconductor  materials  and  for 
implanting  ions  into  the  material, 
paving  the  way  for  today's  high-pow- 
ered chips. 


1962  Bell  Labs  develops  Telstar, 
the  first  international  communica- 
tions satellite. 


1964  The  first  touch-tone  phone  is 
created. 


distance  phone  lines.  And  Cisco  Systems 
Inc.  has  built  a  considerable  lead  on  Lu- 
cent in  the  market  for  data-networking 
equipment.  Lucent  has  reacted  with  the 
kind  of  speed  it  lacked  when  it  was  pait 
of  AT&T.  After  Ciena's  success.  Bell  Labs 
scientists  developed  a  competing  product 
in  15  months.  And  in  Januaiy,  Lucent 
agTeed  to  buy  Ascend  Communications 
Inc.  in  order  to  get  data  equipment  prod- 
ucts to  compete  with  Cisco.  "Lucent  has 
identified  the  problem  and  taken  the 
right  steps  to  refocus  its  fomiidable  [re- 
search] weaponry,"  says  analyst  Paul 
Sagawa  of  Sanford  C.  Bernstein. 
NATIONAL  TREASURES.  The  tale  of  Bell 
Labs  is  more  than  just  the  success  sto- 
ly  of  one  company.  It's  also  the  stoiy  of 
the  rejuvenation  of  America's  gi-eat  in- 
dustrial labs.  IBM's  T.J.  Watson  Re- 
search Center,  rca's  Sarnoff  Research 
Center,  and  especially  Bell  Labs,  were 


1965  Arno  Penzias  and  Robert  Wil- 
son discover  the  faint  cosmic 
microwave  radiation,  left  over  from 
the  creation  of  the  universe — and 
win  a  Nobel  Prize  for  their  efforts. 


1968  Alfred  Y.  Cho  leads  a  team 
that  invents  molecular-beam  epitaxy, 
a  vital  tool  for  making  lasers  and 
other  semiconductor  devices. 


1969  Creation  of  charge-coupled 
devices,  the  "eyes"  of  today's 
videocameras. 


1969  Ken 

Thompson 
and  Dennis 
Ritchie  devise 
the  UNIX 
operating 
system,  now 


the  standard  for  Internet  hardware. 


1983  Bjarne  Sroustrup  writes  the 
computer  language  C+-I-,  now  used 
in  Microsoft's  Windows,  Netscape 
Navigator,  and  just  about  every  other 
piece  of  commercial  software. 


1984  Narendra  Karmarkar  invents  a 
linear  programming  algorithm  that 
enables  computers  to  solve  prob- 


once  viewed  as  national  treasures 
ing  a  research  path  for  the  entire 
try.  Bell  Labs,  for  instance,  helpei 
ate  such  breal<tlu'oughs  as  the  tran 
the  underlying  technology  of  the 
mation  Age,  and  the  optical  am] 
key  to  today's  fiber  optic  net\ 
(table).  Eleven  researchers  have 
the  Nobel  prize  in  physics  for 
done  at  the  lab  dating  from  1927. 

But  as  competition  fi-om  Japai 
Europe  intensified  in  the  1980s,  C( 
nies  could  no  longer  afford  these 
towers  of  science.  After  the  1984  \ 
up  of  AT&T,  Bell  Labs  began  a  j 
of  downsizing  and  decline.  "We 
had  to  understand  the  differenc 
tween  long-term  research  valual 
the  company  and  academic  resea 
and  we  needed  to  piime  the  aca 
pail,"  says  then-reseai'ch  cliief  and 
laureate  Arno  A.  Penzias.  That  bij 


lems  having  thousands  of  variabkj 


1988  Researchers  demonstrate  a! 
multilayered  bipolar  transistor  the 
was  12  times  as  fast  as  any  othet 
transistor  at  the  time. 


1996  Software  researchers  devise 
a  way  to  deliver  high-quality  speei 
and  music  over  the  Internet. 


1997  Researchers  at  Bell  Labs 
build  the  world's  smallest 
metal-oxide  semiconductor 
transistor — a  mere  182  atoms 
across — paving  the  way  for  circL 
which  pack  billions  of  componei 
onto  a  single  silicon  chip. 


1998  Researchers  demonstrate  t 
world's  first  long-distance  terabit 
per-second  transmission  over  a  s 
gle  strand  of  optical  fiber,  a  tenf(j 
increase  over  existing  technology 


1998  Scientists  m 

build  plastic  if^' 

transistors —  ^jUi. 
devices  so  cheap 

and  rugged  that  |  Jrjj 
they  could  trans- 

form  the  elec-  jlcj 

Ironies  industry.  ^^WB 


Bell  Labs's  technological  breakthroughs  have  opened  new  frffi 
tiers  and  created  new  products.  Here  are  some  highlights:  \ 


168  BUSINESS  WEEK  /  APRIL  19,  1999 


CNA  covered  the  company 
that  covered  the  Denver  Mint. 

When  it  came  time  to  replace  the  roof  oyer  the  Denver  Mint,  CNA  was  there  to  cover  it.  CNA  worked  with 
B&M  Roofing  by  providing  them  with  general  liability  insurance,  workers'  compensation,  commercial  auto 
coverage  and  a  surety  bond.  By  bringing  you  more  than  a  century  of  experience  and  the  financial  stability 
of  over  $60  billion  in  assets,  CNA  can  offer  you  a  broad  array  of  insurance  products  and  services  for 
your  business,  home,  auto  and  life.  Visit  us  at  www.cna.com 


For  All  the  Commitments  You  Make 


CNA  IS  a  registered  service  mark  and  trade  name  of  CNA  Financial  Corporation, 
Any  depiction  of  the  Mint  does  not  imply  endorsement  of  CNA  by  the  Mint 
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Probing  the  neural  pathways  of  the  slug  may  yield 
biological  lessons  that  lead  to  self-healing  networks 


howls  of  outrage  from  science-policy 
mavens.  "The  big  industrial  labs  don't 
exist  anymore,"  fretted  William 
J.  Spencer,  then  cfa)  of  the  semiconduc- 
tor industry's  research  consortium, 
Sematech,  in  a  1996  interview.  "Wliere 
are  the  next  breakthroughs  going  to 
come  fi-om?" 

The  answer  seems  to  be: 
from  the  new  Bell  Labs.  Its 
researchers  are  probing  the 
neiu'al  pathways  of  the  slug 
in  order  to  understand  how 
biological  lessons  could  lead 
to  self-healing  networks. 
They  are  exploring  comput- 
ers that  harness  the  arcane 
power  of  quantum  mechan- 
ics and  the  infoiTnation  stor- 
age capacity  of  dna.  "Our 
role  is  absolutely  clear:  We 
are  the  innovation  engine 
for  Lucent,"  says  Ai-un  N. 
Netravali,  Lucent  executive 
vice-president  for  research. 

Reseai'chers  have  speeded 
up  the  steps  from  lab  to 
market.  Consider  how  Lu- 
cent reacted  after  being 
humbled  by  Ciena.  The  ex- 
plosive gi'owth  of  communi- 
cations demands  that  more 
and  more  information  be 
crammed  through  every 
strand  of  optical  fiber  One 
way  to  accomplish  that  is  to  boost  the 
number  of  colors  of  light  speeding 
tlirough  the  fiber,  each  caiTying  infor- 
mation. For  years.  Bell  Labs  re- 
searchers had  been  building  systems 
that  could  carry  a  handful  of  wave- 
lengths. Then,  Lucent  was  upstaged  by 
Ciena  in  1996,  when  it  sold  Sjjrint  Corp. 
technology  capable  of  handling  16  wave- 
lengths of  light — twice  as  many  as  the 
systems  Lucent  was  selling. 
CROSS-FERTILIZATION.  So  a  Bell  Labs 
team  led  by  Rod  Alferness  set  to  work. 
The  central  challenge  was  ihis:  Light 
gradually  fades  as  it  travels  thi-ough  an 
optical  fiber  and  must  be  periodically 
boosted  with  so-called  optical  amijlifiers. 
But  the  company's  existing  amjilifiers 
couldn't  handle  more  than  a  few  colors. 
So  the  team  began  searching  for  new 
materials  and  approaches  to  broaden 
the  amplifiers'  capability.  By  mid- 1997, 
they  had  a  breakthrough — a  device  that 
could  amplify  100  different  coloi's. 

Under  at&t,  that  innovation  would 
have  been  handed  to  a  development 


team,  taking  years  to  become  products, 
says  Harry  Bosco,  head  of  optical  net- 
works at  Lucent.  Instead,  "we  laid  the 
gauntlet  down  to  go  for  an  80-wave- 
length  network,  and  do  it  in  a  year," 
he  says.  The  secret  was  putting  people 
fi'om  research,  develo]iment,  and  manu- 


facturing together  By  early  1998,  Lu- 
cent was  able  to  announce  a  40-  or  80- 
chamiel  system  capable  of  transmitting  5 
million  voice  calls  simultaneously 
through  a  single  fiber. 

The  flexibility  that  allows  the  same 
employee  to  wear  different  hats  is  a 
hallmark  of  the  resurgent  Bell  Labs. 
For  instance,  a  I'eseai'ch  team  headed  by 
Vijay  P.  Kumar,  head  of  the  high-sj^eed- 
networks  research  department,  came  up 
with  new  techniques  for  directing  data 
through  the  Internet  and  other  net- 
works. The  advances  boosted  the  speed 
at  which  data  can  be  ti'ansmitted — and 
allowed  Lucent's  customers  to  guai'antee 
certain  data  speeds  to  their  coiporate 
customers.  After  developing  the  tech- 
nology, Kumar's  team  temporarily 
moved  to  Lucent's  business  imit  to  over- 
see commercial  development  of  the 
product.  The  result?  The  product,  called 
IF'  PacketStar,  made  it  to  mai'ket  eai'lier 
this  year.  On  Mar.  4,  Lucent  announced 
the  fii'st  actual  sale,  a  $28  million  deal 
with  British  Internet  service  provider 


X-Stream  Network.  British  Tele 
munications  PLC  and  other  comp 
are  testing  the  equipment. 

Researchers  also  are  looking  ; 
into  the  futm-e  at  discoveries  that 
transform  technology.  Take  wii 
communications.  For  decades,  scie 
had  assumed  there 
limits  to  the  amount  ^ 
fonnation  that  could  be 
over  a  given  radio  banc 
"the  hidden  assumptioi 
that  radios  are  expe 
;md  spectiimi  is  cheap,' 
Richard  E.  Howard,  < 
tor  of  Bell  Labs's  wii 
research.  So  resear 
flipped  the  premise  ar 
What  if  radios  and  s 
processing  power  wer 
lually  free?  The  answei 
lead  to  a  major  adv 
Howard's  team  found 
they  could  send  infom 
from  many  antennas  a1 
across  a  piece  of  radio 
trum  that  would  nor 
carry  just  one  messag 
we  have  30  or  40  ant( 
we  can  send  30  to  40 
as  much  information, 
the  same  bandwidtl 
power,"  says  Howard. 

And  just  where  a 
those  free  radios  goi 
come  from?  Just  stroll  down  the  1 
the  lab  of  Dennis  J.  Bishop.  As  j; 
his  physics  research,  he  has  buil 
silicon  machines,  like  small  hands 
can  be  used  to  manipulate  the 
netism  in  tiny  specks  of  matter, 
talking  with  other  researchers,  I 
realized  that  the  same  technology 
number  of  practical  applications 
example,  the  micromachines  may 
it  possible  to  build  an  entire  r. 
antennas  and  all — on  a  single,  in( 
sive  chip.  "All  of  a  sudden.  : 
would  be  as  ubiquitous  as  but 
says  Bishop  enthusiastically.  "YouS 
sew  them  into  kids'  clothing,  silt 
you  could  talk  to  them." 

For  scientists  inside  the  labs,  tlii 
message  is  loud  and  clear.  Insti* 
just  pm-suing  their  owti  curiosityill 
all  of  us  feel  a  responsibihty  to  1c|e 
applications  of  what  we  ai'e  doinj ' 
plains  30-year  veteran  Tyson.  E^'n 
that  mountain  in  Chile,  Tony  Tys 
one  eye  on  Lucent's  bottom  linr 
By  John  Carey  in  W(i>  h 
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Introducing  A  Totally 
sfew  Approach  To  Technology 
Implementation. 


Computer  AsMiLiatcs  Inttrnjli.  1,  In 

rks  of  their  respecti\  e  compjan-s 


>;^^-~illlll  All  pioJui:t  nam. 


It's  obvious  the  traditional  approach  the  big 
consulting  firms  use  just  doesn't  work. 

It  takes  forever.  It  costs  a  fortune.  And 
nothing  is  guaranteed.  But  as  expensive  and 
as  frustrating  as  it  is,  there's  never  been  a 
viable  alternative. 

Until  now. 

We've  developed  an  innovative  new  way 
to  implement  technology'  that  is  radically 
different. 

You  end  up  with  exactly  what  you 
were  promised.  It's  affordable.  It's  fast — 
guaranteed. 

We  call  it  Accelerated  Deli  very  1' 

We  deliver  solutions  to  our  customers 
up  to  two  times  faster  than  our  competition. 
The  secret  is  our  powerful,  automated  pro- 
ject methodology,  ExpressDelivery"'  It  can 
significantly  accelerate  and  enhance  deploy- 
ments of  all  kinds  of  large-scale  information 
technology  projects.  It's  also  extensible  to 
other  types  of  integration  services,  including 
ERP  rollouts,  deployment  of  electronic 
commerce  solutions,  and  sophisticated  IT 
implementations. 

ExpressDelivery  is  available  across  the 
broad  spectrum  of  IT  services,  including 
infrastructure  management,  application 
development  and  integration,  Y2K  compli- 
ance services,  asset  management,  deskside 
support,  and  end-user  productivity. 

So  if  you're  tired  of  waiting  too  long 
and  paying  too  much,  call  for  a  FREE 
Enterprise  Business  Value '  (EBV) 
assessment  at  1-877-462-2477, 
or  visit  www.cai.com/gps. 


QOMPUTER 
rtSSOCIATES 


accelerated  Delivery"  Guaranteed. 
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IPOs:  ON  THE  OUTSIDE 
LOOKING  IN  

B 


rad  Price  was  tired  of 
liearing  about  how  a 
lucky  few  were  get- 
ting rich  buying  hot  Internet 
stocks  before  their  shares 
were  bid  sky-high.  So  the  30- 
year-okl  Souderton  (Pa.)  com- 
puter consultant  opened  ac- 
counts at  E*Ti'ade  and  Wit 
Capital,  and  placed  oixlers  for 
100  shares 
apiece  in 
initial 


SIX 

public 
offerings,  in- 
cluding VerticalNet  and  Mar- 
ketWatch.com.  So  far,  Price 
has  received  only  E-mail  say- 
ing, "Sorry,  sold  out."  The 
same  goes  for  Rebecca  Dru,  a 
Los  Angeles  investor  who 
has  tried  to  buy  ipos  online 
for  a  year.  "Getting  in  on  the 
bottom  of  an  Internet  stock 
is  the  fastest  way  to  make 
money  right  now,"  she  says. 
"It's  veiy  difficult  for  the  av- 
erage person  to  get  in." 

IPOS  are  the  hottest  things 
on  Wall  Street.  With  the  av- 
erage Inteniet  iPo  up  84%  on 
its  offering  day  last  yeai;  who 
hasn't  watched  with  awe  as 
".com"  confers  instant  riches 
on  shareholders?  But  with 
online  brokers  saying  on  tv 
and  in  print  that  they'll  help 
regular  people  get 
shares  in  offerings, 
plenty  of  investors 
wonder  why  they've 
been  left  out  of  the 
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Chai-les  Schwab,  E*Trade,  Fi- 
delity, and  a  handful  of  other 
brokers  that  cater  to  mom- 
and-pop  investors  have  deals 
giving  them  a  seat  at  the 
table  when  the  Street's  pow- 
er brokers  divvy  up  IPO 
shares.  But  for  now,  online 
and  discount  brokers  are  re- 
ceiving minuscule  allotments. 

That  can't 
come  close  to 
satisfying  de- 
mand when 
some  60%  of  individual  in- 
vestors want  IPO  shai'es,  says 
Gomez  Advisors,  an  E-com- 
merce  research  firm  in  Con- 
cord, Mass. 

Just  look  at  tliis  yeai-'s  crop 
of  IPOS.  Seventy-tlii-ee  compa- 
nies went  i^ublic  tlirough  Mai\ 
31,  according  to  Securities 
Data  of  Newark,  N.  J.  In  24  of 
those  deals,  Schwab,  Wit  Cap- 
ital, and  othere  with  progTams 
to  channel  IPOs  to  individuals 
were  listed  as  imdei-wiiters — 
the  folks  who  buy  and  distrib- 
ute the  stock.  But  in  each 
case,  the  total  shai-e  allotment 
to  these  brokers  was  just  2%, 
on  average.  The  real  number 
may  be  lower.  .Jay  Ritter,  fi- 
nance professor  at  the  Uni- 
versity of  Florida,  says  un- 


IPO  Pipeline 


spond  within  10  min- 
utes of  when  the 
deals  are  posted,  you 
don't  have  a  chance," 
says  Price. 

Indeed,  the  odds 
are  still  overwhelm- 
ingly against  the  mil- 
lions of  small  in- 
vestors who  dream  of 
getting  in  on  the 
ground  floor  of  the 
next   Yahoo!  Sure, 


COMPANY/ 

:  EXPECTED 

ONLINE 

BUSINESS 

:  DATE 

DISTRIBUTORS 

ADFORCE 

Mid- 

Charles 

Internet  advertising 

May 

Schwab 

DRK00P.COM 

To  be 

Wit 

Internet  services 

announced 

Capital 

RAZORFISH 

Apr.  21 

Charles 

Computer  integration 

Schwab 

WEBMD 

Mid-April 

E*Trade 

Web-based  healthcare 

DATA;  SECURITIES  DATA  CORP.,  BUSINESS  WEEK 


derwiiters  of  small  portions 
of  new  offerings  get  less  than 
what  they  sign  on  for  because 
lead  underwriters  keep  the 
majority  for  themselves.  Bro- 
kers that  don't  act  as  under- 
writer are  generally  shut  out 
altogether.  "There  is  inci"eas- 
ing  talk  about  [iPOs  and]  retail 
investors,  but  it's  more  about 
mai'keting  than  anytliing  else," 
says  Manish  Shah,  publisher 
of  IPO  Maven,  a  reseai'ch  ser- 
vice following  new  issues 
(www.ipomaven.com). 
BIG  APPETITE.  Take  priceline.- 
com's  Mar.  29  IPO.  The  com- 
pany's filing  with  tlie  Secmn- 
ties  &  Exchange  Cominission 
says  E*Ti"ade  undei-wi'ote  5% 
of  the  10  million-share  offer- 
ing—500,000  shares.  But  be- 
cause the  online  broker  dis- 
tributes IPOs  in  blocks  of  100 
shares,  at  most  only  5,000  of 
its  more  than  500,000  clients 
would  have  received  shares. 
E*Ti'ade  did  not  return  calls 
seeking  comment. 

Even  Wit,  whose  name  has 
appeared  on  more  deals  this 
year  than  any  other  discount 
or  online  broker,  has  failed  to 
keep  pace  with  the  public's 
appetite  for  ipos.  "To  date, 
we  have  been  given  only 
"  minimal  share  allo- 
cations in  the  offer- 
ings in  which  we 
have  participated," 
Wit  said  in  a  Mar. 
18  registration  state- 
ment filed  with  the 
SEC  for  its  own  IPO, 
Vi'hich  it  will  help 
sell  online.  "We  have 
experienced  a  high 
level  of  customer 
dissatisfaction." 

How  high?  Wit 
declines  to  com- 
ment, citing  SEC 
curbs  on  companies 
going  public.  But 
six  weeks  ago,  Wit 


founder  Andrew  Klein 
The  Wall  Street  Jounuii 
only   10%.  to  25%  ol 
17,500   clients  whc 
shares  get  some  of  tiie  i 
they  request. 

Still,  online  and  dis( 
brokers  are  bringing 
democracy  to  the  IPO  mi 
Schwab  says  25%  of  its 
tomers  are  eligible  for 
Clients  must  have  $10 
on  deposit  with  the  flr 
can  get  by  with  $10,( 
they  trade  at  least  12  tis 
year.  Wit  says  anyone 
deposits  the  $1,000  neec 
open  an  account  is  eli 
E*Trade  requires  inv€ 
to  have  enough  in  an  ac 
to  cover  the  cost  ol 
shai-es.  But  i)i>Klii-ect  ret 
a  $100,000  balance. 

Behind  the  surge  in  ! 
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d  for  iF'os  is  the  explo- 
'  online  trading.  One  in 
retail  trades  now  takes 
in  the  Net.  Many  ftmis 
public  also  see  an  ad- 
;e  in  putting  stock  in 
investors'  hands — 
'  considered  more  loyal 
nstitutions  that  buy 
only  to  sell  them  for  a 
ouck.  A  desire  to  dis- 
its  IPOS  online  was  be- 
Joldman,  Sachs's  pur- 
of  22%  of  Wit  Capital 
r.  29.  Bill  Burnham, 
analyzes  electronic 
rce  for  Credit  Suisse 
5oston,  notes  that  bro- 
re  bypassing  invest- 
anks  by  going  dii'ectly 
ipanies  planning  ipos 
'mission  to  distribute 
[  the  deal.  According 
rnham,  one  example 


is  E-Loan's  upcoming  iPo. 

If  you're  intent  on  playing 
the  IPO  game,  you  can  take 
steps  to  give  yourself  a  bet- 
ter shot  (table).  Wit  Capital 
and  E*Tr'ade  say  they  divvy 
up  shares  on  a  first-come, 


lii'sl-sei  ved  basis.  Rut  Fideli- 
ty favors  "customers  who  do 
more  business  with  us,  have 
been  with  us  longer,  and  pay 
us  on  time,"  says  Robert 
Mazzarella,  president  of  Fi- 
delity Brokerage  Services. 


If  you  have  a  sigiiillcant  net 
worth  and  trade  frequently, 
you'll  have  a  better  chance  of 
getting  an  ipo  with  a  full-ser- 
vice brokerage  ftnn,  says  Dan 
Biu'ke,  senior  brokerage  ana- 
lyst vdth  Gomez.  The  key  is 


Getting  In  on  the  Action 


BROKER 

MIN.  BALANCE 

MIN.  TRADES  PER  YEAR 

OTHER 

E*TRADE 

Cost  of  100 
IPO  shares 

0 

You  must  fill  out  questionnaire 
on  investment  objectives 

FIDELITY 

Not 

specified 

Not  specified,  but  trading 
volume  is  considered 

Favors  long-time  customers 
who  pay  bills  on  time 

CHARLES  SCHWAB 

$100,000* 
$10,000* 

0 
12 

Favors  long-time  customers 
with  high-trading  volume 

WIT  CAPITAL 

$1,000* 

0 

First  come,  first  served 

*Cash  or  securities 
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to  have  a  relationship  with  a 
broker  who  gets  IPO  shares, 
he  adds.  But  whichever  route 
you  take,  know  what  you're 
getting  into  before  you  enter 
the  IPO  sweepstakes.  John 
Markese,  president  of  the 
American  Association  of  Inch- 
vidual  Investors,  says  to  look 
for  big-name  underwriters 
with  histories  of  bi-inging  suc- 
cessful deals  to  the  market. 
That  infoiTnatiun  can  be  had 
fi'om  the  investment  bank.  In- 
vestors   should    also  read 


prospectuses  filed  with  the  SEC 
(available  at  www.sec.-gov)  to 
assess  management's  experi- 
ence and  the  company's  risks 
and  gi'owth  prospects. 

If  your  prospect  is  a  Net 
company  with  no  earnings, 
look  for  a  unicjue  market 
niche,  Shah  says.  Examine 
where  rival  stocks  are  trad- 
ing, and  make  sure  the  final 
offering  price  isn't  below  the 
range  in  the  preliminary 
prospectus.  Otheinvise,  "there 
is  a  50%  chance  the  stock  will 


start  trading  at  or  below  the 
offer  price,"  Ritter  says.  And 
"don't  invest  any  inoney  you 
can't  afford  to  lose." 

That's  especially  sound 
counsel  in  this  environment. 
True,  the  average  new  issue 
rises  16%  in  its  first  day  of 
trading,  Ritter  says.  But  of 
3,521  companies  that  went 
public  since  1993,  55%»  are 
trading  at  or  below  their  of- 
fering prices,  adjusted  for 
splits,  says  CommScan,  a 
New  York  research  firm.  Be- 


cause E*Ti-ade,  Wit,  an 
ei's  blackball  those  whc 
shares  within  30  to  6C 
of  an  IPO,  forget  abou 
ing  on  day  one  for  a 
gain. 

Such  risks  are  not 
ring  investors  such  as 
from  trying  to  jump  c 
next  hot  offering.  "I'v( 
[Net]  postings  from  ] 
who  have  gotten  IPOs 
ti-^Tng  a  number  of  tim* 
says.  For  now,  they  rer 
lucky  few.       Anne  Te 


WHAT  TO  DO  WHEN 
YOUR  FUND  STUMBLES 


When  a  mutual  fund 
with  a  stellar  record, 
clear  plan,  and  expe- 
rienced manager  has 

a  few  deeply  disappointing 
years,  investors  and  fund 
tiustees  alike  must  ask  them- 
selves some  hard  questions. 
Do  you  dump  the  fimd  or,  if 
you're  a  trustee,  fire  the 
manager?  Do  you  keep  recit- 
ing the  mantra,  "invest  for 
the  long  term"?  Or  do  you 
move  part  of  your  money  to 
another  fund?  "It's  no  differ- 
ent for  a  trustee  . . .  than  it  is 
for  an  individual,"  says  Van- 
guard CEO  -lohn  Brennan. 
"They  have  to  make  the 
same  kind  of  judgments." 

Ti-ustees  of  Vanguard 
(jroup,  responsible  for  over- 
seeing 102  funds,  faced  this 
conundnim  in  Marcli  as  they 
wrestled  with  wh;it  to  do 
about  the  group's  .$M).5  bil- 
lion Windsor  Fund.  From 
1964  to  1995,  under  value- 
stock  picker  .John  Neff,  Wind- 
sor shined  with  hearty  bets 
on  ecjuities  the  world  hated — 
Citicoip  in  1990,  for  one.  Neff 
was  a  partner  at  Wellington 
Management,  an  independent 
firm  Vanguard  hired  to  run 
Windsor.  When  he  retu'ed,  liis 
longtime  deputy  at  Welling- 
ton, Chuck  F^reeman,  stepped 
in.  But  under  Freeman, 
Windsor  has  sunk  to  the  low- 


est cjuintile  among  mid-cap 
value  funds,  according  to 
Morningstar.  As  a  result. 
Vanguard  will  shift  some 
Windsor  assets  by  .June  1  to 
Sanford  C.  Bernstein,  another 
outside  manager  that  favors  a 
more  widely  diversified  ap- 
proach to  value-stock  invest- 
ing than  Fi'eeman's.  Freeman, 
who  will  I't'taiii  at  '.cast  lialf 


of  the  assets,  says,  "I  regard 
them  as  kindred  spirits." 

Vanguard's  decision  may  or 
may  not  prove  right,  but  a 
look  at  the  process  the  firm 
pursued  in  making  its  move 
helps  to  outline  the  issues 
anyone  with  a  doggy  fund 
should  mull.  Here  are  four 
questions  to  ask  yourself: 
■  Why  did  I  buy  this?  A  fimd 
should  get  you  to  your  goal, 
without  anv  more  risk  than 


YOUR  MONEY 


MUTUAL  FUND$ 


necessary.  If  you  bought  a 
foreign-stock  fund  to  diversi- 
fy your  domestic  exposure, 
don't  worry  if  it  has  paled 
next  to  U.  S.  stock  fimds.  But 
make  sure  your  goal  hasn't 
changed.  Windsor  has  a  long 
history  of  ugly  spells — a  I'e- 
sult  of  Neff  and  Freeman's 
habit  of  taking  big  stakes  in  a 
few  stocks. 
Brennan  says 
that's  a  risk 
Vanguard,  in  balancing  de- 
mands from  many  fund  hold- 
ers, no  longer  wants. 
■  Is  the  fund  acting  as  adver- 
tised? If  your  laggard  fund's 
In  liavior  is  in  line  with  that 


DOG  DAYS 

With  Windsor 
lagging  badly,  its 
trustees  liave 
decided  to  shift 
some  assets  to  a 
new  manager 

FREEMAN:  REDUCED  ROLE 


of  compai'able  fimds,  no  prob- 
lem. But  you  should  wony  if 
it's  acting  out  of  character — a 
sign  the  manager  may  have 
changed  strategies.  "The  way 
we  lose  confidence  in  a  man- 
ager is  for  him  to  decide 
things  have  changed,"  Bren- 
nan says.  Had  Freeman 
dropped  his  contrarian  style, 
buying,  say,  Microsoft  shares 
and  rationalizing  its  high 
price-earnings  ratio,  Brennan 


suggests  Vanguard 
have  taken  away  all  of 
sor's  money,  not  just  s( 
■  Am  I  crazy?  Too  ma 

vestments  are  made  en 
ally,  especially  amid  th 
of  losses.  Charles  Schw 
nior  portfolio  manager 
thia  Liu  suggests  gi\ 
fund  one  full  cycle  to 
its  stuff, 
style  i 
trade  a  t 
its  portfolio  each  yeai 
it  three  years  before 
out.  And  use  a  spoi 
trusted  confidant  as  a 
ing  board.  Windsor  tr 
held  wide  talks  for  n 
with  in-hous 
perts  before 
ing  Freeman'; 
■  What  choic 
have?  It's  ont 
to  sell  a  fui 
cause  it's  hi 
It's  another 
an  alternative 
ting  the  bes 
can  be  maddt 
difficult.  In 
sor's  case,  Va 
hedged  its 
With  most  of 
sor's  assets  s 
in  Freeman's 
value"  pick 
vestors  can  hope  for  a 
someday.  In  the  me£ 
Windsor's  added  secon 
ager  lowers  its  risk. 

Next  time  you  buy 
"spend  a  lot  more  tim 
ing  at  the  risks,"  says 
.Jornlin,  a  senior  inve 
officer  at  pension-fur 
sultant  Frank  Russel 
Hold  on?  Hedge?  No 
answers,  just  questi 
tackle.  Robert 
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)  1999  Westin  Hotels  &  R 


can  receive  a  fax  at  midnight, 
can  e-mail  a  reply  before  anyone  arrives  at  the  office 
manages  to  look  buttoned-up 


and  he's  still  in  his  bathrobe. 


who  is  he  sleeping  with? 


Westin 

HOTELS  RESORTS^ 


Out  of  town  doesn't  mean  out  of  touch. 
Westin  Guest  Office"  comes  with  the  same  supplies, 
equipment  and  capabihties  as  your  office  back  home. 
:.  If  only  that  one  came  with  24-hour  room  service. 

Choose  your  travel  partner  wisely: 

For  reservations  at  over  100  hotels  and  resorts  worldwide 
r ;  call  your  travel  agent  or  I'SOO-WESTIN-l 
H  www.westin.com 


Staying  with  Westin  earns  you  points  in  the  Starwood  Preferred  Guest'''  program. 

No  blackout  dates.  No  expiration.  No  equal 
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TEST-DRIVING  THOSE 
BARE-BONES  BOXES 


"Honey,  can  you  pick 
up  O.J.,  bananas, 
peanut  butter,  and  a 
PC?"  No,  you  won't 

find  personal  computers  at 
your  neighborhood  7-Eleven 
just  yet.  But 
given  how 
rapidly  hard- 
ware prices  are  crashing,  the 
possibility  doesn't  seem  that 
remote.  On  Mar  15,  Seattle- 
based  Microworkz  Computer 
unveiled  WEHzter  .Ji-.,  priced 
at  $299,  including  a  year  of 
Internet  access  via  Earth- 
Link.  Microworkz  claims  half 
a  million  systems  have  been 
ordered,  although  it  doesn't 
even  start  sliipi)ing  until  Apr. 
19.  Microworkz  is  hot  on  the 
heels  of  emachines,  an  Irvine 
(Calif.)  PC  marketer  that  has 
sold  about  500,000  sub-.$600 
systems  since  November 
ibW— Apr.  5).  Analysts  ex- 
jjcct  Compaq  and  Hewlett- 
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Packard  to  field  sub-$500 
models  around  the  fall.  "The 
most  explosive  area  of  the 
market  is  in  the  $300-to-$600 
range,"  says  David  Stremba, 
principal  PC  analyst  for 
Dataquest  in  San  Jose,  Calif. 
What  exactly  do  you  get 
for  a  few  hun- 
dred bucks? 
That's  the 
biUTiing  question  for  fii'st-time 
PC  buyers  as  well  as  for 
those  who  dropped  three 
grand  for  a  state-of-the-art 
desktop  only  a  few  yeai's  ago. 
The  answer:  WHiile  there  are 
trade-offs,  most  buyers  can 
do  quite  nicely  with  an  el 
cheapo  machine. 


Back  in  the  old  days — the 
early  to  mid-1990s — people 
were  best  advised  to  stretch 
their  budgets  as  far  as  they 
could  and  buy  PCs  with  more 
technology  than  they  proba- 
bly required.  That  way  con- 
sumers could  fully  exploit  a 
newly  minted  operating  sys- 
tem such  as  Windows  95  and 
stave  off  the  obsolescence 
that  seemingly  kicked  in  the 
instant  you  lugged  the  thing 
home. 

Today,  no  new  operating 
system  is  taxing  the  capabih- 
ties  of  most  PCs.  When  some 
nifty  and  demanding  new 
technology  does  come  along, 
it'll  be  a  lot  easier  to  write 
off  $300  than  $3,000.  Anyway 
you  probably  don't  need  the 
last  word  in  PC  hardware. 
Take  Intel's  latest  chip,  the 
Pentium  III  microjjrocessor, 
which  ty]:)ically  resides  in  PCs 
that  cost  $1,500  or  higher.  It's 


These  days  you  can  get  a  PC 
for  $300.  Just  don't  expect 
a  lot  of  tech  support 


overkill  for  most  consume 
Sure,  Intel  says  Pe 
tium  Ills  offer  " 
new  instri 
tions  enabli 
advanced  ims 
ing,     3-D  , . . .  a 
streaming  auc 
and    video  a 
speech-recogniti 
applications."  S 
what?  That's  mu 
bo-jumbo  for  sti 
you  can't  take  s 
vantage  of — or  do 
need. 

Indeed,  most  buye 
can  live  quite  happ 
for  at  least  a  couple 
years  longer  with  n 
chines  built  arou 
Intel's  less  expensi 
Celeron  chips, 
low-cost  rivals  fr( 
Cyrix  or  AMD.  Moi 
over,  as  Intel  phas 
out  the  II,  you  mig 
find  bargain  PCs  bas 
on  that  chip,  a  powerhov 
nearly  equal  to  its  success 
"There  is  almost  notMng  tl 
can't  be  done  on  these  loi 
priced  systems,  and  the 
should  be  no  regrets  abd 
buying  them,"  says  analj 
Tom  Rhinelander  at  Fi 
rester  Research. 
POWER  USER.  Before  you 
shopping,  plan  on  how  yo 
use  youi-  computer  If  you 
a  power  user,  bargain-ba 
ment  computers  will  prol 
bly  fall  far  short  of  what  j 
need.  Ti-avis  Richardson 
Minneapolis,  for  examj 
spent  $;3,200  for  a  ftilly  loa( 
500-MHz  Pentium  III  fr 
Dell  because  his  wife  desij 
Web  pages,  he  records  mi 
and  burns  CDs,  and  the  k| 
play  3-D  games.  But  if  J 
only  need  a  computer  | 
prowl  the  Web,  send  E-ml 
or  wiite  book  reports,  the:| 
no  way  you'll  have  to  sp(i 
more  than  $1,000— includ| 
monitor.  J; 

One  unit  that  looks  att]| 
five  in  that  price  range  is  | 
entry-level  Gateway  Sell 
366,  for  $899.  Based  on  AJ* 
K6-2  366-MHz  pi-ocessor,  I 
system  comes  with  a  15-iB 
monitor,  4.3-GB  hard  drivel 
MB  of  RAM,  and  softwai-e  si 
as  Quicken  Basic  99  and  C'(i 
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Two  easy  steps  to  help  control  the  cost  of  dental  benefits. 


Here's  a  refreshing  idea:  with  Direct 
Reimbursement,  you  just  pay  for  actual 
treatment  received,  instead  oi  costly  monthly 
insurance  premiums  for  employees  who  don't 
even  use  dental  benefits.  Plus,  vou  can  save 
time,  with  no  complicated  claims  procedures. 


Most  importantly,  your  employees  have  the 
freedom  to  see  anv  dentist  thev  wish.  Used 
re2;ularly,  it  just  may  prevent  all  kinds  ot 
hassles  at  your  companv.  For  information  or  a 
cost  estimate  of  a  plan  designed  to  meet  the 
company  needs  you  specity,  call: 


1-800-232-7698  ext.  530 


Or  visit  our  web  site  at  www.ada.org/DR 


DIRECT 

lEIMBURSEMENT 


Dental 

Benetits  Plan 
Smart  Companies 


ADA. 

American  Dental  Association 
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WordPerfect  Suite  8.  If  you 
have  a  little  more  money  to 
spai'e,  spend  it  upping  the  ca- 
pacity of  youi-  hard  drive.  An 
8.4-GB  upgi-ade  costs  $65,  a 
13-GB  version,  $110.  You'll 
also  want  to  add  kau — M  MB 
costs  $64.  Investigate  a  new 
color  printer,  for  about  $200. 
If  it's  available  in  yoiu'  ai'ea.  a 
cable  modem  for  connecting 
to  the  Net  at  robust  sjieeds 
runs  about  $40 
a  month,  plus 
installation. 

What  if  even 
$900  is  too 
much?  The  enti\v 
level  model  fi'om  ema 
chines  costs  $399,  af- 
ter a  $50  rebate.  For 
that,  you  get  a  C\aix 
cliip  mnning  at  a  fast 
333  MHz,  and  usB  ports  on 
the  front  and  back  of  the 
minitower  case  for  connect- 
ing other  devices.  In  addition, 
it  includes  a  32x  cd-rom.  For 
$599,  you  can  get  an  upgi-ad- 
ed  model  with  a  dvd-rom 
instead. 

TINNY  SPEAKERS.  However, 
the  2.1-GB  hard  drive  of  the 
emachines  model  is  cramped, 
especially  since  Windows  98 
hogs  a  big  chimk  of  its  space. 
The  tinny  speakei-s  that  come 
with  the  system  won't  let  you 
enjoy  Mozait  in  full  splendor. 
And  overall,  the  system  feels 
cheap;  the  keyboard,  mouse, 
and  CD-ROM  all  are  flimsy  to 
the  touch.  So  if  you  end  up 
buying  an  emachine  to  re- 
place anothei-  computer,  hang 
on  to  your  old  mouse  and 
keyboard. 

Moreover,  with  any  ma- 
chine in  the  $300  to"  $600 
range,  don't  expect  all  the 
software  you'll  find  in  a  more 
expensive  computer  Yoiu-  ui> 
grade  capabilities  are  also 
more  limited,  and  basic  com- 
ponents may  be  missing.  You 
must  fork  over  $99  to  add  a 
package  containing  a  floppy 
drive,  CD-ROM,  and  speakers 
to  the  WEBzter  Jr.  Adding  a 
monitor  boosts  the  tab  $140 
to  $400. 

You  shouldn't  expect  much 
sei^ice  at  the  lower  end,  ei- 
ther. WEBzster  comes  with  a 
one-year  warranty  and  two 
weeks  of  technical  support. 


though  for  $50  you  can  in- 
crease youi'  coverage  to  three 
years,  with  24-hour  phone 
support.  PCS  fi'om  emachines 
also  come  with  a  one-year 
waiTanty;  fi'ee  tech  support 
lasts  15  days  fi-om  your  fii'st 
call,  but  you  can  get  a  thi'ee- 
yeai'  wairanty  with  24-hour 
tech  support  for  $60.  Or,  for 
.$20  per  incident,  you  can  pay 
for  support  as  you  need  it. 
By  contrast,  Dell  of- 
fers free  lifetime 
tech  support. 

You  say  $300  is 
^  too  expen- 

sive?  How 
about  a  free 


scribe  to,  and  gadgets  you 
owTi.  If  you  actually  receive  a 
computer,  you'll  have  to  agi-ee 
to  have  it  on  at  least  10 
hom"s  a  month,  and  be  online 
for  at  least  one  of  them. 
Whether  you're  online  or  not, 
ads  fi'om  companies  sponsor- 
ing the  deal  will  be  displayed. 
GOOD-BYE,  PRIVACY.  Besides 
surrendering  your  privacy 
and  subjecting  yourself  to  an 
advertising  ban-age,  you  get 
a  computer  that  is  no  gi'eat 
shakes.  It  includes  a  333- 
MHz  processor,  15-inch  moni- 
tor, and  4-GB  haixl  chive,  half 
of  wiiich  is  filled  with  ads.  Its 
modem  speed  is  a  lackluster 


Celeron  if  you  pay  $29. 
month;  at  $49.95,  you'll  ^ 
Pentium  III,  plus  a  colo 
printer.  DirectWeb  is  s 
ing  out  in  the  Philadel 
area,  and  is  schedule( 
come  to  other  cities  lat( 
the  year. 

Even  Microsoft  is  ge1 
into  the  fi'ee-pc  business 
part  of  a  current  promo 
its  MSN  HomeAdvisor 
service  (w^^v.homeadvi 
com)  is  giving  away  con: 
ers  to  homebuyers  who 
and  close  on  a  mortgage 
via  the  service.  If  you 
row  $125,000,  you'll  rec 
a  300-MHz  desktop  PC 


Bargain-Basement  Computers 


MICROWORKZ 
:  WEBZTER  ($299) 

EMACHINES  ETOWER 
300K  ($399*) 

DELL  DIMENSION 
V333C  ($999) 

PROCESSOR/ 
MEMORY 

^  C\Tix  300  Mil 
300  MHz/32  MB 

AMDK-6 
300MHZ/32  MB 

Intel  Celeron 
333  MHz/32  MB 

HARD  DRIVE 

;  3.2  GB 

2.1  GB 

4.3  GB 

FLOPPY  DRIVE 

Optional 

Included 

Included 

CD-ROM 

;  Optional 

24x 

32x 

MONITOR 

;  Not  included 

Not  included 

15-inch 

VIDEO  MEMORY 

;2MB** 

4MB,  3D  graphics 

8MB,  3D  graphics 

SOFTWARE 

Windows  98 
WordPerfect  Suite 

Windows  98 
Microsoft  Works 

Windows  98 
Microsoft  Works 

SERVICE 

:  1  yr.  warranty,  14-day 
[  free  tech  support 

1  yr.  warranty,  15-day 
free  tech  support 

3  yr.  warranty,  lifetime 
24-hr.  phone  support 

COOL  FEATURES  I  >T.  Net  access 

Game  port  on 
front 

Yamaha  sound  card, 
Harman-Kardon  speaker 

"After  $50  rebate       '*  Shared  with  RAM 

PC'?  Bill  Gross,  who  runs 
idealabi  in  Pasadena,  Calif., 
which  operates  a  variety  of 
Intemet  businesses,  is  offer- 
ing a  Compaq  Presario  PC  to 
a  limited  number  of  Web  ap- 
plicants wiio  fit  an  undis- 
closed demographic  profile. 
About  1.2  million  folks  have 
requested  a  machine  so  far, 
although  idealabi  intends  to 
select  only  10,000  initially.  To 
apply,  go  to  wwAv.free-pc.com. 
You'll  have  to  fill  out  a  de- 
tailed questionnaire,  includ- 
ing your  name,  income,  and 
information  about  your  hob- 
bies, publications  you  sub- 


33.6  kbps.  You  cannot  up- 
gi'ade  the  computer,  beyond 
adding  a  larger  display  or  a 
D\T)  drive.  Compaq,  howev- 
er, does  provide  technical 
support. 

In  another  vaiiation  on  the 
free  theme,  DirectWeb 
( VTO-w.dii"ectw^eb.com )  intends 
to  give  away  computers  to 
people  who  subscribe  to  the 
company's  Internet  service. 
For  $19.95  a  month,  you'll  get 
a  333-MHz  Celeron-based  In- 
gram Mcro  macliine.  No  con- 
tract is  required — when  you 
drop  the  senice,  you  return 
the  PC.  You'll  get  a  faster 


32  MB  of  RAM  and  moi 
Those  who  close  on  sn: 
loans  get  a  Casio  p\--200 
sonal  organizer.  Mort 
rates  vary  and  are  se 
such  lenders  as  Country 
and  Chase. 

Even  if  you  don't  g> 
the  free-PC  deals,  thanl 
falling  computer  prices, 
has  never  been  a  better 
to  pick  up  a  new  imit  c 
place  the  slowpoke  on 
desk.  You  can  take  ho: 
terrific  computer — and 
have  plenty  of  money  le 
gi'oceries. 

Edward  C. 
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Keep  your  IT  strategy 
in  line  with  your 
shifting  business  goals. 

Transitional  IT  outsourcing 
services  from  IMRglobal. 


877-IT  VALUE  www.imrglobal.com 


imr 

the  power  of  vision,  the  value  of  results. 


Special  Advertising  Feature 


Mixing  Business  witii  Pleasure  by  Lincoln 


Puzzle  #11 


ACROSS 

1  "Damn  the  aixedos, 
full  speed  "  (see  page  at  right) 

6.  Ruckus 

10.  Bell  _  (Lucent  R&D  source) 

14.  Molten  rock 

15.  Black  &  Decker  product 

16.  Equity-building  perk:  Abbr. 

17.  OSHA  has  new  standards  for  it 

19.  President  of  the  Senate 

20.  Urban  thoroughfares:  Abbr. 
2L  Unruly  bunch 

22.  Uncovered,  as  a  call 

23.  Gloria  Vanderbilt  logo 
2S.  Gasohol,  for  example 
27.  Motto  language,  maybe 


29.  GATT,  e.g. 

30.  RCA  mascot 

33.  Pirelli  headquarters 

34.  Auto  painter  Schcib 

35.  Spanish  miss:  Abbr. 

36.  Mutual-fund  sector 

39.  GNMA  offering:  Abbr. 

40.  Mrs.  Smith's  products 
4L  Noted  man  of  morals 

42.  Prefix  for  "politik" 

43.  Fly  high,  as  profits 

44.  Winemaker's  machine 

45.  Royal  treasury 

46.  Sugar  source 

47.  King  GiUette  invented  one 
50.  Bie  ,  California 


5  L  Network  507o  owned 
by  Viacom 

54.  Wicked 

55.  Makihara  heads  it 

59.  West  _  (Premark  brand) 

60.  Part  of  GE:  Abbr. 

6L  Give  something  extra 

62.  Parentheses  shapes 

63.  _  IRA 

64.  One  way  to  obtain 
office  equipment 

DOWN 

L  East  Coast  department 
store  chain 

2.  The  H  m  HMX 

3.  Concern  of  25  Down 


4.  Corning  heir/ 
Congressman  Houghton 

5.  River  (fabric  maker) 

6.  Nixon  treasury  secretary 

7.  Chicago  paper,  for  short 

8.  Olympics  organization:  Abl 

9.  Hospital  professionals:  Abl 

10.  Contract-creating  departn 
IL  "Dilbert"  character 

12.  Conference  bane 

13.  Went  quickly 
18.  Mideast  sultanate 

22.  Information  highway,  for 

23.  Get  to  work 

24.  Building  extension 

25.  Perdue  ,  Inc. 

26.  West  Coast  school 

27.  Elite  transportation 

28.  On  the  ball 

29.  It  may  beep  you 

30.  Offices  may  have  codes  f( 
3L  Financier  Kahn  ct  al. 

32.  Sound  of  fright 

33.  Interoffice  E-mail  ancestc 

34.  First  electronic  computer 

35.  Cruise-ship  sport 

37.  Underwriters'  offerings:  i 

38.  Like  Faberge  eggs 

43.  BBC  chairman's  title 

44.  Fujimori's  homeland 

45.  Goes  out  of  business 

46.  Big  name  in  brewing 

47.  Singer  McEntire 

48.  State  with  confidence 

49.  Galvanization  metal 

50.  Proofreader's  mark 

5  L  Food  industr)'  regulator: 

52.  Greek  letters 

53.  Shift  start  for  some 

55.  Ticker  symbol  for  "the 
thundering  herd " 

56.  UN  labor  agenc7:  Abbr. 

57.  Harbour,  Florida 

58.  Chemical  suffix 


For  answers  to  this  puzzle: 

Turn  to  page  184  in  this  week's  issue  of  Business  Week  or  visit  Mixing  Business  with  Pleasure  by  Lincoln  on 
www.businessweek.com  (URL:  www.businessweek.com/ adsection/ puzzlesbylincoln/index.htm) 

Puzzle  created  by:  Stanley  .Mewman. 

i  LINCOLN 

www.lincolnvehicles.com 


tie  IS  optional  but  a  300-horsepower  V-8  is  standard  in  the  world's  most  powerful  luxury  SUV  There's  ruui  i  i  iui  btven  in  three  rows  of  leather- 
ed seats.  And  up  to  8,850  pounds  towing  capacity.  Call  800  688-8898,  visit  www.lincolnvehicles.com  or  see  an  authorized  Lincoln  Navigator  dealer 

models  bull  after  12/8/98 


Lincoln  Navigator.  What  a  luxury 


should  be. 


Nearly  one-third  of  the  world's  population  lives  in  the  tropical  zone  —  a  belt  that  reaches  1,600  miles! 
north  and  south  of  the  equator.  In  this  region,  cities,  infrastructures,  work  forces,  office  buildings,  transportatil 
and  a  whole  new  middle  class  will  be  growing  much  faster  than  in  the  mature  markets. 

And  they  need  what  we  make. 

Air  conditioning  for  the  workplace  and  the  home.  Engines  for  planes.  Components  and  systems  for  cai 
Elevators  for  buildings. 

We  quickly  installed  ourselves  in  the  region.  Because  when  a  country's  economic  potential  is  even  he 
than  its  climate,  moving  slowly  is  the  last  thing  you  want  to  do.  '^^^UI^^^HH 


C%  United 
0  Technolojii 

Otis        Carrier        Pratt&Whitney        Sikorsky        Hamilton  Standard  UTAutom( 


siness  Week  Index 


)UCTION  INDEX 


nge  from  last  week:  0.1% 
nge  from  last  year:  5.7% 


PRODUCTION  INDEX 

_  Mar,  27=142.8  — 


July  Nov  Mar 

1  1998  1998  1999 

ndex  IS  a  4-week  moving  average 

duction  index  increased  slightly  during  the  week  ended  Mar.  27  But 
:alcijlation  of  the  four-week  moving  average,  the  index  slipped  to 
from  143.9  in  the  previous  week,  as  the  factory  sector  continues  to 
.  On  a  seasonally  adjusted  basis,  production  of  autos,  trucks,  steel, 
I  refining,  coal,  and  electric  power  were  down.  Rail-freight  traffic  and 
production  increased. 

lun  iri:1e-  copvnghr  19'^^  hv  The  MrGf.iw  Hi[l  Comp.-j:  


lING  INDICATORS 


LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

iADING  INDEX  (3/26)  1992=100 

121.5 

121  Ir 

0.8 

PRICES  (4/2)  S&P  500 

1293.72 

1282.80 

15.2 

\m  BOND  YIELD,  Aaa  (4/2) 

6.68%  6.67% 

0.1 

SUPPLY,  M2  (3/22)  billions 

$4,464.0 

t4,443.8r 

8.0 

CLAIMS,  UNEMPLOYMENT  (3/26)  thous 

289 

295r 

-5.9 

KGE  APPLICATIONS,  PURCHASE  (4/2) 

269.0 

263.2 

8.1 

AGE  APPLICATIONS,  REFINANCE  (4/2) 

1,086.2 

1,177.2 

-10.0 

:  Economic  Cycle  Research  Institute,  Standard  &  Poor's. 
Labor  Dept..  Mortgage  Bankers  Assn   (Index:  March  16. 

Moody's,  Federal 
1990=100) 

RESTRATES 

LATEST 
WEEK 

WEEK 
AGO 

YEAR 
AGO 

L  FUNDS  (4/6) 

4.70% 

4.77% 

5.40% 

RCIAL  PAPER  (4/6)  3-month 

4.82 

4.82 

5.45 

ICATES  OF  DEPOSIT  (4/7)  3  month 

4.88 

4.90 

5.56 

MORTGAGE  (4/2)  30-year 

7.09 

7.05 

7.23 

FABLE  MORTGAGE  (4/2)  one  year 

5.75 

5.73 

5.79 

(4/7) 

7.75 

7.75 

8.50 

:  Federal  Reserve,  HSH  Associates,  Bloombe 

g  Financial 

Markets 

PRODUCTION  INDICATORS 


STEEL  (4/3)  thous.  of  net  tons 

LATEST 
WEEK 

2,051 

WEEK 
AGO 

1,972# 

YEARLY 
%CHG 

-7.7 

AUTOS  (4/3)  units 

100,853 

123,132r# 

-14.9 

TRUCKS  (4/3)  units 

121,585 

160,559r# 

-20.2 

ELECTRIC  POWER  (4/3)  millions  of  kilowatt-hrs. 

58,622 

60,520# 

-0.1 

CRUDE-OIL  REFINING  (4/3)  thous.  of  bbl./day 

14,640 

14,549# 

0.0 

COAL  (3/27)  thous.  of  net  tons 

21,597# 

21,363 

-2.4 

LUMBER  (3/27)  millions  of  ft. 

535. 3# 

517.8 

12.5 

RAIL  FREIGHT  (3/27)  billions  of  ton-miles 

27. 2# 

26.6 

1.9 

Sources:  American  Iron  &  Steel  Institute.   Ward's  Automotive  Reports,  Edison  Electric 
Institute.  American  Petroleum  Institute,  Energy  Dept.,  WWPAl,  SFPA2.  Association  of 
American  Railroads 

PRICES 

GOLD  (4/7)  $/troy  oz. 

LATEST 
WEEK 

280.150 

WEEK 
AGO 

279.450 

YEARLY 
%  CHG 

-9.3 

STEEL  SCRAP  (4/6)  #1  heavy,  $/ton 

76.80 

77.00 

-42.9 

COPPER  (4/2)  t/ib. 

64.6 

58.3 

-20.1 

ALUMINUM  (4/2)  <t/\b. 

58.7 

61.5 

-14.8 

COTTON  (4/2)  strict  low  middling  1-1/16  in.,  «/lb 

59.98 

61.53 

-8.0 

OIL  (4/6)  $/bbl. 

16,62 

16.60 

11.3 

CRB  FOODSTUFFS  (4/6)  1967=100 

186.11 

190.29 

-18.6 

CRB  RAW  INDUSTRIALS  (4/6)  1967=100 

255.85 

257.81 

-14.3 

Sources:  London  Wednesday  final  setting,  Chicago  m 
market,   NYMEX,  Commodity   Research  Bureau 

arket.  Metals 

Week,  Memphis 

FOREIGN  EXCHANGE 

BRAZILIAN  REAL  (4/7) 

LATEST 
WEEK 

1.7325 

WEEK 
AGO 

1.7175  1 

YEAR 
AGO 

.1394 

BRITISH  POUND  (4/7) 

1.60 

1.61 

1.67 

CANADIAN  DOLLAR  (4/7) 

1.50 

1.51 

1.42 

EUROPEAN  EURO  (4/7) 

1.0798 

1.0800 

NA 

JAPANESE  YEN  (4/7) 

121.14 

118.46  131.21 

KOREAN  WON  (4/7) 

1222.6 

1227.0  1410.0 

MEXICAN  PESO  (4/7) 

9.505 

9.515 

8.510 

TRADE-WEIGHTED  DOLLAR  INDEX  (4/7) 

110.1 

109.3 

110.8 

Sources:  Major  New  York  banks  Currencies  expressed  in  units  per  US  dollar,  except 
for  British  Pound  and  European   Euro  in  dollars    Trade- weighted  dollar  via  J  P  Morgan. 


ita  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
It,  l=Western  Wood  Products  Assn        2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 
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SALES 

',  Apr.  13,  8:30  a.m,EDT  ►  Retail 
;ely  increased  0.3%  In  March  after 
surge  in  February,  says  the  median 

of  economists  surveyed  by  Stan- 
'oor's  MMS,  a  division  of  The 
-Hill  Companies.  Excluding  vehi- 
3s,  store  receipts  probably  rose 

March,  after  February's  0.6% 
!al  consumer  spending  appears  to 
)wn  at  an  annual  rate  of  around  5% 
rst  quarter. 

m  PRICE  INDEX 

.  Apr.  13,  8:30  a.m. EOT  >  Consumer 
)r  all  goods  and  services  probably 
P  0.3%  in  March,  led  by  higher 


energy  prices.  Excluding  volatile  food  and 
energy  costs,  core  prices  likely  rose  0.2%. 
In  February,  both  the  total  price  index  and 
the  core  index  advanced  by  0.1%. 

BUSINESS  INVENTORIES 

Wednesday,  Apr.  14,  8:30  a.m. edt>- 
Inventories  held  by  manufacturers,  whole- 
salers, and  retailers  probably  rose  0.1%  in 
February,  says  the  s&p  mms  survey.  That's 
the  same  small  gain  posted  in  January. 
Business  sales  likely  grew  0.5%  in  Febru- 
ary, after  slipping  0.3%  m  January. 

HOUSING  STARTS 

Friday,  Apr.  16,  8:30  a.m. edj  >■  Housing 
starts  in  March  probably  totaled  1.74  mil- 


lion, at  an  annual  rate,  down  from  their  1.8 
million  pace  in  an  unseasonably  warm  Feb- 
ruary. The  decline  is  suggested  by  the  drop 
in  construction  jobs  last  month. 

INDUSTRIAL  PRODUCTION 

Friday,  Apr.  16,  9:15  a.m.EDT>  Output  at 
factories,  mines,  and  utilities  probably  rose 
0.3%  in  March,  forecasts  the  s&p  mms  sur- 
vey, following  a  0.2%  increase  in  February. 
Utility  output  likely  rebounded  after  falling 
0.5%  in  February.  Factory  output  was  prob- 
ably unchanged,  as  suggested  by  the  weak- 
ness in  payrolls.  Despite  the  anticipated 
increase  in  output,  the  average  operating 
rate  for  all  industry  is  expected  to  remain 
at  February's  80.3%  reading. 
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Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


Acer  148 

Advanced  Micro  Devices 
(AMD)  176 

AgriBioTech  (ABTX)  130 
AgnCapital  130 
Airbus  Industrie  62 
Alberto-Culver  (ACV)  132 
Alcatel  89 
Alcoa  (AA)  46 
Allianz  50 

Allied  Waste  Industries  (AWIN)  38 
Allmenca  Financial  (AFC)  124 
Alpine  Flectronics  23 
Amazon  com  (AMZN)  75, 148 
American  Airlines  (AMR)  8 
American  International  Group 
(AIG)  34 
America  Online  (AOL)  46, 49, 72 
Ameritech  (AIT)  34 
Andersen  (Arthur)  81 
Andramedia  142 
Aon  (AOC)  81 
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Editorials 


A  NUMBER  AS  IMPORTANT  AS  DOW  10,000 


The  cuiTent  business  expansion  is  a  remarkable  thing  to 
behold.  It  is  the  longest  in  peacetime  liistoiy,  growth  and 
pi'oductivity  are  rising  even  as  the  cycle  matures,  inflation  is 
amazingly  absent,  and  soaring  tax  revenues  are  putting  the 
fedei'al  budget  in  the  black.  But  fi'om  a  long-tenn  societal  per- 
spective, nothing  compares  in  significance  to  the  dramatic 
decline  in  unemployment,  which  hit  4.2%  in  March  and  may 
fall  to  3.9%  by  yearend.  If  this  continues  well  into  the  next 
decade,  we  may  finally  see  the  integration  of  millions  of  low- 
sldlled,  poorly  educated  people  into  the  workforce.  This  would 
be  a  major  milestone  for  the  nation. 

The  progress  to  date  is  impressive.  First,  a  tight  job  mar- 
ket is  easing  the  way  for  welfare  reform  by  providing  a 
bounty  of  entiy-level  jobs.  Second,  for  the  first  time  since  the 
heyday  of  heavy  industiy,  people  at  the  bottom  part  of  the 
workforce  are  getting  a  chance  to  step  onto  the  escalator  of 
upward  mobility.  Finally,  wages  ai'e  going  up  at  the  bottom, 
thanks  in  part  to  very  low  inflation.  Hourly  pay  of  non- 
supervisory  workers  rose  3.6%  in  March  fi'om  a  year  earlier. 

Groups  with  traditional  liigh  unemployment  rates  are  mak- 
ing tioily  astonisliing  gains.  The  Mai'ch  unemployment  rate  foi- 
people  without  a  high  school  diploma  fell  to  6.1%,  a  record 
low.  Joblessness  among  Hispanics  dropped  to  5.8%,  another 
record  low,  while  the  unemployment  rate  for  blacks  fell  to 
8.1%.  Single  women  with  families  were  the  lai'gest  categoiy  of 


people  hired  last  year.  Not  long  ago,  economists  wouk ; 
been  glad  to  settle  for  an  economywade  unemployment  i 
6%,  fearing  that  anything  lower  would  cause  inflation. 

To  employees  with  little  experience  in  the  workpla/;, 
riving  on  time,  being  courteous,  or  simply  taking  i 
from  a  boss  may  all  be  new  skills.  Corporations  shou 
pect  to  invest  more  in  training.  Those  that  do,  .-ii 
Marriott  International  Inc.  and  Sony  Corp.,  find  that  t 
ing  pays  off.  ■, 

That  is  just  the  first  step.  Moving  from  unemployni| 
employment  is  a  major  breakthrough.  Learning  basic 
and  communication  skills  is  necessary  to  move  beyond 
mum  wage  pay  and  begin  the  journey  of  upward  mc 
Schools  that  missed  their  chance  with  kids  the  first 
around  may  now  get  a  second  with  the  same  students- 
this  time,  they'll  be  more  motivated. 

The  term  "opportunity  society"  has,  by  now,  becc 
political  cliche.  But  for  milUons  getting  their  first  toeh 
the  economy,  it  is  real  enough.  Policymakers  should  r 
that  for  them,  a  small  rise  in  inflation  pales  in  significan 
fore  economic  growth  and  jobs.  Fast  gi'owth  and  low  i 
ployment  are  needed  for  yeai's  to  come  to  finish  the  job 
tegrating  the  have-nots  in  American  society.  Th( 
unemployment  rate  in  America  is  an  unmitigated  goc 
4%,  we  should  cheer  it  as  loudly  as  the  Dow  at  10,000 


CEO  PAY:  IS  GREED  GOOD? 


Are  they  really  worth  it?  Outsized  executive  pay  has 
generated  howls  of  j^rotest  for  years.  Fii'st  it  was  the  $1 
million  package.  Then  $10  million.  $100  million  soon  followed. 
This  year,  the  five  best-paid  execs  of  business  week's  Exec- 
utive Pay  Survey  split  $1.2  billion!  Outrageous,  right? 

Well,  no  and  yes.  With  the  U.  S.  economy  putting  in  its 
best  performance  in  decades,  the  Dow  at  10,000,  and  U.  S. 
coi-porations  back  at  the  top  of  their  competitive  game,  many 
CEOS  appear  to  be  earning  their  keep.  Thanks  to  options, 
the  link  between  pay  and  perfoiTnance,  at  least  as  measui'ed 
by  the  stock  market,  has  never  been  tighter.  Enormous  val- 
ue has  been  created  by  many  of  these  top  execs — and  not  just 
for  themselves.  Milhons  of  middle  managers  now  hold  options, 
as  do  lower-level  workers,  and  they're  doing  nicely,  thanl^  you. 
And  shareholders  are  not  complaining  eithei'. 

The  U.  S.-style  pay  system  is  being  credited  in  Em-ope  and 
Japan  for  the  dramatic  comeback  of  Corporate  America. 
Spurred  by  such  transatlantic  mergers  as  DaimlerChiysler, 
higher  exec  pay  is  moving  offshore.  Britain  now  has  several 
million-pound-per-annum  CEOs.  In  Japan,  Sony,  Sega,  and 
other  companies  are  using  options.  Anything  that  focuses 
management  attention  on  shareholder  value  is  a  good  thing  in 
Eiu'0)}e  and  Asia. 


But  there's  another  side  to  the  stoiy.  CEOs  have  beei 
ing  in  a  prime  business  environment.  Interest  rates 
fallen  over  a  15-year  period,  flicking  up  only  recently, 
ulation  has  overcome  barriers  within  the  economy,  and 
banners  have  fallen  overseas.  A  high-tech  revolution  is 
ing  it  easier  to  increase  productivity.  The  Internet  is  s{ 
ing  new  opportunities.  The  times  are  exceptionally  goc 
executives  to  strut  their  stuff  It's  too  easy  to  confuse  g 
with  a  bull  market. 

Furthermore,  while  many  execs  are  taking  home  da; 
pay  packages,  not  all  are  earning  them.  Boards  are  gj 
huge  option  grants  to  execs  who  are  not  delivering  "Wj 
an"  retuins  to  shareholders.  There  is  a  vast  fleet  of  ceo 
ing  a  surging  stock  market  fueled  by  boomer  casli. 
when  the  market  dips,  boards  reprice  ceo  options  at  Ij 
levels,  an  odious  practice.  Even  worse  is  rewarding  failei 
ecs  with  huge  sums  of  money  when  they  get  booted  ouj 

Wliat  to  do?  To  ensm-e  that  only  the  best  perfomnersi 
their  just  rewards,  we  support  Federal  Reserve  Chai' 
AJan  Greenspan  in  advocating  indexed  options.  Give  ceo 
tions  that  have  no  value  unless  the  stock  actually  does  b 
than  a  market  or,  better  yet,  a  peer  gi-oup  index.  High  p: 
0.  K.  only  when  genuinely  supported  by  performance.  I 


Gan  a  storage 
system  work  so 
flawlessly,  it's 
ractically  invisible? 


u  we  believe  a  storage 

system  should  be  so  si.. , .;.  ....  and  flexible,  you  hardly 
even  ik  '        That's  why  Compaq  StorageWorks 
I  across  multiple  platforms.  Seamlessly 
turning  your  stored  data  into  a  flexible  resource 
:oughoiit  your  enterprise.  All  while  being  centrally  managed  from  one  location, 
tat's  because  our  hi.u.....u u^-basei.:        :,ccture  provides  the  high  availability 
d  robustness  you  need  to  handle  data  throughout  your  enterprise.  To  find 
it  how  our  invisible  storage  solution,  can  visibly  improve  the  way  you  manage 
ta,  contact  ^^"^  "  '  T)mpaqxom/yourdata. 
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Planning  for  the  Unthinkabl 
with  GAB  Robins 


GAB  ROBINS  NORTH  AMERICA  HEL 
CLIENTS  RESPOND  TO  DISASTER 


Disaster,  either  natural  or  man-made,  is  every  executive's  worst 
nightmare.  The  importance  of  having  a  catastrophe  claims 
processing  system  in  place  cannot  be  underestimated,  says 
GAB  Robins'  Hart  Hubbard,  director  of  catastrophe  services.  And 
Bill  McLellan,  who  heads  up  GAB  Robins  Environmental,  a  wholly- 
owned  subsidiary,  adds  that  the  next  step,  recovery,  requires  experience 
and  expertise  as  well.  Below,  the  two  talk  about  how  to  avoid  pot 
holes  on  the  road  to  recovery. 

O:  What  is  a  disaster? 
Hubbard:  Sudden  events  that  no  business 
model  can  predict  or  prevent.  Disasters 
can  be  natural,  such  as  hurricanes,  torna- 
does, floods,  hail  storms,  and  earth- 
quakes. Or,  they  can  be  man-made,  such 
as  oil  spills  and  chemical  plant  explosions. 


0:  How  have  disaster  response  strate- 
gies changed? 

McLellan:  Today,  executives  realize  that 
stepping  forward  and  accepting  respon- 
sibility is  in  the  company's  best  interest. 
When  disaster  strikes,  the  level  of 
responsiveness  can  prevent  lawsuits  or 
minimizx'  their  impact. 

O:  So  what  does  GAB  Robins  do  to  meet 
this  new,  higher  standard  of  disaster 
response  management  for  clients? 
Hubbard: First,  we  extensively  research 
each  client's  post-catastrophe  needs. 


Hart  Hubbard, 
director  of 
catastrophe 
services  for  GAB 
Robins  North 
America,  Inc. 


Mctellan, 
president  and 
chief  operating 
officer  of  GAB 
Robins  Environ- 
mental, Inc. 


Barg-  skimming  oil  after  the  October  1996  spill  in  Cape  Mohican 
in  San  Francisco. 


We  look  at  their  business,  their  insur- 
ance strategy,  and  the  solutions  they 
already  have  in  place.  Then,  we  create  a 
disaster  response  plan. 

O:  How  much  experience  does  GAB 
Robins  have  in  disaster  response? 
McLellan:  The  affiliated  companies  oi 
CiAB  Robins  have  been  leaders  in 
catastrophe  response  since  1  885.  In 
the  1990s  we've  been 
heavily  involved  with  the 
complex  claims  resulting 
from  such  events  as 
the  World  Trade  Center 
bombing,  the  North- 
ridge  earthquake  and 
oil  spills  in  Texas  and 
along  the  Pacific  coast. 
Tbciay,  we  are  helping 
clients  process  the  surge 
in  claims  related  to  the 
severe  ice  storms  that 
plagued  the  nc^rtheast  in 
mid-January. 


O:  Many  companies  already  have  a  d 
ter  response  plan.  How  does  GAB  Rc 
make  a  difference? 
Hubbard:  Often,  executives  feel  the 
prepared  They  develop  a  written  | 
and  they  perform  drills.  But  the 
chaos  when  an  event  happens,  becai 
is  not  like  a  drill.  We  want  to  instill 
fidence  in  our  clients,  so  that  when  a 
aster  happens  all  they  have  to  do  is 
up  the  phone  and  call  us.  We  will 
care  of  the  disaster  so  they  can  retui 
the  task  of  doing  business. 

O:  In  a  disaster  situation,  logistics  ca 
a  nightmare.  What  systems  does 
Robins  have  in  place? 
McLellan:  We  decide  before  the  dis 
when,  where,  and  how  money  is 
pensed  to  claimants.  When  dis; 
strikes,  GAB  Robins  can  instantly  j 
toll  free  number  in  place  for  claiman 
call.  We  can  provide  claims  mana 
support  people,  office  space,  softv 
professional  adjusters,  energy,  and 
plies.  Organized  correctly,  recovery  I 
a  negative  event  can  actually  imprc 
corporate  image,  if  the  company  der 
strates  that  it  is  civic-minded  and 
cerned  about  individuals. 

O:  Many  companies  worry  about 
recovery  costs.  How  does  GAB  Robins  > 
McLellan:  For  environmental  disaster; 
know  what  a  cleanup  should  cost, 
provide  quantitative  and  qualitative  ai 
ses  to  make  sure  cleanup  costs  are  co 
tent  with  industry  standards.  With  we; 
catastrophes.  Hart's  group  keeps  ( 
down  by  getting  a  claims  office  up  qui 
while  damages  can  be  best  assessed 
fraudulent  or  overstated  claims  minim 
and  by  using  adjusters  qualified  to  ha 
specific  types  of  storm  claims. 

C/i7)-ii  Vail  Hast,  a  New  York-based  iv. 
reports  frequently  on  iiisuraiice  and 
manageynent. 
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SCANDAL 

ON  WALL  STREET 

In  a  six-month  investigation, 
Business  Week  has  uncovered 
major  improprieties  at 
THE  AMERICAN  STOCK  EXCHANGE. 

The  problems  range  from  price- 


fixing  in  the  options 
market  to  conflicts  i 
of  interest  by  some 
specialists  on  the  floor. 
Here's  the  inside  story. 

By  Gary  Weiss 
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=  =v=  Business  Partner 
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Industry:  Restaurant 
Company:  Rainforest  Cafe 
Partner:  Lawson  Software 

Tools:  RS/6000,  AIX,  Java 
Solution:  Corporate  Intranet 


Rainforest  can  process 
invoices  from  each  location 
instantly,  saving  a  week's  time 
and  keeping  numbers  current. 

Employees  can  change  their 
2     status  for  benefits,  401(k)  and 
insurance  through  the  intranet. 


13 


e-business  isn't  just  about  selling  things 
on  the  Web.  It's  about  using  new  technology 
to  make  business  run  more  efficiently  You  can 
use  e-business  to  improve  financial  monitoring, 
manage  inventory  and  control  costs.  But 
because  e-buslness  can  be  different  for  each 
industry  and  company  you  need  software  that's 
designed  for  you. 

IBIVI  works  with  specialists  like  Lawson 
Software  to  create  innovative  ways  of  using 
the  Web  to  accelerate  business.  Lawson  has 
been  building  software  with  IBM  for  over 
twenty  years.  Lately  almost  all  of  that  software 
involves  e-business. 

At  260%  revenue  growth  in  two  years. 
Rainforest  Cafe  needed  an  advanced  tech- 
nology system  that  could  expand  just  as  fast. 
Lawson  and  IBM  helped  Rainforest  Cafe  begin 
its  e-business  evolution  with  a  Web  network. 
Soon  they  will  be  connecting  the  Cafe's  food 
and  financial  tracking  systems. 

"We  chose  Lawson  and  IBM  because  we  needed  a  solution  fast  and  they  implemented 
it  in  a  record  eight  weeks."  says  Mark  Robinow.  CFO  at  Rainforest  Cafe  "We  also  chose  them 
because  IBM  offers  us  total  reliability  and  scalability  We've  saved  hundreds  of  thousands  of 
dollars  since  our  new  e-business  system  was  installed."  Find  out  how  e-business  can  improve 
your  business,  at  www.ibm.com/e-business/lawson  orcali  1 800  IBM  7080,  code  6N9BK001. 


Menus  for  school  tours, 
company  dinners  and  other 
events  are  planned  through 
the  Cafe's  e-mail  system. 

Online  performance  indicators 
report  analyses  of  food  costs 
and  sales  for  each  location  to 
corporate  headquarters. 


Chefs  know  how  much  food 
^     they'll  prepare  and  managers 
5  )  know  how  many  servers  they'll 
need,  thanks  to  historical  data 
records  shared  on  the  intranet. 


Editor's  Memo 


NEW  FRONTIERS  ONLINE 
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What  caused  the 
market  cap  of 
Webcasting  hotshot 
Broadcast.com  to  leap 
by  $1.5  bilHon  on 
Monday,  Mar.  22? 
News  that  it  was  in 
merger  talks  with 
Yahoo!,  a  story  that 
BUSINESS  week's  Lin- 
da Himelstein  broke 
late  on  Friday,  Mar. 
19,  or  Business  Week 
Online's  Daily  Brief- 
ing. Himelstein,  our 
Silicon  Valley  bureau  chief,  followed  up 
that  scoop  with  another  ahead-of-the-news 
stoiy  on  Mai".  31  that  laid  out  details  about 
the  final  deal,  which  was  announced  the 
next  day. 

In  recent  weeks,  readers  of  Daily  Brief- 
ing (www.businessweek.com/today.htm) 
were  also  first  to  learn  about  management 
troubles  at  Rite  Aid  from  Philadelphia 
Bureau  Chief  Amy  BaiTett,  about  possible 
insider  trading  at  Tr-ansamerica  and 
Pinkerton's  by  Peter  Coy  in  New  York 
and  Joseph  Weber 
in  Toronto,  respec- 
tively, and  about 
antitrust  hurdles 
abroad  for  the 
Coca-Cola-Cadbiuy 
Schweppes  merger 
by  Atlanta  Bureau 
Chief  Dean  Foust. 

Combine  lead- 
ing-edge news  with 
other  features, 
such  as  our  daily 
"Street  Wise,"  a 
column  wiitten  by 
Amey  Stone  and  Sam  Jaffe  that  has 
become  lively  morning  reading  for  in- 
vestors everywhere,  and  you'll  see 
BUSINESS  WEEK  is  creating  a  whole  new 
channel  for  business  news  and  investing 
insights.  Indeed,  Daily  Briefing  is  be- 
coming a  daily  version  of  business  week, 
a  must-read  for  managers,  investors,  and 
policymakers. 

That's  hardly  oiu*  only  gi-owth  area  on- 
line. In  March,  we  launched  om*  new  e.biz 
quarterly  print  supplement.  Simultaneous- 
ly, we  inaugurated  an  online  version 
(ebiz.businessweek.com).  Eveiy  day,  e.biz 
features  a  different  column  from  business 
week  writers:  From  "Perspective"  on  Mon- 
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days  to  "Clicks  & 
Misses"  on  Friday — 
along  with  "Company 
Closeup"  (Tuesday), 
"Movers  &  Shakers" 
(Wednesday),  and  a 
special  e.biz  edition  of 
"Street  Wise"  (Thm-s- 
day) — our  regular 
features  will  keep 
you  in  the  know 
about  how  the  Inter- 
net is  transforming 
business. 

The  online  version 
of  e.biz  also  offers  a  regular  "Chats  With" 
department — q&a's  between  business 
WEEK  editors  and  key  E-business 
personalities.  And  for  insightful  info- 
nuggets,  don't  miss  the  daily  Data  Mine, 
statistical  snapshots  of  the  dynamic  world 
of  E-biz. 

In  another  joint 
print-online  effort, 
this  week  we're 
relaunching  our 
small-business  area 
on  Business  Week 
Online.  Formerly 
known  as  Enter- 
prise Online,  the 
feature  has  been 
rechristened  Fron- 
tier and  boasts  a 
wealth  of  additional 
material. 

Updated  every 
day.  Frontier  (frontier.businessweek.com)  is 
aimed  at  an  emerging  class  of  sophisti- 
cated entrepreneurs  who  embrace  tech- 
nology and  need  practical  insights  and 
real-world  data  that  will  give  them  a  com- 
petitive edge.  In  Frontier,  you'll  find  news- 
driven  analysis,  features,  profiles,  and  in- 
ter-views with  small-business  experts.  Plus, 
each  week  we  answer  reader  questions. 

No  matter  what  the  topic,  or  whether 
it's  in  Frontier,  e.biz,  or  Daily  P.nefing, 
you  can  tiust  Business  Week  ( Valine  to 
give  you  the  same  level  of  qua!?' \^  and  in- 
tegilty  that  you've  come  to  p:  pact  from 
the  world's  best-selling  businf   .  magazine. 

Editor-in-Chief 
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EDITED  BY  ROBERT  McNATT 
BALKAN  FALLOUT 

THE  GREEK  ECONOMY 
FEELS  THE  BLASTS 

THE   WEST   EUROPEAN  AND 

U.S.  economies  are  barely 
feeling  the  impact  of  the  war 
in  Yugoslavia.  But  the  story 
is  different  for  nearby 
nations,  including  the  richest 
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in  the  region,  Greece. 

Last  year,  the  Greek  econ- 
omy grew  3.7%,  third-fastest 
in  the  European  Union,  after 
Finland  and  Ireland.  And  its 
stock  market  more  than  dou- 
bled, thanks  to  improving 


public  finances  and  privati- 
zation progTams. 

However,  American-ed- 
ucated Foreign  Minister 
George  Papandreou  now 
tells  BUSINESS  WEEK  that 
he  expects  the  war  to 
cut  gi-owth  in  gross  do- 
mestic product  by  at 
least    half    a  percent. 
Tourism  is  being  battered  as 
land  routes  to  the  coun- 
try from  the  north  re- 
main blocked. 

Greek  companies  also 
have  been  big  investors 
in  Yugoslavia.  Hellenic 
Bottling,  a  Coca-Cola 
l)ottler,  and  Delta  Daily 
have  had  to  close  facto- 
ries near  Belgi'ade.  And 
telecom  company  ote 
could  lose  millions  of  dol- 
lars of  its  investment  in 
the  Yugoslav  telephone 
monopoly. 

After  the  war,  Greece 
could  profit  from  recon- 
straetion.  "Wlien  the  cri- 
sis is  over,  I  would  as- 
sume we  would  get  more 
investment,"  says  Papan- 
dreou. In  anticipation,  the 
Athens  stock  market,  which 
fell  with  war,  has  recovered 
in  hopes  of  a  diplomatic  solu- 
tion.        William  Echikson 


THE  LIST  SOnUNDINGS 


Are  you  worried  about  how 
you're  going  to  end  up  if 
your  company  is  gobbled  up 
in  an  acquisition  or  merger? 


A  recent  survey  of  56 
financial-services  companies 
reveals  all  the  news  wasn't 
bad  for  executives: 


INSURANCE  Most  companies  offer  fired  execs  two  years  of  health  benefits 
VESTING  70%  of  companies  immediately  vest  stock  options,  restricted 
stock,  and  other  equity  awards,  even  if  you  don't  leave 
NONCOMPETE  RESTRICTIONS  67%  do  not  ban  executives  from  working 
for  a  competitor.  Those  that  do  impose  restnctions  do  so  for  two  years 

SEVERANCE  59%_pro_v|d_e_severance  _ 

SEVERANCE  PROTECTION  Executives  who  are  fired  within  first  24  months 
of  the  acquisition  usually  will  still  receive  severance  pay  and  benefits 

0UTP_LACEMENT_25%  o^^ej^assistance  in  finding  new  [obs  

WALK-AWAYS  20%  allow  CEOs  to  leave  for  any  reason  -  with  severance  - 
following  a  designated  period 

DATA:  PEARL  MEYER  «.  PARTNERS  INC, 


TALK  SHOW  UThe  court  takes  no  pleasure  whatsoeve 
holding  this  nation's  President  in  contempt  of  court.55 

— U.S.  District  Judge  Susan  Webber  Wright  in  her  finding 
against  Bill  Clinton 


WILD  BLUE  YONDER 

BIG  BROTHER  IS 
ORBITING  YOU 

IS  there  NOWHERE  LEFT  TO 

hide?  On  Apr.  27,  a  Denver 
company.  Space  Imaging,  will 
launch  the  first  high-resolu- 
tion commercial  imaging 
satellite.  Space  Imaging 
plans  to  sell  photos  from  the 
bird  for  as  little  as  $30,  via  a 
toll-free  number  or  the  Net. 
But  there's  a  privacy  issue 
here:  Snoops  could  order  up 
photos  of  Madonna's  back- 
yard— or  yours. 


Space  Ir 
CEO  John  ( 
sees  no  need  f 
I  crn.  At  a  res 
I  uf  one  mete: 
Locklieed  Marti 
IKONOS  1  satellit 
'  not  recognize  peop] 
400  miles  up,  though 
distingtiish,  say,  a  car 
truck.  Copple  sees 
spread  demand  for  : 
images,  since  fuzzier  s 
data  are  already  ui 
mapping,  oil  and  gas 
ration,  and  urban  pk 
In  2003,  satellite  imagi 
be  a  $1.6  billion  indusi 
ports  investment  ban 
Unterberg,  Towbin. 

Privacy  watchdogs 
tougher  laws.  Says 
Steinhardt  of  the  An 
Civil  Liberties  Union 
teclinolog;y  for  stu'veill 
developing  at  light  spe 
the  laws  to  protect  j 
are  inching  along  like 
toise."  And,  hey,  dor 
toises  deserve  some  p 
too?  Edward  ( 


REGIONAL  SNAPSHOTS 

A  FAIR  WORKPLACE? 
NOT  EVERYWHERE 

THE  EQUAL  EMPLOYMENT 
Opportunity  Commission  has 
given  researchers  at  Rut- 
gers University  Law  School 
data  on  job  discrimination 
that  could  provoke  the  next 
big  battle  over  affirmative 
action.  The  researchers  are 
using  EEor  numbers  to  mea- 
sure racial  and  se.xual  harass- 
ment, geographic  patterns 
of  bias  in  hiring  and  promo- 
tion, and  the  extent  of  "hos- 
tile work  environments." 
.Judging  from  an  early  peek 
at  their  work,  the  findings 
could  be  explosive. 

The  academics  say  that 
wliile  disciiriiination  has  fallen 
overall,  some  regions  ai'e  still 
highly  biased.  Initial  resiilts 
suggest  that  in  Washington 
State,  for  example,  25%  of 
employers  with  more  than  .50 
workers  still  intentionally  dis- 


criminate against  v 
And  in  Georgia,  almo: 
of  larger  employers  i 
discriminate,  while  SQ 
play  a  bias  against  wc 
Tlie  study  is  e.xijected 
ster  calls  for  retaining  i 
tive-action  initiatives, 
out  this  study,  all  we 
anecdotal  evidence"  wl 


bating  the  need  fo: 


BOSS  BIAS:  Alarvung 

progi'ams,  says  Alfi-ed 
rosen,  Rutgers  law  pi 
and  co-author  of  th( 
Foundation-fiuided  proj( 
release  date:  around 
Dav.      David  G.  McD 
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You're  online  trying  to  buy 
before  tbe  market  goes  up, 
vben  tbe  power  goes  down. 


APC  Back-UPS'' Family 


Thanks  to  online  trading  you're  ahead 
of  the  curve.  No  thanks  to  faulty  power 
you  could  lose  your  edge.  An  APC 
uninterruptible  power  supply  (UPS) 
gives  you  and  your  computer  the 
power  to  make  that  trade. 

According  to  research  by  IBM,  a  typical 
computer  is  subject  to  more  than  120 
power  problems  a  month.  Cheap 
power  strips  prevent  none  of  the 
power  problems  that  cause  keyboard 
lock-ups,  system  crashes,  corrupted 
data,  and  lost  Internet  connections. 
An  APC  UPS  with  surge  suppression 
and  battery  back-up  protects  your  soft- 
ware, hardware,  and  most  importantly, 
your  work.  APC  Back-UPS  provide  clean, 
reliable  power  so  you  can  function  at  peak 
performance  through  power  glitches,  and 
give  you  time  to  shut  down  during  a  power 
outage.  Contact  your  local  reseller  or  visit 
the  listed  retailers  to  add  APC's  Legendary 
Reliability  to  your  system  today. 


FREE  68-page  Goide 
to  Power  Protecfein. 

Order  now:  Key  Code  j 486 z 
http://proinfapcc.com 

888-289-APCC  x8591    Fax:  401-788-2797 


Legendary  ^Reliability ' 


Good  tbing  you  invested 
n  an  APC  Back-UPS  Office®. 

Solutions  starting  at  $99. 


You  can  find  APC  power  protection  products  at; 

omce 

vnroM'  BUBJPO^  Inc. 


fconvtis™.  All  Irademjils  am  Ih.  prapsity  o(  Iheii  owners.  BP1B5CF-US  •  |8B0|347-FAXX  PowhFii  •  E-Mil:  a|jciiilD@iirt[.com  •  13!  Fiirgronmls  M.  West  KNigslon.  Rl  G2892  USA 
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DRAWN  A  QUARTERED 


VACATION  NATION 

FLYING  GNAWING 
-AND  A  BROWN  BAG 

TAKING  YOUR  LUNCH  WITH 
you  when  you  travel  used  to 
be  associated  witli  Greyhound 
buses  and  long  car  trips  with 
the  kids.  Xo  more.  Now  that 
many  airlines  have  cut  back 
on  feeding  pass 
upscale  hotels  ai'e  ear 
ing  goodwill  by 
offering  departing 
guests  brown-bag 
meals  for  the 
plane. 

The  staid  Boc; 
Raton  Resort  ».v- 
Club  in  Florida,  ivi 
example,  successfully  staited 
its  gouiTnet  senice  in  Mai'ch: 
SIT  for  tui'key  on  a  croissant, 
chips,  pasta  salad,  gi-apes.  and 
a  cookie.  Says  Todd  Shallan. 
food  and  beveraee  dii-ector. 


"It  has  almost  become  a  giv- 
en that  todays  au'line  tra\'el- 
er  is  going  to  leave  his  flight 
hungiy." 

Hilton  Hotels  began  its 
Food  on  the  Fly  program  in 
late  1997  at  the  O'Hai-e  .\ir- 
poit  Hilton  and  has  expanded 
it  to  hotels  in  Atlanta  and 
Newai'k.  N.J.  An  angel  haii- 
pasta  meal  to  go,  in  Chica- 
.  costs  S14.50.  That's 
cheap,  compared  with 
Chicago's  Ritz 
Carlton,  whose  In- 
flight shrimp  and 
lobster  salad  meal 
runs  .S30.  Guests 
at  some  posh  Fom- 
Seasons  hotels  can 
get  exotic  vittles 
on  the  fly.  such  as  ginlled 
prawns  fi'om  the  chain's  re- 
sort in  Bali.  Airlines  may 
skimp  on  meals,  but  hotels 
ai'e  more  than  \\iLling  to  take 
up  the  slack.   Dennis  Blank 


THE  DEAL  MILL 

ISRAELI  HIGH  TECH'S 
NEW  PROMISED  LAND 

THE  HEADLINE  OF  A  BU^INES.^ 

ston'  in  Israel's  national  dai- 
ly. Xia'ariv.  declares:  "Sihcon 
Valley  Wants  You."  And 
America,  as  Israel  is  finding 


< 

Takeovers 

< 

ISRAELI  COMPANY/                 AMOUNT  PAID 

U  S,  PURCHASER 

.1ILLI0NS 

NEW  DIMENSION  BMC 

$700 

^  < 

MIRABILIS  Afrerica  Online 

407 

LIBIT  SIGNAL  Lucent 

260 

MEMCO  SOFTWARE  Platinum 

250 

.All  ,  1' 

OSHAP  SunGard 

210 

<  - 

TELEDATA  ADC 

200 

< 

DATA:  B'uSWESSWEEK 

out.  pays  well  for  what  it 
wants.  In  March  alone.  U.  S. 
companies  paiii  nearly  -SI. 2 
billion  for  Israeli  software 
firms,  compared  with  .Si. 5 
bilhon  in  all  of  1998. 

Americans  love  Israel's 
fast-gi-o\ring,  soi'liisticated — 
and  relatively  clieap — crop  of 


high-tech  companies.  The 
bu\ing  spree  worries  some 
Israelis,  such  as  Shlomo 
Kalish.  CEO  of  investment 
bank  Jenisalem  Global,  who 
thinks  the  countiy  may  lose 
much  of  its  tech  industiy.  But 
Israeli  entrepreneurs  say 
they'll  stari  new  companies 
vdih  their  newfound  cash. 
They  have  a  lot  of  it. 
On  ]\Iai-.  8.  Houston-based 
BMC  Software  bought  New 
Dimension  Softwai*e.  a  Tel 
A\iv  softwai'e  maker,  for 
.S700  million,  the  most  ever 
paid  for  an  Israeli  tech 
company.  Tlii'ee  days  later. 
SunGard  Data  Systems 
concluded  a  S210  milhon 
stock  swap  with  Oshap 
Technologies,  a  software 
holding  company.  And  Lu- 
cent Technologies  forked 
over  .S260  milhon  for  Tel 
Aviv's  Libit  Signal  Pro- 
cessing. Meanwhile.  Israelis 
say  that  Cisco  Systems.  Sun 
Microsystems,  and  IBM  ai'e 
hunting  Israeli  telecom  and 
Internet-security  startup 
companies.  Tlie  land  of  milk 
and  honey?  The  land  of  mi- 
crochips and  machine  code, 
too.  Xeal  Sandler 


Do  Rich  TE^ff,s  uke 

THE  mKEtS  H^VE  ML 
THt  &ESTPL^Y£PS?  HERE 

TO  Dispute  th^t/the. 

\  TOP  Of  T^l  O^KL^HD  A's 
i  BWlV^  ORDER... 


PRODUCT  PEEK 

GRAB  SOME  CASH, 
CHECK  OUT  A  FLICK 

IS  IT  ADVERTISING  RUN  AMOK? 

Movie  trailers  have  come  to 
your  ATM.  And  more  may  be 
on  the  way.  Full-motion  \ideo 
ads  are  now  running  on  the 
screens  of  automated  teller 
machines  at  some  7-Eleven 
stores  in  New  York.  Chicago. 
San  Diego,  and.  natch.  Los 
Angeles.  Customers  have 
already  seen  coming  attrac- 
tions for  some  films  at  the 
convenience  store,  and  who 
knows,  you  may  yet  see  that 
Star  Wars  trailer  at  your 
local  s&L. 

Ti'ailers  are  a  natural 
choice  for  shoviing  off  the 
\ideo  capabiHties  of  new.  so- 
phisticated ATMs,  says  Cassie 
Metzger.  a  mai-keting  manag- 
er at  Diebold.  a  big  atm  mak- 
er. And  since  people  often 
stop  to  pick  up  cash  before 


seeing  a  flick,  she  says 
or  30-seeond  trailer, 
sound,  could  influence 
they  see.  The  ads 
lengthen  transaction 
They  play  while  the  . 
ah'eady  processing. 

Banks,  such  as  Unioi 
eral  Sa\ings,  in  Indiar 
still  conservative.  S 


they've  run  only  ban] 
But  other  adveitisei"s  a 
pected.  After  all.  it's  < 
keter's  dream:  Cust 
can't  change  channel 
they  can't  waik  aw^ 
least  not  without  U 
their  cash.    Jeane^e  * 


MEDIAN 
EXPCCKO; 
UVIN8S 
BY  AiE 


THE  BIG  PICTURE 


HIGHER  GOALS  FOR  LIFETIME  SECURITY 

Including  their  retirement  plans,  30 
Americans  expect  to  save  or  invest  ^5 
a  median  14.6°o  of  their  gross  salar\" 
in  1999.  Last  year,  they  planned  to  20 
save  only  10'',.  a  goal  that  was 
realized. 


13-24  25-29  30-49)1 
ACESCENT  OFGROSSS 
JtCEVBER  SURVEY  Of  Wl 
_  DATA:AU1ANCEC 


FOOTNOTES  Average  annual  working  time  for  soft\vai-e  engineers:  U.  S.:  1 ,940  tlOUTS;  non-U.  S.:  1 ,851  tlOUTS 
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DATA:  ME 


One  srrecri ,  , 

We're  getling  a  )„m,e  )o„,,     ,  *«. 
some  okay  rafcs.  We've  sec  ,!  •^'•'cn 
4«d  vve've  seen  wnK  ,  micl 

Can  aiiyhocfy  help?   ^  ""    "»<•'  (Jreai 


\TA  CAN'T  MAKE  YOU  FLY^ 


:  it  can  give  you  speed. 

you  set  up  shop  on  the  Internet  in  no  time  flat  with  a  store  the  size  of  the 
net.  Let  you  track,  follow,  analyze  and  interpret  so  you  can 
and  market  anything  your  heart  desires, 
d  you  can  do  this  as  quickly  and  painlessly  as  you  please, 
vided,  of  course,  you  have  the  right  data  engine  to  make  it  all  possible. 


^q//    delivers  a  complete,  robust  e-commerce  storefront  that  offers 
{lytical  merchandising  and  will  have  you  up  and  running  in  weeks,  not 
nths.  Informix  lets  you  put  the  technology  behind  the  world 's  most  powerful 
isaction  engines  to  work  on  the  Web. 


The  one  with  the  Smartest  data  wins 


EHOUSING 

.nalytic 


i.lNFORMIX 

Industrial  Strength 
Web  Engines 


TRANSACTIONS  (OLTP) 

Extremely  Fast.  Extensible 
Transaction  Engines 


Inform/ 

www.informix.com 
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E-COMMERGE  STILL  NEEDS 

THE  HUMAN  TOUCH  

Tlie  rest  of  the  world  is  going  crazj- 
about  E-commerce,  but  I  have  resen-a- 
tions  ("What  every  ceo  shouW  know 
about  electronic  business,"  Cover  Stoiy, 
Mai".  22).  Its  tnie  tliis  new  distnbution 
channel  can  reach  mai'kets  that  conven- 
tional advertising  cannot,  but  what  about 
customer  senice? 

Eveiy  successful  business  model  needs 
to  focus  on  senice.  Companies  that  can 
combine  Internet  abilities  with  intelli- 
gent customer  senice  will  be  the  suc- 
cessful ones  in  the  new  nullemiiimi.  A 
customer  must  feel  appreciated.  While 
Web  sites  allow  customers  to  "do  the 
work  themselves,"  a  Web  site  cannot  an- 
swer all  questions.  Eventually,  a  con- 
stuner  needs  to  talk  to  a  hiunan. 

Ctistomei-s  won't  embrace  E-commerce 
so  much  after  they  realize  the  fiiistra- 
tions  siuTounding  automation.  The  days 
of  relationsliip  sales  will  re\ive  again. 
Customer  senice  is  what  makes  a  com- 
pany successful,  not  a  Web  site. 

Ron  Kubick 
Xanuet,  X.  Y. 

Yoiu'  stoiy  doesn't  focus  on  a  major 
consequence  of  the  electronic  value  chain, 
wliich  most  global  companies  ai-e  begin- 
ning to  discover:  the  multicultm-al  chal- 
lenge. Companies  used  to  rely  on  expa- 
tiiates  to  bridge  (iifferences  between  a 
company's  national  cultiu'e  and  other  local 
cultui'es.  E-business  no  longer  requii-es  as 
many  expatriates.  Playei-s  fi-om  the  glob- 
al company  work  and  produce  value  re- 
motely, though  they  may  never  see  each 
other.  Tliey  also  face  cultm-al  clashes  and 
bltmdei-s,  which  is  one  of  the  major  con- 
sti-aints  of  globalization.  Developing  glob- 
al reach  through  E-business  requires 
mtilticultm-al  adaptation. 

Andre  Guyai'd 
Palis. 

MIDWEST  EXPRESS  IS 

ALIVE  AND  WELL  

In  "Straightened  up  and  fljing  right" 
(Xews:  Analysis  &  Commentaiy.  Apr.  5). 


you  say  that  America  West  Aii-hnes 
is  the  "only  one  of  58  staitups  laun 
between  1978  and  1990"  that  suiv 
Midwest  Express  Aii-lines  stalled 
\ice  in  1984  ser\ing  three  cities 
two  airplanes.  At  the  end  of  1998, 
west  was  serving  27  cities  wit! 
planes — and  had  been  profitable  ft 
straight  yeai's.  The  aii'line  has  also 
named  in  several  travel  poUs  as  h£ 
the  best  senice  in  the  aii-. 

Robert  E.  McI 
Higlilands  Ranch,  i 

CABLE  TECHNOLOGY 

STILL  HAS  THE  EDGE  

Youi'  excellent  article  discusse^ 
potential  for  the  telcos  to  tise  digita^ 
sciiber  lines  (dsls.)  as  a  cable-mode, 
val,  now  that  the  telcos  have  leai-m 
price  theu'  services  competitively  ("( 
iTishes  the  Xet,"  Xews:  Analysis  &  ' 
mentaiy.  Apr.  5). 

However,  a  comprehensive  end-t< 
analysis  of  dsl  vs.  cable  techn( 
shows  that  imder  realistic  operating 
ditions,  cable's  performance  usually 
be  appreciably  better.  Also,  most  h 
holds'  and  storefi-oiit-size  businesses 
tribution  wiring  will  not  support 
and  costly  inside  wiling  will  be  i-eqi 
In  addition,  dsl  operates  at  advei 
speeds  at  distances  up  to  about 
cable-feet  fi-om  the  centi-al  office  on 
quality  (newer)  outside  cable  infi-a! 
ttu-e.  Subscribei-s  in  neighborhoods 
older  cable  or  beyond  about  two 
ai-e  out  of  luck. 

Ronald  0 
Meh'ose, 

SINGAPORE  NEEDS 
A  MORE  OPEN  GOVERNMENT 

In  the  past,  I  have  been  a  an 
Singapore's  leadership  and  hav 
pressed  concern  about  djmastic  si 
sion  there.  Xonetheless,  yom-  sto 
Lee  Hsien  Loong's  stew-ai'dship  o 
g-apore's  economy  and  its  monetar 
tern  provides  evidence  of  his  t; 
("Remaking  Singapore  Inc.,"  Ini 
tional  Business,  Apr.  19).  His  actior 
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response  to  crisis  show  that  bold 
Tis  allowed  Singapore  to  steal  a 
1  on  neighboring  countries. 
!de  fi'om  his  steady  hand  as  the  ai"- 
t  of  economic  refonn,  Lee  has  soft- 
his  hard  edges  thi-ough  close  en- 
ers  with  the  citizeniy.  He  has  also 
•ed  some  bright  young  advisers  to 
t  and  decipher  feedback  ft'om  dif- 
;  sectors  of  the  community, 
hough  I  wish  him  and  the  citizens 
igapore  well,  some  caution  might 

order  in  assessing  the  future 
5cts  for  the  Lion  City.  Sevei-al  more 
ises  ai-e  in  store  arising  from  the 
ition  of  lending  to  and  investments 

economically  troubled  neighbors, 
pore's  banks  and  the  custodians  of 
indatoiy  pension  scheme,  the  Cen- 
•rovident  Fund,  have  considerable 
ure  in  the  crisis-torn  economies  of 
esia,  Malaysia,  and  Thailand, 
foitimately,  the  tight  control  on  in- 
tion  and  the  unlikely  prospect  of 
iamentaiy  inquiiy  renders  assess- 

of  Singapore's  affairs  to  be  as 
ing  as  was  Kremlinology  during 
iriet  era.  Success  in  the  global  mar- 
iU  require  that  Singapore's  govem- 
become  as  open  as  its  economy, 
,s  political  leaders  become  as  ac- 
ible  as  its  economic  leaders. 

Cluistophei'  Lingle 
Hong  Kong 

ILL  TOP  STUDENTS 

I  TOP  B-SCHOOLS  

jjee  with  "Second-tier  B-schools: 
.  a  second  look"  (Personal  Busi- 
A.pr.  5).  In  addition  to  their  eco- 
value,  most  such  schools  have  stu- 
that  are  fli'st-rate.  I  worked  in 
with  many  students  that  scored 

700  on  the  gmat.  Many  had 
d  for  gi-eat  companies,  such  as  ge, 
)isney,  and  Janus,  some  were  top- 
's fi-om  the  militaiy,  and  there  was 
:ellent  international  student  ratio, 
were  also  some  with  lesser  gmat 

and  ft-om  less  impressive  compa- 
ut  I've  found  the  mix  of  people  in 
ol  to  be  representative  of  the  mix 
porate  America. 

iceived  training  in  some  of  the 
utting-edge  tools.  In  some  cases, 
)fessors  had  fonnerly  held  signifi- 
I  )sitions  at  top-10  B-schools,  such  as 
tiaiton  School  and  the  LTniversity 
ligan  School  of  Business  Adminis- 
Deploying  these  tools  in  my  busi- 
nit  in  my  first  year  on  the  job 
?hly  regarded  by  the  company. 
2eived  strong  training  in  commu- 
1  and  presentation  sldUs.  If  you're 
porate  America,  you  know  just 
iportant  it  is  to  be  able  to  convey 
effectively.  Finally,  some  of  the  re- 
schools,  like  the  one  I  attended,  of- 


fer imparalleled  campus  settings,  social 
environments,  and  inspuing  legends. 

Brad  Sandberg 
Portland,  Ore. 

A  CAVEAT  ON 

DISTANCE  LEARNING  

"Welcome  to  the  world  of  mba.com" 
(Personal  Business,  Apr.  5)  missed  two 
important  points  about  distance  educa- 
tion. Fu-st,  not  all  employers  financially 
support  distance  education.  I  completed 


half  of  a  distance  mba  progi'am  with  full 
financial  reimbursement  from  my  previ- 
ous employer.  I  am  paying  for-  the  second 
half  of  the  progi'am  because  my  ciurent 
employer  does  not  reimburse  distance-ed- 
ucation tuition.  My  advice:  Distance  pro- 
gi'ams,  even  fully  accredited  ones,  are 
stiU  often  viewed  as  "mail-order  degi'ees," 
so  be  careftil. 

Also,  many  excellent  distance  pro- 
gi'ams  ai'e  available  tlii'ough  universities 
outside  the  U.  S.  Anyone  considering  a 
distance-leaiTiing  progi'am  should  spend 
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CORRECTIONS  &  CLARIFICATIONS 

"Are  companies  borrowing  themselves  into 
trouble?"  (News:  Analysis  &  Commentary, 
Apr.  19)  misquoted  the  bank  research 
firm  Veribanc  Inc.  The  total  of  seriously 
delinquent  loans  rose  from  $8.6  billion  in 
December,  1997,  to  $10.4  billion  in  Decem- 
ber, 1998.  The  figures  in  the  story  were  for 
the  total  amount  of  commercial  loans. 


the  extra  time  investigating  the  inter- 
national options.  If  you  haven't  ah-eady 
done  so,  you  will  probably  be  quite 
surprised  at  what's  out  there. 

John  W.  Kyle 
Novi,  Mich. 

LEASH  CORPORATE  LOBBYISTS 
BEFORE  IT'S  TOO  LATE  

It  is  heartening  to  read  that  many 
executives  recognize  the  need  for  cam- 
paigTi-finance  refonn  and  ai-e  supporting 
it  ("Campaign-finance  reform:  Can  busi- 
ness break  the  logjam?"  Washington 
Outlook,  Apr.  5).  Reform  will  never 
capture  the  public's  attention  in  the 
same  way  as  bread-and-butter  issues 
such  as  health  care  or  Social  Security, 
yet  it  is  at  the  heait  of  restoring  cred- 
ibihty  to  the  American  political  process 
and  putting  control  of  politics  back  into 
the  hands  of  citizens,  where  it  belongs. 

The  importance  of  this  issue  can 
hardly  be  overstated.  It  is  the  exces- 
sive influence  of  coiporations  and  other 
interest  gi'oups  that  has  disenli'anchised 
the  average  American,  prevented  rea- 
soned debate  on  a  variety  of  critical 
issues,  from  health  care  to  global 
warming,  and  misapplied  tax  revenue 
to  pork-barrel  schemes. 

Deplorable  as  these  developments 
are,  the  danger  to  America  is  height- 
ened by  the  increasing  globalization  of 
corporate  entities,  which  raises  the 
specter  of  not  only  American  but  for- 
eign corporate  entities'  dominance  of 
the  American  political  process  (Daim- 
lerChrysler  comes  to  mind). 

Paul  W.  Rosenberger 
Manhattan  Beach,  Calif. 

DAVID  KEARNS 

HAD  HELP  

In  "Tlie  mission"  (Social  Issues,  Mar. 
22),  you  mentioned  David  Keai'ns's  con- 
tribution to  education,  saying  that  as 
head  of  Xerox  Corp.,  he  was  "among 
the  first  corporate  leaders  to  latch  on 
to  quality  and  employee  involvement." 

My  union  (Amalgamated  Clothing  & 


Textile  Workers  Union,  now  called 
Union  of  Needle  Trades,  Industrial,  and 
Textile  Employees)  has  represented 
Xerox  factory  workers  since  1937.  We 
initiated  employee-management  team- 
work as  an  alternative  to  sending  the 
wire  harness  to  Mexico  to  save  an  es- 
timated $3  miUion,  among  other  incen- 
tives. As  an  alternative,  I  suggested 
that  we  set  up  a  team  of  workers  to 
come  up  with  a  program  that  changed 
the  work  method  and  added  some  new 
equipment — and  which  eventually  end- 
ed up  saving  more  than  $3  million  and 
has  kept  wire  harness  manufactming  in 
the  U.  S. 

It  also  led  to  teamwork  in  all  manu- 
facturing operations,  which  in  turn  fa- 
cilitated Xei'ox  regaining  its  profits  and 
won  Xerox  the  Baldrige  Awai'd  in  1989. 
Kearns  credited  our  union  \\ith  that 
achievement.  Today,  we  have  stabihty 
and  employment  guai-antees,  and  work- 
ers are  involved  in  everything  from 
product  design  to  decision  making. 

Jack  Sheinkman 
President  Emeritus 
Amalgamated  Clothing  & 
Textile  Workers  Union 
New  Yoi'k 

It  was  heartening  to  read  your  pro- 
file of  David  Kearns,  particularly  con- 
cerning his  work  in  education  reform. 
It  failed,  however,  to  mention  his  criti- 
cal role  in  the  creation  and  support  of  a 
national  nonprofit  research  and  de- 
velopment organization  focusing  on 
learning. 

As  chairman  and  ceo  of  Xerox, 
KeaiTis  played  a  vital  role  in  the  found- 
ing of  the  Institute  for  Research  on 
Learning  in  1987.  In  the  past  12  years, 
IRL  has  been  creating  more  effective 
and  enjoyable  learning  and  work  envi- 
ronments in  schools,  communities,  and 
workplaces.  As  part  of  its  work,  irl 
has  developed  a  comprehensive  mid- 
dle-school math  ciuTicidum  and  is  work- 
ing on  a  progi'am  that  will  hel])  pai'ents 
become  stronger  supporters  and  advo- 
cates for  their  school-aged  children. 

Peter  Henschel 
Executive  Director 
Institute  for  Research  on  Learning 
Menlo  Park,  Calif. 

HOW  ONE  OUTSTANDING  GEO 
DOES  IT  

I  found  "High-tech  stai-"  (Cover  Sto- 
ry, Mar.  15)  encouraging  and  amusing. 
Encouraging  because  there's  one  ceo 
who  understands  the  business  he's  in. 
Amusing  because  you  see  [Michael  C] 
Ruettgers  as  such  a  visionai-y.  Clearly. 


he  has  been  successful  because 
good  habits:  He  listens  to  cu 
needs  and  delivers  value,  lays  o' 
goals  and  plans  well,  gets  his 
on  board  and  focused,  isn't  af 
get  down  in  the  trenches,  anc 
can-do  attitude.  If  more  CEOs  d 
instead  of  just  looking  at  th 
quarter  and  their  next  paych( 
would  all  be  better  off.  Of  cour 
can't  be  done  without  getting  yo 
cis  dirty. 

Bruce  I 
Aiiington  Heig 

"Lower  taxes?  Oh,  no  t 
(News:  Analysis  &  Commentai 
5)  sounds  like  an  endorsement 
status  quo.  I  hope  this  is  not  w 
author  intended:  The  federal  j 
ment  is  far  too  inefficient  andi 
heavily  in  debt  for  us  to  ace 
status  quo.  Any  governmen 
strive  to  perform  its  functions 
ciently  as  possible  and  to  tax 
zens  at  the  lowest  possible  lev 
current  government  fails  miser 
both  counts. 

Jacl 

Warner  Rob 
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TY  MUTUAL  FIELD  INVESTIGATOR 


BUSINESS 


flUTO 


HOME 


LIFE 


\\  It's  my  job  to  be  an  excellent  judge  of 
character... to  determine  when  someone 
is  telling  the  truth  and  when  they're 
committing  insurance  fraud.  Of  course, 
most  people  are  honest,  but  the  ones 
that  aren't  cost  businesses  and  workers 
$25  billion  a  year.  That's  why  I'm  available 
at  a  moment's  notice  to  throw  my  gear 
in  the  trunk  and  discover  the  truth. 
I  talk  to  witnesses,  follow  tire  tracks 
down  muddy  roads... whatever  it  takes 
to  make  sure  the  good  guys,  and  the  bad 
ones,  get  exactly  what  they  deserve,  ff 


Consider  forming  an  in-house 
safety  team  in  order  to  evaluate  and  record  accidents  as  they 
happen.  Also,  report  accidents  immediately  to  insure  accuracy. 


LIBERTY 
MUTUAL 


Technology  &  You 


BY  STEPHEN  H.  WILDSTROM  

BIG  FEATURES  FOR 
SMALL  NETWORKS 


New  servers  can  tie 
home  or  small-biz 
computers  together 
at  low  cost 

Business  computer  net- 
works come  in  two 
basic  varieties.  Larg- 
er companies,  ft-om  giant  cor- 
porations to  medium-size 
operations,  use  nets  that  are 
typically  built  around  Novell 
NetWare  or  Windows  NT 
servers.  These  nets  demand 
care  and  feeding  from  highly 
trained  administi'ators.  Small 
businesses,  if  they  are  wired 
at  all.  usually  string  togeth- 
er a  few  computers  using  the 
simple  Windows  or  Macin- 
tosh built-in  networking. 

The  increasing  importance 
of  computers  in  even  very 
small  businesses  is  exposing 
the  weaknesses  of  these  sim- 
ple networks:  They  offer  ht- 
tle  secmity.  no  data  backups, 
no  easy  way  to  share  an  In- 
ternet connection,  and  they 
become  difficult  to  manage 
if  they  gi-ow  beyond 
a  handful  of  comput- 
ers. Help  is  on  the 
way.  A  new  breed  of 
sender  can  deliver  big 
office  features  at  low 
cost  and  require  lit- 
tle technical  skill. 
Eventually,  they  may 
even  find  their  way 
into  your  home. 
GOOD  LOOKS.  I  test- 
ed two  of  these  new  ma- 
chines, the  Compaq  Prosig- 
nia  NeoSen'er  (www.compaq. 
com/prosignia)  and  the  Cobalt 
Networks  Qube  2  (w\to-. 
cobaltmicro.com/products). 
Both  combine  low-cost  hard- 
ware and  variants  of  the 
Unix  operating  system  into 
attractive  packages. 


can  be  scaiy,  but  you'll  never 
see  it;  all  configuration  and 
administration  is  easily  done 
through  a  browser.  Sei'\ices 
include  file  and'  printer  shai*- 
ing.  E-mail  (on  the  Internet 
model  only),  and  automatic 
backup  of  data  from  PCs. 
Tlie  NeoSen'er  comes  with  a 
hub  that  can  connect  eight 
computers  using  standard, 
telephone-style  netwoi-k  ca- 
bling. Additional  hubs  cost 
less  than  SlOO  and  can  be 
daisy-chained. 

The  Cobalt  Qube  is.  as  its 
name  suggests,  a  bright  blue 
cube  about  8  inches  on  a  side. 
It  iims  Linux  on  a  mips  Tech- 
nologies R4000  processor  and 
can  support  about  25  PCs  or 
Macs  with  the  same  basic 
services  as  the  NeoServer. 


The  idea  is  not  entii-ely 
new.  For  the  past  yeai"  or  so, 
Wloistle  Communications  and 
Encanto  Networks  have  been 
selling  simple  servers  de- 
signed to  let  small  businesses 
do  E-commei'ce.  wiiile  Cobalt 
has  been  selling  its  inexpen- 
sive RaQ  utility  servers 
mainly  to  Internet  service 
proxiders.  But  Compaq's  de- 
cision to  put  its  brand  on 
such  a  product 
should  provide  a 
huge  boost  to  the 
credibility  of  this 
market. 

The  NeoServer 
looks  like  a  slightly 
slininken  minitow- 
er computer,  but 
with  no  monitor  or 
keyboai'd.  It  comes 
in  two  models,  the 
basic  version  for 
$1,399  and  a  $1.69^* 
model  that  adds  ai. 
internal  56K  mo- 
dem and  software 
for  managing  a 
shared  Internet 


The  Qube  2 
blends  both 

low-cost  hardware  and  variants  of  the 
Unix  system  into  an  attractive  package.  It 
takes  little  technical  skill  to  maintain  it 


connection  for  all  users  on 
the  network. 

The  NeoSei-ver  is  designed 
to  support  a  network  of  ujd 
to  25  computers — Windows 
PCs  or  Macintoshes.  It's  ba- 
sically a  333-MHz  Celeron  PC, 
but  instead  of  Window^s,  it 
inns  Santa  Cnaz  Operation's 
OpenServer.  Unix  software 


Tlie  Qube  2  pro\ides  Internet 
services  in  the  base  model, 
but  has  no  modem.  You  have 
to  add  the  communications 
de\ice  of  yoiu-  choice — fi-om 
the  standard  modem  to  a 
broadband  digital  hne. 

Like  the  NeoServer.  the 
Qube  2  hides  the  complexi- 
ties of  Unix  and  network  ad- 


ministration behind  a  bi 
interface.  But  it  is  de 
with  a  somewhat  dif 
philosophy  that  gives 
choices  in  just  how  th 
work  is  set  up.  which 
it  a  bit  more  complex, 
really  want  to  get  dow 
dirty,  you  can  log  ini 
Qube  2  using  any  con 
on  the  network  as  a 
nal  and  administer  it 
the  Unix  command  lin( 
would  allow  you,  for 
pie,  to  mn  a  small  da 
on  the  Qube  2.  But  mos 
pie  will  have  all  the  c 
they  want  or  need  by 
ing  with  the  browser. 
FREE  HELP.  Both  of 
products  sharply  lowi 
cost  of  ha\ing  a  secm-d 
er-based  network.  Tht 
mum  hai'dwa 
software  c( 
the  Microsoft 
Office  Small 
ness  Sei'ver, 
plified  vers 
Windows  NT 
er.  is  ai'oimd 
More  impi 
both  the  Ne 
er  and  Qub( 
orders  of 
tude  easier 
up  and  adn 
than  even 
fied  XT.  Th( 
offer  fi'ee  te 
port  by  pho: 
In  fact, 
machines  sa 
pie  enougl 
there  couk 
place  for 
servers   in  the  hoi 
household  networks,  r 
families,  and  the  use  ( 
mation  appliances  all 
erate  over  the  next  a 
years.  These  devie 
need  a  w^ay  to  comrr 
with  each  other.  Serv 
have  to  get  even  simj 
a  lot  cheaper,  but  tl 
potential  for  a  huge  a 
mai'ket. 


To  read  about  an 
offer  of  free 
servers  as  part  of 
an  Internet  package,  g: 
www.ebiz.businessweek 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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XUS  AND  THE  OLIVE  TREE 
anding  Globalization 

nas  L.  Friedman 

Straus  &  Giroux  •  394pp  •  $27.50 


[E  GROWING  PAINS 
'  GLOBALIZATION 


it  what  is  globalization — that  ab- 
ruse,  abstract  set  of  develop- 
ents  now  on  the  minds  of  every- 
nm  politicians  to  executives  to 
oor  leaders?  Many  of  these  people 
bal  economic  integi-ation  as  a  ma- 
force  that  is  crashing  millions 
kers'  aspirations  while  exacerbat- 
quality,  unemployment,  insecuinty, 
stability.  Others  argue  that  to- 
;lobal  economy  is  on  the  way  to 
ing  profound  worldwide  prosper- 
e  proponents  say  that  the  infor- 
revolution  is  creat- 
•ong  links  between 
,  peoples,  and  com- 
even  as  the  em- 
)f  freer  markets  is 
enormous  increas- 
international  com- 
and  encouraging 
acy. 

the  pessimistic  and 
itic  visions  of  the 
brld  Order  seem  to 

fierce  advocates 

too  easily  dismiss 
3r  group's  concerns, 
not  the  case  with 
hor  of  The  Lexus  and  the  Olive 
is,  Thomas  Friedman,  the  peri- 
foreign-affairs  columnist  of  The 
rk  Times  since  1995,  loudly  ap- 
;he  triumph  of  global  capitalism 
'  unprecedented  wealth  it  has 
d  in  the  past  decade.  But  he 
,  ognizes  the  growing  pains  and 
j  20sts  that  globalization  creates. 

times,  he's  ambivalent  about 
ly  be  lost  during  this  era  of  cre- 
struction. 

man  is  a  card-carrying  global 
,  and  he  excels  when  analyzing 
lew  international  system  is  re- 
the  old  cold-war  system.  His 
!tains  a  stinging  rebuke  to  pro- 
ts,  isolationists,  and  others  who 
stop  the  process  of  globalization 


THE  LEXUS 

AND  THE 

OLIVEIfiEE 

TH^S  L. 

FRIEDMAN 

.  FANMNl!  GLOBALiZAriOH 


for  their  own  benefit — and  to  the  detri- 
ment of  most  of  the  populace.  But  like 
most  other  observers,  Friedman  has  dif- 
ficulty knitting  together  all  of  global- 
ization's complex  economic,  political,  cul- 
tural, and  technological  strands.  For 
example,  his  gloomy  chapter  on  rising 
income  inequality  doesn't  mesh  with  his 
earlier  upbeat  musings  on  the  link  be- 
tween free-market  capitalism  and  im- 
proving living  standards.  But  so  what? 
The  global  economy  is  still  evolving, 
and  Friedman's  work  in  progress  is  a 
timely  read. 

His  position  at  The  New 
York  Times  gives  Friedman 
a  wonderful  perch  from 
wliich  to  obsei-ve  the  global 
economy's  evolution.  (He 
has  also  been  the  newspa- 
per's Middle  East  corre- 
spondent and  its  diplomatic 
coiTespondent.)  He  has  in- 
terviewed numerous  gov- 
ernment and  business  lead- 
ers and  traveled  far  and 
wide,  from  tiny  Chinese 
iiamlets  to  the  rain  forest 
in  Brazil's  northeastern 
state  of  Balua.  The  Lexus  a7id  the  Olive 
Tree  contains  a  few  too  many  obsei"va- 
tions  drawn  from  interviews  vdth  all- 
powerful,  all-knowing  sources  or  from 
what  the  author  has  seen  out  of  a  taxi 
window.  But  one  must  admire  his  ef- 
fort to  provide  the  anecdote  or 
metaphor  that  will  make  an  abstract 
concept  concrete. 

For  instance,  the  brilliant  social 
philosopher  Jane  Jacobs  has  called  the 
battle  between  the  new  and  the  old — 
between  the  futui'e  and  the  past — the 
fundamental  divide  in  any  economy. 
Here's  how  Friedman  captm-es  the  clash 
between  the  himian  drive  for-  prosperity 
and  modernization  vs.  the  pull  of  rela- 
tionships and  community.  In  1992,  he 
visited  the  Lexus  luxury-car  factory 


OUGH  OPTIMISTIC,  FRIEDMAN 
STS  OVER  WHAT'S  BEING  LOST 
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When  We  Looked  At  The  Future 

Of  Transportation,  We  Knew 

Exactly  Whlch  Way  To  Go. 

►  Markets  and  supply  chains  are  glnbal.  Distribution  centers  are  closer  to  the  point  ot  sale. 
Time-to-market  is  a  critical  competitive  strategy.  And  technology  that  delivers  information 
about  freight  is  as  important  as  the  freight  itself.  These  are  a  few  of  the  forces  driving  transpor- 
tation on  the  eve  of  a  new  century.  They  also  provide  our  direction  at  CNF  Transportation. 
We're  a  group  of  market- leading  businesses  that  deliver  solutions  in  a  "need-it-now"  wtirld. 
Global  and  domestic  logistics,  air  freight,  ocean  services,  customs  brokerage,  less-than-truckKiad 
and  full  truckload  delivery,  nationally  and  regionally.  Collectively,  we're  a  $5  billion  company 
operating  worldwide,  with  33,000  people,  25,000  pieces  of  equipment,  up  to  100  jet  freighters 
and  the  industry's  most  advanced  information  systems.  But  the  real  strength  we  bring  to  customers 
is  a  healthy  exchange  of  ideas  -  starting  with  a  clear  idea  ot  where  transportation  is  going. 


cnF 

TRANSPORTATION 


Where  ideas  carry  weight 


Es  ♦  Menlo    Logistics  http://www.cnf.com 


Many  nappy  returns. 

Alfilioiis  of  ulU  Jiiclcs  aiiJ  gccsc  arc  finjnig  more  and  better  liahitat  ^^^^^ 

all  along  North  America's  flyicaLfS — tliaiiLs  to  Ducks  L  hilimiteJ.  ^^^^^^ 

S/»cY  103/,  Dl'l)as  tiirncj  its  contributors'  dollars  into  more  than  ^^^^^B 

S  million  acres  oj  habitat.  I 

1-800-45-DUCKS  UNuSfrED 

Ducks  Unlimitutl  '  One  X^^riterfuwl  \\ ay  '  Meiupliis,  I  ennessee  381  20  "  www. Jucl^s.org 


Stuttering  Didn't 
Keep  Her  Grounded. 


1-800-992-9392 


Annie  Glenn,  wife  ot  astronaut 
Icihn  Glenn,  was  grounded  tor 
years  hy  a  stuttering  problem. 
Speech  therapy  and  hard  work 
turned  it  around.  Today  she 
speaks  with  confidence,  grace, 
and  strength. 

For  more  information  on  what  you 
can  do  about  stuttering,  write  or 
call  us  toll-free. 


Stuttering 
foundation 
OF  America 

A  Niiiipro/il  (  )ri;unij(Uiim 

Smcc'  Thnsc  Whu  Stutter 

www.stutterSFA.org  •  stutter<?ivantek.net 


MOO  W;ilnnr  Grove  Road,  Suite  603  •  P.O.  Box  1  174^  •  Memphis,  TN  381  1  1-074^) 


There  are  millions  of  stories  in  your 
customer  data.  All  ready  to  be  sold. 

prospects  are  hot?  Or  not?  Which  target  groups  need  to  be  ignited. .  .or  simply 
d?  Instead  of  just  storing  your  customer  data,  why  not  get  the  whole  stoiy  with 
Data  Mining  Solution?  It's  the  only  software  that  spans  every  facet  of  the  data 
process,  bringing  you  ease  of  use  and  analytical  depth  in  a  single  package — one 
ivs  directly  from  the  award-winning  SAS  Data  Warehouse. 

It  and  click.  You  don't  have  to  be  a  statistician,  or  a  database  expert,  to  convert 
e  amounts  of  data  into  tme  business  knowledge. .  .and  ultimately  into  competitive 
;e.  Identify  your  most  profitable  customers.  Gauge  the  effectiveness  of  advertising, 
j  customer  relationships.  All  without  ever  leaving  your  desktop. 

'  em  and  reap 

uuterns  you'll  discover  in  your  customer  data  point  the  way  to  more  profitable, 
'  decision  making.  To  find  out  more,  includmg  real-world  success  stories  and  an 
■  e  demo  of  the  SAS  Data  Mining  Solution,  visit  us  at  www.sas.com/mining 


Analyze  sales, 
products,  and  finances 

Explore  customer 
demographics 

Detect  fraud 

Polnt-and-click 
graphical  user  interface 

Fully  Web  enabled 

Year  2000  compliant 


SAS  Institute  Inc. 


The  Business  of  Better  Decision  Making 


www.sas.com/minlng   E-mail:  bw@sas.Gom   Phone  919.677.8200 


SAS  IS  a  registered  trademaik  of  SAS  Institute  Inc    Copyright  ©  1998  by  SAS  Institute  Inc 


you."  That's  what  y 
client  instead  of,  "\  c 

thanks  to  sorr  l  Picture  this:  ?e 

your  meeting 
sends  out  a  r 

require-^-     '       ■  ■  '  ■  '        ,  ^  ■     -      '  '■■^m 

hours 

and  elec?.  ..-      j   .     ..  ..  ,  ..  ..  . 
later  you 
you  h; 

insulting  him.  What's  going  on  here? 

are  using  ... 

today,'''  '      "  "  "       ^, -  . 

of  webs!^ 

The  ne...- .  .j; ■ . . 
will  hc' 

Intl.  s 
E-services. 
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Economic  Viewpoint 


BY  LAURA  D'ANDREA  TYSON 


WHY  AMERICA  IS  TUNING  OUT 
THE  TAX-CUTTERS 


IN  CLOVER: 

The  tax  bite  is 
smaller  now 
than  in  the 
Reagan  years. 
So  voters  want 
the  surplus 
spent  on 
Social  Security 
and  debt 
reduction 


Laura  D'Andrea  Tyson  is  dean  of  the 
Haas  School  of  Business  at  the  Uni- 
versity of  California  at  Berkeley  and 
was  President  Clinton's  chief  econorri- 
ic  adviser. 


It's  April,  the  time  of  year  when  aller- 
gies and  tax-cutting  fever  usually  run 
rampant.  So  far,  it  seems  Americans  are 
in  for  a  normal  allergy  season — if  my  son's 
symptoms  are  any  guide.  But  contrary  to 
previous  years,  the  country  has  developed  a 
healthy  immunity  to  tax-cutting  fever.  De- 
spite the  best  efforts  of  the  Republican  Par- 
ty to  rally  support  for  an  across-the-board 
cut  in  federal  income  taxes,  polls  indicate 
that  voters  prefei'  to  spend  the  government's 
surplus  on  Social  Security,  Medicare,  educa- 
tion, and  debt  reduction. 

Why  has  the  tax-cutting  message  fallen  on 
deaf  ears — even  though  federal  tax  receipts 
are  projected  to  claim  about  20.6%  of  gi'oss 
domestic  product  this  yeai',  a  level  unmatched 
since  World  War  II?  The  answer  is  simple. 
While  overall  federal  tax  receipts  have  been 
rising  as  a  shai'e  of  the  economy,  the  effective 
federal  tax  burden  on  most  taxpayers  is 
falling.  Indeed,  calculations  by  the  Congres- 
sional Budget  Office  show  that,  taken  to- 
gether, income,  payroll,  and  excise  taxes  claim 
a  smaller  share  of  family  income  than  at  any 
time  during  the  past  20  years. 
APPLES  AND  ORANGES.  Federal  tax  receipts 
as  a  share  of  the  overall  economy  are  a  mis- 
leading inflicator  of  the  nation's  tax  burden. 
Fu'st,  in  addition  to  tax  revenues,  federal  re- 
ceipts include  such  things  as  criminal  fines 
and  penalties  paid  to  the  goveniment,  state 
unemployment-insurance  premiums  deposit- 
ed at  the  U.  S.  Ti-easury,  and  the  retirement 
contributions  of  federal  employees.  You  don't 
have  to  be  a  statistician  to  realize  that  these 
do  not  represent  tax  payments  and  should 
be  excluded  from  measures  of  the  burden  of 
federal  taxes  on  economic  activity. 

Second,  although  the  figure  for  federal  tax 
receipts  correctly  includes  taxes  paid  on  in- 
come from  realized  capital  gains,  the  figm-e 
for  t;DP  does  not  include  such  income.  This 
distorts  the  ratio  of  federal  tax  receipts  to 
(JDP,  making  it  appear  larger  than  it  really  is. 
People  aren't  groaning  under  an  inordinate 
tax  burden.  Federal  coffers  are  swollen  be- 
cause of  a  booming  stock  market  that  is  in- 
creasing the  number  of  wealthy  Americans, 
who  are  paying  more  in  capital  gains.  (Tax 
returns  showing  adjusted  gross  income  of 
more  than  $200,000  have  grown  by  more 
than  50%  since  1992.) 

Third,  federal  tax  receipts  as  a  share  of 
(;dp  is  an  average  that  fails  to  distinguish 


between  what  is  happening  to  the  taxi 
by  different  income  gi'oups.  This  aver; 
scui'es  the  fact  that,  wMle  taxes  as  a  s 
income  have  risen  for  the  richest  Ame 
they  have  been  falling  for  most  othi 
1998,  for  example,  the  tyiMcal  AmericE 
ily  of  four  with  income  of  about  $54,0 
face  a  tax  bite  of  15.5%  of  income, 
ft'om  16.8%  in  1992  and  lower  than 
year  duiing  which  Ronald  Reagan,  the 
pion  of  tax-cutters,  was  President, 
family  of  four  earning  .$27,000,  federa 
will  claim  only  7%  of  family  income  ii 
down  ft'om  12.2%  in  1992  and  the  lowe 
den  in  three  decades. 
SOAK  THE  POOR?  Several  political  a 
have  cited  the  robust  economy  as  tl 
son  why  most  Americans  seem  unint(i 
in  tax-cutting  promises  this  year.  P* 
But  there's  another  simple  explanaticj 
majority  of  Americans  ai'e  enjoying  lo| 
fective  tax  rates  as  a  result  of  a  S6| 
changes  in  the  tax  code,  including  tj 
child  tax  credit,  the  Hope  Scholarslj 
credit,  and  the  generous  expansion! 
Earned  Income  Tax  Credit.  For  these! 
leans,  tax  policy  under  President  Cline 
been  adjusted  to  soften,  rather  thai 
force,  the  imequal  distribution  of  beneflj 
the  economy's  gi'owth. 

A  10%  across-the-board  reductionj 
federal  income  tax  rate  championed  |f 
gi'essional  Republicans  would  have  thS 
site  effect.  More  than  half  of  the  Ijl 
from  this  cut  would  accme  to  the  richjt 
of  taxpayers — those  with  incomesa 
$90,000.  These  are  the  taxpayers  whi6 
family  incomes  increased  by  a  third  ij^ 
between  197.3  and  1997.  For  the  to]} 
taxpayers,  the  average  annual  tax  cu'J 
be  about  .$21,000.  In  contrast,  60%  offi 
ers,  those  with  incomes  below  $38,00(jS( 
receive  about  10%  of  the  benefits  fo:a 
erage  tax  cut  of  only  $99  a  year. 

None  of  the  benefits  of  the  Republ^ 
plan  would  go  to  the  48  million  Aist. 
with  incomes  too  low  to  pay  any  fed!3 
at  all  in  1999.  "  j, 

The  majority  of  voters  are  right:  Is. 
emment's  hard-won  suipluses  should® 
to  fund  Social  Security,  Medicare,  anije 
tion  or  to  retire  the  debt.  If  there'!® 
left  over,  it  should  be  dedicated  to  'st 
that  focus  on  helping  low-  and  middLiS 
families. 
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Economic  Trends 


BY  GENE  KORETZ 

SOLVING  A  LABOR- 
MARKET  PUZZLE 

How  high  tech  sinks  some  workers 

By  most  measures,  the  U.  S.  labor 
market  is  tui'iiing  in  its  best  per- 
foiTnance  in  decades.  The  jobless  rate,  at 
4.2%,  has  hit  a  29-year  low,  while  the 
percentage  of  the  population  with  jobs 
has  reached  an  all-time  high.  And  last 
year,  the  share  of  workers  expeiienc- 
ing  any  period  of  unemployment  was 
the  smallest  in  at  least  40  years. 

Yet  one  indicator  seems  out  of  step 
with  the  parade  of  good  news.  The  av- 
erage spell  of  unemployment,  which  has 
been  falling  as  it  always  does  during  a 

JOBLESS  SPELLS  HAVE 
BEEN  GROWING  LONGER 


50's  60's  70's  80's  90's* 

A  NUMBER  OF  WEEKS  M990-98 
DATA  WILLIAM  J  BAUMOL  AND  EDWARD  N,  WOLFF 

recoveiy,  still  remains  unusually  high. 

In  a  recent  study.  New  York  Univer- 
sity economists  William  J.  Baumol  and 
Edward  N.  Wolff  argue  that  this  de- 
velopment is  directly  related  to  the 
changing  nature  of  the  U.  S.  economy 
over  the  past  two  decades.  While  still 
fluctuating  with  the  business  cycle,  av- 
erage jobless  spells  in  the  U.  S.,  they 
note,  have  actually  been  gi'owing  longer 
since  the  1970s  (chart). 

An  analysis  by  Robert  G.  Valletta  of 
the  Federal  Resei-ve  Bank  of  San  Fran- 
cisco linking  the  vai'ious  causes  of  un- 
employment to  average  jobless  spells 
throws  light  on  the  issue.  He  finds  no 
impact  from  shifts  in  either  temporaiy 
layoffs,  voluntaiy  quits,  oi'  new  entrants 
to  the  labor  foi'ce.  Instead,  it  is  an  up- 
wai'd  trend  in  permanent  layoffs  since 
the  late  1970s  that  is  the  main  culprit 
behind  more  extended  jobless  spells. 

But  that's  only  half  the  story.  As 
Baumol  and  Wolff  see  it,  the  rising  in- 
cidence of  permanent  job  loss — which 
is  most  visible  in  the  continuing  wave  of 
downsizing  that  first  surfaced  in  the 
1980s — is  related  to  the  speedup  in  tech- 


nological change.  In  an  innovative  econ- 
omy, they  arg^ie,  there  is  an  accelerated 
pace  of  opening  and  closing  of  business 
units,  which  gives  rise  to  periodic  bouts 
of  firing  and  hiring  as  new  advanced 
plants  I'eplace  old,  backward  ones. 

At  the  same  time,  changing  technolo- 
gy tends  to  raise  skill  requirements. 
And  because  training  and  retraining 
costs  are  high,  employers  tend  to  shun 
poorly  educated  workers  and  especially 
older  workers — who  may  be  set  in  then- 
ways  and  who  are  closei'  to  retirement. 
The  upshot  is  protracted  periods  of  job- 
lessness for  such  workers. 

Although  this  argument  isn't  new, 
Wolff  and  Baumol  butti-ess  it  with  an 
econometric  model  relating  duration  of 
unemployment  to  such  valuables  as  pro- 
ductivity, R&D  outlays,  and  spending  on 
computers  per  employee.  They  report 
that  all  are  positively  associated  with 
lengthening  jobless  spells,  but  it  is  the 
rise  in  computer  outlays  that  seems  to 
have  had  tlie  most  impact — particularly 
on  older  woi'kers. 

In  short,  today's  technologically 
charged  economy  appears  to  be  leaving 
many  workers  by  the  wayside — a  situa- 
tion that  Baumol  and  Wolff  think  wiW 
require  government  action  in  the  years 
ahead,  when  slowing  labor-force  growth 
and  a  rising  elderly  population  will  tend 
to  brake  the  economic  engine. 


THE  MYTH  OF 
INSIDER  PROFITS 

They're  nice-but  not  spectacular 

It's  no  secret  that  many  coiiDorate  in- 
siders profit  from  trading  company 
stock.  After  all,  they've  got  their  fin- 
gers on  the  pulse  of  the  business.  But 
are  they  really  making  the  huge  scores 
many  people  imagine?  Not  according  to 
Leslie  A.  Jeng  of  Boston  University  and 
Andrew  Metrick  and  Richard  Zeck- 
hauser  of  Harvard  University. 

The  three  economists  constnicted  a 
"rolling"  portfolio  made  up  of  all  the  in- 
sider purchases  (excluding  options)  re- 
ported to  the  Securities  &  Exchange 
Commission  from  1975  to  1996,  and  a 
similar  portfolio  made  up  of  stocks  the 
insiders  sold.  The  stocks  in  each  portfo- 
lio were  held  for  one  year  from  the 
transaction  date,  which  means  the  port- 
folios were  updated  daily  as  new  stocks 
were  added  and  old  ones  droi)ped. 

Compared  with  the  performance  of 
all  U.  S.  stocks  on  a  cap-weigiited  basis, 
the  purchases  made  by  insiders  did 
rather  well,  the  researchers  report. 


They  beat  the  market  by  an  av 
of  7.4%  in  the  year  after  the  buy 
by  about  5%  on  a  risk-adjusted 
About  a  third  of  this  extra  ga: 
cuiTed  within  the  fii'st  month. 

By  contrast,  the  portfolio  of  ii 
sales  generally  tracked  the  overal 
ket,  implying  little  profit  opportui 
selling  such  stocks  short.  Since  in 
sell  for  many  reasons,  including  di 
fication,  it's  not  surprising  that 
sales  reflected  little  infomiation 
their  companies'  fortunes. 

The  bottoiu  line  is  that  insiders 
to  do  quite  well  on  average,  bi 
spectacularly  well.  The  researcher 
report  that  chairmen  and  CEOs 
better  than  other  officers.  As  1 
profiting  from  insider  trading  is 
cerned,  all  insiders  appear  to  be  ( 


STEEL  FEELS  TH 
IRON  IN  ITS  SOI 

And  it  may  portend  a  global  pi 


Don't  look  now,  but  one  indi 
commodity  is  showing  pror 
signs  of  life.  Steel  prices,  wliich  fel 
about  $850  a  ton  in  late  1997  to  $^ 
the  end  of  1998  as  Asian  economi( 
uged  the  U.  S.  with  sm-plus  metal 
recently  recovered  to  the  $26( 
range.  More  important,  steel  in 
plunged  by  20%  in  Febinaaiy  ai 
down  45%  since  November 

Karim  M.  Basta  of  Merrill  Ly 
Co.  notes  that  the  February  decli 
fleeted  drops  ranging  from  49%  t 
in  imports  fi'om  Cliina,  Japan,  Ind 
and  Australia.  Wliile  trade  restr 
explain  some  of  the  fall  from  Jap 
says,  a  rebound  in  demand  con( 
in  Asia  appears  to  be  the  main 
for  the  drop  in  shipments  to  the 

Meanwliile,  with 
steel  demand  in  the 
U.  S.  still  robust, 
particularly  from 
the  auto  industry, 
order  bacldogs  for 
U.  S.  steelmaker's 
have  sm'ged  liigh- 
er,  and  Mer'rill 
Lynch  analysts  ex- 
pect steel  prices  to 
keep  rising  into 
next  year'.  While 
other  nonoU  indus- 
trial commodities 
are  still  in  the  dol- 
chiims,  the  pickup 
in  steel  suggests  tliat  a  tmirai'ound 
al  industrial  activity  may  not  be  fab 


IMPORTS  A 
DOWN  SHAR 


DATA  MERRILL  LYNCI 
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IE  DEEPENING 

?  AMERICA'S  POCKETS 

A^ealth  in  the  U.S.  reaches  record  highs,  so  does  spending 


J.  S.  ECONOMY 


ILTH  HAS  DOUBLED 
UaST  A  DECADE 

USEHOLD  NET  WORTH 


IONS  OF  DOILARS 

DATA;  FEDERAL  RESERVE 


Alexis  de  Tocqueville  obsei-ved 
that  the  love  of  wealth  is  at 
ottom  of  all  that  Americans  do.  That  was  back  in 
And  just  recently,  data  from  the  Federal  Re- 
confirm that  Americans  as  a  whole  are  getting 
itically  wealthier,  thanks  mostly  to  the  stock  mar- 
lore  important,  those  riches  are  financing  a  spend- 
oom,  the  likes  of  which  have  never  been  seen 
ar  into  a  business  cycle. 

The  Fed's  numbers  show 
that  household  net  worth — to- 
tal assets  minus  liabilities — in- 
creased 10%  in  1998,  to  more 
than  $36  triUion.  Assets  in- 
cluding real  estate,  bank  ac- 
counts, and  stockholdings  rose 
$3.4  trillion  faster  than  Habili- 
ties,  such  as  mortgages  and 
consumer  credit.  The  asset 
buildup  was  led  by  double-dig- 
it percent  increases  in  corpo- 
^quities  and  mutual  funds.  Over  the  past  decade, 
orth  has  doubled,  with  the  largest  gains  posted  in 
ast  foui*  years  (chart). 

be  sure,  the  surge  in  wealth  is  lopsided.  Fed 
man  Alan  Greenspan  has  said  that  most  of  the 
.1  gains  have  gone  to  the  upper  20%  of  income 
rs.  Meanwhile,  13%  of  Americans  remain  in  pover- 
id  16%  have  no  health  insurance.  But  for  the 
-ny  as  a  whole,  the  wealth  gusher  yields  a  vibrant 
k  for  consumer  spending,  especially  in  combination 
:he  surge  in  the  buying  power  of  income  that  is 
ing  from  the  mix  of  strong  job  markets  and 
:  inflation. 

rule  of  thumb  is  that  households  spend  3<?  to  5<2 
!ry  new  dollar  of  wealth  over  the  span  of  two 
The  total  1998  wealth  gain  gave  families  be- 
$102  biUion  and  $170  billion  to  spend.  That's 
h  to  account  for  additional  gi-owth  of  between  1 
5  percentage  points  in  real  consumer  spending, 
has  grown  4.5%  per  year  for  the  past  two 
Moreover,  it  would  amount  to  between  0.7  and 
;entage  point  of  the  economy's  overall  grovrth 
f  4%. 

1 1  OF  THIS  WEALTH  EXPLOSION  is  probably 

I  up  for  years  to  come,  as  baby  boomers  save  for 
I  "etirements  and  their  children's  education.  And 


A  NEAR-RECORD  SURGE 
IN  RETAIL  SALES 


the  gains  from  a  soaring  stock  market  have  increased 
nest  eggs  without  it  showing  up  in  the  measured  per- 
sonal saving  rate,  which  has  been  near  zero  for  about  a 
year,  dovm  from  about  3%  two  years  ago.  What's  more, 
consumer  spending  in  the  first  quarter  was  apparently 
so  strong  relative  to  income  gi'owth  that  the  saving 
rate  went  deeper  into  negative  tenitoiy  for  the  second 
quarter  in  a  row. 

Based  on  the  Commerce  Dept.'s  latest  report  on  re- 
tail sales,  consumers  last  quarter  were  buying  every- 
thing that  wasn't  nailed  down.  The  government  said 
that  March  retail  sales  rose  a  scant  0.2%  from  Febiii- 
ary,  but  the  big  news  was  the  upward  revision  to  Feb- 
mary  buying,  which  put  the  sales  increase  for  that 
month  at  1.7% — nearly  double  the  0.9%  gain  originally 
reported.  Moreover,  January  buying  was  revised  up 
to  show  a  1.3%  advance  instead  of  1%. 

Taken  all  together,  and  ad- 
justed for  inflation,  real  retail 
sales  in  the  first  quarter  grew 
at  an  annual  rate  of  16% 
(chart).  The  fourth  quarter's 
nearly  11%  clip  was  poweiful, 
but  except  for  one  quarter  in 
1978,  last  quarter's  retail  sm-ge 
was  the  largest  in  the  govern- 
ment's record  books,  which  go 
back  to  1967.  Sales  at  cloth- 
ing stores  led  the  surge,  post- 
ing the  strongest  quarterly  gain  in  more  than  20  years. 
Department  stores  also  registered  a  solid  shovring,  the 
best  of  this  expansion.  And  furniture  stores  enjoyed  big 
sales  gains  resulting  from  the  housing  boom. 

BASED  ON  THE  RETAIL  SHOWING,  the  measure  of 

real  consumer  spending  in  the  gi'oss  domestic  product 
data,  due  out  later  this  month,  will  likely  show  that  con- 
sumers increased  their  spending  at  an  annual  rate  in 
the  neighborhood  of  6%.  That  would  make  the  fifth 
consecutive  quarter  in  which  household  pui'chases  grew 
above  4%,  a  trend  that  hasn't  been  seen  since  the  mid- 
1980s,  in  the  early  stages  of  recovery  from  the  severe 
1981-82  recession. 

Even  considering  that  the  widening  in  the  trade 
deficit,  by  itself,  appears  to  have  subtracted  some  two 
percentage  points  from  GDP  grovrth  last  quarter,  it  is 
now  clear  that  consumers  powered  yet  another  quarter 
of  solid  economic  growth.  And  vdth  business  inventories 
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in  February  at  a  record  low  relative  to  sales,  future 
production  is  on  firm  footing. 

But  it's  not  just  wealth  gains  that  are  pumping  up 
consumer  purchases.  Thanks  to  the  combination  of 
strong  job  markets  and  falling  inflation,  the  buying 
power  of  households'  incomes  is  rising  at  the  fastest 
pace  in  a  decade.  Last  year  aftertax  household  income 
rose  4.3%.  That  was  actually  less  than  tlie  4.8%  average 
annual  pace  since  this  expansion  began  in  early  1991. 
However,  thanks  to  the  ongoing  decline  in  inflation, 
real  household  income  grew  3.5%  last  year,  a  full  per- 
centage point  higher  than  the  expansion's  average. 

THE  GOOD  NEWS  ON  INFLATION  continued  in 

March,  except  for  some  upwartl  pressure  on  energy 
prices  in  the  wake  of  the  recent  agTeement  among  oil 
producers  to  cut  output.  The  inflation  news  is  likely  to 
stay  upbeat  for  the  rest  of  the  year,  especially  as 
much  of  the  world  continues  to  stmggle  with  weak  do- 
mestic demand  and  excess  production  capacity.  Pro- 
ducer prices  rose  only  0.2%  in  March,  with  core 
prices — excluding  energj'  and  food — unchanged  for  the 
second  consecutive  month.  March  consumer  prices  in- 
creased 0.2%,  with  core  prices  up  only  0.1%  for  the 
third  month  in  a  row. 

The  25%  jump  in  cnide  oil  prices  in  March  means 
that  consumei-s  will  have  to  allocate  more  of  theii'  income 
to  energy  in  coming  months.  Consumer  energy  costs 


BRITAIN 


INFLATION  HEADS 
FURTHER  SOUTH 


EXCLUDING  FOOD  AND  ENERGY 


increased  1.6%  in  the  month,  fueled  by  a  3.7%  increa^ 
the  pump  price  of  gasoline  and  a  0.9%  rise  in  fuel 
Also,  not  all  of  the  effect  of  the  recent  crude  price 
crease  showed  ,up  in  March  consumer  prices.  Look 
some  additional  impact  in  the  April  numbers  as  we 

However,  the  mix  of  a 
strong  dollar  and  global  weak- 
ness outside  the  U.  S.  remains 
a  powerful  dampening  influ- 
ence on  overall  inflation.  Ap- 
pai'el  prices  fell  0.3%  in  Mai'ch, 
the  fifth  consecutive  monthly 
decline.  Since  October,  cloth- 
ing prices  are  falling  at  a  rate 
not  seen  in  50  years.  In  addi- 
tion, even  service-sector  infla- 
tion, which  is  less  influenced 
by  global  factors,  is  edging  lower  (chart). 

If  there  is  a  downside  to  the  recent  spate  of  gaii 
household  wealth  and  buying  power,  it  is  the  econo; 
growing"  dependence  on  consumers  to  keep  grc 
moving  along  at  a  healthy  clip.  Any  sudden  erosic 
either  of  these  supports  could  easily  knock  consume 
and  the  economy— off  stride.  But  as  long  as  the 
and  the  job  inai'kets  remain  strong,  the  fii'st-quarte 
tailing  numbers  extend  de  Tocqueville's  idea  a 
wealth  being  at  the  bottom  of  what  Americans 
That's  because  one  thing  they  do  best  is  spend. 
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RECESSION  FEARS  ARE  FADING 


For  seven  months  British  inter- 
est rates  have  been  a  one-way 
street — south.  Given  the  Apr.  8 
quarter-point  cut,  the  Monetary 
Policy  Committee  of  the  Bank  of 
England  has  cut  its  benchmark 
rate  six  times  since 
September,  ti'om  7.5% 
to  5.25%  (chart).  But 
now,  given  growing 
signs  that  the  econo- 
my's weakness  is  bot- 
toming out,  the  end  of 
the  MPc's  rate-cutting  is 
coming  into  sight. 

Several  indicators 
are  sending  upbeat 
signals  that  prior  rate- 
cutting  is  beginning  to  take  effect. 
Most  important,  manufacturing 
output,  hit  hard  by  past  strength 
in  the  pound  and  weak  foreign  de- 
mand, appears  to  be  stabilizing, 
based  on  data  through  February. 


ARE  LOWER  RATES 
STARTING  TO  KICK  IN? 
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March  survey  data  from  the  na- 
tion's purchasing  managers  show 
renew^ed  strength  in  the  service 
sector  and  constinction.  Also  in 
March,  house  prices  strengthened, 
as  did  auto  sales,  and  British  re- 
tailers said  that  buy- 
ing was  the  strongest 
in  nearly  a  year. 

The  economy  barely 
grew  in  the  fourth 
quarter,  and  first- 
quarter  growth  will 
look  sluggish  as  well, 
but  fears  of  an  out- 
right recession  are 
fading,  and  chances 
for  a  much-hoped-for 
soft  landing  are  rising.  Many  ana- 
lysts are  upping  their  forecasts 
closer  to  the  government's  1999 
projection  of  1%  to  1.5%  growth, 
which  had  been  roundly  criticized 
for  being  overly  optimistic. 


Most  analysts  believe  that  Ic 
inflation  will  give  the  MFC  room 
for  one  more  quarter-point  cut, 
5%.  Underlying  inflation  in  Feb 
ary  dipped  to  2.4%.  below  the 
MFC's  2.5%'  target,  and  it  could 
main  below  its  target  for  the  r< 
of  the  year.  Wage  gi-owth  has 
slowed  sharply  in  recent  month 
as  many  companies  have  cut  co 
amid  a  squeeze  on  profits,  and 
profitability  will  not  return  quifl 
ly.  Also,  underlying  service  infl.' 
tion  has  turned  down. 

Moreover,  the  Apr.  8  cut  can 
only  hours  before  a  surprising!, 
large  half-point  rate  cut  by  the 
European  Central  Bank,  which 
took  its  policy  rate  to  2.5%.  Th 
action  left  a  wide  gap  between 
rates  in  Britain  and  the  ll-natih 
euro  zone,  giving  the  MFC  addi 
tional  leeway  for  another  rate 
of  its  own. 
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The  first  door  lets  out 

drivers. 

The  second  door  lets  out 

passengers. 

The  third  door  lets  out 

convention. 


The  world's 
first  three-door  coupe. 
From  Saturn. 
Why  didn't  anyone 
think  of  this  before? 
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Business  takes 
up  the  challenge 
of  training  its 
rawest  recruits 


Lisa  Jackson,  a  25-yeai-old  mother 
of  two  with  a  high  school  diplo- 
ma, had  never  held  a  job  before 
last  spring.  With  the  end  of  her 
welfare  benefits  looming,  Jack- 
son headed  to  a  job  fair  near  her  New 
Can'oUton  (Md.)  home  and  nabbed  a  po- 
sition with  a  nearby  Marriott  hotel. 
When  she  showed  up  for  work,  Mar- 
riott immediately  enrolled  her  in  a  six- 
week  training  class.  "I  was  veiy  sui-- 
prised,"  Jackson  says,  of  the  company's 
investment  in  her. 

So,  too,  are  employers.  As  the  U.  S. 
economy  sprints  into  its  ninth  year  of 
expansion,  companies  are  hiring  thou- 
sands of  people  like  Lisa  a  month.  Un- 
employment has  fallen  to  4.2%,  its  low- 
est level  in  29  years  and,  some 
economists  predict,  could  drop  further. 
That  leaves  companies  reaching  deeper 
into  untapped  portions  of  the  labor 
market  to  hire  people  who  have  never 
been  employed,  have  been  out  of  the 
workforce  for  years,  or  who  lack  basic 
skills. 

DANGER  SIGNAL?  In  short,  says  Diana 
D.  Lewis,  vice-president  of  human  re- 
sources at  Ecolab  Inc.,  a  $2.8  billion 
makei'  of  cleaning  products,  "You  can't 
be  that  choosy."  Indeed,  36%  of  job  ap- 
plicants failed  some  version  of  a  basic- 
skills  test  last  year,  up  from  19%  just 
two  years  ago  according  to  a  survey 
released  on  Apr.  12  by  the  American 
Management  Assn.  Unemployment 
among  adults  over  the  age  of  25  who 
lack  a  high  school  diploma  dropped  to 
6%  in  March,  from  7.5%  in  February. 
That's  the  lowest  level  since  the  Bu- 
reau of  Labor  Statistics  began  tracking 
this  gi'oup  in  1992.  And  Federal  Re- 
sei've  Board  Chainnan  Alan  Greenspan 
said  in  recent  Congressional  testimo- 
ny: "We're  seeing,  for  the  first  time, 
significant  absorption  of  a  lot  of  the 
people  who  are  not  capable  of  getting 
on  the  lower  rung  of  the  ladder  and 
work[ing]  their  way  up." 

Historically,  that  has  been  a  danger 


For  daily  business  news,  visit 
businessweek.com  or  AOL:  Keyword:  BW 


signal:  As  an  economic  expansion  ages, 
productivity  usually  drops — precisely 
because  companies  are  forced  to  hire 
workers  who  lack  the  proper  skills.  Or, 
they  must  pay  higher  wages  to  lure 
more  qualified  workers  from  other 
employers. 

So  far,  this  cycle  is  different.  Even  as 
the  economy  has  roared  ahead  and  un- 
employment has  plunged,  wage  gains 
have  remained  tame.  In  fact,  average 
hourly  wages  rose  just  1.8%  in  March, 
down  from  almost  3%  in  early  1998,  the 
Labor  Dept.  reported  on  Apr.  13.  And 
productivity  gains  have  been  proceeding 
at  a  healthy  2%  annual  clip. 

Part  of  the  explanation  is  that  work- 
ers, especially  those  in  entering  sei-vice 
industries,  lack  the  bargaining  power 
that  unions  provided  in  previous  expan- 
sions. A  more  significant  factor,  however. 


is  the  continuing  investment  in  c  i 
equipment — in  particular,  in  infw  ii 
technology — to  make  operations  eif 
Companies  "ai'e  coming  up  with  an 
tricks  of  technology  to  make  unpm 
five  workers  much  more  product' 
says  Edward  Yardeni,  chief  econn 
for  Deutsche  Bank 
Secuiities. 

For  this  happy 
arrangement  to 
continue,  however, 
companies  have  to 
invest  in  human 
capital,  too.  To  de- 
velop the  talent 
they  need  to  ex- 
pand their  busi- 
nesses, companies 
need  to  turn  to- 
day's recruits  into 
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ive  workers — and  taxpaying  con- 
.  Without  a  substantial  invest- 
;  training  for  the  new  work  force, 
ies  could  face  decreased  produc- 
nd  increased  turnover. 
I  huge  job.  Not  only  do  compa- 
ve  to  train  workers  for  entry- 


ATMARRIOn 

Says  Lisa 
Jackson  (left) 
of  her  six-week 
training  course: 
"It  will  help  me 
long-term" 

level  positions,  in 
this  super- tight  job 
market  they  have 
to  think  about  how 
they  can  prepare 
some  of  these 
workers  to  advance 
to  higher  positions. 
That  means  not 
only  helping  the 
worker  cope  with 
the  job  but  also 
with  life  in  gener- 
al. At  Biu-ger  King, 
basic  training  for 
starting  restaurant 
jobs  now  includes 
Life  101:  teaching 
new  employees  how 
to  balance  a  check- 
book, for  example, 
and  the  importance 
of  getting  to  work 
on  time. 

Lisa  Jackson's 
coui'ses  at  Mamott, 
part  of  an  eight- 
year-old  training 
progi'am,  included 
classes  on  self-es- 
teem and  stress.  "It 
taught  me  a  lot.  It 
will  help  me  long- 
term,"  says  Jackson, 
now  working  in  the 
hotel  security  office.  Jackson  also  got 
help  from  the  state  of  Maiyland,  which 
offered  a  state-subsidized  child-cai-e  pro- 
gi'am  that  allowed  Jackson  to  take  the 
job.  Says  Amy  Brown,  a  senior  associate 
at  MDRC,  a  social  policy  research  fii-m  in 
New  York:  "There's  a  new  sophistica- 


tion about  what  needs  to  be  done  to  pre- 
pai'e  people  foi'  the  labor  market." 

There's  also  a  bigger  need  to  teach 
new  workers  moi'e  academic  skills.  Eco- 
lab  has  stalled  a  training  progi-am  at  a 
Wisconsin  plant  to  teach  entry-level 
employees  math,  basic  physics,  and 
blueprint-reading  skills.  Why?  In  a 
state  where  the  unemployment  rate 
now  stands  at  a  viselike  3.4%,  Ecolab 
has  found  it  impossible  to  fill  next- 
level  jobs — which  require  the  assem- 
bly of  cleaning  equipment — with  new 
recruits. 

Sometimes  companies  simply  can't  fill 
the  skills  gap.  Cessna  Aircraft  Co.,  for 
example,  is  planning  to  hire  2,000  work- 
ers this  year  as  demand  for  business 
jets  soars.  But  the  company  is  fii'ing 
entry  level  employees — who  start  at 
$10.38  an  hour — at  an  unusually  high 
rate.  "One  of  the  things  we're  finding  is 
that  kids  have  no  idea  what  they're  get- 
ting into,"  says  Bill  Quattlebaum,  em- 
ployment dii'ector  for  the  Wichita  com- 
pany. "[It's]  manufacturing.  It's  hard 
work.  It's  hot."  Cessna  is  addressing 
the  issue  vdth  a  task  force  to  study 
how  to  lower  turnover. 

Then  there  are  the  job  applicants 
who  don't  even  make  it  past  the  door. 
Ecolab,  for  example,  has  been  general- 
ly happy  with  its  new  partnerships 
with  welfare-to-work  community 
gi'oups,  but  it  also  has  had  to  get  used 
to  more  frequent  interview  no-shows 
and  drug-test  failures.  Able  One's  Mov- 
ing Co.,  a  15-employee  Cleveland  firm, 
is  so  hungi-y  for  talent  that  it  has  hired 
workers  with  substance-abuse  problems 
and  then  referred  them  to  Alcoholics 
Anonymous.  "We  can't  compete  with 
the  big  companies,"  says  Vice-Presi- 
dent Julie  Ross. 

Still,  there  is  plenty  of  good  news 
in  this  full-employment  economy.  Since 
1993,  2  million  people  have  come  off 
welfare  rolls — voluntarily  or  through 
welfare  reform.  And  as  they  enter  the 
workforce  and  succeed,  these  people 
are  destroying  old  assumptions.  Many 
employers  are  reporting  higher  reten- 
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tion  rates  than  they  expected  among 
welfare-to-work  employees.  "The  old 
stereotypes  of  people  on  welfare  not 
wanting  to  work  are  just  not  true," 
says  Commerce  Secretary  William  M. 
Daley,  whose  department  now  employs 
4,400  former  welfare  recipients.  Larry 
E.  Healy,  director  of  business  partner- 
ships at  Electronic  Data  Systems,  adds 
that  his  company  is  finding  gi'eat  po- 


tential among  its  welfare- to-work  force. 
"Just  because  someone  is  economically 
or  educationally  disadvantaged  does 
not  mean  they're  not  smart,  bright  peo- 
ple," he  says. 

The  question  is  what  will  happen  to 
these  workers  when  the  economic  en- 
gine slows.  Despite  the  wage  gains  of 
the  past  thi'ee  years,  income  inequahty 
remains  much  higher  than  it  was  two 


decades  ago,  according  to  the  bls. 
the  forces  keeping  a  lid  on  wag 
globalization  and  technology — are 
going  away.  So  getting  workers  tn 
while  the  economy  badly  needs  the 
key — both  for  their  own  prospects 
the  economy,  too. 

By  David  Leonhttrdt  in  Chicago, 
Lawn  Colm  in  Washington  and  hu 
reports 


WHO'S  MINDING  THE  BABY?  THE  COMPANY 


Staples  Inc.  has  offered  every 
inducement  it  can  think  of  to  find 
new  employees  and  retain  exist- 
ing ones:  flex  time,  job-sharing, 
telecommuting,  even  a  concierge  ser- 
vice at  headquarters  to  pick  up  dry- 
cleaning.  But,  according  to  Nancy 
Lazgin,  director  of  corporate  benefits 
for  the  Framingham  (Mass.)  office- 
supply  chain,  it  wasn't  enough.  So 
Staples  will  open  a  $1.4  million,  8,000 
square-foot  child-care  center  adja- 
cent to  the  new  corporate  headquar- 
ters on  June  28. 

"This  is  one  thing  that  will  very 
definitely  make  a  difference,"  Lazgin 
says.  She  better  hope  so.  As  employ- 
ers scoui'  the  labor  market  for  re- 
cruits, they  are  com- 
ing up  with  single       BOLL  AND 
parents  and  low-end  JQNATHON 
workers  who  often       "j  ,  -  i  i  u- 
have  trouble  making      ^  COUiail  1 
child-care  an-ange-       have  taken 
ments.  To  Im-e  these    the  job 
people  to  full-time        f  without  1 
positions,  businesses        ,  ' 
must  help  answer  the  this  backup 
question:  Who  will       child  Care" 
mind  the  kids  while 
I'm  at  work?  "Work-family  issues  are 
a  reality,"  says  James  N.  Sullivan, 
vice-chairman  of  Chevi'on  Coip., 
which  launched  a  child-cai'e  progi-am 
18  months  ago.  "Any  company  that 
hasn't  faced  up  to  that  is  living  in  a 
different  age." 

Sure,  child  care  doesn't  come  cheap. 
An  on-site  day-care  center,  for  in- 
stance, can  cost  up  to  $3  million  to 
build.  One  annual  slot  at  backup  day 
care,  which  covers  300  visits,  costs 
$27,500.  But  according  to  Faith  Wohl, 
president  of  Child  Care  Action,  "it's 
the  cheapest  cost  benefit  in  the  bene- 
fit portfoho." 

It's  also  a  lot  less  expensive  than 
losing  workers.  Ask  Federal  Express 
Corp.  It  hires  40,000  operations  em- 


ployees  and  has  about  a  9%  attrition 
rate,  says  recruitment  manager  David 
Huffer.  To  replace  even  one  of  these 
houi'ly  workers  costs  about  a  half- 
year's  pay. 

To  hold  onto  workers  and  cut  at- 
trition costs,  FedEx  is  thinking 
about  expanding  day  care.  FedEx 
saw  the  results  when  it  inherited  a 
day-care  center  with  the  purchase  of 
BankAmerica  Corp.'s  office  space  in 
Dallas.  FedEx  decided  to  pick  up  the 
bank's  contract  vdth  Bright  Horizons 
Family  Solutions,  the  largest 
provider  of  employer-sponsored  child 
care  in  the  U.  S.  "It  is  really  proving 
to  be  a  great  recruiting  and  reten- 
tion tool,"  says  Huffer,  who  estimates 
a  10%  improvement  in  employee 


«  retention  in  Dallas. 

Bright  Horizons  is  pa 
of  a  fast-growing  $300 
million  industry  geared 
,  helping  companies  tackl( 
;   child-care  issues.  Chil- 
di'enFirst  Inc.,  for  exam 
pie,  provides  backup  da; 
care  for  workers  at  corj 
rations  such  as  Viacom, 
Chevron,  Lazard  Freres 
and  American  Interna- 
tional Group.  Tlie  compij 
ny  now  cares  for  20,000| 
children  and  revenues  a| 
gi'ovring  by  50%  annual 
says  Chief  Executive 
Rosemaiy  Jordano. 

One  of  the  children  v. 
Toni  Boll's  18-month-old 
son,  Jonathon.  Boll  is  a 
single  mother  who  joint 
Emst  &  Young's  Chicag 
office  as  coordinator  of 
expatriate  income-tax  r 
turns  in  Januaiy.  Dunn 
the  spring  tax  season,  ss 
must  put  in  10-hour  da.^ 
but  found  it  difficult  to 
find  child  cai*e  for  the  e 
tra  houi-s.  Says  Boll:  "I  couldn't  hav 
taken  the  job  if  the  firm  didn't  haveL 
this  backup  child  care."  r 
Still,  most  companies  don't  take  ci 
child  care  dii'ectly.  In  a  soon-to-be-r 
leased  work-and-family  study  of  1,0! 
large  employers,  management  consii 
tant  Hewitt  Associates  foimd  that  I 
only  11%  offer  on-site  facilities  and  j 
15%  provide  emergency  day  care.  "6 
too  expensive,  and  the  investment 
wouldn't  benefit  all  employees,"  sayj 
Bonnie  Fennig,  human  relations  ma' 
ager  at  E.  H.  Wachs  Co.,  a  small  toi 
manufactui'er  in  Wheeling,  111.  Thati 
attitude  could  change  if  the  labor  j 
market  continues  to  tighten.  | 
By  Ami  Therese  Pam 
in  Chicif 
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COMIViENTARY 

By  Lee  Walczak 

RISING  FROM  THE  QUAGMIRE  IN  KOSOVO 


■here's  nothing  hke  a  httle  war  to 
make  a  President — even  a  candi- 
date for  the  office,  it  turns  out — 
k  more  Presidential.  Take  Bill 
nton,  who  once  reckoned  he  would 
;nd  1999  giving  pep  talks  on  Social 
:urity.  In  the  short  term — and  it 
lid  be  very  short,  indeed — his  im- 
ichment-drained  Presidency  has 
in  revived  by  the  battle  against 
rbian  leader  Slobodan  Milosevic. 
Sure,  in  the  opening  days  Clinton 
ked  gi-im  and  wobbly.  But  Clinton 
5  now  donned  the  mantle  of  com- 
,nder-in-chief  and  regained  mo- 


bowed  out  of  the  spothght  by 
McCain. 

Still,  it's  Chnton  who  is  getting 
the  gi'eatest  exposure.  He  wasted  no 
time  assuming  the  role  of  wartime 
leader,  touring  military  sites  such  as 
Louisiana's  Barksdale  Air  Force 
Base.  There,  on  Apr.  12,  with  the 
long  tails  of  B-52  bombers  as  a  back- 
drop, he  declared:  "We  will  stay  the 
course."  More  such  militaiy  photo- 
ops  are  being  planned. 

Republicans  are  livid  over  at- 
tempts to  gain  leverage  from  what 
they  see  as  an  ill-fated  foreign  ad- 


OTOOP 

inton  is  riding  a  wave  of  traditional  public  support  for  a 
ider  at  war,  even  though  many  Americans  have  misgivings 


ntum  as  Western  allies  held  firm 
:heir  resolve  to  contain  Milosevic, 
w,  he's  riding  a  wave  of  tradition- 
jublic  support  for  a  leader  at 
f.  Americans  are  still  pessimistic 
lut  the  intervention.  But  the 
isident's  approval  ratings  remain 
;he  60%  range — and  could  stay 
re  unless  a  Vietnam-style  quag- 
•e  ensues. 

V  FIXTURE.  The  war  has  also  cast 
le  Republicans  in  a  Presidential 
w.  Most  of  that  light  has  been 
ling  on  Arizona  Senator  John 
Cain,  who  has  become  a  fixture 
TV  news  progi'ams  and  is  winning 
ional  acclaim  with  eloquent  ap- 
is for  use  of  U.  S.  ground  troops, 
as  Governor  George  W.  Bush, 
e  the  uncontested  leader  of  the 
Presidential  pack,  has  been  el- 


ventui'e.  "Clinton  looks  in- 
ept as  a  war  leader  and  is 
following  public  opinion 
rather  than  shaping  it," 
fumes  Bush  policy  adviser 
Robert  B.  Zoellick,  chair- 
man of  the  Center  for 
Strategic  &  International 
Studies.  "It  is  pure  spin  to  cast  this 
as  strengthening  the  Presidency." 

GOP  leaders  have  another  gripe 
that  they're  less  vocal  about:  Wai' 
frustrates  their  efforts  to  set  the 
national  agenda.  "Kosovo  keeps 
Clinton  on  center  stage,"  grouses  a 
GOP  operative.  "The  war  obscures 
our  message."  Case  in  point:  gop 
plans  to  turn  Apr.  15  into  a  day  of 
protest  over  high  taxes  have  been 
all  but  snuffed  out.  For  now,  the 
public  is  with  him.  Republicans  hurt 


themselves  by  looking  divided,"  says 
former  Democratic  Congressman 
Tony  Coelho,  now  chairman  of  ICF 
Kaiser  International  Inc.,  an  engi- 
neering fii'm. 

There's  still  plenty  of  potential  for 
Chnton  to  stumble,  given  the  confus- 
ing and  so  far  ineffective  strategy  he 
has  been  pursuing.  The  aim  seems  to 
be  to  deny  any  intention  to  deploy 
U.  S.  ground  forces,  even  as  contin- 
gency plans  to  do  so  are  dravm  up. 
If  troops  are  needed,  he  wants  to  be 
perceived  as  being  dragged  to  that 
decision.  Meanwhile,  Democrats  hope 
that  a  reenergized  Wliite  House  can 
deflect  GOP  efforts  to  tie  their  front- 
runner,  Vice-Pi"esident  Al  Gore,  to 
foreign-policy  failures  in  the  Balkans, 
Iraq,  and  China. 

In  GOP  circles,  the  big  buzz  isn't 
over  Gore  or  Clinton  but  about 
McCain.  The  former  Vietnam  prison- 
er of  war  has  become  the  party's 
moral  voice  on  Kosovo.  "Overnight, 
this  made  McCain  viable,"  says  gop 
pollster  Frank  I.  Luntz.  "He  spoke 
out  when  everyone  else  was  afraid, 
and  that  spells  'leadership.'  Now,  he 
has  to  turn  that  into  money  and 
support." 

McCain's  breakthrough  is  the  sub- 
ject of  much  speculation  in  the  Bush 
camp.  Bush  hasn't  exactly  cut  a 
Churchillian  figure  on  Kosovo:  He 
made  an  awkward  jour- 
ney from  tepid  support 
of  Clinton  to  a  broader 
formulation  that  no  op- 
tion should  be  fore- 
closed. Beyond  that,  he's 
hunkering  down. 

The  Kosovo  crisis  pre- 
sents a  tricky  challenge 
for  the  Republicans.  To 
look  Presidential,  candi- 
dates can't  avoid  taking 
stands  on  the  conflict. 
But  party  strategists  are  already 
warning  that  by  2000 — assuming 
that  the  Kosovo  struggle  ends 
soon — an  attempt  to  campaign 
against  Gore  by  invoking  Clinton's 
foreign  policy  disasters  is  misguided. 
"It  is  still  the  economy,  stupid,"  says 
one  gop  pro.  "It  is  always  the  econ- 
omy, stupid.  Forgetting  that  would 
be  a  big  mistake." 

Walczak  is  chief  of  the  Washing- 
ton bureau. 
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By  Stan  Crock 

NATO:  WHERE  THE  FAULT  LINES  LIE 


When  NATO's  19 
foreign  minis- 
ters met  in 
Brussels  on  Apr.  12, 
they  stood  shoulder 
to  shoulder  in  their 
resolve  to  bring 
Yugoslav  President 
Slobodan  Milosevic  to 
heel.  And  barring 
some  debacle  in  the 
Kosovo  conflict,  vi^hen 
the  allies  meet  again 
Apr.  23  in  Washing- 
ton to  toast  NATO's 
50th  anniversary, 
they'll  present  the 
same  solid  phalanx. 

That's  not  the  en- 
tire picture.  Beneath 
that  united  front,  fun- 
damental divisions  in 
the  alliance  are  fester- 
ing. Take  the  question  of  NATO  ex- 
pansion. At  the  Washington  confab, 
the  allies  will  reiterate  their  "open 
door"  pohcy.  But  applicants — such 
former  Soviet  satellites  as  Slovenia, 
Bulgaria,  Lithuania,  and  Slovakia — 
will  not  actually  be  invited  into  the 
club,  but  will  be  issued  a  set  of  rules 
to  follow  to  one  day  qualify  for  mem- 
bership. Meanwhile,  the  underlying 
issue  of  just  how  many  nations  nato 
can  embrace  without  diluting  its  mis- 
sion remains  unresolved. 

Germany  and  Britain  fear  the  al- 
liance will  weaken  if  it  gets  too  un- 
wieldy. France,  Italy,  and  Spain  want 
expansion  to  avoid  a  split  in  Europe 
between  Christian  states  and  the  Or- 
thodox and  Mushm  nations  that  want 
entry.  The  U.  S.  backs  growth,  too. 
And  says  Czech  Foreign  Minister 
Jan  Kavan:  "nato  must  expand  to 
ensure  stability." 

TRIBAL  TROUBLES.  Wliile  the  politics 
of  inclusion  may  sound  like  a  recipe 
for  peace,  the  opposite  may  be  true. 
Even  now,  nato  barely  manages  to 
keep  down  tensions  between  Greece 
and  Turkey,  and  Kosovo  should  be 
taken  as  a  warning  of  what  tribal 
troubles  may  be  ahead  if  the  door 
opens  too  far.  nato  members  now 
share  similar  values  regarding  demo- 
cratic processes,  economics,  and  secu- 
rity concerns.  Also,  they  are  all  capa- 


HEADQUARTERS:  The  group  is  stmggling  to  map  new 


Bosnia  and  Kosovo  i 
precedents  for  the 
broader  goals  they 
envision. 

But  Kosovo  may 
be  the  outer  Umit  fo: 
the  Europeans.  Re- 
call that  most  of  Eu- 
rope refused  to  join 
Operation  Desert  Fo 
in  Iraq.  While  a 
wider  mission  may  b 
useful  in  pursuing 
worthy  goals,  such  a 
preventing  genocide; 
"nobody  is  willing  to 
pay  for  it  in  their 
own  blood,  including 
the  U.  S.,"  says 
Michael  Mandelbaun 
of  Johns  Hopkins'  | 
military  goals     School  of  Advanced  ' 
International  Studiei 


ble  of  contributing  to  the  coalition's 
defense.  The  bar  for  membership 
should  be  as  high  for  newcomers. 

For  those  that  don't  make  the 
gi'ade,  regional  secmity  gi'oupings  in 
the  Baltics  and  Balkans  may  be  the 
answer.  This  proposal — put  forward 
by  Pauline  Neville-Jones,  a  fonner  top 
British  national-security  aide  and  now 
vice-chairman  of  a  Nat  West  Group  ad- 
visory unit — calls  for  separate  secuii- 


UNRESOLVED 


NATO 
has  yet  to  figure  out 
how  many  nations  it 
can  embrace  without 
diluting  its  mission 

ty  pacts  with  nato  for  each  group. 
This  would  keep  NATO's  consensus 
governing  structiire  manageable,  and 
it  would  allay  Russian  concern  that 
NATO  is  encircling  its  former  rival. 

Beyond  treaty  expansion,  the  oth- 
er big  divisive  issue  is  rewriting  its 
mihtary  mission.  Washington  wants 
it  to  go  far  afield  to  address  dangers 
to  alhance  interests — from  weapons 
of  mass  destruction  to  ten-orism. 
U.  S.  officials  cite  interventions  in 


Maybe  that's  just  as  well.  While 
the  barbaric  behavior  of  the  Serbs  i| 
Kosovo  is  reprehensible,  the  decisio* 
of  NATO  to  invade  another  nation  inj: 
which  a  duly  elected  leader  is  settir 
policy  is  also  troubling  territory.  Th 
Genocide  Convention  permits  inter- 
vention in  such  cases,  but  with  the 
United  Nations'  0.  K. — an  approval 
NATO  never  specifically  received  for 
Kosovo  and  which  is  the  subject  of 
divisive  internal  debate. 

One  issue  that  will  not  be  discussi 
at  the  NATO  meeting  is  whether  thei 
is  still  a  need  for  the  organization. 
The  cold  war  has  ended.  The  Soviet 
Union  is  gone.  And  nato  is  shrewdl; 
working  to  shore  up  relations  with 
Moscow  with  joint  secuiity  commit- , 
tees,  a  joint  peacekeeping  mission  in 
Bosnia,  and  a  new  accord  on  deploy- 
ment of  conventional  forces  in  Eu- 
rope. On  the  other  hand,  Russia,  wi1| 
thousands  of  nukes  and  a  penchant  j  . 
for  (hplomatic  mischief,  remains  a  p( 
tential  antagonist.  We  probably  do 
need  nato.  But  right  now  it's  like  a 
company  desperate  for  new  product 
and  markets.  It  must  be  cautious.  A 
too  many  companies  have  learned, 
straying  too  far  afield  from  one's  bu 
ness  does  not  always  spell  profits. 

Crock  covers  foreign  policy  and 
defense  issues  from  Washington. 
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GLOBAL  ECONOMY 


PAN  IS  A  MESS. 
flE  TO  INVEST? 

^ipating  recovery,  Wall  Street  rushes  into  Japanese  stocks 


outlook  has  rai'ely  seemed  bleak- 
in  Japan.  The  economy  is  ex- 
cted  to  shrink  for  an  unprece- 
i   third   year   in   a   row.  As 
•ations  pursue  American-style 
izing,  unemployment  is  soaring 
lanese  standards — liitting  a  record 
1  Febi-uaiy  and  topping  the  U.  S. 
5  rate  for  the  ftrst  time.  Stmg- 
)anks  are  refusing  to  make  loans 
>f  can  repaii'  theii'  balance  sheets, 
il  consumers  are  sitting  on  theii" 
i  to  save  for  an  uncertain  future, 
it  should  Americans  think  of  all 
rime  to  invest,  of  course.  Wall 
money  managers,  giant  coipora- 
uch  as  General  Electric  Co.,  and 
foreign  investors  are  suddenly 
?  into  Japanese  equities.  A  recoi-d 
ilHon  in  new  foreign  money  flood- 
Tokyo  Stock  Exchange  in  March. 
X,  bet:  After  eight  yeai"s  of  stagna- 
ipan  is  finally  taking  painful  steps 
U  unleash  a  long-teiTn  expansion — 
bull  market — come  the  millenni- 
Dr  the  first  time  in  six  yeai"s,  I  feel 
s  on  the  right  poUcy  track,"  says 
,.  Sinai,  chief  global  economist  for 
i  k  Decision  Economics  Inc.  "A  re- 


covery is  baked  in  the  cake  over  the 
next  year  or  so,  though  things  may  get 
worse  before  they  get  better." 

For  now,  these  optimists  look  smart. 
The  Nikkei  index  is  up  some  20%  for 
1999.  Long  term,  the  bulls  see  even 
gi'eater  returns.  And  they're  getting 
suiprising  support  for  that  view  from 
some  top  U.  S.  policymakers,  who  say 
Japan  may  finally  be  turning  a  comer. 

After  despairing  for  years  over 
Japan's  timid  steps  to  repair  its  econo- 
my, several  senior  officials  at  the  Fed- 
eral Reserve  and  U.  S.  Ti'easury  are 


now  privately  applauding  Tokyo  for 
some  bold  initiatives.  The  government  is 
bolstering  its  banking  system  with  in- 
fusions of  capital,  stimulating  demand 
with  massive  budget  and  tax  cuts  and 
combating  a  deflationary  cycle  with  a 
stimulative  monetary  policy.  "They've 
pumped  a  huge  amount  of  money  into 
then*  economy.  It's  boiuid  to  have  a  pos- 
itive effect,"  says  one  senior  Treasuiy 
official.  "I'm  now  confident  they've  sta- 
bilized tilings.  The  only  question  is  when 
will  we  start  to  see  an  upturn." 

Not  all  U.  S.  policymakers  are  as 
hopeful  about  Japan's  outlook.  They 
point  to  the  magnitude  of  the  problems 
and  Tokyo's  spotty  record  for  following 
tlrrough  on  economic  reforms. 
ON  THE  EDGE.  Still,  a  few  Fed  officials 
are  impressed  by  Tokyo's  effoits  in  re- 
cent months  to  clean  up  its  ailing  bank- 
ing system — some  $65  billion  is  now  be- 
ing fimneled  into  15  major  banks.  That 
still  leaves  the  Japanese  economy  facing 
a  severe  credit  crunch  that  will  limit 
near-term  gi-owth.  But  once  the  banks 
are  on  solid  footing,  the  bulls  argue,  a 
strong  recoveiy  can  follow.  Another  pos- 
itive sign:  Manufacturers  are  starting 
to  restracture — shutting  plants,  selling 
unprofitable  operations,  and  even  elimi- 
nating tens  of  thousands  of  jobs. 

Investors  believe  that  these  moves 
will  yield  stronger  earnings  before  long. 
"The  profits  show  up  pretty  quickly 
when  you  cut  costs,"  says  Diane  C. 
Swonk,  deputy  cliief  economist  at  Chica- 
go's Bank  One  Coi-p.  "Profits  will  come 
back  before  the  economy  comes  back." 
That's  why  the  big  flow  of  foreign  dough 
is  headed  for  companies  in  the  forefront 
of  this  restructuring,  such  as  Sony,  nec, 
and  Mitsubishi  Electric. 

Here's  another  sign  that  gives  the 
bulls  confidence  refonns  will  continue:  In 
Tokyo,  the  conventional  wisdom  remains 
far  more  pessimistic.  Mei-rill  Lynch  Se- 
nior Economist  Ronald  Bevacqua  warns 
that  a  real  turnaround  will  take  a  good 
four  to  five  years.  "The  economy  is  still 
poised  on  a  knife's  edge  between  recov- 
ery and  slipping  back  into  recession," 
fi-ets  Peter  Morgan,  an  HSBC  Securities 
Japan  economist.  Indeed,  if  the  economy 
continues  to  deteriorate,  come  summer, 
the  Nikkei  may  fall  as  fast  as  it  rose  in 
the  first  quarter,  forecasters  warn. 

But  "Japan  can't  be  in  a  slump  for- 
ever— you  have  to  be  a  little  more  op- 
timistic about  the  futm'e,"  says  Robert 
A.  Brusca,  chief  economist  at  Nikko  Se- 
curities Co.  International  in  New  York — 
who  himself  is  being  laid  off  on  Apr  23 
as  part  of  a  Japanese  downsizing.  Then 
again,  as  Wall  Street  knows,  it's  the 
long  shots  that  pay  off. 

By  Oiven  Ulbnmm,  with  Laura 
Cohn,  in  Washiiigton,  afid  Brian  Brem- 
ner  in  Tokyo 


BULLS  ARE  BEHING  ON 
JAPAN'S  REBOUND 
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COMPUTERS 


PFEIFFER  INSISTS 
HE'LL  HIT  THE  MARK 


Eckhai'd  Pfeiffer  isn't  planning  to  let 
little  things  like  piice  wars  or  weak 
demand  for  his  core  products  slow 
him  down.  On  Apr.  9,  the  Compaq  Coip. 
chief  executive  stimned  Wall  Street  with 
a  disastrous  announcement:  First-quaiter 
profits  for  Compaq  Computer  Corp.  will 
be  half  as  much  as  investors  had  been 
expecting,  lai'gely  because  margins  are 
being  squeezed  by  falling  prices  and  be- 
cause business  customers  have  eased  up 
on  orders.  But  Pfeiffer  remains  bullish 
and  predicts  Compaq  will  reach  $50  bil- 
lion in  revenues  by  2000.  "That  doesn't 
tlirow  us  off,"  he  insists. 

Wall  Street  is  skeptical.  "That  looks 
really  remote  unless  they  make  another 
acquisition,"  says  Warburg  Dillon  Read 
analyst  Charles  R.  Wolf,  who  has  low- 
ered his  1999  revenue  forecast  for  Com- 
paq from  $41.3  billion  to  $40.5  billion. 
"How  do  you  gi'ow  revenue  25%  in  an 
industry  that's  jjirjbably  going  to  gTow 
between  2%  and  10%?"  Wolf  joined  oth- 
er analysts  in  slashing  Compaq  earnings 
estimates.  Its  shaivs,  already  trading 
significantly  off  their  52-week  high  of 
49%,  slid  22%  on  Apr.  12,  to  24^.,. 
LOSING  GROUND.  The  outlook  for  the  PC 
industiy  does  not  offer  much  encoiu'age- 
ment.  On  Apr.  13,  chip  giant  Intel  Coip. 
reported  on-target  earnings,  but  sales 
fell  short  of  forecasts.  For  the  cuiTent 
quarter,  Intel  warns,  sales  will  be  tl;it  to 
sliglitly  down.  Analysts  are  already  ex- 
pecting PC  shipments  at  Gateway  2000 
Inc.  to  be  flat  for  the  second  quarter, 


FOR  COMPAa. 
A  DIFFERENT 
KIND  OF 
Y2K  PROBLEM 

Revenues  of  $50  billion 
by  2000?  Wall  Street 
analysts  say  noway, 


wliich  could  mean  supphei'S  will  be  chas- 
ing buyers.  Hewiett-Packard  Co.  CEO 
Lewis  E.  Piatt  a<:lvises  Ms  big  customer: 
"If  you  order  20,000  PCs  these  days, 
make  siu'e  you  get  a  really  big  discount. 
Othei-wise,  you're  getting  screwed." 

Compaq  may  not  be  alone  in  its  mis- 
ery, but  the  Houston  giant  has  more 
problems  than  many  of  its  rivals.  Even  as 
prices  have  deflated  in 
desktop  computers, 
Compaq  has  lost 
gi'ound  in  PC  servei's, 
once  the  fastest-gi'ow- 
ing  part  of  the  busi- 
ness and,  with  30% 
gi'oss  margins,  a 
handy  way  to  offset 
shrinking  profits  in 
desktop  computers. 
Compaq  has  also 
struggled  to  revamp 
its  distribution  to  be- 
come more  competi- 
tive with  direct  sellers 
such  as  Dell  Computer 
Corp.  And  so  fai',  it 
has  failed  to  reap  the 
benefits  it  sought  last 
June  with  its  $8.7  bil- 
lion acquisition  of  Dig- 
ital Equipment  Coi-p. 

The  seiver  problem 
is  among  the  most 
troubling.  Analysts 
had  factored  in  a 
healthy  server  busi- 


WHERE  COMPAO 
IS  LOSING  GROUND 


PC        BUSINESS  NOTEBOOKS 
SERVERS  PCs 

▲  BILLIONS  OF  DOLLARS 


DATA  CIBC  OPPENHEIMER 


ness  when  plot 
Compaq's  fut 
Wliat's  more,  anal 
believed  the  com! 
tion  of  Digital's  se 
business,  whose  g 
margins  are  arc 
50%,  with  Comp 
server  operat 
would  help  b 
Compaq's  ov( 
sei-ver  margins. 

But  so  far,  it  h; 
worked  out  that 
Competitors  IBM, 
and  Dell  have  1: 
vying  for  ma 
shai'e,  setting  off  j 
competition  in  ser 
too.  Because  Con 
was  boasting  abou 
gross  margins 
servers,  says 
server  chief  Mic 
D.  Lambert,  "we 
that  they  had  bee 
very  dependent 
those  profits  and  t 
subsidizing  other  1 
nesses  with  [them].  We  purposely 
came  very  aggTessive  in  our  prici 
According  to  Ziff-Davis  Market  In 
gence,  for  the  three  months  ende 
Febinaaiy,  Compaq  sei-ver  sales  thr( 
LI.  S.  dealers  were  down  31%  from 
same  period  a  year  ago. 

The  toll,  reckons  CIBC  Oppenhei 
Coip.  analyst  James  D.  Poyner  Jr.:  ( 
paq's  PC-server  i 
enue  plimged  229 
$2.86  bilhon,  in  li 
down  from  $3.68! 
lion  a  year  eaii 
Over  the  same  pej 
gross  margins  * 
from  30%  to  24%.  i 
for  the  first  quai 
market  reseaiTheii 
temational  Data  (i 
says  preliminary 
suits  show  se 
sales  have  slo^? 
"I'm  expecting  Cl 
paq  to  come  in  a  i 
lower,"  says  IDC  o 
lyst  Amu'  Ahari.  i 
It  also  hurts  (< 
paq's  server-  busii 
that  the  compan;i 
n't  seen  as  a  big  ji 
er  on  the  Inteif 
Wliile  Sun  Micrc; 
tems  Inc. — and  | 
lesser  degree,  ii!- 
have  positioned  1e 
servers  as  engine! 
 ^ — f 
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E-business,  Compaq  has  missed  out.  On 
Apr.  13,  Pfeiffer  tried  to  correct  the 
problem  by  unveiling  a  program  to  use 
its  large  computers  and  seivice  skills  to 
get  customers  on  the  Net. 

Compaq  says  it  won't  give  out  any 
more  details  about  its  business  until  an 
Apr.  21  meeting  with  analysts.  But  the 
analysts  ai'en't  waiting  tOl  then  to  cninch 
the  numbers.  "Something  has  gone 
wrong  with  sei-vers.  That  is  one  of  the 
things  I  think  they're  hiding,"  says  Wolf. 
"If  that  is  the  case,  we're  looking  at  cb"a- 
matically  reduced  profits  going  foi-wai'd." 

Meanwhile,  Compaq  management  stUl 


has  its  hands  full  integrating  the  Digital 
operations.  The  company  has  yet  to  com- 
pletely merge  infoi-mation  systems  for 
both  companies,  for  example.  "They  got  a 
good  price  on  [Digital],"  says  Merrill 
Lynch  &  Co.  analyst  Steven  M. 
Milunovich.  "But  now  there  ai'e  a  lot  of 
moving  parts  to  the  company.  That 
makes  execution  tough." 

Finally,  Compaq  is  stiiiggling  to  keep 
up  with  changes  in  its  core  PC  business- 
es. The  most  important  is  direct  sell- 
ing— over  the  phone  and  on  the  Net. 
Analysts  say  Compaq's  missteps  in 
launching  a  dir-ect  strategy  may  have 


cost  it  market  share.  Ziff-Davis  IV 
Intelligence  says  that,  according  t 
hminaiy  data,  Dell  took  the  lead  ii 
of  PCs  to  coiporate  customers  in  tl 
quarter,  gi-abbing  21.2%  of  the  rr 
compai-ed  with  18%  for  Compaq. 

Pfeiffer  is  deteiTnined  to  make  1 
target.  He  estimates  that  first-q 
sales  are  only  5%-  off  expectations 
he  says,  the  answer  is  yes,  Comp; 
make'  it  to  $50  billion  by  2000.  B 
crowd  of  naysayers  is  gi'owing, 

Ira  Soger  in  New  York,  with 
Burrows  in  San  Mateo,  Calif.,  ai 
reau  reports 


IN  ASIA,  THIN  MARGINS  COULD  MEAN  FAT  CITY 


Sub-$ 1,000  personal  computers — 
and  the  sub-$500s  igniting  the 
market — are  giving  major  PC 
makers  fits.  But  the  new  cheapo  ma- 
chines look  like  a  boon  to  some  low- 
cost  manufactm-ers  across  Asia.  Com- 
panies such  as  Gvc,  Acer,  Mitac, 
and  Fu'st  International  Comput- 
er are  seeing  then*  order  books 
swell  as  Compaq,  ibm,  Hewlett- 
Packai'd,  Dell,  and  other  big  PC 
makers  look  for  ways  to  cut 
costs.  Compaq  Computer  Corp. 
alone  will  spend  $7  billion  in  Tai- 
wan this  year. 

In  the  first  quarter  of  1999, 
Taiwan's  electronics  sales,  most- 
ly of  personal  computers  and  re- 
lated hardware  such  as  mother- 
boards, rose  17%.  And  such 
companies  as  Acer,  Quanta,  and 
First  International  have  an- 
notmced  fii'st-quarter  revenues 
that  are  47%  to  77%.  higher  than 
those  in  the  fii'st  quarter  of  last 
year — thanks  to  the  sub-.$  1,000 
PC  boom.  "This  is  a  new  oppor- 
tunity for  selective  companies 
that  can  take  advantage  of  vol- 
ume production,"  says  T.  Y.  Lay, 
senior  vice-president  and  gener- 
al manager  of  Acer  Inc. 
ADDING  SERVICES.  These  compa- 
nies have  plenty  of  competition. 
American  contract  manufacturers 
such  as  Solectron,  Flextronics  Inter- 
national, and  SCI  Systems  have  a 
wider  global  manufacturing  base  and 
larger  product  portfolios.  Besides 
building  personal  computers,  many 
do  a  brisk  business  in  sophisticated 
networking  gear  and  cell  phones. 

Still,  the  Asians  are  benefiting 
from  soaring  demand.  And  the 


biggest  players,  such  as  Acer,  can 
thrive  even  as  component  prices 
fluctuate  because  they  build  the 
parts  and  the  products  those  paits 
go  into.  While  component  prices 
plunged  last  year,  they  have  finned 


TAIWAN:  Cashing  in  on  the  dieap-PC  boom 


recently.  Prices  for  memory  chips 
and  monitors  are  actually  rising. 

Nevertheless,  the  demands  of  a 
high-volume,  global  PC  industry  that 
is  chasing  ever-lower  prices  is  forc- 
ing changes  on  Asia's  contractors.  To 
keep  pace,  manufacturers  have  added 
services  from  product  design  to  glob- 
al logistics,  which  involves  building 
warehouses  near  distribution  hubs  of 


key  clients.  Global  logistics  means 
that  a  contract  manufactui'er  mus 
be  prepared  to  take  on  more  of  tl 
work  that  PC  companies  used  to  d. 
That  includes  assuming  greater  r( 
sponsibility  for  inventoiy  and  wai- 
housing  operations — and  gre;< 
financial  risk.  But  that  is  the 
price  of  admission  to  play  wi' 
the  big  PC  makers. 
SHOVED  ASIDE?  Companies  s( 
as  Mitac  International  Coi'jx  : 
staging  ahead  by  beefing  Uji 
search  and  development  andi: 
fering  superfast  turnaround. 
Two  years  ago,  it  took  eight 
months  to  design  a  new  mod 
and  get  it  to  market.  That  h; 
been  compressed  to  foui"  nio 
today.  Mitac  now  demands  i 
its  component  supphers  be  yi 
to  ship  parts  to  Mitac's  asse  - 
bly  and  distribution  hub  witJ 
30  minutes  of  receiving  an  o 
der,  says  Mitac  Chainnan 
Matthew  Miao.  Mitac  asseme 
the  machines  fi'om  those  pais 
vrithin  foui-  hours  and  ships 
them  the  same  day  to  comp; 
nies  such  as  Compaq  and  Hf 

Could  the  Taiwanese  be 
shoved  aside  by  America's  ci 
tract  manufacturers,  which 
great+er  resources  and  plan, 
around  the  world?  "The  jury's  sti 
out  on  that  one,"  says  Richard 
Brown,  a  manager  at  Leo  Compiei 
a  unit  of  First  Intemational.  "We' 
cost  less,  but  they're  closer  to  th 
market."  For  now,  though,  the  n(d 
for  low-cost  PCs  is  creating  oppou- 
nities  for  the  companies  that  wtx^ 
the  book  on  cheap  manufacturing 
By  Jonathan  Moore  in  Tf 
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Jennifer  Cooke's  job  took  her  to  Cincinnati, 
er  down  payment  couldn't  quite  get  her  there. 


She  reached  her  destination  by  combining  a  good  credit  history 
with  a  great  loan  officer. 

When  Jennifer  relocated  and  didn't  have  enough  money  for  a 
traditional  down  payment,  her  lender  qualified  her  for  a 
Fannie  Mae  Flexible  97  loan  that  required  only  three 
percent  down.  And  when  her  lender  used  Fannie  Mae's 
Desktop  Underwriter,®  her  loan  was  approved  in  minutes. 

It  all  happened  so  quickly,  Jennifer  met  her  move-in  deadline 
and  became  Cincinnati's  newest  homeowner  And  another 
example  of  the  more  than  four  million  American  home 
buyers  who  benefited  last  year  from  Fannie  Mae's  commitment 
to  keeping  low-cost  mortgage  funds  readily  available  for 
working  families. 

^  FannieMae 

www.fanniemae.com 


News:  Analysis  &  Commentary 


REAL  ESTATE 


CAN  REITs  CLIMB 
OUT  OF  THE  RUBBLE? 

They're  rushing  to  rebuild.  It  may  be  slow  going 


It  has  been  a  sweet  time  for  investors. 
Just  about  eveiyone  has  had  reason 
to  celebrate — except  investors  in  I'eal 
estate  investment  trusts.  It  has  been 
"like  Mardi  Gras  in  the  market,"  says 
David  M.  Shennan,  managijig  du-ector  of 
Salomon  Smith  Barney's  reit  equity  re- 
search group.  But  "REITS  have  slept 
through  the  festivities." 

They're  not  likely  to  join  the  party 
soon,  either  reits  fell  out  of  favor  in 
early  1998  and  have  shown  few  signs  of 
a  rebound.  The  total  return  of  REITs — 
publicly  traded  companies  that  own 
properties  such  as  offices,  hotels,  and 
apartment  buildings — was  -17%  last 
year.  That  includes  share  piice  and  div- 
idends. This  year  isn't  shaping  up  much 
better:  So  far  in  1999,  reits  have  post- 
ed total  returns  of  -6%. 

The  fundamentals  are  in  place  for 
REITS  to  prosper:  Office  space  is  renting 
well,  hotel  occupancy  is  strong,  and  in- 
terest rates  are  low.  Morgan  Stanley 
Dean  Witter  estimates  cash-flow  earn- 
ings per  share  for  Richard  E.  Rain- 
water's Crescent  Real  Estate  Equities 
Co.  will  grow  11%  in  1999,  down  fi'om 
33%.  in  1998,  but  still  respectable. 

But  limning  successful  real  estate  op- 
erations had  little  to  do  with  the  rise  of 
REITS.  Investors  piled  in  because  reit 
operators  were  using  their  ever-in- 
creasing share  prices  to  snap  uj)  more 
and  more  assets.  Wlien  the  share  piices 
fell,  the  dealmaking  dwindled  and  the 
gTowth  machine  halted. 
"FRUSTRATION."  Now,  in  an  attempt  to 
rebuild  value,  many  reits  are  reversing 
strategy.  Crescent  in  early  April  an- 
nounced plans  to  hawk  some  .$300  mil- 
lion worth  of  "noncore" 
office  assets  and  said 
"for  the  right  price"  it 
might  sell  some  prized 
office  complexes,  in- 
cluding Crescent  Court 
in  Dallas  and  Green- 
way  Plaza  in  Houston. 
"We're  not  wedded  to 
any  particular  asset," 
says  Crescent  CEo 
Gerald  W.  Haddock. 

Archstone  Commu- 
nities announced  in 
Febmaiy  it  would  buy 


back  shares  while 
Duke  Realty  Invest- 
ments and  Weeks 
Corp.  are  among  those 
merging.  And  on  Apr. 
14,  Berkshire  Realty 
Co.  agreed  to  a  $1.3 
billion  buyout  offer  led 
by  management. 

Meanwhile,  the  Na- 
tional Association  of 
Real  Estate  Invest- 
ment Tiiists,  the  Wash- 
ington (D.  C.)-based  in- 
dustry trade  group, 
has  announced  a  .$2 
million  ad  campaign 
aimed  at  luring  back 
investors.  "There  is 
tremendous  frustra- 
tion" among  many  reit 
execs  who  used  to  see 
their  reits  "do  nothing 
but  go  up,"  says  Sam 
Zell,  chairman  of  two 
of  the  nation's  largest 
REITS,  Equity  Office 
Properties  Ti"ust  and 
Equity  Residential.  His 
REITS  have  proved 
durable  this  year,  he  says,  but  adds: 
"An  awftil  lot  of  people  are  depressed." 

The  camj^aign  could  be  an  uphill  bat- 
tle. Since  1K»1,  more  than  150  reits  have 
gone  public,  and  the  industiy's  market 
capitalization  has  soared  fi'om  $13  billion 
to  $131  billion.  But  last  year,  fears  of 
overbuilding,  recession,  and  a  credit 
cnmch  drove  REIT  shares  down.  That 
sidelined  REITs  as  buyers  and,  for  the 
first  time  since  the  mid-'90s,  pension 
funds  and  other  insti- 


MANY  UNHAPPY  RETURNS 


TOTAL  RETURNS  FOR 

REAL  ESTATE 
INVESTMENT  TRUSTS 
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DATA  NATIONAL  ASSN  OE  REAL  ESTATE  INVESTMENT  TRUSTS 


ON  THE  BLOCK?  A  Crescent  property  in  Dallas 


REITs  were  trading  at  about  a  14? 
mium  to  their  net  asset  value  a 
more  than  a  year  ago,  vs.  an  11' 
count  to  net  asset  value  these  daj 
ITS  are  boiing  these  days  comparet 
high-flying  gTOwth  stocks.  "We're  | 
ing  about  renaming  our  company  if 
Properties  dot  com,"  says  Mortiri 
Zuckerman,  chairman  of  Boston  i 
erties  Inc.,  one  of  the  nation's  U 

office  REITS. 

To  sm-vive,  reits  may  have  to  s 
dealing  and  focus  on  running! 
properties.  "Investors  are  goings 
looking  for  reits  that  can  demor  ' 
an  ability  to  operate  in  this  new 
ronment,"  says  Ritson  Ferguson  ' 
folio  manager  at  real  estate  inveM 
firm  CRA  Realty.  That  would  b(i 
less  exciting  than  the  go-go  d'S 
the  mid-'90s.  But  it  would  surnt 
sitting  out  the  biggest  Wall  Stre(  1 
ty  in  history. 

By  Stephanie  Anderson  For' 
Dallas,  with  Richard  A.  Mclr 
Chicago 


tutional  investors  over- 
took REITS  as  the  top 
buyers  of  commercial 
real  estate,  according 
to  Institutional  Real 
Estate  Inc. 

When  will  REITs 
come  back?  That's  the 
$64  billion  question. 
REITS  "haven't  been 
this  cheap  since  1991," 
says  .John  Lutzius  of 
Green  Street  Advisors 
Inc.,  which  estimates 
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Could  the  world's  leading  companies  partner  with 
me  vendor  to  solve  customer  network  security  issues? 


Micntsoft 


Wiof  HEWLETT 
mL'EM  PACKARD 


microsystems 


Verisign 


ovell 


SB 


Cigna  Property 
&  Casualty 


EU  Ernst  &YOUNG  llp 


''SSfelwofk  Associoies,  inc  Ml  oihei  btonds  ond  ttode  nomes  me  ihe  ptopeny  ol  iheii  tespeciive  companies 


COMIVIENTARY 

By  Peter  Coy 


A  SOARING  MARKET  CAN  SURE  BRING  YOU  DOWN 


I'm  thinking  about  fonning  an  or- 
ganization called  Stockholders 
Who  Wish  the  Stock  Market 
Would  Stop  Going  Up  So  Fast. 
We're  a  Httle  different.  Most  people 
who  gripe  about  soaring  stocks  don't 
own  any.  Maybe  they  never  got  in. 
Or  maybe  they  pulled  out  thousands 
of  points  ago  in  the  Dow  Jones 
industrial  average.  They're  keeping 
their  money  in  cash  while  pra\ing 
for  the  market  to  falter  so  they  can 
get  in  cheap. 

My  organization  isn't  for  people 
like  that.  Mine  is  for  people  who 
have  been  putting  money  into  the 
mai'ket  right  along.  Everj-  jump  in 
the  Standard  &  Poor's  500-stock  in- 
dex pimips  up  our  401(k)s  a  little 
more. 

So  what's  oiu"  complaint?  We  think 
stock  prices  have  shot  up  too  much, 
too  soon.  We — who  will  not  be  retir- 
ing for  at  least  two  decades — would 
rather  see  these  kinds  of  enoitnous 
advances  occur  two  or  three  decades 
fi-om  now.  when  we  have  stopped  ac- 
cimuilating  stocks  and  we're  ready  to 
cash  them  in  to  buy  oui'  beachfi-ont 
condos  or  pav  those  nursing-home 
bills. 

PAINFUL  RUNUP.  Put  it  this  way:  For 
those  of  us  who  intend  to  keep  buy- 
ing stocks  for  years  to  come,  the  re- 
cent runup  in  prices  is  Uke  a  sudden 
hike  in  the  price  of  a  house  we're 
bming.  In  other  words,  painful. 

Sure,  even  boomers  and  Gen  Xers 
occasionally  benefit  from  the  mai'- 
ket's  gallop.  They  may  sell  some 
stock  to  buy  a  house  or  pay  for  their 
kids'  college  educations.  On  the 
whole,  though,  they're  accumulating 
as  they  age.  not  cashing  in.  In  1995, 
according  to  calculations  by  New 
York  University  economist  Edward 
N.  Wolff  from  Federal  Reserve 
data,  famiUes  headed  by  people 
younger  than  35  had  mean  net 
worth  excluding  home  equity  of 
$29,000,  vs.  $380,000  for  those  55 
to  64. 


Translation:  The  younger  you  are, 
the  more  upset  you  should  be  about 
the  soaring  stock  market.  After  all, 
it's  pretty  clear  that  stocks  can't 
keep  recording  'Zo'vc  annual  gains  for- 
ever The  more  the  mai'ket  goes  up 


now,  the  less  headroom  it  will  have 
later.  That  impUes  low  returns  on 
your  later-year  investments. 

Let's  fii-e  up  oui*  spreadsheet  pro- 
gi-ams  and  consider  two  alternative 
scenarios.  In  one,  the  market  goes  u 
a  strong  and  steady  99c  everj-  year 
after  inflation.  In  che  other,  it  shoots 
up  25^f  a  year  for  the  fii'st  five 
years,  then  rises  a  httle  over  5%  a 
year  ft'om  then  on.  To  keep  things  o 
a  level  plajing  field,  the  market 
reaches  the  same  height  after  25 
years  in  both  scenarios. 

Let's  say  each  yeai*  you  put  into 
the  raai'ket  the  equivalent  of  $1,000, 
measui'ed  in  1999  dollai-s.  In  the  fas 
then-slow  scenario,  your  wealth 
gi'ows  to  about  $60,000  in  real  term 
In  the  steady-growth  scenaino,  you 
accumulate  about  $84,000.  No  matte 
how  you  tinker  with  the  assump- 
tions, the  steady-as-she-goes  scenar 
always  leaves  you  richer — 10%  rich( 
in  this  case. 

SAFE  BET.  Unfortunately,  nobodj^'s 
gi\ing  you  a  choice  of  scenarios.  An 
right  now,  the  one  that's  placing  ou 
on  Wall  Street  is  fast  now,  slow  lat< 
So,  what  to  do'?  Recognizing  that 
you're  in  it  for  the  long  tenn,  you 
could  seek  out  sectoi-s  that  have  im 
dei-perfonned  and  ought  to  catch  uj 
eventually.  But  you  might  guess 
wTong  and  wind  up  with  the  dogs  c 
the  21st  centurj'. 

The  safest  bet,  then,  is  to  set  up 
sa\ing  and  spending  plan  that  lets 
you  achieve  yoiu-  long-teiTn  goals 
with  a  stock  market  that  goes  up  5 
a  year  instead  of  25%  a  year.  Const 
vative"?  Siu-e.  But  after  the  latest 
stock  mania,  that  might  be  aD  you'i 
going  to  get  for  a  while. 

If  this  makes  sense  to  you,  mayb 
you  belong  in  our  organization.  It 
doesn't  actually  exist,  but  if  it  ever 
does,  I  have  the  perfect  slogan; 
"Bah,  humbugl" 

Coy  is  associate  economics  edito 


The  more  th?  market  climbs  now,  the  less  room  there 
will  be  in  later  years  for  younger  investors  to  gain 
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Well  yes,  come  to  think  of  it,  they  could. 


network 

ABSaCIATEB 


TUALLY     EVERYONE    KIMOWB    THAT     NETWORK     ASSOCIATES     IS  THE 


PROVIDER     OF    NETWORK     SECURITY  AND 


:MENT  SOFTWARE.    SO,    WHO    BETTER   TO    PARTNER   WITH   THE    INDUSTRY'S   TOP  VENDORS   AND    CONSULTING  ORGANIZATIONS 


VTE    A    NEW,    MORE    ACTIVE    APPROACH    FOR    SECURING    MISSION-CRITICAL    NETWORKS.    Y'^T'-'IS    "ACTIVE    SECURITY"  BRINGS 


ER  aUR  BEZST-OF-BREEID  SECURITY  PRODUCTS.  LIKE  PGP  VPN,  C3AUrMTI_ET  FiREWALU  AND  CyBERCOR  INTRUSION 
TION,    WITH   THE    BEST   SECURITY    PRODUCTS    AND    SERVICES    OF   DUR    TECHNOLOGICAL    PARTNERS.    THE    RESULT   IS    AN  EVER- 


r,    IMPENETRABLE   BARRIER   AGAINST  C  YSER-TER  R  O  R I S  M .    SO.    HACKERS   BEWARE.   V«A  LEARN    HOW   NETWORK  ASSOCIATES 


RK    WITH    YOUR    COMPANY    TO    PROTECT    YOUR     ASSETS.     CALL     1  -  B  Q  D- 3  3  2-<3  9  6  6 ,    OR    VISIT  WWW.NAI.CaM/ACTIVESECURITY. 


!E    THE    LAST    THING     YOUR     NETWORK     NEEDS     IS     SOME     NASTY     LITTLE  SURPRISE. 


^'tiutes,  Inc  ill  other  bronds  ond  node  names  ore  the  piopeiiy  ot  itieit  respeciive  companies 


w\network 


a  C  I  A  T  E 


Who's  watching  your  network 


In  Business  This  Week 
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BLOCKBUSTER  MAY 
NOT  BUST  BLOCKS 

HOW  HOT  WILL  THE  IPO  OF 

Viacom's  Blockbuster  video 
rental  business  be?  Perhaps  a 
bit  cooler  than  Wall  Street 
expected  when  the  media 
conglomerate  announced 
plans  for  a  spin-off.  Viacom 
has  been  quietly  telling  the 
Street  that  it  has  upped 
spending  on  marketing  and 
promotion  to  juice  Block- 
buster's industiy-leading  mai- 
ket  share.  So  Merrill  Lynch 
media  analyst  Jessica  Reif 
Cohen  is  predicting  a  16%  de- 
cline in  cash  flow  at  Block- 
buster for  the  fu'st  quarter, 
rather  than  the  17%  increase 
she  had  forecast.  Other  ana- 
lysts are  also  cutting  fore- 
casts. Even  with  a  dimmer 
near-term  picture,  Viacom 


CLOSING  BELL 


SUNSHINE  STATE 

Say  the  magic  word:  Internet. 
On  Apr.  12,  Florida  Banks,  a 
three-branch  outfit  with  $145 
million  in  assets,  said  it  lost 
$225,000  in  the  first  quarter. 
The  market  shrugged.  On  Apr. 
13,  it  said  it  would  offer  Net 
banking.  Shares  rose  from  SXs 
to  31K,  though  they  fell  to  17 
on  Apr.  14.  "The  stock  did  a 
total  disconnect  from  the 
company,"  says  Wachovia 
Securities'  John  Moore  Jr.  Oth- 
er Net  bank  stocks  have  acted 
similarly:  Net.B@ank — whose 
chairman,  Stephen  Johnson, 
is  vice-chairman  of  Florida 
Banks — rose  48%  on  Apr.  13. 


APR  5,  99  APR  14, '99 

DATA  BLOOMBERG  FINANCIAL  MARKETS 


spokesman  Carl  Folta  says, 
the  company  still  plans  to  file 
in  eai'ly  May.  "We're  hell-bent 
on  an  ipo,"  says  Folta. 

BURGER  KING  WANTS 
TO  BE  PREniER 

bl'R(;kr  king  is  getting  a 
face-lift  that's  more  than  skin 
deep.  On  Apr  14,  the  No.  2 
fast-food  chain  said  it  would 
remodel  its  10,200  restau- 
rants. Consuiners  will  get  a 
better  view  into  the  kitchen, 
a  new  cooking  system  will  al- 
low for  thicker  burgers,  and 
computer  games  will  be  avail- 
able for  kids.  Fast-food  out- 
lets, says  CEO  Dennis  Mala- 
matinas,  "look  boring  today." 
The  changes  come  as  Mc- 
Donald's overhauls  its  U.  S. 
kitchens  to  cook  food  to  order 
more  easily — long  Burger 
King's  claimed  advantage. 


WHAT'S  AHEAD  FOR 
IBM'S  THOMPSON  

.JOHN  THOMPSON  MUST  HAVE 
really  wanted  to  be  a  chief 
executive.  The  highly  regai'd- 
ed  IBM  sales  exec  announced 
on  Apr.  14  that  he  was  jump- 
ing fi'om  Big  Blue's  Americas 
sales  unit,  a  $.37  billion  oper- 
ation, to  become  CEO  of  Sy- 
mantec, a  $600  million  maker 
of  PC  software.  Thompson, 
the  first  African  American 
CEO  of  a  major  software  cor- 
poration, takes  over  a  com- 
pany that  leads  in  many 
product  segTiients,  including 
security  programs  and  utili- 
ties to  manage  pes,  but  hasn't 
generated  consistent  eaiTiings 
for  the  past  year.  Thompson 
plans  on  pushing  network  se- 
curity and  mobile  computing 
products — and  improving 
sales  efforts. 


A  WIN  FOR 

WESTERN  WIRELESS 

IN  MID-APRIL,  THE  FEDERAL 

Communications  Commission 
will  wind  up  an  aimave  auc- 


HEADLINER:  JOHN  BOWLiN 


HERE  COMES  THE  BEER  GUY 


Miller  Brewing  has  tried 
everything  from  wacky  ads 
and  new  beers  to  deep  dis- 
counts. Still,  the  No.  2 
brewer  is  losing 
ground:  Its  U.  S. 
market  share 
fell  from  22.7^7^ 
in  1994  to21.K7 
in  '98,  says  Ben 
Marketer's 
siglits.  Now, 
Miller  owner 
Philip  Morris  is  try- 
ing new  management.  On 
Apr.  7,  it  removed  Miller 
CEO  John  MacDonough  and 
brought  in  turnaround 
artist  -John  Bowlin.  It's  a 
homecoming:  Bowlin,  48, 
was  president  of  Miller  for 
15  months  in  the  early  '90s. 
For  the  past  three  years, 
he  has  sorted  out  brands 
and  marketing  strategies 


for  Philip  Morris'  Kraft 
Foods  International. 
Warning  that  "there's  i 
magic  bullet  foi-  most 
turnarounds,"  Bo^ 
in  plans  "world- 
class  advertis- 
ing, which  we 
haven't  had." 
He'll  also  wor 
to  revive  MilLi 
Lite  and  Genu:; 
Draft  and  patch  i 
relations  with  dis-  i 
tributors.  David  Adelmaij 
of  Morgan  Stanley  Dean  i 
Witter  says  the  change  | 
suggests  Philip  Morris 
might  someday  sell  Mille 
No,  says  Bowlin:  "I  wnul 
n't  be  here  if  all  we  want- 
to  do  is  dress  it  up  and  si 
it."  Plus,  "I  love  the  indii 
try.  I'm  a  beer  guy."  Urp 
By  Rick  Mela 


tion  that  could  leave  Seattle's 
Western  Wii'eless  the  big  vic- 
tor, analysts  say.  Bidding  close 
to  $200*  million.  Western  is 
likely  to  win  the  plum  mar- 
kets of  Chicago  and  Dallas 
and  emerge  as  one  of  the 
largest  U.  S.  carriers  using 
(JSM  technology,  prevalent  in 
Eiu'ope.  Tliat  reach  would  put 
Western  in  a  better  position 
to  battle  nationwide  providei-s 
such  as  AT&T,  and  make  it 
more  attractive  as  a  merger 
candidate  for  European  car- 
riei-s.  The  vcc  should  rake  in 
more  than  $500  million  fi'om 
tliis  re-auction  of  airwaves. 


THE  PENTAGON 
SAYS  WTO  GO 

THE  PENTAGON  ON  APR.  14 
nixed  General  Dynamics'  un- 
solicited $1.4  billion  bid  for  ri- 
val Newport  News  Sliipbuild- 
ing.  The  proposed  deal  would 
have  merged  the  only  build- 
ers of  nuclear-powered  attack 
submarines  and  consolidated 


70%  of  Navy  shipbuildiip 
one  company.  With  gd  pm 
ing  not  to  shut  down  fi 
ties  and  to  minimize  lay 
the  Pentagon  felt  the  .-a 
wouldn't  be  sufficient   i  ^ 
the  loss  of  the  benefits 
competition.  And  the  1 ' 
gon  tliinks  it  can  get  sni 
the  savings  even  withmi 
merger.  Thai's  becauM 
Navy  and  Newport 
agreed  on  aggressivr 
management  practice.- 
shipyard. 

ETCETERA.  ■■ 

m  General  Motors  plai 
spin  off  its  remaining  si 
in  Delphi  early,  on  Mayi^i 
H  Cisco  Systems  is  bii' 
software  maker  GeoTeif 
$1.92  billion.  | 
■  Milberg  Weiss  settlfl 
case  charging  it  usec^ 
legal  process  to  drive 
tile  witness  out  of  busies 
a  Lucent  Technologief-i 
second-quarter  ean 
would  top  forecasts. 

 r 
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What  third  seat? 

One  of  the  best  fcatures  of  the  all-new  V-6,  7-passenger  Honda  Odyssey  is  something  most 
people  may  never  see.  The  third-row  Magic  Seat™  Unlike  all  those  hea\7  ones  yon  have  to  Ing  around, 
ours  folds  flat  in,  well.,  .seconds  flat.  To  see  what  we  mean,  come  in  for  a  test-fold. 


[y}HonrDA. 


The  aU-Jiew  Odyssey.  It's  one  big  happy, minlvarr: 


For  more  in  formatiou,  I  tillone  bi^  ha[)py  toll-free  number:  I-S00'3.hHONDAorvisit  usatwww.lioiida.com.  ©l''4K  AnicriLjn  Honda  Mntur  Co., 


Simple.  SfiK- 


»>  AT&T  Corporate  Calling  Card. 


7:!c;  a.TTi. 

Just  in  time  for  my  breakfast  meeting... 
finished  my  conference  call, 

e-mailed  the  revised  schedule, 
checked  my  messages, 

and  ordered  that  software  upgrade. 

Good  thing  1  brought  my 

ATfiT  Corporate  Calling  Card. 


working" 


For  the  most  up-to-date  AT&T  Direcf^ 
Access  Numbers  and  to  download 
AT&T  Laptop  Access  Software  tnat 
provides  easy  access  to  LANs  and 
ttie  internet,  visit  our  web  site  at: 


For  Easy  Calling  Worldwide: 

1.  Dial  the  AT&T  Direct"  Service  access  number 
for  the  country  you  are  dialing  from. 

2.  Dial  the  phone  number  you  are  calling. 

3.  Dial  your  AT&T  Corporate  Calling  Card  number. 


AT&T  Direct'  Access  Numbers 


Austria  ■ 
022-903-011 

Belgium 
0800-100-10 

France 

0800-99-00-11 

Germany 

0800-2255-288 


Greece* 

00-  800-131! 
Ireland  ▲ 

1-  800-550-000 

Italy  •♦ 

172-1011 

Netherlands* 

0800-022-9111 


Switzerland* 

0-800-89-0011 
United 
Kingdom  « 
0800-89-0011. 
0500-89-0011  or 
0800-013-0011 


Country-to-counlry  rates  consist  of  trie  cost  of  a  call  to  the  U.S.  pius 
an  additional  charge  based  on  the  country  you  are  calling.  For  access 
numbers  not  listed  above,  ask  any  operator  for  AT&T  Direct  Sen/ice, 
■  Public  phones  require  local  com  payment  through  call  duiation. 

•  Public  phones  require  coin  or  card  deposit. 

*  May  not  be  available  from  every  phone/pay 
phone.  iFrom  Northern  Ireland,  use  United 
Kingdom  access  codes.  ♦  Includes  Vatican  City. 


AT&T  tfet-wor  king 


Washington  Outlook 


FED  BY  DOUGLAS  HARBRECHT 


WE  GOP  TAX  GUT: 

}W  YOU  SEE  IT...NGW  YGU  DGNT  

dealing  with,  how  are  they  going  to  have  a  big  tax  cut?" 

And  spending  restraint?  Forget  it.  The  GOP  budget  would 
fi-eeze  nondefense  spending  for  a  decade.  But  the  folks  who 
wiite  CongTess'  spending  bills  want  no  part  of  such  limits.  "I 
don't  think  we  can  live  under  these  caps,"  says  Senate  Aj> 
propriations  Committee  Chairman  Ted  Stevens  (R- Alaska). 
Just  allowing  outlays  to  rise  with  inflation  would  consume  75% 
of  the  money  Republicans  want  for  tax  cuts. 

Finally,  there's  Kosovo.  On  Apr.  13,  Clinton  asked  for 

emergency  funding  for  the 


rhen  1999  dawned.  Hill  Republicans  had  a  dream:  They 
would  use  the  gi'owing  federal  budget  surplus  to  give 
every  voter  a  Reagan-size  tax  cut.  In  short  order, 
used  their  fiscal  2000  budget  resolution  to  open  the 
to  nearly  $800  billion  in  tax  i-elief  over  10  years. 
3w,  Republicans  are  concluding  that  their  chances  of  en- 
,g  significant  tax  legislation  this  year  have  ebbed.  And 
i  GOP  leaders  are  already  thinking  of  sending  President 
on  a  stripped-down  measui'e  that  defers  any  big  cuts  lui- 
,he  2000  election  year 
s  115). 

lat's  sure  to  rile  party  ac- 
,s.  But  1999  tax  relief  will 
ably  be  modest,  possibly 
ding  a  break  in  the  alter- 
e  minimum  tax,  a  small 
nsion  of  iras,  an  exten- 
of  the  R&D  tax  credit,  and 
1  marriage-penalty  relief, 
bill  may  also  chip  away 
ime  corporate  tax  shel- 
fBW— Apr.  12). 
iiat  happened?  The  go? 
et  blueprint  was  built  on 
)mise  to  cut  taxes  while 
rving  every  penny  of  the 
1  Security  surplus.  But 
ding  to  Congress'  own 
it  forecast,  the  feds  will 

$16  billion  deficit  this  yeai'  once  the  cmrent  $127  bilUon 
1  Security  sui'plus  is  taken  out  of  the  calculation. 
FUDGING.  In  recent  years,  up  to  $40  billion  of  unex- 
d  tax  dollars  flowed  to  the  Ti'easury,  thanks  mostly  to 
joming  stock  market.  And  Repubhcans  have  been  count- 
1  another  windfall.  But  budgeteers  are  getting  better  at 
isting.  So  far  this  year,  revenues  have  been  ninning 
to  the  prediction  of  the  CongTessional  Budget  Office. 
3  result:  Congi'ess  may  get  only  an  extra  $10  billion  or 

work  with  when  the  CBO  issues  its  midyear  report, 
■n,"  says  R.  Bruce  Josten,  executive  vice-president  of  the 

Chamber  of  Commerce.  "If  that's  the  number  they're 


"By  taking  advantage  of  the  new  tax  relief  package  for 
working  couples  with  high  blood  pressure  due  to  flawed 
credit  ratings  on  accovnt  of  late  video  return  charges,  we 
saved  $13  this  year!!" 


war.  Along  with  extra  money 
he  wants  for  Central  Ameri- 
can flood  relief  and  conduct- 
ing the  2000  census,  the  tab 
could  top  $5  billion. 
NO  RUSH?  Until  now,  Republi- 
cans have  insisted  such  spend- 
ing be  paid  for  with  cuts  in 
other  pi'ograms.  But  they're 
unlikely  to  make  such  deep 
reductions.  And  that  could 
force  the  gop  to  spend  Social 
Security  money — ^just  what  it 
vowed  not  to  do — even  before 
it  tries  to  cut  taxes. 

Some  Repubhcans  still  hope 
that  if  the  Balkan  war  goes 
badly,  Clinton  might  try  to 
sliift  attention  back  to  the  do- 
mestic agenda.  If  so,  he  could  accept  a  big  tax  cut  in  return 
for  GOP  backing  of  Social  Seciuity  refomi.  But  refoiTn  has  be- 
come less  urgent  since  federal  actuaries  reported  on  Mar.  30 
that  Social  Security  will  stay  solvent  for  two  years  longer 
than  expected,  while  Medicare  will  last  an  extra  seven  years. 

The  Prez  insists  that  he  won't  sign  a  major  tax  bill  until 
the  retirement  programs  are  fixed.  And  instead  of  giving 
Clinton  a  chance  to  veto  tax  relief  this  yeai;  some  Republicans 
prefer  to  hold  back  on  a  tax-cut  package  until  election  year 
2000.  However  Repubhcans  play  it,  1999  should  see  lots  of 
talk  about  high  taxes — and  precious  little  action. 

By  Howard  Gleckman,  with  Amy  Borrus 


APITALWRAPUP 


ISER  EXPORT  CONTROLS? 

ith  the  final  House  report  on  Chi- 
alleged  thefts  of  weapons  tech- 
gy  expected  soon,  the  consensus 
at  Congress  will  react  by  tighten- 
:ontrols  on  high-tech  exports. 
3n't  bet  on  it.  Lawmakers  are 
;  in  a  mood  to  ease  cui'bs,  since 
system  can't  even  handle  its  cm- 
load.  Sales  of  computers  needing 


clearance  will  rise  this  year  to  several 
thousand  a  day,  from  398  for  all  1998. 

Even  Representative  Chiistopher 
Cox  (R-Cahf.),  who  headed  the  probe, 
wants  loosening.  "A  significant  part  of 
what  we  need  is  hberalizing  of  nonsen- 
sical controls,"  he  says.  His  bipartisan 
report,  which  calls  for  streamJining 
i-ules,  will  cany  great  weight  in  the 
House,  and  the  Senate  Banking  Com- 
mittee is  taking  a  similaj-  approach.  The 


panel  may  make  it  tougher  for  Con- 
gi-ess  to  adopt  imilateral  sanctions.  That 
would  please  multinationals  that  want 
to  do  business  with  nations  in  the  diplo- 
matic doghouse,  such  as  Burma. 

The  Cox  Committee  report  will 
spark  battles,  but  co-Chairman  Norm 
Dicks  (D-Wash.)  doubts  lawmnakers  will 
"overreact."  An  election  is  coming,  and 
there  is  just  too  much  tr-ade  at  stake. 

By  Stan  Crock 
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He  took  big  risks 
in  Washington. 
But  does  he  have 
backing  at  home? 

China's  savvy  Premier  Zhu  Rongji 
knows  the  value  of  a  photo  op. 
On  his  historic  Apr.  6-13  trip  to 
the  U.S.,  he  donned  a  cowboy 
hat  with  the  appropriate  swagger  in 
Denver  and  swapped  hand  signals  with 
traders  at  the  Chicago  Mercantile  Ex- 
change. But  it  didn't  do  him  much 
good.  China's  main  TV  network  gave 
top  billing  to  Li  Peng's  uneventful 
swing  through  South  Asia,  where  the 
former  Premier  criticized  U.  S.  actions 
in  the  Balkans  and  Iracj  as  "a  new 
manifestation  of  hegemonism,"  and 
made  diy  proclamations  about  the  lisks 
of  globalization. 

Zhu's  inability  to  make  a  big  splash 
back  home  is  an  ominous  sign.  His  fail- 
lu'e  to  naU  down  an  agTeement  with  the 
U.  S.  on  China's  entry  into  the  World 
Trade  Organization  has  left  the  blunt- 
speaking  Premier  vulnerable  to  attack 
from  Communist  Party  conservatives 
such  as  Li  Peng  and  economists  who 
beheve  he  is  going  too  far  too  fast  with 
his  aggressive  free-market  agenda. 
These  shifting  political  winds  highlight 
just  how  big  a  risk  Zhu,  70,  took  when 
he  made  an  all-out  push  in  Washington 
to  resolve  remaining  U.  S.  concerns  that 
had  blocked  China's  WTt)  entry.  They 
also  raise  questions  of  how  much  real 
backing  he  has  fi'om  China's  leadership 
to  fulfill  promises  made  to  the  U.  S. 
OUT  ON  A  LIMB.  President  Bill  Clinton 
has  assm-ed  Zhu  that  he  still  wants  to 
cut  a  deal  by  yeai'end.  That  would  allow 
enough  time  to  win  over  China's  detrac- 
tors in  Congress.  But  by  then,  the  mo- 
mentum could  dissipate  as  Chinese  bu- 
reaucracies and  industries  with  the  most 
to  lose  fi'om  foi'eign  competition  swing 
into  action  and  counterattack.  "Zhu's  po- 
sition has  been  weakened,  and  this  could 
imdemiine  the  refonn  j^rocess,"  says  a 
Western  diplomat  in  Beijing. 

The  trouble  is  that  Zhu  is  way  out 
in  fi-ont  of  most  of  China's  government 
and  industry  leaders  on  the  issue  of 
whether  WTO  membership  is  worth  the 
economic  upheaval  that  may  result. 
As  is  his  style,  the  maverick  Premier 
kept  few  Beijing  bureaucrats  in  the 
icop  on  his  far-reaching  talks  with  the 
•'.S.  when  they  began  in  earnest 


earlier  this  year,  Chinese  sources  say. 

Wlien  Zhu  unveiled  his  final  offer  on 
Apr.  9,  many  Chinese  analysts  were  as 
suiiDrised  as  U.  S.  negotiators.  But  Zhu 
was  willing  to  make  sweeping  conces- 
sions to  win  WT( )  membership  as  a  way 
to  pick  up  the  now-sluggish  pace  of  re- 
form in  China.  The  terms  he  offered 
would  need  a  massive  overhaul  of  Chi- 
na's economic  system — from  slashing 
tariffs  to  opening  insurance,  banking, 
and  telecom  markets  to  foreign  invest- 
ment. He  was  even  willing  to  let  foreign 
companies  sell  du'ectly  into  the  Chinese 
market,  thus  avoiding  state-owned  in- 
teiTnediaries  that  often  impede  imports. 

Clinton's  last-minute  reluctance  to 
clinch  a  deal  put  Zhu  on  the  ropes.  But 
even  if  Clinton  had  agreed,  Zhu  still 
would  have  faced  a  daunting  sales  job 
back  home.  And  despite  his  can-do  rep- 


utation,  not  all  of  his  gi'and  initM 
such  as  the  promised  fast  privatiz 
of  state-owTied  housing,  work  out. 

Some  Cliinese  economists  ai'e  rv\ 
that  China's  wto  bid  stalled.  Will 
employment  rising,  exports  falliiii; 
banks  and  state-owned  factories  in 
ilous  financial  shape,  they  warn  tha 
is  no  time  to  open  the  floodgates  i- 
eign  competition.  What's  more,  i 
prices  fell  3.2%  in  March  fi'om  a 
ago — further  proof  of  a  serious  y:\ 
eveiything  ft"om  color  TVs  to  car.- 
have  an  oversupply  of  autos  now,' 
a  Fii'st  Auto  Works  official  in  the  i 
east  industrial  city  of  Changchiti 
we  open  [our  market],  foreign  ma' 
tm-ers  will  gi-ab  a  portion  of  the  n. 
and  hurt  us." 

To  the  Communist  Party,  w 
about  worker  unrest  matter  great 
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he  plighi 

iiTiers.  Ajid  Zhu's  olTer  lu  Inl  tlie 
1  U.S.  wheat  and  slash  fami  tar- 
3uld  surely  have  increased  pres- 
n  rm-al  areas.  China's  gi-ain  farm- 
■eady  have  trouble  selling  all  they 
"e.  and  they  aren't  nearly  as  effi- 
is  American  wheat  gi'owers.  "If 
;  a  rush  of  imports,  it  will  raise  is- 
f  poverty  and  unemployment  for 
"  cautions  Fan  Gang,  director  of 


National  Economic  Rt  -  iivl, 
tute  in  Beijing. 

There's  also  reason  to  question 
whether  Zhu  could  have  made  his  deal 
stick  in  a  coimtiy  with  multiple  layers  of 
bm'eaucracy  and  a  multitude  of  hidden 
barriers  to  foreign  products.  Even  if 
duties  fall,  many  nontariff  bamers  are 
likely  to  remain.  Regardless  of  the  pub- 
lished rules,  Chinese  ministries  often 
send  secret  du'ectives  telling  state  com- 


WHITE  HOUSE  WALK 
Clinton  has  undercut  Zhu  by 
failing  to  close  the  deal 

panies  to  buy  local.  And  while  Zhu's  of- 
fer would  allow  foreign  companies  to 
own  large  stakes  in  cellular  phone  sys- 
tems, there  could  be  resistance.  So  far, 
Wu  Jichuan,  head  of  the  powerful  In- 
formation Industry  Ministry  that  over- 
sees telecom,  has  shown  no  sign  of  fa- 
voring liber'alization. 
THINK  LOCALLY.  Cautious  Finance  Min- 
istry and  centr-al  bank  officials  also  could 
thr-ow  up  r'oadblocks  to  Zhu's  promise  to 
let  for-eigii  financial  ser"vices  companies 
oper-ate  domestic  businesses.  Futos  such 
as  General  Motors  Acceptance  Corp. 
would  love  to  finance  pur-chases  by  Chi- 
nese consumer's,  foreigir  banks  want  to 
pr'ovide  local-currency  ser-vices  to  Chi- 
nese companies,  and  Wall  Street  bro- 
kerages lust  after  the  country's  $643 
billion  in  savings.  But  China's  big  state- 
owned  banks — ah'eady  insolvent  on  pa- 
per-— would  be  in  even  worse  shape  if 
they  had  to  compete  for-  those  funds. 
It's  the  same  in  other-  financial  sector-s. 
Asked  if  the  China  Insm-ance  Regnlato- 
r-y  Commission  supported  opening  the 
insur-ance  mar-ket,  an  official  r-eplied: 
"Right  now  that  is  r-eally  sensitive.  We 
can't  answer  any  questions  now." 

The  go-slow  faction  finds  solace  in  in- 
creasingly vocal  conser-vatives  such  as 
Li  Peng.  In  today's  competitive  envir-on- 
ment,  developing  countr-ies  are  facing 
"attacks  and  pr-essur-es,"  Li  warned  on 
Apr-.  10.  But  ther-e  is  no  doubt  about 
Zhu's  resolve.  "He  wants  to  take  the 
Cliinese  economy  to  a  higher-  level,"  says 
Andy  Xie,  Mor-gan  Stanley  Dean  Wit- 
ter's  Greater  China  economist.  But  as 
he  heads  back  to  Beijing  empty-handed, 
Zhu  must  muster-  support  for-  even  more 
concessions — such  as  contr-ols  on  sirdden 
sm-ges  of  Chinese  exports  like  steel  and 
appar-el — than  the  ones  he  ah-eady  made 
in  Washington.  That  will  be  a  big  test  of 
Zhu's  political  str-ength — and  of  the  Clii- 
nese elite's  commitment  to  the  rough 
r-oad  of  reforTn. 

Bi/  Dexter  Roberts  in  Beijing  and 
Joyce  Baniathan  in  Hong  Kong,  with 
Paul  Magnusso')!  in  Washington 


THE  COUNTRYSIDE    ■  THE  STATE  INDUSTRIES  ■     THE  MINISTRIES 


An  influx  of  American 
wheat,  other  grains, 
and  fruit  could  worsen 
the  plight  of  hundreds 
of  millions  of  inefficient 
farmers 


Already  plagued  with 
overcapacity  and 
plunging  prices,  indus- 
tries from  cars  to 
chemicals  dread  for- 
eign competition 


Powerful  bureaucracies 
like  the  Information 
Industry  Ministiy, 
which  controls  telecom, 
are  determined  to  keep 
their  monopolies 


THE  BANKS 


Shaky  state  banks  say 
competition  with  for- 
eign financial  firms  for 
customers  and  funds 
could  push  them  over 
the  edge 
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RUSSIA 


film  liEDDBIi 


n 

markets 


Easter  has  replaced  Revolution  Day 
as  the  most  widely  celebrated  holi- 
flay  in  Russia.  Tliis  Easter,  my  last 
in  Russia,  I  spent  with  my  fiiend 
Marina  Nikolaevna  Chudakova.  At  73, 
she  was  too  tu'ed  to  attenfl  Easter  ser- 
vices, which  started  Saturday  at  mid- 
night and  lasted  almost  till  dawn.  But 
she  asked  me  to  share  her  Easter  meal. 
Her  78-yeai-old  husband,  Alexander  Yev- 
genevich  Chudakov,  was  in  the  hospital 
with  heart  problems.  Their  combined 
monthly  pensions  total  $100.  When 
Alexander  feels  strong  enough  to  work  at 
his  physics  lab,  he  biings  in  another-  $70 
a  month. 

But  the  Chudakovs  are  hardly  stai-v- 
ing.  The  Easter  table  was  loaded  vdth 


caviai;  dyed  eggs,  and  cakes.  As  a  physi- 
cist in  the  Soviet  era,  Alexander  Chu- 
dakov was  given  a  five-room  apartment 
in  the  center  of  Moscow  diuing  the  1950s. 
He  also  inherited  two  country  houses 
from  his  father,  who  had  been  a  promi- 
nent engineer.  These  dachas  provide  the 
Chudakovs  with  a  tremendous  cushion. 
They  sjjend  the  .smnmer  months  in  one  of 
the  daclias  and  rent  it  out  to  me  and  a 
group  of  my  fiiends  for  $1,200  a  month  in 
the  winter.  For  their  other  dacha,  the 
Chudakovs  also  receive  $1,500  a  month. 
By  Russian  standards,  they  live  well  and 
can  afford  not  just  food  but  also  other 
consuiner-  goods,  medicine,  and  even  tiips 
to  the  U.  S. 

Other  pensioners  aren't  so  lucky.  Gah- 


na  Filatova,  62,  retu*ed  seven  year^ 
fi'om  her  job  at  an  apparel  factor) 
her  pension  is  only  $15  a  month  < 
sometimes  it  is  paid  several  weel>> 
She  lives  with  her  son,  daughtn 
son-in-law — all  imemployed — in  a 
two-room  apartment  in  Kuzmiii 
giimy  neighborhood  on  Moscow's  ^l 
eastern  outskitts.  To  sm-vive,  she  vr 
nights  as  a  security  guai-d  at  the  ff  o 
for  $25  a  month.  Galina  spends  1 1 
all  of  her  income  on  food  for  herse 
her  cliildren — and,  she  confesses,  m 
ka  for  her  36-yeai'-old  son,  an  aid 
"He  will  die  without  vodka,"  shf 
matter-of-factly. 

That's  life  in  post-crash  Russia! 
Chudakovs  and  Filatovs  reflect  thtfe 
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facing  Russians  since  the 
;ry  defaulted  on  $40  billion 
bt  and  devalued  the  mble 
August.  A  few  years  ago, 
T  in  Russia  and  the  West 
rht  the  country  was  on  the 

to  creating  a  more  ad- 
!d  capitalist  economy,  where 
ians  could  rely  on  their 
to  generate  wealth — rather 
live  off  communist-era  priv- 
5  or  simply  scrape  by. 
it  the  financial  crisis  has 
ighted  just  what  happens 
I  markets  fail.  In  the 
hs  before  the  crash,  it  was 
dy  apparent  that  Russia 
leveloping  its  own  brand  of 
alism.  Now  the  country  is 
iting  in  a  kind  of  economic 
'-never  land  that  seems  to 
stranger  by  the  day. 
i's  no  longer  any  doubt  that 
ia's   economic  transition 

last  well  into  the  next  century. 

he  was  appointed  in  the  wake  of 
ible  collapse,  Prime  Minister  Yevge- 
.  Primakov  hasn't  been  pushing  cru- 
3forms. 

RIGGED.  Indeed,  Russia's  economy 
;  Western  logic.  You  have  to  live 
and  talk  to  people  to  understand 
they  can  keep  going  when  they 
get  paid.  Most  companies  are  es- 
illy  bankrupt  but  keep  cranking 
oods.  You  have  to  travel  outside 
3w  to  get  a  feeling  for  how  an 
my  can  function  when  there  is  no 
ive  banking  system  and  never 
•h  cash.  Only  in  Russia  could  com- 
5  get  away  without  paying  their 
city  or  heating  bills  yet  rai'ely  face 
•  cutoffs.  To  keep  the  electncity 
iny  from  turning  off  the  lights,  the 
nment  makes  up  for  its  missing 
mts  vidth  a  tax  credit, 
a  bizarre  and  oddly  flexible  eco- 
model.  Some  economists  call  it 
irtual  economy,"  because  real  mon- 
il  goods,  and  real  output  play  such 
11  role.  It  is,  in  fact,  a  three-tier 
ny.  The  Russian  ciuTency,  the  in- 
used  mainly  to  buy  necessities 
IS  food.  lous,  barter,  and  "surro- 


WILL  SELL  FOR  FOOD 


gate  currencies  are 
used  in  most  dealings 

involving  companies.  Workers  liawk  bikes 
Instead  of  paying  cash  which  they  receive 

"^""Tm^'i  wT"^°'  inlieuofpay-atthe 

gorsk  Metal  Works  is-  ^ 

sues   its   employees  Velta  plant  in  Perm 

cards  that  can  be  used 
in  company-owned  shops  and  the  city 
department  store.  Russians,  meanwhile, 
keep  their  savings  in  dollars.  Nearly  as 
many  dollars  as  inbles — the  equivalent 
of  $35  billion — are  believed  to  be  circu- 
lating in  Russia's  economy. 

To  get  a  sense  of  how  this  jury-rigged 
system  works,  take  a  look  at  the  local 
economy  of  Perm,  a  city  of  1  million 
i"inged  by  smoke-belching  refineries  and 
sprawling  defense  plants  in  the  Ural 
Mountains.  Because  the  suiTounding  re- 
gion produces  oil  and  gas,  Perm  is 
wealthy  by  Russian  standards.  Yet  the 
government  is  so  short  of  cash  that  the 
city's  83,000  public  employees  ai-en't  paid 
on  time  and  services  such  as  the  water 
utihty  ai"e  on  the  verge  of  coUapse.  Why 
isn't  there  more  money? 

One  answer  Ues  with  companies  such 
as  Lukoil,  Russia's  biggest  oil  company 
and  a  major  employer  in  the  Perm  re- 


gion. The  local  government  lets 
Lukoil  and  its  affiliates  pay  only 
half  their  taxes  in  cash.  They 
pay  the  other  half  vdth  lOUs, 
known  as  veksels,  which  the 
company  pledges  to  redeem  later 
for  oil. 

But  the  local  government 
doesn't  need  oil:  It  needs  money 
to  pay  for  public  sei"vices.  Lack- 
ing cash,  it  gives  veksels  to  sup- 
pliers as  payment  for  goods  and 
sei-vices,  and  passes  them  along 
to  public  institutions  such  as 
schools,  in  lieu  of  operating 
funds.  Noncash  forms  of  pay- 
ment now  make  up  45%  of  the 
city's  $80  million  annual  budget. 

All  this  has  given  rise  to  a 
new  business  in  PeiTn  and  other 
cities:  traders  who  buy  veksels 
for  inbles  and  resell  them  to  cus- 
tomers who  need  oil  or  other 
commodities.  Tlie  tradei-s  usually 
pay  only  50%  of  the  veksels'  face 
value,  leaving  public  agencies 
chi'onically  starved  for  cash. 
BIKES  FOR  JUICE.  Why  does  the 
government  agTee  to  take  these 
lOUs?  Local  authorities  say  they 
have  Uttle  choice  because  even 
wealthy   companies   such  as 
Lukoil  don't  have  enough  money  to  pay 
their  taxes.  Lukoil  gets  hard  cuiTency 
for  exports,  but  the  government  requires 
it  to  sell  a  large  percentage  of  its  oil  in 
Russia  to  customers  who  often  don't  pay. 
So  even  with  middlemen  taking  a  cut, 
the  authorities  reason,  lOUs  pimip  some 
money  into  government  coffers. 

By  contrast,  the  poorest  companies 
must  rely  totally  on  barter.  One  is  Velta 
Co.,  a  cnmibling  factoiy  on  Perm's  out- 
skirts. Once  it  was  one  of  the  Soviet 
Union's  biggest  bicycle  makers.  Now  pri- 
vatized, it  has  almost  no  cash  coming  in. 
Production  has  slumped  fi'om  1  million  to 
200,000.  Exports  have  chied  up,  and  the 
Defense  Ministiy  can't  pay  for  its  or- 
ders. In  most  countries,  such  a  company 
would  go  bankrupt.  Yet  in  Russia,  Velta 
stumbles  along. 

Executive  Director  Vladimii-  Mu'onov, 
49,  admits  that  the  factoi-y's  bikes  aren't 


niNG  BY 


Russia's  banking  system  has  collapsed.  Normal  credit  is  unavailable,  so 
Russians  have  improvised  to  buy  goods,  pay  wages,  and  settle  tax  bills 


lOUS 


COUPONS 


BARTER 


OFFSETS 


DOLLARS 


-leemable  for 
imodities  or 
h,  companies 
je  them  to  sup- 
ers or  to  the  gov- 
ment  in  lieu  of 
payments. 


Companies  issue 
them  to  their  work- 
ers in  lieu  of  ruble 
wages  for  use  in 
company  stores  and 
other  outlets  in  the 
city  of  issue. 


Companies  and 
individuals  swap 
goods  or  services, 
often  with  the  help 
of  specialists  who 
earn  commissions 
for  setting  up  deals. 

DATA:  BUSINESS  WEEK 


Lacking  cash  to  pay 
bills,  companies 
agree  with  each 
other,  or  with  local 
governments,  to 
cancel  out  mutual 
debts. 


As  a  hedge  against 
81%  inflation  and 
with  the  ruble  down 
75%  since  last 
August,  Russians 
keep  their  savings 
in  dollars  at  home. 
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International  Business 


worth  enough  to  cover  the  cost  of  pro- 
duction. Yet  Mii'onov  wants  to  keep  the 
plant  iTinning.  So  Velta  keeps  making 
bikes,  swapping  them  for  raw  materials 
and  electric  power.  Tlie  company  doesn't 
pay  taxes,  but  authorities  look  the  other 
way  because  Velta  supplies  free  heat  to 
neai'by  apaitment  builclings. 

The  biggest  losers  at  Velta  are  its 
4,000  employees,  who  receive  one  bicycle 
a  month  instead  of  a  paycheck.  The  fac- 
toiy  pai'king  lot  is  an  impromptu  bazaai" 
where  workers  and  their  relatives  hawk 
bicycles.  "We  are  luckier  than  people 
over  at  the  chemical  plant.  At  least  om* 
factoiy  gives  us  something  we  can  sell," 
says  Rosa  Mikliailoviia,  one  of  two  dozen 
people  selling  bikes  in  the  snow  one 
morning.  Mikhailovna,  whose  husband 
works  at  the  plant,  doubts  she  will  find  a 
buyer  for  her  ten-speed  bike,  though  she 
is  asking  only  $25. 

SURVIVAL  INSTINCTS.  Even  basket-case 
factories  such  as  Velta  j^rovide  a  good 
living  for  the  middlemen.  While 
Mikliailoviia  stands  in  the  snow,  Ymi  Po- 
luslikin,  38,  and  lus  associates  sit  down  to 
lunch  a  few  miles  away  in  the  lavish 
headquarters  of  FSG  Sintez,  a  company 


that  negotiates  barter  deals.  As 
waiters  serve  giilled  salmon  and 
poui'  glasses  of  Spanish  wine,  Po- 
lushkin  outlines  how  his  business 
works.  "Let's  say  there's  a  company 
that  has  some  metal  and  needs  to 


Magnitogorsk  Metal 
workers  use  factoiy- 
issued  cards  to  buy 

i-aise  cash  to  pa\'  its  electric  bill,"  he  gOOds  in  the  COlTipa- 
says.  "We  could  help  them  swap  nv  Store 
some  of  their  metal  to  a  faiTn.  Tlien 
we  take  food  from  Uie  fann  and  sell  it  to 
stores  or  restam-anis  for  cash."  Even  as 
factories  such  as  Velta  slide  deei)er  into 
debt,  Sintez  has  prosjjered,  posting  $46 
milhon  in  revenues  last  year. 

This  crazy  setup  de".  :4oped  because 
the  government  never  tu  ik  the  tough 
steps  necessaiy  to  transfonii  Russian  in- 
dustry. After  privatizing  mo.-t  state  en- 
terprises in  1993  and  1994,  th^  govern- 


ment never  forced  unproductive  enter- 
prises to  go  out  of  business.  Such  a  move 
would  have  put  representatives  of  the 
socialist  managerial  elite  and  their  work- 
ers out  on  the  street. 

The  baiter  economy  has  also  gi'own 
as  a  du'ect  result  of  the  Ki'emlin's  weak- 
ness. The  government  has  failed  at  one  of 
its  primary  responsibilities — collecting 
taxes.  The  situation  has  gi'own  even 
woi"se  since  August's  financial  ci-ash.  With 
little  cash  coming  in,  the  federal  govern- 
ment has  no  money  to  send  to  regional 
governments  for  social  sei-vices,  the  mil- 
itaiy,  or  state-sector  wages.  It  has  trou- 
ble limning  the  judicial  system  and  en- 
forcing federal  laws.  So  regional 
govemore,  power  companies,  and  factoiy 
directors  all  across  Russia  have  resorted 
to  barter,  veksels,  and  debt  swaps  to 
keep  their  economies  innning  and  theii" 
political  power  intact. 

It  all  adds  up  to  a  bleak  pictiu'e  for 
Russia.  Although  many  companies  and 
individuals  can  keep  going  on  baiter  and 
veksels  for  now,  the  economy  is  likely  to 
shrink  a  further  6%  this  year,  after 
plunging  5%  in  1998.  The  past  seven 
years  have  showTi  just  how  difficult  it  is 
to  transfoiTn  a  huge, 
complicated  country 
like  Russia.  The 
Yeltsin  government 
has  wasted  many 
chances  and  lost  the 
trast  of  the  people. 
It  will  take  a  new 
leader — after  presi- 
dential elections  in 
June,  2000 — and  a 
great  deal  of  time  for 
the  Russians  to  tmst 
their  government, 
theii-  banking  system, 
and  their  currency. 
Most  important,  the 
next  leader  must  find 
a  way  to  boost  in- 
dustrial productivity 
by  closing  down 
worthless  companies. 

For  the  Russian 
people,  their  saving 
grace  is  an  ability  to 
press  on  despite  eco- 
nomic hardship.  In 
many  ways,  Russians  are  entrepreneiu's 
of  survival,  and  theii'  multitiered  economy 
is  another  example  of  theii'  ingenuity.  As  I 
prepai'e  to  leave  Russia  after  six  yeai-s,  I 
liope  that  somehow  the  people  will  get  to 
live  in  a  more  stable,  prosperous  democ- 
racy. They  desei^e  a  chance. 

By  Patricia  Kranz  in  Moscow,  with 
Carol  Matkick  in  Perm  and  Rose  Brady 
in  New  York 


JAPAN 


CHO:  Clot 
the  fami 


MYSTERY  AT 
THE  TOP 

Toyota's  executive  shuffle 
doesn't  clear  anything  up 

The  news  that  Fujio  Cho,  6 
replacing  Hiroshi  Okuda,  6( 
president  of  giant  Toyota  IV 
Corp.  doesn't  clear  up  the  myste: 
what's  going  on  in  the  carma 
boardroom.  The  changes  are  bewi 
ing.  Cho,  cmTently  executive  vice 
ident,  moves  up  in 
June,  when  Okuda  as- 
sumes the  chairman's 
job.  He  replaces 
Shoichiro  Toyoda,  74, 
who  in  turn  becomes 
honorary  chairman. 
Meanwhile,  Eiji  Toy- 
oda, 85,  patriarch  of 
the  founding  family, 
is  named  "supreme 
adviser." 

The  speculation  in  Toyota  C 
that  Okuda  was  kicked  upstair 
cause  the  Toyodas  resented  his 
demands  for  change  and  his  resis 
to  bailouts  for  members  of  To: 
keiretsii.  Cho,  a  well-regarded 
five  who  started  up  Toyota's  succ 
Kentucky  plant,  is  seen  as  a  lo\ 
manager  who  will  heed  the  famO; 
stnictions.  Now  the  concern  is  th; 
company  will  revert  to  its  old, 
moving  ways. 

Yet  at  the  press  conference  1 
noimce  the  changes,  Okuda  didn't 
all  like  an  executive  being  sh 
aside.  He  fielded  most  of  the  que: 
and  at  one  point,  in  an  aside,  j 
that  Cho  could  answer,  too.  01 
new  job  enables  him  to  set  str 
giving  him  great  influence  with 
company.  But  he's  also  reversing 
earlier  positions.  Toyota  vdll,  f( 
ample,  invest  more  money  in  an 
ate,  Sakura  Bank;  Okuda  had  pi| 
opposed  that  move. 

It  will  be  months  before  th 
significance  of  the  executive  ch 
becomes  clear.  Most  likely  the 
das  know  that  investors  would 
badly  if  Okuda  left,  and  that  the;'! 
the  maverick  boss  to  stay  o 
for  the  soft-spoken  Cho,  he  has  ; 
lenging  role  in  a  very  complj 


drama. 


By  Emily  Th 
in 
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lat  kind  of  airline  thinks  executives 
ling  overseas  need  more  personal 
?  More  nonstops?  More  flight  atten 
?  More  award-winning  wines?  More 
tsand  gizmos?  More  everything? 
)  the  airline  that's  outclassing  busi- 
:lass.  That's  who. 
educing  Delta  BusinessElite.  Not 
le  best  international  business  class, 
tore  room  to  enjoy  it.  To  be  exact, 
Tiore  legroom  than  British  Airways. 


28  more  recline  than  American  Airlines. 
And  unlike  Lufthansa,  never  a  middle  seat. 

By  this  summer,  every  international 
flight  will  be  upgraded  with  BusmessElite 
service.  \'ou're  bound  to  appreciate  the 
added  space  and  amenities  on  your  next 
flight  to  Europe,  Japan,  hidia  or  Brazil. 
What  kind  of  executive  wouldn't? 

For  reservations  visit  our  website 
at  www.bizelite.com,  or  call  your  Travel 
Agent  or  Delta  Air  Lines  at  1-800-24 l-4f 41. 


BUSINESSeZ/^g' 

4^  Delta  ^^ines 


space  IS  defined  ds  the  sum  of  legmo/n  and  retime.  Ix'f^mt.ni  Ihiscd  on  measurements  taken  from  ihe  foremost  pomt  of  the  bottom  seat  cushion  to  the  hack  of  the  seal  in  front  of  it  using  noii-fmlkhcad 
oidebody  aircraft  of  American  Airlines,  British  Airways.  Lufthansa.  Virgin  Atlantic.  Continental.  U.S.  Airways.  TWA.  KLM.  ANA,  Alitalia  and  Northwest.  0/'->'^9  Delta  An  Lines.  Inc. 


International  Business 


LATIN  AMERICA 


THE  LATINS  ARE 
BACK  IN  THE  GAME 

They're  able  to  sell  debt  overseas  again 


No  one  will  lend  us  a  dime.  That  was 
the  thinking  that  prevailed  in  the 
corjjorate  boardrooms  and  govem- 
ment  ministries  of  Latin  America  just  a 
few  months  ago.  Brazil  was  teetering 
on  the  brink  as  the  goveniment  hiked 
interest  rates  to  prevent  a  currency 
crash,  and  inflation  crept  upwai'd.  From 
Bogota  to  Buenos  Aires,  coi-porations 
were  being  shunned  by  local  and  foreign 
lenders.  Few  Latin  companies  or  gov- 
emments  even  considered  approaching 
the  capital  mai'kets. 

Yet  suddenly,  the  market  for  Latin 
American  debt  is  coming  back  to  life. 
Since  late  March,  Argentina  has  sold 
$2  billion  and  Mexico  $1  billion  in  bonds. 
Chilean  electric  utility  Endesa  has  sold 
.$400  million  in  paper,  and  telephone  op- 
erator Telecom  Argentina  has  issued 
$160  million.  Brazilian  private  banks 
Bradeseo,  Itaii,  and  Safra  have  each 
sold  $100  million  or  more — the  coun- 
tiy's  first  debt  sales  since  its  cuiTency, 
the  real,  was  devalued  in  Januaiy.  In  a 
key  test  of  the  market,  the  Brazilian 
government  may  soon  issue  more  than 
$1  billion  in  bonds. 

"LIKE  A  SUGAR  HIGH."  Tlie  siu-ge  in  bor- 
rowing reflects  renewed  confidence 
among  investor's  that  Latin  governments 
and  top-tier  companies  are  taking  the 
right  steps  to  ensure  their  financial 
health.  On  top  of  that,  investors  ai-e  dif- 
ferentiating between  emerging  markets, 
heading  to  Mexico  and  South  Korea 
while  shunning  trouble  spots  like  Russia 
and  Indonesia.  Observes  William  R. 


Rhodes,  vice- 
chaiiTnan  of  Citi- 
gi'oup:  "Investors 
are   starting  to 
come  back  on  a 
case-by-case  basis." 

A  big  boost  is 
coming  from  Brazil's 
new  Central  Bank 
president,  Arminio 
Fraga,  who  took  over 
the  job  in  Febmaiy.  By 
showing  a  wiUingness  to 
raise  rates,  Fraga  has  con- 
vinced foreign  investoi-s  that 
he  can  manage  the  real  to 
keep  inflation  from  spiraling 
out  of  control. 

Meanwhile,  lower  interest 
rates  ai-ound  the  world  have  boost- 
ed the  amount  of  money  available 
to  pump  into  Latin  America.  In- 
vestors also  hke  those  high  Latin 
yields,  wliich  are  ranning  fi-om  400  to 
700  points  above  comparable  LI.  S.  Ti'ea- 
suries.  The  resulting  Latin  rally  allays 
some  of  the  fears  that  corporations 
would  be  shut  out  of  capital  markets  in 
1999,  aggi-avating  the  region's  slowdown. 
For  now\  the  appetite  for  debt  is  Umited 
to  top  Latin  companies,  but  successful 
corjDorate  issues  in  coming  weeks  could 
pave  the  way  for  midsize  businesses  to 
issue  paper  later  this  yeai'. 

Buyers  of  Latin  bonds  still  need  to 
exercise  plenty  of  caution.  Outside 
Mexico,  where  the  gi'oss  domestic  prod- 
uct is  expected  to  gi-ow  3%  this  year. 


The  Hot  Issues 


Since  mid-March,  Latin  borrowers  have  hit  the  international  markets 


ISSUER 

MEXICAN  GOVERNMENT 
ARGENTINE  GOVERNMENT 
PANAMANIAN  GOVERNMENT 
CHILEAN  UTILITY  ENDESA 
BRAZILIAN  BANK  BRADESCO 


DEBT  OFFERED 

$1  billion,  6-year  maturity  at  9.75% 
$1  billion,  10-year  maturity  at  12.2% 
$500  million,  30-year  maturity  at  9.4% 
$400  million,  10-year  maturity  at  8.5% 
$200  million,  1-year  maturity  at  11.9% 

DATA:  BUSINESS  WEEK 


Latin  economies  remain  fragile.  A?! 
recession  deepens,  Ai-gentina's  arr 
budget  deficit  could  come  in  at 
lion — $2  biUion  higher  than  its  • 
projections. 

Facing  a  fiscal  deficit  approach' ' 
of  GDP  this  year,  Venezuela  coul< 
another  wave  of  financial  instabil: 
pecially  if  new  President  Hugo  ' 
makes  good  on  his  thi'eats  to  shu; 
Congi'ess  and  implement  an  emei  _ 
economic  program  by  decree.  "\l 
now,  there  is  a  lot  of  positive 
turn  in  the  region,"  says  Walter  M' 
head  of  reseai'ch  at  BCP  Secuiitit- 
in  Greenwich,  Conn.  "It's  like  a  - 
high  that  could  crash  in  an  instair 

These  uncertainties  put  a  lot  ot  i 
sure  on  the  Brazihans.  If  Brazil 
off  a  major  offeiing  of  sovereign  de 
would  sohdtfy  investor  confidence  ii 
country — and  the  region.  Invesii 
bankers  ai-e  high  on  the  offer.  Tht 
there  are  a  lot  of  potential  huyv 
the  bonds,  which  are  likely  to  1 
rich  yield  of  around  13%.  A  suce 
Brazilian  offer  would  add  buoyam 
credit  markets.  That  would  eas. 
pain  of  Latin  America's  economic 

By  Ian  Katz  in  Sao  Paulo,  ivitl 
Smith  in  Mexico  Citij 
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OULD  SCOTLAND  TURN  INTO 
DNY  BUIR'S  aUEBEG? 


lex  Salmond,  the  head  of  the  Scottish  National  Party 

(SNP),  is  leading  fellow  politicos  on  a  brisk  tour  of 

Wishaw,  a  depressed  industrial  town  in  western  Scotland. 

lersby  wish  him  well;  a  driver  honks  and  gives  him  a 

fibs-up  sign.  "All  the  way,  Alex!"  he  shouts. 

ilmond,  a  44-year-old  former  bank  economist,  is  cam- 

ning  for  a  seat  in  what  will  be  Scotland's  ftrst  Parliament 

early  300  years.  It's  a  historic  election  for  the  Scots, 
along  with  the  Welsh  have  been  clamoring  for  gi-eater 

nomy  for  years.  It's  also  a  historic  opportunity  for  the 
for  decades  a  fiinge  party,  to  play  a 

h  bigger  role  in  British  politics. 

t  the  moment,  the  snp,  which  favors 

pendence  for  Scotland,  trails  in  the 
behind  the  Labour  Party.  But  the 

y  is  fighting  hard  enough  to  give 

)ur  a  real  fright  in  the  May  6  ballot- 

The  SNP  is  still  expected  to  win  up- 

is  of  40  seats  in  the  129-seat  Parlia- 
compared  to  Laboui''s  60. 

»  LEFT.  Consequently,  the  snp  is  timi- 
nto  a  major  spoiler  for  the  Labour 
r,  wliich  has  always  relied  on  Scotland 
.  key  power  base.  Its  demands  for  in- 
ndence  create  a  threat  of  a  Quebec- 
chism  that  could  overshadow  Laboiu''s  plan  to  grant  lim- 
autonomy  to  Scotland.  And  its  hard-left  policies  could 
en  Labour,  many  of  whose  constituents  are  still  uneasy 
Prime  Minister  Tony  Blair's  probusiness  policies.  If 
or  starts  to  lose  gi'ound  in  Scotland,  its  strength  in  na- 
!  politics  could  eventually  diminish  as  well, 
us  Blah"  may  have  created  a  big  problem  by  backing  a 
sh  Pai'liament  dming  liis  election  campaign  in  1997.  If  the 
ms  a  majority,  Salmond  pledges  to  hold  a  referendmn  on 
sndence  witliin  foui-  yeai's.  The  snp,  he  says,  "is  Scotland's 
with  Scottish  priorities  at  the  heart  of  its  concerns." 
if  his  party  just  wins  the  second-lai'gest  block  of  seats  in 


SALMOND:  Shaking  up  Labou 


the  new  Pai'liament,  Salmond  can  still  shine  as  a  more  Scottish 
alternative  to  Laboiu'.  Although  it  will  only  decide  local  matters 
such  as  education  and  health  care,  the  Parliament  will  reflect 
Scotland's  left-leaning  and  pro-European  sentiments. 

For  example,  Salmond  opposes  a  Labour-backed  cut  in 
the  British  income  tax,  ai'guing  that  retaining  the  existing  ba- 
sic 23%  rate  would  provide  about  $1  billion  over  thi-ee  years 
for  education  and  social  sei-vices.  Some  Scots  may  also  vote 
snp  as  a  protest  over  entrenched  Labour  politicians  they 
view  as  indifferent  and  corrupt.  "It  is  time  to  give  someone 
else  a  chance,"  says  Sheena  Bryson,  a 
shop  assistant,  who  enthusiastically  wel- 
comed Salmond  in  Wishaw. 

The  early  strength  of  the  snp  has  em- 
barrassed Labour's  leaders,  including 
Chancellor  of  the  Exchequer  Gordon 
Brown  and  Foreign  Secretary  Robin 
Cook,  both  Scots.  Although  Blair  himself 
represents  an  English  constituency,  he 
was  boiTi  and  educated  in  Scotland.  Brown 
has  recently  taken  a  high-profile  role  in 
the  campaign,  wanning  voters  about  the 
costs  for  Scotland  of  a  divorce. 

Indeed,  Scots  receive  about  20%  more 
per  capita  in  government  spending  than 
then-  counteipaits  in  the  rest  of  Britain.  The  snp  counters  that 
an  independent  Scotland  could  tui'n  into  a  high-tech  dynamo, 
as  did  Ireland,  wliich  has  used  investment  promotion  to  catch 
up  with  Britain.  The  snp  might  also  make  a  play  for  revenues 
fi'om  Britain's  North  Sea  oil,  which  mainly  lies  off  Scotland. 

So  far,  Salmond's  opposition  to  tax  cuts  has  not  helped  his 
cause,  according  to  polls.  Condemning  Britain's  role  in  the 
bombing  of  Serbia  also  looks  like  a  misstep.  But  Salmond 
seems  to  be  in  the  game  for  the  long  inn.  Unless  he  suffers  a 
cinshing  defeat — wliich  is  unlikely — the  relationship  between 
Britain  and  Scotland  could  be  pennanently  changed. 

By  Stanley  Reed  in  Edinburgh 


LOBALWRAPUP 


EDISH  FALLOUT 

veden  could  be  facing  higher  bor- 
ing rates,  following  the  abrupt 
^nation  of  Finance  Minister  Erik 
rink  on  Apr.  12.  Asbrink  and 
le  Minister  Goran  Persson  have 
1  at  odds  for  months.  But  As- 
k  chose  to  leave  just  two  days 
re  the  Social  Democratic  minori- 
overnment's  spring  budget  plan 
presented,  claiming  that  Persson 
;rcut  his  authority  on  the  gov- 
lent's  tax  program.  Within 
'S,  Persson  replaced  him  with 


career  Social  Democrat  Bosse  Ring- 
holm,  and  interest  rates  on  10-year 
government  bonds  moved  up  0.08 
percentage  points  to  4.25%,  while  the 
krona  fell  4.3%  against  the  euro. 
Things  could  get  worse.  Ringholni, 
56,  is  a  former  National  Labor  Mar- 
ket Board  director  and  unknown  out- 
side Sweden. 

NATO  CUTS  TRADE 

►  Count  one  of  Europe's  busiest 
waterways  among  the  casualties  of 
NATO's  bombardment  of  Yugoslavia. 
Since  the  early  April  destruction  of 


bridges  over  the  Danube  River  at  the 
Serb  city  of  Novi  Sad,  100  barges 
have  been  stalled  on  either  side  of  the 
Yugoslav  border.  Countries  affected 
by  the  river  closing  range  from  Ger- 
many, Austria,  and  Hungary  to 
Ukraine,  Romania,  and  Turkey.  The 
hardest-hit  producers  and  shippers 
are  in  Hungary.  A  majority  of  its 
grain  exports  normally  head  south 
along  the  1,700-mile  artery,  eventual- 
ly to  deepwater  ports  in  the  Adriatic 
Sea.  Shipping  by  rail  is  at  least  50% 
more  expensive,  even  when  the  rail- 
cars  are  available. 
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The  1999  Business  Week  Technology  Leadership  Summit 
is  designed  for  senior  technology  leaders  and  other  execu- 
tives who  need  to  integrate  business  strategies  through 
technology.  Key  executives  from  leading  firms  will  drive  in- 
depth  strategy  workshops  designed  to  help  you  make  sense 
of  your  technology  challenges  and  business  opportunities. 
We've  stripped  away  the  visionary  rhetoric  and  the  empty 
promises  to  create  a  single  day  full  of  real-world  value. 

You'll  work  with  industry  analysts,  financial  specialists, 
marketing  and  technical  specialists  to  learn  how  e-business 
customers  and  suppliers  are  changing  IT  and  how  IT  has  the 
power  to  create  new  business  opportunities  for  you. 

In  addition  to  this  hands-on  learning,  you'll  have  a  chance 
to  hear  Chuck  Martin,  author  of  Net  Future,  and  take  home 
a  copy  of  his  book.  Plus  Bill  Gates'  new  book.  Business  @ 
the  Speed  of  Thought  and  Profit  Patterns:  30  Ways  to  Anticipate 
and  Profit  from  Strategic  Forces  Reshaping  Your  Business  by 
Adrian  J.  Slywotzky  and  David  J.  Morrison.  You  may  even  wind 
up  with  a  tote  bag. 

Limited  Reservations  Available. 

In  order  to  make  this  a  valuable  experience  for  each 
executive,  conference  attendance  will  be  strictly  limited.  To 
reserve  your  place  or  for  more  information,  visit  our  website: 

http://conferences.businessweek.com/1999/ctls/ 
You  can  also  call  Julie  Terranova  at  1-800-682-6007,  e-mail 
her  atjulie_terranova@businessweek.com,  or  contact  fax-on- 
demand  at  1-800-682-6007,  document  #90. 
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CAN  THIS  BOY  WONDER 
BE  A  BOY  OWNER? 

Dan  Snyder,  minus  Milstein,  takes  a  second  run  at  the  Redskins 


It  was  another  roller-coaster  day  for 
Daniel  M.  Snyder.  On  the  morning  of 
Apr.  7,  Snyder  Communications  Inc. 
announced  the  latest  in  a  string  of  ac- 
quisitions, adding  Media  Syndication 
Global  to  its  budding  marketing  empii-e. 
Big  plus. 

Later  that  day,  Snyder  and  New 
York  real-estate  mogul  Howard  Milstein 
withdrew  their  record 
$800  million  bid  to 
buy  the  Washington 
Redskins  in  the  face 
of  intractable  opposi- 
tion from  NFL  own- 
ers. Big  bummer. 

But  Snyder,  34,  is 
nothing  if  not  persis- 
tent. Ten  years  ago, 
he  was  a  college 
dropout  who  had  just 
lost  millions  that  Mort 
Zuckennan  and  side- 
kick Fred  Drasner 
had  invested  in  a  stu- 
dent magazine  Snyder 
launched  in  1986. 
Now,  minus  Milstein, 
he's  putting  together 
a  new  gi-oup — includ- 
ing Zuckerman  and 
Drasner — that  will 
again  try  to  buy  the  Redskins. 

Although  NFL  owners  made  it  plain 
that  they  didn't  want  the  prickly  Mil- 
stein in  their  club,  Snyder  seemed  to 
pass  muster.  "Snyder  would  be  an  out- 
standing owner,"  says  Jeny  Jones,  own- 
er of  the  Dallas  Cowboys.  Still,  if  the 
trustees  for  the  estate  of  deceased  Red- 
skins owner  Jack  Kent  Cooke  let  Sny- 
der tiy  to  win  nfl  approval  for  a  new 
ownership  group,  he  could  face  the 
toughest  sell  of  his  career. 
TRUE  BELIEVERS.  Real  estate  developer 
and  media  magnate  Zuckerman  and 
New  York  Daily  News  ceo  Drasner 
bought  Snyder's  first  big  sales  pitch  a 
dozen  years  ago.  They  sank  nearly  $3 
million  into  Campus  usA,  a  free  stu- 
dent mag  he  started  at  the  University 
of  Maryland.  It  failed  when  Snyder 
couldn't  sell  enough  ads.  "He  cost  me 
some  money  about  10  years  ago,  but 


recently,  he  has  made  me  a  fortune," 
says  Drasner,  who  had  faith  enough  to 
invest  in  Snyder  again,  through  Snyder 
Communications.  "I  knew  he'd  get  it 
right  with  a  vengeance,"  Drasner  says. 

The  stakes  are  a  good  deal  higher 
this  time  ai'ound.  If  the  Cooke  estate  re- 
opens the  bidding  for  the  Redskins, 
Snyder  might  be  forced  to  raise  his 


million  bid — the  highest  ever  offered 
for  a  U.  S.  sports  ft-anchise.  Cooke's  son, 
John  Kent  Cooke,  may  also  wind  up 
back  in  the  running  for  a  team  that 
struggled  to  a  6-10  season  last  year. 
What's  more,  the  franchise  could  lose 
its  lucrative  Redskins  name  in  a  trade- 
mark dispute. 

Snyder  wouldn't  comment  for  this 
stoiy,  but  eaiiier  tliis  yeai;  he  insisted  to 
BUSINESS  WEEK  that  owning  the  Skins — 
while  a  "dream  come  tme" — was  also 
a  smart  buy.  "I  would  never  call  this  a 
vanity  purchase,"  he  said.  "I  would  call 
this  a  once-in-a-lifetime  opportunity." 

One  of  the  nfl's  marquee  teams,  the 
Skins  generate  almost  $135  million  a 
year  in  revenue,  plus  a  share  of  nfl  li- 
censing and  sponsorship  income.  New 
owners  could  rake  in  $3  million  more  a 
year  by  selling  naming  rights  for  the 
team's  suburban  Maryland  stadium — 


something  Snyder  says  he'll  consid 
If  he  does  buy  his  hometo^vn  team 
would  surely  enhance  his  Cinderfe 
story.  With  no  degree,  Snyder  1 
wound  up  at  the  helm  of  a  $2.5  bill: 
communications  conglomerate  with  9,^ 
employees  in  14  countries  and  a  da 
base  of  more  than  20  million  names  tl 
he  taps  for  his  direct-mail  ventures.  1 
boy  wonder  claims  "nine  figures  of  p 
sonal  liquidity."  Close  friends  say 
doesn't  need  investors  to  buy  t 
Skins — he  could  pony  up  enough  ci 
and  financing  on  his  own. 
STOCK  PLUNGE.  Snyder  Communicatio 
niche  is  targeted  marketing — using 
phisticated  data  analysis  to  identify  a 
pursue  a  company's  best  prospec 
Clients  include  IBM,  Bell  Atlantic,  a 
United  Parcel  Service. 

Wall  Street  has  taken  notice.  "Th 

WHO  IS  DAN  SNYDER? 

AGE  34 

EDUCATION  University  of 
Maryland  dropout 

FAMILY  Wife  Tanya,  two 
daughters 

IN  GARAGE  Two  Ferraris 

FIRST  VENTURE  Campus 
USA,  a  free  student  magazine 
launched  in  1986  on  a  $2.7 
million  investment  from  Mort 
Zuckerman  and  Fred  Drasner 
Folded  in  1988 

LATEST  VENTURES  Bui  Id  in 

Snyder  Communications  into 
global,  multimedia  marketing 
empire;  pursuing  the  Redskir 

don't  have  any  direct  competition,"  S': 
analyst  Fran  Blechman  Bernsteir) 
Men-ill  Lynch  Global  Securities  in  >v 
York.  "If  you  wanted  one-stop  shoppi 
in  terms  of  direct-marketing  servit 
from  direct-to-consumer  to  the  Inr 
net,  they're  it." 

Still,  Snyder  Communications  stii 
has  swooned  from  a  high  of  54  p~ 
April  into  the  30  range.  The  reasoi^ 
stock-financed  acquisition  binge  that  3 
diluted  shares,  generating  worries  aid 
the  company's  true  grovrth.  I 

Even  as  Snyder  bought  up  ad  aji 
cies,  direct-mail  services,  and  Inteif 
marketing  companies  across  the  I^ 
and  Europe — an  acquisition  in  e^r 
month  of  1998 — he  has  maintainf 
hands-off  management  style.  Snjf 
says  he'll  do  the  same  with  the  I|t 
skins — if  he  gets  the  chance.  j 

By  Lorraine  Woellert.  in  Washing 
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OW  FRED  HASSAN  RESCUED 
HARMACIA  &  UPJOHN 

5  job  isn't  finished,  but  the  CEO's  overhaul  has  worked  wonders 


didn't  take  long  for  Fred  Hassan 
)  figure  out  how  bad  tilings  were  at 
harmacia  &  Upjohn  Inc.  Two 
'eeks  after  aniving  from  American 
e  Products  Coi-p.  to  take  over  as 

executive  in  1997,  Hassan  called  a 
ing  in  Sweden  to  discuss  the  launch 
e  company's  upcoming  bladder-con- 
medicine,  Detroi,  in  the  U.  S.  But 
ad  of  drawing  up  marketing  plans, 
mned  Hassan  dis 
•ed  that  Pharma- 

very  rights  to 
drug  were  in 
ion.  Competitor 
3t  Laboratories 
claimed  that  an 
igement  on  a  re- 
product  gave  it 
ption  to  strike  a 
eting  deal  on  Det- 
'he  diTjg  had  put- 
along  in  develop- 
at  Pharmacia 

•ut  anyone  mov- 

iggressively  to 

/e  the  problem. 

jcking — but  as 

in  would  soon 

iver,  not  at 

typical.  The 
merger  of 

Irug  outfits, 

ish  Pharma- 

and  U.  S.- 
Upjohn  Co., 
go  down  as 

)f  the  worst- 

ged  combina- 

in  recent  memo 


ry.  An  attempted  "merger  of  equals" 
resulted  in  separate,  often  feuding,  fief- 
doms  scattered  across  three  countries. 
"There  was  a  lot  of  finger-pointing," 
Hassan  recalls.  "It  was  a  lot  worse  than 
I  had  thought.  A  lot  worse." 

Hassan,  53,  who  anived  as  a  battle- 
tested  veteran  of  drug  mergers,  was 
forced  to  launch  a  radical  restnicturing. 
With  25  yeai-s  in  the  industiy,  including 


foiu-  i-unning  American  Home's  drug  op- 
erations, he  Im-ed  away  hah"  a  dozen  top 
executives  from  rivals  and  set  out  to 
create  an  entirely  new  management 
stnictiu'e  and  cultui'e.  Hassan  also  bol- 
stered Phannacia's  weak  and  dispirited 
sales  force  and  centralized  control  in  a 
new  headquarters  in  New  Jersey.  And 
to  ensiu'e  growth,  he  refocused  reseai'ch 
dollars  on  the  most  promising 
products.  Hassan  likens  the 
process  to  that  of  launching 
a  company  from  scratch. 
"We're  known  as  the  $7 
billion  startup,"  he  says 
with  a  laugh. 
SOARING  STOCK.  He 
can  afford  to  breathe 
easier  today,  having 
orchestrated  an  im- 
pressive rescue.  Af- 
ter two  years  of 
falling  earnings, 
Pharmacia  more 
than  doubled  its 
net  income  in  1998, 
to  $691  million.  SG 
Cowen  &  Co.  ana- 
lyst Ian  C.  San- 
derson expects  a 
38%  hike  this 
year,  to  $951  mil- 
lion. Wall  Street 
has  noticed:  Since 
Hassan  took  over, 
PhaiTnacia's  stock,  at 
G&'/i,  has  risen  124%, 
slightly  beliind  the  S&P 
Dings  index's  134%.  gain. 
As  fai-  as  Phannacia  has 


THE  PROBLEMS-AND  THEIR  REMEDIES 


>PING  THE  BICKERING 

;hting  was  rampant  among  the 
pany's  far-flung  operations, 
I  of  which  did  its  own  product 
arch  and  marketing.  Hassan 
3d  headquarters  to  New  Jersey, 
ralized  operations,  and  brought 
new  management  group. 


BUILDING  INVESTOR  CREDIBILITY 

Pharmacia  had  repeatedly  missed 
its  own  cost  and  earnings 
projections.  Early  on,  Hassan  cre- 
ated a  management  committee 
whose  job  was  to  ensure  that  the 
company  set,  and  met,  more 
conservative  earnings  targets. 


WEEDING  OUT  LOSERS 

Hassan  halted  work  on  products 
in  the  research  pipeline  that  were 
unlikely  to  yield  a  good 
commercial  payoff.  He  struck 
deals  to  license  more  promising 
new  products,  such  as  an 
upcoming  diabetes  drug. 
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It's  as  if  the  term  "the  great 
outdoors"  was  invented  for  West  Virginia.  The 
majestic  mountain  scenery  has  been  known  to 
inspire  a  passion  for  nature  in  even  the  most 
jaded  urbanite.  The  countryside  can  take  your 
breath  away,  so  the  next  time  you're  driving 


^^^1  Virginia,  USf^ 


through  this  natural  wonder,  do  what  the  locals 
often  do.  Stop  the  car  and  see  what  the  moun- 
tain air  will  inspire  in  you. 

Of  course,  if  you  happen  to 
be  driving  a  Toyota  through  the  Mountain  State 
in  the  near  future,  you  may  have  the  advantage 
of  some  local  passion  right  there  with  you. 

That's  because  West  Virginians 
are  now  producing  Toyota  engines  at  a  brand- 
new  manufacturing  plant  in  Putnam  County. 
By  the  time  it's  fully  operational,  this  $900  mil- 
lion plant  will  have  the  capacity  to  build  500.000 
engines  and  360,000  transmissions  per  year, 
using  many  U.S.  parts. 

Local  people  manufacture 
Toyota  vehicles  and  components  in  25  coun- 
tries around  the  world.  It  helps  the  products  we 
sell  answer  the  special  needs  and  standards  of 
all  our  drivers,  wherever  they  may  be. 

Here  in  America,  our  sec- 
ond-largest manufacturing  base,  Toyota  has 
invested  more  than  $9  billion  in  manufacturing, 
research  and  design. 

Local  investment.  It's  the 
engine  for  growth  in  West  Virginia  -  and  in 
communities  around  the  world. 

TOYOTA  People  Drive  Us 


The  Corporation 


Pharmacia's  drug  pipeline  is  still  a  weak  spot.  It'll  be  a 
few  years  before  the  next  big  crop  of  products  emerges 


come,  however,  it  remains  a  work  in 
progi-ess.  Weak  sales  gTowth  still  plagues 
the  company.  After  slipping  8'7(  in  1997, 
revenues  rose  just  2.6%,  to  $6.8  billion 
last  year;  $7  billion  is  expected  for  1999. 
Hassan  needs  to  approach  the  pace  set 
by  industry  leaders  Warner-Lambert  & 
Co.  and  Pfizer  Inc.,  which  last  yeai'  grew 
2.5%  and  23%.  Hassan  will  have  to  add 
products  to  his  pipeline — and  perhaps 
look  for  yet  another  big  partner  Slow 
growth  is  a  reason  Pharmacia's  ratio  of 
pnce  to  estimated  earnings,  86,  lags  be- 
hind Pfizer,  at  60.  Says  analyst  Peg 
Thompson  at  Janus  Funds,  which  owns 
13  million  shares:  "They  ai'e  selling  a 
few  multiple  points  below  most  of  the 
gTOUj)  because  people  don't  know  if  the 
turnaround  is  sustainable." 
POWERHOUSE.  When  Pharmacia  and 
Upjohn  merged  in  1995,  the  plan  was  to 
create  a  global  drug  powerhouse.  The 
companies  had  complementary  research 
strengths — Upjohn  in  markets  like 
fighting  infectious  diseases  and  Phar- 
macia in  areas  like  cancer.  Upjohn's 
sales  force  in  the  highly  pi'ofitable  U.  S. 
market  could  drive  strong  growth 
among  both  companies'  products,  the 
thinking  went,  while  cost  savings  from 
combining  the  companies  would 
strengthen  profits.  Management,  under 
Upjohn  CEO  John  L.  Zabriskie,  set  ag- 
gTessive  cost-cutting  goals. 

But  those  plans  soon  foundered  as 
management,  concerned  with  maintain- 
ing good  relations  among  executives 
from  the  two  sides,  put  off  tough  deci- 
sions about  closing  Upjohn's  facilities  in 
the  U.  S.  or  Phannacia's  operations  in 
Sweden  and  Italy.  The  compromise 
didn't  help:  Zabriskie  set  up  headcjuar- 
ters  in  Windsor,  England,  while  the 
U.  S.,  Swedish,  and  Italian  sites  ran  au- 
tonomous marketing  and  research. 

Within  less  than  a  year,  the  company 
was  warning  it  would  miss  Wall  Street 
earnings  targets  and  the  board  was 
looking  for  a  new  ceo.  In  Ha.ssan,  it 
found  an  executive  with  the  necessaiy 
global  perspective:  Raised  in  Pakistan, 
he  had  a  degree  in  chemical  engineeiing 
from  the  University  of  London  and  an 
MBA  from  Harvard  business  school.  But 
more  important,  he  had  experience  with 
a  successful  ding  merger.  After  joining 
American  Home  in  1989  from  Sandoz 
Pharmaceuticals  Corp.,  Hassan  played 
a  key  role  in  the  purchase  and  integi'a- 
tion  of  American  Cyanamid  Corp.  He 
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became  known  for  an  encyclopedic 
knowledge  of  products  and  licenses.  "His 
consumption  of  detail  is  unparalleled," 
says  Ronald  M.  Nordmann,  a  portfolio 
manager  at  Deerfield  Management  Co. 

The  key  at  Pharmacia,  Hassan  quick- 
ly realized,  was  to  establish  centralized 
management.  So  in  July,  1997,  just  two 
months  after  joining,  he  began  disman- 
tling the  three  independent  centers  in 
Stockliolm,  Milan,  and  Kalamazoo,  Mich. 
He  persuaded  the  board  to  move  the 
headquarters  to  New  Jersey — the  hub 
of  the  LI.  S.  drug  industry — and  pulled 
in  finance,  research,  and  sales.  The  com- 
pany will  soon  move  to  Peapack. 

No  Saturday  Night 
Massacre  took  place, 
but  several  senior  ex- 
ecutives left  or  were 
reassigned.  Today,  fom- 
of  Hassan's  seven  top 
execs  are  new.  They 
include  Senior  Vice- 
President  Carrie  Cox, 
an  American  Home 
veteran  who  is  credit- 
ed with  helping  to 
build  that  company's 
large  Premarin  line  of 
hormone-replacement 
therapy.  Says  Magnus 
Lundberg,  who  left 
Pharmacia  in  1996  and 
was  recruited  back 
earlier  this  year  as 
president  of  diagnos- 
tics: "The  whole  com- 
pany has  a  lot  more 
sizzle  to  it  now." 

Hassan  has  also 
been  forceful  but  diplo- 
matic about  cutting 
costs.  He  negotiated 
with  unions  in  Sweden 
to  gain  their  support  for  shutting  two 
research  sites  there.  The  move,  along 
with  cuts  in  overhead  in  Stockholm,  Mi- 
lan, and  Kalamazoo  and  an  overhaul  of 
Pharmacia's  piu'chasing  practices,  is  ex- 
pected to  shave  $250  million,  or  about 
4%,  off  annual  costs  by  2000. 

Cutting  went  only  so  far,  though.  The 
merger  had  left  Pharmacia's  sales  force 
in  disarray — turnover  in  the  U.  S.  hit  a 
high  of  25%-  in  1997.  Hassan  set  out  to 
hire  a  third  more  salespeople,  building 
to  6,000  woridwide.  That  includes  600 
new  hires  primarily  to  sell  Detrol  to 
U.  S.  doctors.  The  investment  is  paying 


HASSAN  REVIVES 
THE  BOnOM  LINE 


...BUT  GROWTH 
REMAINS  ANEMIC 


'95  '96  '97 
A  BILLIONS  OF  DOLLARS 

DATA  PHARMACIA  &  UPJOHN  INC  .  SG  COWEN  &  CO 


off.  Having  cleai'ed  up  the  problem  w 
Forest  Labs — Hassan  agreed  to  paj 
as  much  as  $25  million,  depending 
Detrol  sales — Phairnacia  racked  up  $: 
million  in  sales  of  the  incontinence  dj 
last  year.  That's  far  beyond  expec 
tions.  Older  products  are  perking 
too:  Sales  of  the  anxiety  treatm< 
Xanax  and  the  contraceptive  De] 
Provera,  which  fell  in  1997,  both  r( 
about  15%  last  year,  to  $321  milKon  £ 
$227  million,  respectively. 

Now  Hassan's  biggest  challenge  lies 
strengthening  Pharmacia's  new-prod 
pipeline.  The  company  has  killed  seve 
I'esearch  projects  that  were  unlikely 
yield  a  big  payoff  i 
is  pumping  resoun 
into  more  promisi 
prospects.  One  si 
drag  is  Zyvox,  an  ; 
tibiotic  whose  devel 
ment  was  acceleral 
six  months,  partly 
outsourcing  some  cli 
cal  trials.  Hassan 
l-aiowledges  it  will  b 
few  years  before  1 
next  big  crop  of  pr 
ucts  emerges.  In  1 
meantime,  he's  stri 
deals  to  license 
drugs,  including 
promising  diabet 
ti'eatment  developed 
Japan  Tobacco  I 
"Over  the  next  thi 
to  five  years,  ab( 
50%  of  oui*  growth  \ 
come  from  dealms 
ing,"  he  says. 

That  assumes, 
course,  that  Hass 
has  the  time.  With  o 
solidation  continuing 
reshape  the  drag  industry,  the  mids 
Phamiaeia  could  end  up  on  the  receiv; 
end  of  yet  another  takeover  "As  sc 
becomes  moi-e  important  in  the  indust 
it  does  raise  the  issue  of  whether  Ph 
macia  &  Upjohn  can  remain  indepf 
dent,"  says  Stephen  S.  Tang,  natio: 
director  of  consultant  A.  T.  Kearr 
Inc.'s  healthcai-e  practice.  Hassan  does 
rule  out  a  big  deal,  but  he  conten 
"We  are  large  enough  to  make  it ! 
oui'  own."  At  least  if  he's  proven  wro^ 
Hassan  now  knows  how  to  make! 
merger  work  without  dialing  911.  ' 
By  Amy  Barrett  in  Short  Hills,  M 
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Get  maximum  return  on 
your  worldwide  IT  investment. 

Transitional  IT  outsourcing 
services  from  IMRglobal. 


imr 


the  power  of  vision,  the  value  of  results." 


877-11  VALUE  www.imrglobal.com 
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Sometimes  you  forget  the  milk.  '{Mt; 
Sometimes  you  forget  the  breadv  ' 
Sometimes  you  forget  the  store  altogether. 


With  every  corner  you're  lost  in  the  stability  of  the  Concorde  LXi's  cab-forward 
architecture  and  low-speed  traction  control,  not  to  mention  the  sound  of  its  225 
hp  V6.  For  more  information,  call  1.800. CHRYSLER  or  visit  www.chryslercars.com. 
The  new  1999  Chrysler  Concorde.  LX  starting  at  $22,190.  LXi  as  shown,  $26,010: 


ENGINEEREDrTO  BE  GREAT  CARS 

^CHRYSLER  CONCORDE 

MX:  4.   .  .   ■  ^   -   ^  ^  
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The  lobster  that  made  it  all  the  way  from 
Portland,  Maine,  to  Easy  Street. 


A  young  boy  in  Ames,  Iowa,  runs  out  to  the  mailbox. 
He  yanks  down  the  flap  and  peers  in.  A  package  greets 
his  eyes.  It's  moving  slightly.  It's  smelly.  It  has  Caution: 
Live  Animals  written  all  over  it.  He  winces.  He  takes  a 
breath.  Then  he  runs  the  box  inside,  yelling  at  the  top 
of  his  lungs,  "Dinner  is  here!" 

This  is  just  the  sort  of  scene  that's  happening 
around  the  country,  thanks  to  the  online  business 
The  LobsterNet.com. 

To  New  Engianders  Lance  Cleveland  and  Phil  Rose, 
lobsters  were  stew  meat.  But  they  knew  that  to  some, 
their  product  was  a  delicacy.  To  people  in  Tucson. 
Or  Hollywood.  Or  West  Amarillo. 

But  when  they  set  up  their  Web  site,  nobody  had 
heard  of  The  LobsterNet.com  so  the  inventory  started 

to,  well,  smell.  To 
prevent  further 
spoilage,  they 
resorted  to  eating 
lobster  dinners 
every  night.  (It 
sounds  better 
than  it  was.) 

Triumphantly,  six  months  and  about  eight  gallons  of 
bisque  later,  their  first  order  finally  came. 


At  MSN  LinkExchange.  there's  nothing 
fishy  about  finding  more  online  customers. 

To  find  new  customers,  they  turned  to  the  marketing  solution: 
at  MSN  LinkExchange.  As  the  champion  of  small  businesses, 
MSN  LinkExchange  is  making  it  easier  for  online  businesses  like 
The  LobsterNet.com  to  turn  ideas  into  profits.  And  that's  exactii 
what  Lance  and  Phil  started  to  do. 

They  used  ClickTrade.  a  service  where  other  online  businesse 
who  send  customers  to  The  LobsterNet.com  get  a  commission. 
Pretty  soon  click-thru 's  to  The  LobsterNet.com  started  coming  fro 
sites  they  never  would  have  thought  of.  One  order  came  from  a 
wedding  chapel  site.  Another  from  a  Florida  golf  supply  site.  A  b 
response  from  the  home  dating  network.  (Nothing  says  lovin'  like 
live  lobster.)  Then  they  used  Submit  It!  to  easily  register  "lobster 
with  dozens  of  search  engines.  So  whenever  someone  types  lobst 
whether  it's  "I'm  looking  for  lobster."  "I  need  a  picture  of  a  lobste 
or  "My  rash  looks  like  a  lobster."  their  name  pops  up.  They  were  hi 
Dare  we  say,  boiling. 

Lobster  etouffee  is  nice,  but  a 
healthy  portion  of  profit  is  better. 

Lately,  the  guys  from  Maine  boast  50,000  online  visitors  -  a 
nearly  200  lobster  orders  -  every  month.  For  the  first  time  in  a  Ic 
time,  Lance  and  Phil  are  knee-deep  in  something  other  than  seawe( 

If  you  want  to  find  new  customers,  increase  sales,  and  builc,. 
awareness  all  on  a  shoestring  budget,  go  to  www.linkexchange.co  e 
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Create  your  own  small  business  success  story. 
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A  New  Resource  for  You 


frontier  IS  for  entrepreneurs  who  know  small  companies  can  be  big  players 

WELCOME  TO  FRONTIER,  the  resource  for  entrepre- 
neurs from  the  editors  of  business  week,  frontier  is  a 
monthly  supplement  to  your  regular  subscription  that 
replaces  enterprise  both  in  print  and  online  at  fron- 
tier, businessweek.com. 

Why  frontier?  Because  it  reflects  what  entrepreneurs 
are  doing  now:  creating  new  kinds  of  businesses  and 
new  ways  of  running  them  that  weren't  possible  only 
a  short  time  ago,  thanks  to  changes  in  technology  and 
the  business  world.  In  practice,  your  horizons  are  lim- 
itless because  size  is  no  longer  the  barrier  it  once  was. 

We  call  frontier  a  resource  because  it  brings  you  in- 
formation and  tools  you  need  now  to  expand  your 
company.  In  print,  we'll  still  bring  you  in-deptli  re- 
ports such  as  this  month's  cover  story  on  the  some- 
times-wacky world  of  entrepreneurial  awards.  And 
we've  added  shorter  pieces  with  analysis  and  advice: 
The  Trends  page  tells  you  how  major  business  and 
economic  issues  such  as  health  care  and  interest  rates 
will  affect  small  companies.  Digital  Manager  helps  you  pick  the  right  technolo- 
gy and  get  more  out  of  what  you  already  have.  Need  a  new  business  strategy? 
Smart  Answers  puts  your  questions  to  the  nation's  top  experts  and  consultants. 
And  check  out  Instant  Expert,  which  brings  you  up  to  speed  quickly  on  must- 
know  issues  such  as  protecting  your  rights  on  the  Web. 

You'll  see  the  frontier  icon  on  stories  to  let  you  know  there's  more  in- 
formation at  our  Web  site,  and  that's  only  the  beginning,  frontier  online 
is  your  daily  resource  with  valuable  new  information  every  weekday. 
Check  out  our  vast  archive  of  original  online  stories  and  free  interactive  features. 
A  sampling:  a  browsable  database  of  1 1  million  business  leads  and  a  cus- 
tomized capital  search  that  plugs  you  in  to  15,000  lenders.  We  also  have  inter- 
active buying  guides  for  technology  and  office  equipment,  plus  advice  on  fi- 
nance, people,  benefits  and  how  entrepreneurs  should  manage  their  money. 

Want  more?  Let  us  know  how  we  can  serve  you  better.  Send  us  an  E-mail  at 
frontier@businessweek.com,  or  write  to  business  week  frontier,  1221  Avenue  of  the 
Americas,  39th  Eloor,  N.Y.,  N.Y.  10020. 

RICK  GREEN.  EDITOR 


MEET  THE  EDITORS:  (standing,  I.  to  r.)  Dennis  Berman, 
Jeremy  Quittner,  Rick  Green,  and  Julia  Lichtblau;  (sitting 
I.  to  r.)  Fred  Strasser,  Robin  Schatz,  and  Edith  Updike 
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Hello, 

cruel 
wodd. 


Introducing  the  250MB  Zip'  drive  and  disks. 
It's  the  latest  Zip  drive  that  works  with  the  millions 
of  100MB  Zip  disks  already  out  there. 

Bring  it  on. 

www.iomega.com 

Your  life  ( and  everything  you  can  pack  into  it )  is  safe  herel"  10111699- 

Copyright  ©  1999  Iomega  Corporalion.  All  rights  reserved.  Iomega  and  Zip  are  registered  trademarks,  and  "Your  life  is  safe  here"  is  a  trademark  of  Iomega  Corporation. 
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Profitably  Correct 

Management  is  more  diverse  in  small  companies  than  large,  and 
that  can  be  good  for  business.  So  concluded  the  American 
Management  Assn.  after  studying  more  than  1,000  member 
companies.  The  poll  showed  an  inverse  relationship  between 
business  size  and  the  ethnic,  gender,  and  age  diversity  of  senior 
management.  On  average,  leadership  at  businesses  with  less  than 
$10  mUlion  in  sales  was  5%  African  American,  31%  female,  and 
26%  under  40  years  old.  The  percentages  are  just  2.5%,  13%, 
and  12%  at  giants  of  $1  biUion  or  more.  From  1996-1997, 
smaller  companies  also  had  better  sales  growth  (19%  vs.  8%) 
and  net  profits  (31%  vs.  12%)  than  the  big  boys. 

But  correlation  is  not  causation.  Businesses  led  by  execs  un- 
der 40  led  in  profit  growth,  but  that  could  be  because  fast- 
growth  companies  appeal  to  youth.  For  a  full  report,  visit  the 
AMA  Web  site:  www.amanet.org/research/press.htm. 


Pennies  Earned 

Forget  stock  market  madness. 
Owning  a  business  is  still  the 
surest  road  to  riches.  Financial- 
services  consultant  Spectrem 
Group  researched  the  wealth  of 
America's  13.5  million  "affluent 
households" — those  with  annual 
income  above  $100,000  and/or 
net  worth  (excluding  home  equi- 
ty) of  at  least  $500,000.  Forty 
percent  of  those  heading  such 
households  are  business  owners, 
and  many  are  retired  owners. 
Only  1%  call  themselves  investors. 


Netscape:  V2K  Help  Center  rpr  Small  Businesf ,  US.:  http://y2Khelp  Jtlst^ov 
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F  Y2K,Easy 
-  As  1-2-3 


E--U  H-l^  Tk;  t'^^'f  TV  *■ 


The  new,  free  "Jump- 
start  Kit"  from  die  Na- 
tional Institute  of  Stan- 
dards &  Technology 
won't  stamp  out  y2k 
bugs,  but  it  can  help  or- 
ganize the  extermina- 
tion. The  software,  at 
wvvw.y2khelp.nist.gov, 
breaks  y2k  conversion  into  four  parts,  with  tem- 
plates and  forms  to  guide  record -keepuig.  It  also 
helps  identify  .otirces  of  external  glitches,  such 
as  banks  and  l  iilities.  For  info  call  800  Y2K-7  557. 
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Final  Cancellation 

A  last  electronic  eep!  has  toUed  for  the 
chanical  postage  meter,  which  became  def 
on  Mar.  31  by  Postal  Service  edict.  For  y( 
the  in-house  franking  machines  supportec 
posting  needs  of  thousands,  but  electronic 
tems  are  cheaper,  faster,  and  less  pron 
fraud.  So  the  meters  follow  the  hoofstep 
the  Pony  Express  into  obsolescence.  R.  1. 1 
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aperless  Pages 

>ed  to  cut  down  on  paper?  A  new  breed  of 
ftware  converts  paper  documents  into  Web 
ges,  making  it  easy  to  put,  say,  a  brochure  or 
iployee  manual  on  a  Web  page  or  intranet, 
lese  programs,  which  work  with  scanners, 
ead"  both  text  and  graphics  and  auto- 
itically  create  tables  of  contents  and  internal 
iks  by  matching  phrases  and  typefaces. 
mSoft  hic.'s  $99  TextBridge  Pro  9.0  is  the 
cheapest  software 


Handles  Ijke  a  Heal  Pro 


With  this  feature  (800  43  2-93  29, 
www.textbridge.com).  For  more  power, 
Caere  Corp.'s  $499  OmniPage  Web  offers 
sophisticated  tools  to  edit  the  results; 
change  links,  reorder  pages,  and  more 
(408  395-5148,  www.caere.com). 


As  a  percent  of  sales, 

IRS  paperwork 
costs  million-dollar 
businesses  almost 
10  times  more  than 
billion-dollar 
businesses 


Tax-Cut  Skeptics 

Are  good  times  quelling  the  fires 
of  tax  revolt?  Could  be.  In  a  recent 

poll  of  2,500  business  owners, 
less  than  half  wanted  the  budget 
surplus  used  to  lower  taxes. 

How  to  Use  the  Surplus? 

REDUCE  TAXES 


SOCIAL  SECURITY 
EDUCATION 


SOCIAL  PROGRAMS 
OTHER 
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fing  on  the  Right  Side  of  the  Law 

Du  in  court!"  It's  a  threat  employees  are  more  willing  to  make  these  days.  Dis- 
ition  charges  under  Tide  VII  of  the  Civil  Rights  Act  have  risen  51%  since  1992,  with 
is  bias  and  sexual  harassment  charges  each  tip  22%.  Recendy,  the  University  of  Mi- 
i  die  American  Mediation  Institute  asked  small-company  executives  what  diey're  do- 
)ut  it.  Most  aim  to  forestall  suits  by  establishing  clear  guidelines  and  procedures 
Still,  nearly  half  (48%)  bought  insurance  to  pay  for  such  legal  batdes,  just  in  case. 
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Good  Defense 

FORESTALLING  COMPLAINTS 


I  WROTE  MANUALS 
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Best  Practices 

resolving  disputes 
i  open-door  policy 

[fact-finding 
[mediation 
[  peer  review 
urbitration 
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News  and  advice  from  our  small- 
business  Web  Site, 
frontier.businessweek.com 

Debt  Loading 

Entrepreneurs  have  been  eagerly 
taking  advantage  of  cheap  credit- 
card  offers,  but  here's  a  sobering 
statistic:  Serious  credit-card  delin- 
quencies— payments  more  than  90 
days  overdue— are  at  a  record 
high.  They're  up  to  2.2%  of  all 
credit-card  debt  held  by  banks,  or 
$5  billion,  according  to  a  fourth- 
quarter  study  of  U.  S.  banks  by  re- 
searcher Veribanc  Inc.  in  Wakefield, 
Mass.  That's  odd,  since  jobs  are 
plentiful,  and  entrepreneurs  report 
strong  earnings.  Warren  Heller, 
Veribanc's  research  director,  says 
the  delinquencies  may  be  an  early 
sign  that  people  are  overextended. 

SalesForce.  com 

Even  in  the  world  of  corporate  pur- 
chasing, the  Web  is  reducing  the 
role  of  salespeople.  In  a  newly  re- 
leased report  on  corporate  buying 
habits,  market  researcher  Martin 
Akel  &  Associates  found  that  12% 
of  purchasing  managers  look  first 
to  the  Web  for  product  specs  and 
documentation,  up  from  5%  in 
1998.  Of  the  2,705  business  pro- 
fessionals polled,  15%  mine  data 
from  Internet  search  engines,  vs. 
8%  a  year  ago.  Alas  for  humans, 
only  12%  of  those  polled  listed 
salespeople  as  their  first  source  of 
information,  down  from  20%  a  year 
ago. 

Save  The  Sales 

Want  to  save  the  whales?  The  rain 
forest?  It  sounds  shamelessly 
mercenary,  but  a  social  conscience 
can  be  a  great  marketing  ploy, 

suggests  a  study  of  2,000  con- 
sumers from  Cone  and  Roper 
Starch  Worldwide  Inc.  Nearly  two- 
thirds  said  they  would  be  likely  to 
switch  to  brands  or  retailers  they 
link  with  a  good  cause.  Education, 
crime,  and  the  environment  topped 
the  list.  But  consumers  are  not 
impressed  if  they  think  you're  just 
latching  on  to  the  cause  du  jour. 

r~  I  For  the  full  stories,  click 
j    {  Online  Extras  at 
1 — ^  frontier.businessweek.com 
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TRENDS 


More  Manageable  Care^ 


CURRENTS 


Flexible  health  coverage  without  a  crippling  cost 


THINK  ABOUT  your  health  plan  long 
enough  and  you're  bound  to  feel  sick. 
Health-care  expenses  for  small  businesses 
increased  5.2%  from  1997  to  1998,  says  a 
new  study  from  the  Henry  J.  Kaiser  Fam- 
ily Foundation.  That's  nearly  four  times 
the  inflation  rate. 

So  you'd  expect  entrepreneurs,  smart- 
ing from  sticker  shock,  to 
rush  into  man- 


MARKET 
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aged  care,  es- 
pecially its  lowest-cost  vari- 
ety— plain- vanilla  health-mamtenance 
organizations,  which  control  costs  by 
keeping  employees  inside  their  networks 
of  doctors  and  hospitals.  Not  so.  Small 
companies  are  actually  fleeing  hmos 
(chart).  Instead,  the  trend  is  toward  man- 
aged care  with  a  twist — preferred 
provider  organizations  and  poini-of-ser- 
vice  plans,  which  allow  patients  to  pay 
extra  to  see  their  doctor  of  choice. 

Why  the  shift?  Employers  find  that 
good  health  benefits  are  key  to  recruiting 
in  a  tight  labor  market.  And  employees 


want  fewer  restrictions  on  their  medical 
care.  "When  you  get  really  sick,  you  want 
to  be  able  to  go  to  the  Mayo  Clinic," 
says  the  study's  author,  Jon  Gabel. 

But  peace  of  rnind  comes  widi  a  price, 
ppo  and  pos  family  plans  on  average  cost 
20%  more  than  hmos.  So  small  business- 
es are  reducing  cover- 
age for  dependents  and 
shifting  more  costs  to 
workers — an  average  of 
9%  more  per  month 
for  family  premiums. 

A  lower-cost  alterna- 
tive, currently  available 
in  14  states,  is  to  join  a 
health-care  purchasing 
cooperative.  Such  coops  buy 
health  insurance  in  bulk  for 
member  companies  and  of- 
ten offer  three  or  four  differ- 
ent plans.  Coops  are  favored 
by  the  smallest  employers, 
Kaiser  notes,  with  9%  of 
companies  with  3  to  9  em- 
ployees signing  on,  vs.  3%  for 
companies  with  50  to  199  employees.  If 
you're  most  concerned  about  giving 
your  employees  a  range  of  choices, 
check  triple-option  insurance,  where  an 
insurer  offers  up  a  menu  of  treatment 
plans  at  reduced  rates,  thanks  to  its  low- 
er overhead. 

That  will  dull  the  pain  of  rising  costs, 
but  It  won't  stop  it.  As  long  as  the  labor 
market  is  this  tight,  "it's  just  the  cost  of 
doing  business,"  says  Kaiser's  Larry  Levitt. 
Aspirin,  anyone'       —DENNIS  BERMAN 


FOUNDA 
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Learn  more  about  cutting  health 
care  costs  by  clicking  Online  Extras 
at  frontier.businessweek.com 


Lenient  Lenders 

Looking  for  a  loan?  Your  banker  is  probably  anxious  to 
give  you  one.  Federal  Reserve  data  show  a  net  4%  of 
banks  tightened  their  lending  policies  for  small  bor- 
rowers during  the  first  quarter— a  relatively  low  number. 
And  if  you  look  at  the  fine  print  on  small  commercial 
loans,  tne  average  terms  actually  got  better.  For  in- 
stance, on  loans  of  $100,000  to  $1  million,  bankers 
are  letting  adj..istable  loans  run  191  days  before  chang- 
ing the  rate,  v;.  just  93  days  a  year  earlier.  You're  also 
less  likely  to  '--ce  a  prepayment  penalty. 


Easier  Money 
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Rose-colored  Stats 

Having  tried  everything  else  to 
lure  talent,  nnore  ow^ners  are 
resorting  to  plain  old  raises.  A 

National  Federation  of  Independent 
Business  survey  of  2,625  members 
in  February  found  only  18%  expect 
to  hike  pay  in  the  next  three 
months,  close  to 
what  they've  said 
every  month  for 
three  years.  But 
a  net  31%  actually 
boosted  employee 
pay  over  the  past 
three  months,  and 
that  figure  hasn't 
changed  much  ei- 
ther. Sounds  like  optimism  is 
warping  their  memory.  But  they'll 
snap  out  of  it  fast  when  they  go 
recruiting.  Nearly  half  the  firms 
looking  to  hire  report  finding  few 
or  no  qualified  applicants. 

All  Plugged  In 

Ignoring  the  Net?  You're  in  the 
minority.  Most  studies  have  said 
two-thirds  of  small  companies  will 
go  online  by  2000.  But  the  annual 
Arthur  Andersen  survey  says 
that's  already  happened.  In  fact, 
entrepreneurs  are  leaping  to  the| 
next  phase  and  making  the  Webj 
integral  to  their  business  plan. 

We're  not  talking  just  E-mail 
When  asked  their  growth  strate- 
gies for  1999,  small  businesses  put 
using  the  Net  at  No.  1.  Nearly  one 
in  five  entrepreneurs  already  haj 
systems  designed  to  share  dat; 
with  customers  and 
suppliers,  giving 
them  a  tremen- 
dous leg  up  in  cap- 
turing new  business. 

The  rush  to  log 
on  is  based  on 
bottom-line  re- 
sults. Andersen 
compared  Net  use  with  rates  o 
growth  in  profits  and  revenue.  Thi 
results:  Companies  with  highej 
growth  rates  were  bigger  users  c 
Web  pages,  online  research,  an 
remote  connections,  and  they'p 
likelier  to  provide  every  employe 
with  access  to  the  Web. 
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Clear  wireless  calls  on  the 
Sprint  PCS  Nationwide  Network 


Domestic  long-distance 
fax/modem  service 


omestic  long-distance,  calling-card 
and  incoming  800#  calls 


It  works  for  you,  wherever  you  work, 
for  as  low  as  10€  a  minute. 

Introducing  Sprint  Sense  Home  Office." 


You  may  w  ork  at  home,  but  your  company 
is  where\-er  you  are  at  any  moment.  And 
your  hours  are  hardly  9  to  5.  That's  why 
Sprint  Sense  Home  Office  is  the  one 
and  only  communications  plan  you 
need.  For  SlOO  a  month,  you  get  1.000 
minutes  of  domestic  calling:  500  minutes 
of  long  distance  and  500  minutes  of 
Sprint  PCS  wireless.  That  comes  to  as 
little  as  10c  a  minute'  for  all  your 
domestic  long-distance  calls — phone. 


fax.  wireless,  calling  card.-  even  incoming 
toll-free  calls  to  your  800  number — 2-4  hours 
a  day.  seven  days  a  week.  If  you  sign  up 
soon,  we'll  even  give  you  a  S99.99  credit* 
on  a  digital  Sprint  PCS  Phone.  All  to  help 
you  run  a  more  cost-efficient  business. 
Sprint  understands  hov.-  w  orking  at  home 
works.  So  let  Sprint  Sense  Home  Office 
work  for  you. 

To  sign  up,  call  toll  free 

1-877-827-3138 

www.  sprin  t.  com/homeoffice 


Sprint 


Sprint  PCS' 


1  .ver  than  500  minutes  ot  long  distance  and  500  minutes  of  digital  Sprint  PCS  wireless  service  are  used,  the  average  cost  per  minute  will  exceed  10c.  Additional  long-distance  mmutes  billed  at 

I  r  mnute.  Additional  local  or  long-distance  wireless  minutes  billed  at  25e,  Calls  made  while  off  the  Sprint  PCS  Nationwide  Network  will  not  be  offset  by  included  minirtes.  Other  restrictions 

r  op'v  2  Toll-free  and  FONCARD  calls  from  a  payphone  will  be  assessed  an  additional  surcharge.  3  Two-year  commitment  required  to  receive  the  S99.99  credit.  Early  termination  fees  appiy. 

t  mers  who  choose  a  higher-pnced  phone  model  will  be  credited  S99.99.  ©  1999  Sprint  Communications  Company  LP  All  rights  reserved. 
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The  Color  of  Money: 


A  private  investment  fund  for  minority  businesses 
lines  up  a  powerhouse  team  of  backers 


IT'S  OFFICIAL  NOW,  though  Earl  G. 
Graves,  pubhsher  of  Black  Enterprise, 
could've  told  you  years  ago;  Lenders 
don't  give  minorities  a  fair  shake.  No 
less  an  authority  than  Federal  Reserve 
Chairman  Alan  Greenspan 
recently  weighed  in, 
telling  a  Fed  gathering  last 
month  that  lenders  reject 
small,  minority-owned 
businesses  much  more  of- 
ten than  white-owned 
companies. 

Graves  hopes  to  fill  that 
void  with  a  new  private 
invesmient  fmid  that  caters 
to  minority  entrepreneurs. 
Lie's  signed  on  a  big 
name  of  his  own — Citi- 
group co-CEO  Sanford  I. 
Weill,  a  longtime  friend 
and  partner.  That  should 
give  Graves  some  clout  to 
address  a  problem  all  too 
familiar  to  his  magazine, 
which  serves  small  busi- 
nesses owned  or  managed 
by  minorities.  "We've  written  about 
many  of  these  businesses  and  saw  this 
need  coming,"  Graves  says. 

This  isn't  about  financing  startups 
witli  seed  capital.  Ratlier,  the  Black  Eii- 
terprise/Greenwich  Street  Corporate 
Growth  Fund  expects  invest  in  estab- 
lished minority-run  businesses — with 
lip  to  $100  million  in  annual  sales,  a 


track  record  of  at  least  tliree  years,  and 
managers  with  a  significant  equity 
stake.  So  far,  tlie  New  York-based  fund 
has  $86  million  pledged  by  power- 
house investors  such  as  General  Electric 


THE  VISIONARY:  Graves  alerted  Black  Enterprise  readersyears 
ago  to  the  problem  o(  lending  discrimination 


Pension  Trust,  ibm,  and  Weill's  former 
duchy.  Travelers  Group. 

That's  not  a  lot  of  money  in  the 
world  of  investment  funds,  but  it  ranks 
among  the  top  three  chasing  minority 
companies,  says  Laurence  C.  Morse,  a 
partner  at  Fairview  Capital  Partners 
Inc.,  a  fund  of  funds  in  Farmington. 
Conn.  Investors  came  forward  after 


being  reassured  that  they  wouldn't  b 
funding  risky  startups,  and  that  th 
fund  isn't  a  do-good,  lose-monc 
proposition,  says  William  Lleyman 
Weill's  aide  and  executive  vice-presi 
dent  of  Travelers  Investment  Group 
In  fact,  the  fund  is  looking  to  mak 
about  20%  annually.  "Our  primary  ob 
jective  is  to  generate  a  very  good  re 
turn  for  our  investors, 
says  Ed  Williams,  tli 
fund's  managing  directo 
and  ex-portfolio  manage 
at  the  insurer  usf&g  Corp 
"Of  course,  investing  in 
minority-owned  or  man 
aged  company  benefits  thi 
larger  community  the' 
operate  in." 

Williams  says  the  fun( 
will  take  a  minimum  20°/ 
stake  in  any  company  anc 
assume  an  active  role  oi 
Its  board;  involvement  u 
day-to-day  operations  wil 
be  avoided.  To  date,  th 
fund  hasn't  made  any  in 
vestments,  but  it  has  be 
gun  evaluating  appUcation 
from  entrepreneurs — in 
eluding  the  business  plar 
target  customers,  the  amount  sough 
and  how  the  funds  wHl  be  used.  That 
the  standard  drill,  in  which  the  onl 
color  that  matters  is  green. 

-EDWARD  R.  SILVERMA 

!  Need  capital?  Search  our  free  d: 
\  base  by  clicking  Online  Extras  a 
 i  frontier.businessweek.com 


Smart  Answers 

How  do  I  make  a  budget  for  exhibit- 
ing at  a  trade  show?— M.R.,  New  York 

Trade  shows  are  a  big  investnnent  that 
must  be  weighed  against  the  worth  of 
contacts  and  sales  leads.  Count  on 
spending  $7,000  to  $10,000  a  show,  says 
Margit  Weisgal,  president  of  Sextant 
Connnnunications  Inc.,  an  exhibit-con- 
sulting firm  in  Silver  Spring,  Md. 

The  big  costs:  renting  space,  creat- 
'ng  a  booth,  and  services  such  as 
electricity,  labor,  furnishings,  and  car- 
pet. Other  costs  include  travel,  lodging 
and  rneals,  and  entertainment,  plL;s 

BHil  FUJSINFSS  Vi/EEK  FRONTIER 


promotions,  shipping,  and  client  fol- 
low-ups. Tradeshow  Week's  1998  sur- 
vey found  rents  averaged  $14.12  per 
square  foot,  and  the  smallest  booths 
typically  run  10  by  10.  Expect  to  pay 
several  times  that  at  popular  shows 
and  in  big  cities. 

Most  show  organizers  of 
fer   turnkey  package 
deals,    says  Douglas 
Ducate,    ceo    of  the 
Center  for  Exhibition 
Industry  Research  (ceir). 
Usually,     they  include 
space,  a  basic  sign,  the 
pipe  and  drape  that  de- 


fines your  space,  a  table  and  chair 
and  carpet.  A  plain-vanilla  exhibit  ca 
cost  as  little  as  $2,000. 

For  more  help,  contact  the  CEiR 
Chicago  at  312  808-2347  (www.ceir.onc 
Also,  try  the  Trade  Show  Exhibitoi 
Assn.,  based  in  Springfield,  Vs 
at  1703]  941-3725. 

-KAREN  E.  KLEI 


Cot  a  question  on  snm 
business'!'  Send  E-mi 
to  frontierfdbusmesswee 
com.  More  Smart  Answe 
at  frontier,  busines: 
week.com 
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Your  business  is  on  the  brink  of 

Y2K  uncertainty.  The  biggest  clanger? 

Lost  data,  lost  productivity,  lost  profits. 


Now's  the  time  to  set  up  a  Y2K  safety  net 
by  taking  the  following  steps. 

w  Plan  to  back  up  all  data,  including 
system  software.  ^  Make  sure  your  backup 
system  is  Y2K-compliant  (or  it  may  fail). 
\J  Ask  your  HP  representative  (or  other 
systems  reseller)  for  information  and 
assistance,  w  Contact  HP,  a  leader 
in  DAT,  DLT,  and  Travan  tape  backup 
solutions.  Call  1-800-826-4111,  ext  4117, 
or  visit  www.hp.com/year2000.  HP  can 
direct  you  to  toob  that  may  help  you 
assess  your  Y2K  readiness.    -  And,  if  you 
need  to  upgrade  or  replace  a  backup 
solution,  HP  can  help  you  with  that  too. 

Y2K  is  inevitable.  Lost  data  is  not  The  time 
to  back  up  is  now! 


HEWLETT^ 
PACKARD 


Expanding  Possibilities 


Copijnght  ^  1999  HewleH-Packard  Company 


rRONTiER    WHAT  WORKS 


Sweet  Success 


INSTANT 


So  that's  why  Mom  kept  after  you  to  play  nice.  It 
might  actually  pay  big  dividends  in  business 


DOES  IT  PAY  to  be  nice?  In  the  ab- 
ser  '  V  real  data,  conventional 
\vi-  _  -  consisted  of  a  50 -year- 

old.  a)spepuc  comment  by  baseball's 
champion  manager  and  grouch  Leo 
Durocher:  "'Nice  guvs  fimsh  last."  But 
a  c  v.r^e  '^f  recent  academic  reports 
sut-  iTwise,  dra\\"ing  a  direct 

1in<  L-^  ,  ,'. lT-  your  mceness  and  your 
company's  financial  success. 

Consider  "  ■  ;v  of  nearly  250 
entreprenei.:  ^ert      Baron  of 

Rensselaer  Pu.yLC^-inic  Institute  and 


Gideon  D.  Mar kman  -:ty 
of  Colorado.  They  as>e  _ 
ter  traits  of  their  subjects, 
dard  questionnaire  of  soaa.  =.v_.^. 
also  persuaded  participants  to  hand 
over  four  years  of  financial  data  so 
Lriey  could  see  which  traits  produced 
more  growth. 

The  conclusion?  People  skills  pay 
oif.  Among  the  traits  that  produced 
iupt.-i  r  financial  performance  were 
per-us.^:vtness,  the  abiliry  to  control 
how  p<_  ;,;£  perceive  you,  and,  espe- 
dally,  so.  perception  and  adapubil- 
ity — the  a  to  read  and  under- 

stand peofjle   ;r!d  'oe  comfonable 


around  them.  .Among  the  top  execu- 
tives surve)  ed,  the  abiht)"  to  manipu- 
late people — ^nicely,  of  course,  through 
flatter)'  and  conflict  resolution — played 
a  big  role  in  financial  success. 

Not  your  strong  siuts?  Tate  heart. 
The  authors  note  that  these  are  skills 
that  can  be  developed,  as  opposed  to 
ingrained  personality  traits,  which 
you're  smck  ^^ith. 

Their  findings  dovetail  with  another 
study  published  last  autumn  in  the 
Honord  Business  Re\ie»\  by  a  team  of  ex- 
perts on  work-life  issues. 
They  determined  that 
emplo)  ees  work  harder 
for  a  boss  who  cuts 
them  some  slack  to  cope 
\\i\h  personal  needs.  It's 
simply  not  true  that 
"every  time  an  employ  - 
ee's personal  interests 
'\\in,'  the  organization 
pa)"s  the  price  at  its  bot- 
tom line,"  concludes 
Work  and  Life;  The  End  of 
the  Zero-Sum  Game,  based 
on  interviews  with  more 
than  100  people  at  sever- 
al dozen  companies  of  all 
sizes. 

When  is  niceness  bad? 
In    price  negotiations, 
where  one  side's  gain  is 
the  other's  loss,  concludes 
a  Vanderbilt  University 
smdy  pubhshed  last  year 
m  the  Journal  of  Pcrsonalit}-  & 
Social  Ps)xholog)'.  As  the  researchers  bleak- 
■  noted,  "increased  levels  of  agree- 
Tness  have  a  dramiatically  negative 
•c:!ect  on  outcome." 

So  what's  a  truly  fhendly  consensus- 
builder  to  do  when  doing  a  deal?  "We 
assume  all  people  can  overcome  their 
personahues,"  says  Ra)"mond  A.  Fried- 
man, a  co-author  of  the  Vanderbilt 
study.  He  suggests  toughening  your 
stance — or  delegating  the  job  to  some- 
one with  sharper  teeth. 

more  on  What  Works,  click 
>  .  ne  Extras  st 
J   frontier.businessweek.com 


Cyber  Rights 

Be  wary  on  the  World  Wide  Web.  It's  a 
cinch  for  someone  to  poach  your  Web 
pages  and  steal  your  business  name, 
logo,  or  trademark.  Here's  what  you  need 

to  know: 

The  Problem:  Unless  you  file  for  a  copy- 
right or  trademark,  you  have  no  legal 
protection.  Even  then  it's 
up  to  you  to  "seek 
out  the  infringers."  says  Mike  «y 
K.  Kirk,  execu- 
tive director  of 
the  American 
Intellectual  Property 
Law  Assn. 

Case  in  Point:  Scott 
Carson,  the  founder 
of  Noble  Desktop  Publish- 
ers, a  computer  training  and  graphics 
business  based  in  New  York  City,  says  he 
discovered  that  all  of  his  training  course 
outlines  were  posted  word  for  word  on  a 
competitor's  Web  site.  Carson's  mistake: 
He  hadn't  thought  to  copyright  the  con- 
tent, so  he  had  no  legal  recourse.  Next 
time,  he'll  be  better  prepared;  he  has 
since  applied  for  a  copyright. 
The  Fix:  Average  litigation  and  trial  costs, 
excluding  judgment,  as  of  1997:  Copy- 
right, $180,000.  Trademark,  $249,000. 
Trade  secrets:  $299,000.  Source:  Ameri- 
can Intellectual  Property  Law  Assn. 

RESOURCES 

The  Web  sites:  FindLaw  (www.find- 
law.com). 

Contains  a  thorough  section  on  intel- 
lectual-property law  with  an  excelle' 
database. 

Cornell  Legal  Information  Institute 
(wvw.law.cornell.edu/topics/trademark 
html). 

Among  university  legal  sites,  it  boastj 
the  widest  range  of  references,  plus  ar 
E-mail  list. 

The  Book:  CyberLaw:  The  Law  of  thf 
Internet  by  Jonathan  Rosenoer  (Springe 
Verlag,  1996,  $39,951. 

Comprehensive,  easy-to-follow  guidt 
on  the  legal  principles  behind  copyright 
trademarks,  and  intellectual  property 
The  Agency:  U.S.  Copyright  Office 
[2021  707-3000  (lcweb.loc.gov/copyright. 
All  the  ins  and  outs  of  applying  for 
copyright. 
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who  can 
help  you 
manage 
the  details 
of  your 
dream? 


You  have  goals  for  your 
business  and  for  yourself. 
But  when  you  have  a 
dream,  it  helps  to  have 
sonneone  minding  the 
details. 


Talk  to  your  American 
Express  financial  advisor. 
We  can  address  a  range 
of  personal  and  business 
issues  such  as  cash  flow, 
tax  planning,  retirement 
planning,  plus  benefits  for 
you  and  your  employees. 
With  the  expertise  and 
insight  you  need  to  make 
smarter  decisions.  So 
you  can  take  control  of 
your  future. 

Do  more  for  your  business 
and  for  yourself.  Call 
1-800-GET-ADVICE  and 
own  your  world. 

www.americanexpress.com/advisors 


American  Express  Financial  Corporation 


Financial 
Advisors 


FRDNTiER     TALKING  HEADS 


Starve  Your  Startup 


Guy  Kawasaki  tells  entrepreneurs  that  too  much 
capital  makes  you  do  "stupid  things" 


"I'M  NOT...  A  PAIN  IN  THE  ASS":  Apple's  former  "chief  evangelist"  and  current  head  of 
the  Web-based  finance  broker  garage.com  calls  himself  a  skeptic,  "a  questioning  person" 


GUY  KAWASAKI  KNOWS  how  to  "think 
different. "  The  l-fawaiian-born  marketing 
guru  first  gained  fame  as  the  "chief 
evangelist"  at  Apple  Computer  Inc.  in 
the  1980s.  Two  years  ago,  he  opened 
the  doors  of  garage.com,  a  Web-based 
company  that  matches  angel  investors 
with  high-tech  startups.  The  prolific  au- 
thor's seventh  and  latest  tome,  Rules 
for  Revolutionaries,  offers  a  lively  look  at 
how  to  implement  new  business  ideas. 
Does  the  title  sound  like  a  contradic- 
tion? It's  entirely  in  character  for 
Kawasaki,  45,  who  has  made  a  career  of 
upending  conventional  wisdom.  He  spoke 
with  Staff  Editor  Edith  Updike  about 
some  of  his  counterintuitive  theories. 

Are  you  just  a  contrary  person? 

I  don't  think  so.  I'm  a  questioning 
person,  a  skeptical  person.  I'm  not  try- 
ing to  be  a  pain  in  tlie  ass . . .  but  every 
cnirepreneiu"  has  to  have  pain-in-the- 
ass  quahties. 

You  ve  said  that  the  worst  thhg  for  a 
startuji  :s  too  much  money.  Why? 

If  you  h  ve  too  much  money.  )  ou  can 


do  stupid  thnigs.  You  can  afford  to 
make  mistakes.  You  can — and  you 
will — do  things  the  status  quo  way, 
not  the  guerrilla  way. 

Any  examples?  Did  it  ever  happen  to 
you? 

No,  I  never  had  too  much  mone)'. 


The  main  reason  is  to  easily  [get]  fu] 
ly  subscribed.  If  you  ask  for  more  tha 
you  need  and  don't  get  fully  sub 
scribed,  you're  perceived  as  not  ho 
Then  you  won't  get  more.  In  fac 
some  people  who  have  committe 
may  back  out. 

If  a  business  plan  is  better  too  shot 
than  long,  what's  the  bare  minimum 

It  I  had  to  choose  between  one  sei 
tence  and  100  pages,  I'd  take  the  on 
sentence.  The  sweet  spot  is  about  2 
pages.  If  it's  60,  you  know  the  plan  i 
bull.  I  have  never  heard  of  a  compan 
not  getting  funded  because  the  pla 
was  too  short.  Most  people  only  rea 
the  summary.  They  don't  read  the  f 
nancials,  and  even  if  they  did,  would 
n't  believe  it. 

What?  Savvy  investors  don't  read  th 
financials? 

Okay,  maybe  I'm  being  a  bit  hype: 
bolic,  but  m  today's  robust  econom 
what  difference  does  it  make?  It  doe 
n't  matter  if  you're  making  mone 
You  can  still  go  pubhc  and  get  a  gre 
valuation.  That  covers  up  a  lot  of  mi 
takes.  Ha\ing  made  many  a  busine 
plan  myself,  you're  just  pulling  nun 
bers  out  of  the  air.  People  want  to  s( 
financials  to  know  that  you're  cap 
ble  of  some  kind  of  forecast.  Beyor 
that,  it's  purely  a  crap  shoot. 

You  eschew  nondisclosure  agrei 
ments.  Why? 


'li  you  have  too  much  money,  you  can  do 
stupid  things.  You... do  things  the  status 
quo  way,  not  the  guerrilla  way'' 


Power  .Agents  is  one  Internet  company 
tliat  imploded  about  a  year  ago.  I  tlriiik 
drey  had  too  much  money . . .  beautiful 
oflTice  space,  everything  first-class.  They 
hired  Electronic  Data  Systems  to  build 
their  Web  site,  eds  building  a  Web  site 
for  a  startup?  There  should  be  two 
guys  that  dropped  out  of  college  build- 
ing that  Web  site. 

Is  that  why  you  say:  "Ask  investors 
for  less  than  you  need"? 


If  you  want  potential  investors  to  si} 
a  nondisclosure  agreement  because  y( 
are  going  to  tell  them  your  great  id 
and  you're  afraid  they're  going  to  i 
it  off,  that's  total,  complete  parano 
Essentially,  you  are  saying,  "I  doi 
trust  you."  Not  a  good  way  to  start 
relationship. 


To  learn  more  about  Kawasaki 
and  venture  capital,  go  to 
frontier.businessweek.com 
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"DRIVING  A  TRUCK  FOR  OFFICE 
FURNITURE  USA,  YOU  LEARN  TWO 
THINGS:  NEVER  BE  MORE  THAN 
FIFTEEN  MINUTES  LATE  TO  A  SHOWROOM, 
AND  NEVER  BE  MORE  THAN  FIFTEEN 
MINUTES  LATE  TO  A  SHOWRQOM." 


Ben  Hopkins,  Truck  Driver 
Office  Furniture  USA 


Office  Furniture  USA, 
keep  things  simple. 
I  driver  is  going  to  be 
m  a  little  bit  late  to  a 
)wroom,  they  have  to 
our  corporate  offices 
et  them  know.  It's 
a  call  a  driver  likes  to 


make,  and  they  don't  do 
it  often.  Why  so  strict? 
We  know  that  delivery 
of  office  furniture  hasn't 
always  been  very  reliable. 
Vague  arrival  times  ("6  to 
10  weeks"  anyone?)  that 
turn  out  to  be  ball-park 


guesses.  Because  our  deal- 
ers can  rely  on  such  precise 
delivery  times,  giving  you 
a  realistic  date  is  much 
easier  After  all,  you  need 
to  be  able  to  count  on  us 
to  do  what  we  say  we're 
going  to  do,  when  we 


say  we're  going  to  do  it. 
In  the  end,  you  will  get 
consistently  good  furniture 
at  a  consistently  good 
price.  Delivered  by  a  man 
with  a  reliable  watch. 
OFFICE  FURNiTURE 


USA 


www.officefurniture-usa.com 
877-FIND-OFUSA 


A  whole  new  set  of  values. 


FRONTIER    DIGITAL  MANAGER 


J  Tiny  Taskmasters 


Put  more  power  in  the  hands  of  your  business  with 
a  new  class  of  computers  you  can  hold  in  your  hand 


machine.  "We  had  inac- 
curacy in  transposing, 
and  it  took  a  lot  of  time 
and  effon  to  get  it  into 
the  system,"  McGlynn 
says.  Now,  using  PalmPi- 
lots  loaded  with  Puma 
Technology  Inc.'s  Satel- 
hte  Forms  software,  they 
do  their  data  entry  in  the 
store  aisles  using  a  pen- 
cil-like sr)ius.  Later,  they 
take  a  few  minutes  to 
s)'nchronize  the  informa- 
tion with  their  pes. 

The  PalmPilot  started 
this  pint-sized  revolution 
in  1996  and  the  upheaval 
fl|     is  spreading  fast.  There 
are  now  three  distinct 
I      classes  of  PC  companion 
I      devices  —  palmtop, 
clamshell,  and  subnote- 
book-size  PC — and  nearl)- 
40  competing  products, 
t  Despite  the  variations, 

all  these  tiny  machines 
still  share  one  principle — 
they  b)'pass  the  bulky, 
expensive  laptop  wiih  its  huge  bank  of 
software  in  favor  of  a  streamlined, 
cheaper  computer  keyed  to  specific 
tasks.  The  right  one,  as  you  might 
guess,  depends  on  what  kind  of  user 
you  are. 

For  basic  contaa  management,  sched- 
uling, and  simple  forms-based  data  en- 
try, the  Utde  palmtop  is  the  wa)"  to  go. 
Need  to  create  more  text-intensive  doc- 
uments, such  as  memos  or  short 
spreadsheet  reports?  Clamshell  de%ices 
pro%ide  more  flexibilit)'  and  functional- 
it)-,  since  you  can  use  a  keyboard  in 
addition  to  a  st)"lus.  To  handle  serious 
data-creacion  tasks,  such  as  drafting  a 
project  status  report,  the  subnotebook- 
size  PC,  with  its  large  displa)'  and  touch- 
t)-pe  capable  keyboard,  is  your  best  bet. 

But  the}'  have  a  lot  in  common,  too. 
feature  instant-on  power,  avoiding 
the  length)'  boot  times  of  a  notebook. 
That's  great  for,  say,  a  real-estate  agent 
who  zips  between  properties  or  an  ex- 
ecutive who  checks  appointments  fre- 


P.^M  PILOTS  MAY  BE  die  Beanie  Babies 
of  the  business  world,  but  efficiency — 
not  coolness — mattered  most  to  Erin 
McGlynn,  the  sales-services  division 
manager  for  International  Microcom- 
puter Software  Inc.,  a  Novato  (Calif) 
software  developer.  So  last  February, 
she  put  3Com  Corp.'s  Palm  His  in  the 
hands  of  1 7  field  reps  who  collect  data 

There  are  three 
classes  of  pint-size 
devices,  with  nearly  40 
ting  products 


at  retail  software  stores — everything 
from  inventory  numbers  to  competi- 
ri\e  iiialysis. 

Unt;i  then,  the  reps  had  been  stuck 
fiUing  ui  call  sheets  by  hand,  uien  trans- 
fern  .g  'he  ipJormation  to  a  desktop 


quendy.  What's  more,  because  theii 
processors  use  much  less  power  than  a 
notebook,  micro-class  devices  nm  a 
great  deal  longer  on  a  single  batter) 
charge. 

.\nd  finally,  diey  all  travel  well.  Ever 
the  biggest  unit  fits  nicel)'  in  a  purse  oi 
briefcase.  The  smallest,  the  Palm  V,  re- 
ally is  pocket-size.  After  that,  the  deci- 
sion comes  do%Mi  to  which  one  meets 
the  needs  of  your  business. 

Pabntops  .As  International  Micro  found, 
the  palmtop  is  ideal  for  light-action 
field  dut)'.  When  these  de\1ces  are  mat- 
ed with  software  for  entering  data  tntc 
standard  forms,  users  can  simply  tap 
on  menus  or  check  boxes,  minimizing 
transcription  errors.  Entering  text  is  a  bil 


Signposts 


Need  a  map  to  find  your  way  around  s 
new  market?  Check  out  the  ever-simpler- 
and-cheaper  mapping  programs  that  high- 
light regions  with  the  demographics  anc 
other  key  business  data  of  your  targe' 
customers.  A  new  version  due  from  Mi- 
crosoft Corp.  in  June  boasts  the  lowes 
pnce  yet  at  just  $105.  Virtually  anyone  car 
follow  the  on-screen  wizards  that  tak( 
customer  data  and  U.  S.  Census  statistic: 
such  as  income,  education,  or  family  size 
and  overlay  them  on  a  color-coded  map. 

MapPoint  2000,  the  newest  entry,  i; 
easiest  to  use  (800  ^26-9^00;  wwv\'.mi 
crosoft.com/mappoint).  esri's  $U9.95  Busi 
ness^A.^  PR3  offers  more  tools  for  analysi: 
but  takes  longer  to  learn.  (800  970-0033 
esri.com). 

Hard  drives  are  hitting  the  road  aloni 
with  their  owners.  That's  the  idea  of  ■ 
new  breed  of  Web-based  services  ths-. 
store  a  company's  files  and  allow  you  t . 
retrieve  them  via  the  Internet.  It's  an  ap ' 
pealing  service  for  road  warriors  or  busi 
nesses  that  want  to  back  up  data  in  a  re: 
mote  location.  Monthly  fees  start  at  $2  t»- 
$10.  Visto  Corp.'s  Visto  (650  930-50G[ 
www.visto.com)  and  StoragePoint's  Stor 
agePoint  (619  535-3855;  www.storage" 
point.com)  also  offer  E-mail  accessible 
through  their  Web  pages.  Visto  has  an  af 
pointments  calendar,  helpful  for  lettin; 
others  in  your  company  know  wher 
you've  run  off  to  this  time. 
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fHE  BUSINESS  Transformer 


995  or  $35/mo. 

Let  the  revolution  begin 


j're  looking  at  the  brain  of  a  totally 
H  phone  system  designed  especially  for 
all  businesses.  Plug  in  phones,  modems 
d  fax  machines  and  you'll  experience  o 
si  of  communications  ease  and  flexibility 
'er  before  available  to  small  businesses. 

;  Bizfon  handles  up  to  six  lines  and  eight 
)nes'  has  built-in  voicemoil,  conferencing, 
transferring,  coll  forwarding,  caller  ID" 
I  more.  It  works  with  our  BizTouch 
ture  phones,  as  well  as  your  existing 


>nes.  And  it  gives  you  immediate  access 
)ur  Customer  Care  Center  whenever 
dial  extension  299. 


If  you've  been  waiting  for  a  phone 
system  like  this  to  cost  less  than  $5,000, 
the  wait  is  over 

Bizfon  will  transform  your  business  by 
making  you  more  available,  informative 
and  responsive  to  your  customers.  A  free 
booklet  that  describes  how  is  waiting  for 
you  at  vAvw.bizfon.com. 

For  a  limited  time  you  con  buy  a  complete 
Bizfon  system,  with  four  BizTouch  feature 
phones,  for  just  $995.  Or  you  con  lease 
it  for  only  $35  a  month***  (a  fraction  of 
what  you'd  pay  for  Centrex  service). 


Want  to  know  more? 
Call  us: 

1-800-260-9365 

Browse  us: 
www.bizfon.com 


BIZFO 


'.Ui 


expondable  to  24  lines  ond  32  phones.  **Coller  ID  requiies  telephone  compony  service.  ***  Piices  ore  subject  to  chonge  without  notice  ond  do  not  include  shipping  choiges,  Instollotion  oi  opplicoble  toxes.  Leosing  ononged  by  BonkVest 
Oiip ,  on  independent  entity,  to  quolified  customers.  Above  lease  poyments  bosed  on  a  36-month  business  leose,  ond  do  not  include  instollotion,  toxes,  fees,  shipping  choiges;  leose  subject  to  credit  opprovol  ond  ovoilobilify.  leose  terms  ore 
to  fhange  »(ithout  nohce.  Copyright  1999  Bizfon,  Inc. 


■     '       '  Pooneh  Mohajer  have  a  small  business  that's  quickly 
0  a  big  one.  They  maKe  cosmetics. 

-       '  when  Di-^^'  '-ed  her  premed  chemistry  skills  to  mix 
•   -'^  matched  her  blue  shoes.  When  Poonel- 

^^ess  opportunity. 

Today  Hard  C'    j  o  nail,  lip  and  eye  makeup  can  be  found  on 
cosmetic  c-        s  around  the  world.  And  Dineh  and  Pooneh 
tend  to  ^ '        >  busy.  So,  now  more  than  ever,  they  rely  on  the 
comp^  '  '^'0  them  keep  up. 

Thr  "  '  they're  getting  Microsoft  Windows  NT  Workstation  or 
then        PCs.  It's  three  times  more  reliable  than  Windows  95. 

This  means  that  Dineh  and  Pooneh's  computers  will  be  ready  tc 
work  when  they  are.  And  that  they  will  have  more  time  to  think 
1  -  -oduct  names  like  Underground,  Old  Skool,  and  Techno. 


Windows  NT 
Workstation 

J 


Microsoft 

Wiieie  do  you  want  to  go  today? 
Ml! r  •jsoi' t .  c  o  m  /  s  in  allbiz/ windows/ 
1  iSOOi  vVINDOWS  for  a  free  guide 


UniU'd  StMtes  jr,cl/nr  f.lh-.  (  ountries 
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trickier.  The  handwTiting-recognition 
programs  require  hours  of  practice  for 
most  people. 

Tlie  sleek,  S449  ulcrathin  Palm  V,  re- 
leased m  February,  is  perhaps  the  sim- 
plest palmtop,  .^id  because  more  dian  3 
million  Palms  have  been  sold,  pro- 
grammers have  created  thousands  of 
specialized  apphcations,  not  to  mention 
a  host  of  quirky  uses  such  as  opening 
garage  doors  and  b)'passing  auto-alarm 
sy  stems.  Its  closest  competitor,  the  S499 


U  you  want  the  feel  of 
a  laptop  for  a  lot 
less  money,  consider  a 
sufanotebook-size  PC 


Philips  Nino  500,  is  shghdy  buOder  but 
offers  a  more  readable  color  screen. 
While  the  Pakn  has  its  own  streamlined 
operatmg  system,  die  Nino  500,  ship- 
ping May  1,  uses  Windows  CE,  and  its 
applications  and  interface  are  much  like 
Wmdows  98.  That's  both  a  blessing 
and  a  curse. 

It  pemiits  easy,  desktop-st)ie  access  to 
E-mail  and  the  Internet,  and  allows  )ou 
to  move  a  Pocket  Word  or  Pocket  Excel 
document  into  its  desktop  format.  (The 


screen  size,  however,  makes  them  all 
but  unusable.)  It  also  means  you're  sad- 
dled with  the  complexities  of  Windows. 

□amshells  If  you  need  more  than  a 
stylus  for  data  entry,  consider  the 
clamshell  de\ices.  With  their  rectangular 
displays,  real  keyboards,  and  Windows 
CE  operating  system,  they're  Kke  minia- 
ture notebooks  bundled  with  the  CE- 
based  versions  of  Microsoft  Office, 
whidi,  \\1th  the  larger  screen,  are  more 
useful.  Widi  a  htde  practice,  most  users 
can  learn  to  type  using  two  thumbs 
wliile  holding  the  de\1ce.  Really. 

Clamshells  include  other  nifty  fea- 
tures. The  S499  Phihps  Velo  500  has  a 
voice  recorder  that  could  take  up  to  16 
minutes  of  speech  per  megabyte  of  ram. 
What  it  lacks  is  color  display.  For  that, 
move  to  the  S699  Sharp  MobUon  hc- 
4600,  which  also  has  a  port  for  direct 
connection  to  a  standard  monitor.  You 
can  run  an  entire  Pocket  PowerPoint 
presentation  from  the  MobUon. 

Subnotehook-size  PCs  If  )  ou  want  die 
feel  and  basic  functionality  of  a  lap- 
top— for  a  lot  less  money — consider 
the  newest  category  of  micros:  the  sub- 
notebook  PCS,  introduced  in  mid- 1998. 
Complete  with  a  larger  display,  56k 
modem,  and  touch-t)pe  capable  key- 
board, these  are  suited  for  users  like 


Jeff  Johnson,  a  project  manager  and 
draftsman  with  Swan  Builders  llc,  a  10- 
employee  fimi  in  JacksomiUe,  N.  C.  He 
uses  a  1.5-poimd  lg  Electronics  Phe- 
nom  Express  to  take  field  notes  and 
track  work  and  purchase  orders.  The 
S699  device  also  has  a  printer  and 
monitor  port. 

Because  Johnson  needed  to  rype  text 
into  the  deNice,  the  Phenom's  larger 
keyboard  and  display  suited  him  much 
better  than  the  clamshell.  What's  more, 
the  larger  screen  allows  Johnson  to  view 
computer-generated  images  of  impor- 
tant construction  details  that  he  creates 
in  .'\utoc\D  on  his  desktop  PC. 

The  best  bet  at  die  outside  edge  of 
the  micro  world  is  the  2.4-pound,  S999 
Hewlett-Packard  Jornada  820.  Its  bright 
color  screen  pro\ides  enough  viewable 
area  to  do  full-screen  editing,  and  it's 
conceivable  that  a  Pocket  PowerPoint 
presentation  could  be  showTi  on  it. 
Moreover,  the  Jornada  820's  keyboard  is 
big  enough  so  that  folks  with  average- 
sized  hands  can  ty'pe  widiout  feeling 
like  they're  wearing  mittens.  It's  not  a 
laptop,  but  with  this  in  hand,  you  may 
not  need  one  an)T.\  a)-. 

-KEITH  KIRKPATRICK 


0 


For  more  about  microcomputing 
products,  click  on  Online  Extras  a 
frontier.businessweek.com 


Hand  Picked 


Small  computing  devices  vary  as  widely  as  their  laptop  brethren. 

Here's  a  sampling  of  models  at  the  forefront  of  the  revolution  in  downsizing. 


COMPANY / 
MODEL* 


PRICE  / 
WT  (OZ) 


SCREEN  MODEM  / 
SIZE  UN.)  SPEED 


PC  CONNECTION 

CRADLE      SERIAL  INFRARED 


COMMENT 


PALM  SIZED 

PHILLIPS 
Nino  500 

3COM 
Palm  V 


$A99  2.25  X  3.0  19.2k 
7.3  02. 

$^9  2.25  X  3.0  33.6k 
LO  OZ. 


Color  screen  is  a  plus  and  you  can 
edit  Microsoft  documents.  Some  will 
find  limited  voice  recording  useful. 
The  unique  operating  system  of  the  class 
leader  allows  for  ultralight  construction 
and  far  simpler  command  structure. 


Pain- 


HANDHELD  CLAMSHELLS 

PHiLLI.PS  $A99         5.8  x  2.5  28.8k 

Velo  500  15  OZ. 


SHARP 
Mobilon 


$699  6.2  X  2.6  33.6k 
17.3  OZ. 


X  X 


X  X 


Small  keyboard  makes  for  easier  data 
entry  than  with  the  stylus  used  in 
palm-sized.  Also  has  voice  recording. 
Frequent  users  may  prefer  this  more 
pricey  clamshell  for  its  easier-to-read  color 
screen  and  slightly  faster  modem  speed. 


Velo  500 


SUBNOT  rSOOK-SIZE  PCs 
HEWLE  $999  6.7  x  5.0  56k 

PACKARl  AO  oz. 

Jornada  820 

LG  ELECTRONICS  3.5  x  7.5  56k 

Phenom  Express   28  8  oz. 


X  X 


X  X 


A  pound  lighter  than  the  smallest 
laptops,  but  still  features  large 
screen  and  keyboard. 
Not  much  bigger  than  a  clamshell,  it 
has  keyboard  suitable  for  touch  typing. 


Jornada  82 


■  OPERATING  SYSIIM  WINDOWS  CE,  -  XC- PltOT 
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ROBERT  ERVIN 

936  1/2  Hartswick  Ave. 
State  ColVcgc,  PA  16803 


OBJECTIVE:  To  gain  an  entry  level  pos.t.on 

Rocket  Scientist 


withahigWvsucccssfuUompany. 


Me 


Hard-working 


Laiy 


Stam 


dard  Household  Doorknob 


REFERENCES 


-.  Available  upon  request. 
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Winning  is 

Everything 


Contests 
are  good  for 
your  ego — 
and  they're  not 
bad  for 
business, 
either 


by  Wes  Smith  EVERYTHING  HAD  TO  BE  PERFECT.  Downstairs  at  Texas 
Nameplate  Co.  iii  South  Dallas,  a  panel  of  liigh-powered  contest  examiners 
for  the  Malcohii  Baldrige  National  Quality  Award  was  assembled  for  a  tour 
of  the  $2  million  company,  which  makes  metal  identification  tags  for 
electronics  and  oil-field  equipment.  Upstairs,  Dale  Crownover's  people 
were  scrambling  around,  attending  to  the  last  details.  Tliis  was  Crownover's 


third  run  for  the  award  that 
some  have  called  the  Nobel 
prize  of  business,  and  the  chief 
executive  officer  had  spent 
montlis  preparing  his  staff  of  70 
workers  and  his  family-owned. 
60-year-old  factory. 

The  plan  was  to  have  the 
Baldrige  judges  enter  the  upstairs 
conference  room  with  the  smell 
of  coffee  brewing  so  they  would 
feel  welcome  before  getting 
down  to  business.  But  a  mainte- 
nance worker  had  plugged  tw( 
coffeemakers  into  the  same  out- 
let; when  diey  were  switched  on 
as  the  judges  entered  the  build- 
ing, a  fuse  blew.  To  Crownover's 
horror,  the  arbiters  of  quality 
had  to  feel  their  way  up  the 
stans  in  the  dark.  "It  struck  me, 
"that  God  was  asking;  'Do  you  realize  you  are 
dealing  with  the  big  boys  now?'  " 

Apparendy,  the  contest  judges  aren't  fussy  about 
fuses.  On  Feb.  4,  Texas  Nameplate  became  the 
smallest  company  ever  to  win  the  Commerce 


NEXT  LEVEL:  Dale  Crownover 
made  winning  the  Baldrige  prize 
part  of  his  business  plan 


Dept.'s  Baldrige  .'\ward.  The  of- 
ficial 1998  prize  was  22  pounds 
of  Steuben  crystal,  a  trophy 
worth  812,000,  presented  by 
President  Clinton,  and  an  "at- 
taboy" from  Secretary  of  Com- 
merce William  M.  Daley.  But  the 
real  and  lasting  reward  from 
CrowTiover's  six-year  quest,  in 
wliich  he  entered  more  than 
half-dozen  contests,  was  the  in- 
sight gained  from  top-notch  CEOs 
and  consultants  who  served  as 
judges.  Their  ad\-ice  helped  save 
die  business  founded  in  1946  by 
his  father  from  a  brush  with 
bankruptcy.  And  it  cost  next  tc 
nothing. 


he  remembers. 


IT'S  NOT  HARD  to  find  con- 
tests; entrepreneurial  awards  are  all  the  rage  nowa- 
days. .Across  the  cotmtry,  on  almost  any  night  o: 
die  )'ear,  some  group  or  other  can  be  found  salut- 
ing the  likes  of  the  Greater  Richmond  (Va.)  SmaL 
Business  Person  of  the  Year,  cheering  the  stunned 
recipient  of  the  kpmg  Peat  Marwick  Bridges  to  Sue 
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cess  Award,  or  fa\N"nmg  over  the  bedazzled  Iowa 
Welfare  to  Work  Small  Business  Entrepreneur  of 
the  Year. 

The  Ernst  &  Young  Entrepreneur  of  the  Year 
Award,  one  of  the  flashiest  and  most  ambitious 
business  beauty  contests,  began  in  1986  \\-ixh  600 
entries.  By  last  year,  it 
was  dra\\lng  more  than 
3,800  entries,  up  58% 
in  just  one  year.  They 
came  from  12  categories 
and  47  regions  in  North 
.America,  plus  contests  in 
19  countries.  The  Small 
Business  Administration's 
competition  attracted 
2,500  applicants  nation- 
wide, in  such  diverse 
categories  as  exports,  regulatory  innovations,  and 
young  entrepreneurs.  PricewaterhouseCoopers  is 
planning  its  o\\-ji  contests.  Beyond  that,  entrepre- 
neurs are  being  feted  by  a  vast  array  of  big  com- 


'The  lead  examiner 
was  in  my  office 
asking  me  questions 
for  more  than  three 
hours  the  first  day/' 


panies,  government  agencies,  business  schools, 
magazines,  newspapers,  local  chambers  of  com- 
merce, and  trade  groups  ranging  from  die  Better 
Business  Bureau  to  the  National  .'\ssociation  of 
Women  Business  Owners. 

FOR  PURE  PRESTIGE,  however,  it's  hard  to  beat 
the  federally  sponsored  Baldrige.  It's  also  very  hard 
to  win.  More  than  250,000  copies  of  the  con- 
test's criteria  were  sent  out  last  year  by  the  Com- 
merce Dept.'s  National  Institute  of  Standards  & 
Teclinology,  but  merely  reading  the  5  3  pages  of  re- 
quirements was  enough  to  scare  off  all  but  36 
companies.  Only  16  entered  in  the  small-business 
category,  which  is  limited  to  companies  that  em- 
ploy fewer  than  500  workers.  Instead,  many  con- 
testants opted  for  one  of  the  more  than  40  "Baby 
Baldrige"  regional  contests. 

Baldrige  examiners  are  legendar)-  for  their  in- 
tense scrutiny  and  high  standards.  In  some  years, 
nobody  wins.  Applicants  are  graded  on  leadership, 
strategic  planning,  customer  and  market  focus,  in- 


A  Little  Recognition  Never  Hurt 

Cash  prizes?  Forget  it.  Entrepreneur  contests  aren't  about 
money,  they're  about  bragging  rights— which  are  actually  worth 
something  in  the  small  business  world.  And  sometimes  you 
don't  even  have  to  win  to  get  the  benefit.  For  instance: 
INSIGHT  "There's  no  part  of  you  left  untouched,"  says  Judy 
Corson,  co-founder  of  Custom  Research 
Inc.  in  Minneapolis,  l^linn.,  which  won 
the  state  quality  award  in  1995  and  the 
national  small-business  Baldrige  in  1996 
after  four  attempts.  "It  helped  us  look  at 
our  company  as  we  hadn't  before."  Cus- 
tom's expertise  includes  measuring  cus- 
tomer satisfaction.  But  during  one  of 
Custom's  first  attempts,  the  judges, 
mostly  senior  managers  from  multina- 
tional companies,  pointed  out  that  Cus- 
tom wasn't  measuring  the  satisfaction  of 
its  own  customers.  "We  thought  we  had 
our  bases  covered,"  says  Corson,  whose 
team  quickly  set  up  a  benchmarking 
system. 

STRATEGIES  Corson  says  her  company 
always  did  strategic  planning,  but  in 
hindsight,  it  wasn't  very  focused.  The 
Baldrige  contest  emphasized  the  need 
to  concentrate  on  just  a  few  "key  busi- 
ness drivers"— the  very  core  of  the  busi- 
ness. So  Custom  changed  its  strategy  to 
identify  its  key  drivers  and  list  goals 
each  year  that  would  enhance  each  one.  Besides  helping 
growth,  the  strong  planning  kept  missteps  to  a  minimum. 
"You  don't  have  as  many  gaps  or  surprises,"  she  says. 
PRODUCTIVITY  Joel  Marvil.  CEO  of  Ames  Rubber,  says  the 
Baldrige  process  prompted  him  to  update  his  quality  controls 
to  a  new  measurement  standard  that  customers  were  adopt- 
ing. The  result:  defects  fell  to  negligible  levels,  productivity 
rose  50%,  and  he  cut  prices  to  customers  by  5%. 


CORSON  says  it's  easier  to  recruit.  "We 
used  to  hire  people  out  of  college.  Now, 
experienced  people  want  to  work  for  usJ 


CREDIBILITY  Awards  can  reassure  skittish  clients.  "Having 
them  hanging  on  the  wall  does  help  build  customer  confi- 
dence and  credibility,  especially  in  these  times  when  cus- 
tomers may  be  thousands  of  miles  away,"  says  J.  f^arvin 
Hess  of  Malad,  Idaho,  the  Small  Business  Administration's 
1997  Entrepreneur  of  the  Year,  who 
sells  pumice  primarily  to  iv  manu- 
facturers in  Japan. 
NETWORKING  It's  like  being  a  kid  in 
a  candy  store.  Judging  panels  in- 
clude overachieving  CEOS,  top-ranked 
consultants,  and  high-ranking  politi- 
cos,  and  the  presentations  are 
stuffed  with  certified  power  part- 
ners. "I  was  dreading  going  to  the 
awards  ceremony  because  I  thought 
it  was  going  to  be  like  the  Miss 
America  contest  without  the  evening 
gowns,"  says  Andy  Wilson,  the 
Massachusetts  Small  Business  Per- 
son of  the  Year  in  1997  and  founder 
of  Boston  Ducks,  a  Boston  tour 
company  (BW— Sept.  U).  Instead, 
he  says,  "I  met  about  50  of  the 
finest  businesspeople  in  the  world." 
MORALE  Anything  that  raises  a 
small  company's  profile  is  bound  to 
make  people  feel  better  about 
where  they  work.  Quality  manager 
April  Lusk  of  Trident  Precision  Manufacturing  in  Webster. 
N.Y.,  says  it  still  takes  her  breath  away  to  see  the  compa- 
ny's 1996  Baldrige,  plus  a  199-4  regional  Baldrige  and  a 
1997  Best  Practices  Award.  When  her  $22  million  compa- 
ny won  the  Baldrige,  she  says,  CEC  Nick  Juskiw  started  run- 
ning around  the  shop  with  a  company  banner  in  tow.  "Peo- 
ple were  laughing  and  clapping,"  she  says.  "It  was  like  a 
victory  lap."  -  ANN  THERESE  PALMER 
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rmation  and  analysis,  human  resources,  process 
magement,  and,  of  course,  actual  business  re- 
its.  Each  applicant  that  passes  the  preliminary  ex- 
hnation — only  three  small  businesses  did  last 
ar — merits  a  "site  visit"  and  undergoes  300  to 
)00  hours  of  evaluation.  The  examiners  then  pro- 
le each  contestant  with  detailed  feedback  on  the 
mpany's  strengths  and  weak  spots. 
It's  no  Cakewalk,  and  a  whole  industry  of  con- 
iting  firms  has  sprung  up  to 
ach  contestants  through  the 
ocess.  What  Stanley  Kaplan 
es  for  college  testing,  these 
sinesses  do  for  Baldrige  ap- 
cations,  charging  125,000  to 
50,000  for  their  services. 
Ve  know  as  well  as  anyone 
lat  it  takes  to  succeed  in 
;paring  a  Baldrige  Award  ap- 
cation  form,"  says  the  Web 
e  for  Total  Quality,  a  consult- 
l  firm  in  Belle vue.  Wash.,  run 
a  former  Baldrige  examiner 
lo  offers  application  software 
d  simulated  site  visits. 
Some  consultants  even  employ  current  Baldrige 
iminers,  a  potential  conflict  of  interest  that  does- 
trouble  the  Commerce  Dept.  so  long  as  judges 
n't  judge  their  own  clients. 
But  for  sheer  pageantry,  nothing  compares  to 
ist  &  Young's  Entrepreneur  of  the  Year  contest, 
e  awards  are  typically  given  out  at  a  swanky  lo- 
ion  with  all  the  trappings  of  an  Academy  Awards 
emony,  including  high-tech  special  effects  and  an 
:asional  weepy  or  whooping  wiimer  who  might 
ke  Roberto  Benigni's  chair-climbing  at  the  Oscars 
m  almost  normal. 

\nd  that's  just  the  regional  awards.  Ernst  & 
mg  hosts  a  national  convention  each  year  with 


2,000  participants  at  a  Palm  Springs  (Calif)  resort, 
where  an  overall  winner  is  picked  amid  fog  ma- 
chines and  laser-light  shows — with  the  entire  affair 
broadcast  live  on  the  Internet.  Victors  take  home  a 
trophy  that  bespeaks  its  accounting  sponsor:  a 
crystal-enca.sed  bar  chart  (trending  upwards,  of 
course). 

And  tlie  winner  is . . .  well,  everyone  involved,  say 
participants  and  sponsors.  Benefits  include  publici- 
ty, prestige,  and  a  chance  to  make 
great  contacts  (box). 

The  big  plus,  contestants  say, 
is  that  outside  scrutiny  from  top- 
flight judges  spurs  them  to  im- 
prove their  business  practices.  In 
particular,  the  Baldrige  contest 
produces  an  exhaustive  critique 
that's  worth  far  more  than  the 
$1,500  entry  fee.  "That's  the 
payoff,"  says  Joel  Marvil,  ceo  of 
Ames  Rubber  Corp.  in  Hamburg, 
N.J.,  which  won  the  1993  .small- 
business  Baldrige  prize.  He  says 
that  the  advice  might  have  cost 
$70,000  on  the  open  market. 
"It's  the  best  deal  m  the  world,"  Marvil  says. 

Just  don't  let  the  quest  for  glory  go  to  your 
head.  "Winning  the  Baldrige  can  become  an  all- 
consuming  thing  that  can  have  the  same  negative 
impact  on  a  business  that  being  on  the  cover  of 
Sport5  Illustrated  can  have  on  an  athlete  or  team,"  says 
Jeff  Rich,  a  Texas  entrepreneur  and  an  officer  of 
the  Lone  Star  chapter  of  the  Young  Presidents' 
Organization.  Rich  says  he  doesn't  enter  contests 
because  they're  a  waste  of  time  and  distraction.  "At 
the  end  of  the  day,  the  only  true  measure  of  qual- 
ity is  the  price  your  customers  are  willing  to  pay 
for  your  product  or  service,"  says  Rich,  who  warns 
darkly  about  "the  Baldrige  curse,"  m  which  re- 


Quality  is  contagious 


ltd  the  Winner  Is. 


ook  at  some  of  the  most  prestigious  national  business  awards. 

.RD/SPONSOR/CONTACT  REGIONS      CATEGORIES      1998  ENTRIES      ENTRY  FEE      DEADLINE  COMMENT 


.COLM  BALDRIGE  AWARD  57 
Commerce  Dept. 
975-2036 

iLL  BUSINESS  55 
SON  OF  THE  YEAR 

ill  Business  Administration 
UASK-SBA 

REPRENEUR  OF  THE  YEAR  47 

it  &  Young 

755-AWARD 

r  PRACTICES  AWARD  40 

'  ur  Andersen 
8  222-5257 

HIP  ENTERPRISE  INITIATIVE  52 
N  Mutual/U.S.  Chamber  of  Commerce 
8';  367-2234 


15 


19 


1,078  -  $1,500  '        April  15     Very  tough  standards  scare  off 

most  players;  only  16  applied  for 
small  business  category. 

2,500  None  Nov.  12      Diverse  awards,  but  watch 

out:  the  SBA  definition  of 
"small  business"  includes 
some  pretty  large  outfits. 

3,800  None  April  9       Like  going  to  the  Oscars:  Weepy 

winners,  high-tech  hoopla, 
swanky  locations,  lots  of  publicity. 

1,000  None  July  1        A  moving  target:  Categories 

can  vary  from  year  to  year. 

645  None  Jan.  31       Good  odds:  177  winners  in  most 

recent  contest.  Entrants  limited 
to  400  employees. 


(1)  PLUS  NATIONAL  AWARD  (2)  1997  DATA  (3)  NATIONAL  AWARD:  LOCAL  FEES  MAY  DIFFER 
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cipients  have  bellyflopped  iii  the  months  following 
their  victory.  Also,  in  other  national  contests,  tak- 
ing a  trophy  has  sometimes  been  a  prelude  to 
major  missteps. 


THAT'S  EXACTLY  WHAT  Crownover,  then  40,  was 
worrying  about  six  years  ago.  Texas  Nameplate 
had  lost  one  of  its  biggest  customers  because  he  had 
balked  at  going  through  an  expensive  and  diffi- 
cult supplier-certification  pro- 
gram. The  crisis  threatened  the 
existence  of  his  $2  million  com- 
pany as  well  as  the  livelihood  of 
Crownover's  young  family  and 
the  jobs  of  70  employees — 
many  of  whom  he  had  known 
since  childhood. 

He  tried  adopting  sophisticat- 
ed management  systems  de- 
signed to  improve  quality,  but 
Crownover,  a  college  dropout, 
felt  he  was  in  over  his  head.  He 
lacked  die  expertise,  and  he  sim- 
ply dichi't  have  die  cash  to  bring 
in  pricey  consultants. 

Then  he  discovered  he  could 
get  consulting  on  the  cheap  by  entering  awards 
programs,  and  he  applied  for  whatever  he  could 
qualify  for.  Texas  Nameplate  didn't  always  take 
home  a  trophy,  but  every  step  of  the  way,  its  em- 
ployees learned  something  valuable  from  the  clip- 
board-clutching judges,  most  of  whom  were  pre- 
vious winners  of  their  respective  competitions. 

"Professional  quality 
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1  TECHNOLOGY 


The  Baldrige 
committee's  advice 
might  have  cost  up 
to  $70,000  on  the 
open  market 


geeks — that's  what  I  call 
them,"  says  Crownover. 
"Even  the  questions  the 
judges    asked  helped 
make  us  better.  For  ex- 
ample, the  Arthur  An- 
dersen people  wanted  to 
know  what  percentage 
of  our  top  customers  I 
had  visited  in  the  previ- 
ous 12  months.  We  im- 
mediately implemented  a  program  to  visit  the 
people  who  buy  and  use  our  products  and  find 
out  what  we  could  be  doing  better  or  differently." 

The  strategy  paid  off.  Between  1994  and  1998, 
Texas  Nameplate's  gross  margins  rose  from  50.5% 
to  59%.  The  company's  net  margins  doubled,  and 
market  share  grew  not  jtist  regionally  but  national- 
ly as  well. 

In  the  early  stages,  Crownover's  company  won 
the  regional  level  of  the  Arthur  Andersen  Best  Prac- 
tices competition,  made  the  finals  of  the  Ernst  & 
Young  Entrepreneur  of  the  Year  contest,  and  won 
the  Texas  Chamber  of  Commerce  Quality  Award. 
But  like  a  beauty  queen  batting  her  eyelashes  in  At- 
lantic City,  he  wanted  to  go  after  bigger  prizes. 

Crownover  had  entered  the  national  Baldrige  in 
1996  widiout  much  success.  But  in  1997,  the  com- 
pany earned  a  site  visit,  which  the  ceo  said  was 


"worse  than  an  irs  audit.  We  just  weren't  ver 
well-prepared,  and  I  was  a  nervous  wreck.  W 
tried  hard  not  to  come  across  like  the  Clampetts  i 
The  Beverly  Hillbillies." 

Bodi  sides  leamed  valuable  lessons.  Based  on  advic 
from  the  examiners,  Texas  Nameplate  created  a  nei 
strategic  plan.  And  at  a  barbecue  dinner  hosted  b 
Crownover,  a  certain  Baldrige  examiner  leamed  ne^ 
er  again  to  mistake  a  jalapeno  pepper  for  a  pickle. 

By  1998,  Texas  Nameplate  w; 
primed.  After  the  power  was  n 
stored  from  the  coffee-induce 
blackout,  the  judges  grille 
Crownover  and  his  staff.  The  e> 
aniiners  often  zero  in  on  lin 
workers  and  middle  managei 
because  they  place  a  high  vain 
on  an  empowered  and  well-ir 
formed  workforce. 

To  make  sure  his  employees- 
many  of  whom  do  not  spea 
fluent  English — had  all  the  ar 
swers,  Crownover  equippe 
them  with  notebook  bindei 
crammed  with  supporting  dat; 
More  than  300  of  the  bindei 
were  strategically  placed  throughout  the  plan 
within  easy  reach  of  employees. 

"The  lead  examiner  was  in  my  office  asking  m 
questions  for  more  than  three  hours  the  first  day, 
recalls  Bob  Mantle,  the  company's  sales  manage 
"And  after  every  answer,  I  would  hand  her 
binder  with  the  figures  to  back  me  up.  After 
had  given  her  six  of  them,  she  said:  'Please,  n 
more.'  But  I  could  tell  she  was  impressed  by  oil 
data,  because  she  jokingly  asked  if  I  would  corrj 
and  organize  her  office,  too." 

The  examiners  were  indeed  impressed.  In  their  n 
port,  they  praised  Texas  Nameplate  for  its  stron 
customer  focus,  its  growing  market  share,  and  \\ 
commitment  to  employees,  their  safety,  and  tt: 
community.  At  the  awards  ceremony.  President  Cliij 
ton  singled  out  Crownover  and  his  company  in  b 
remarks,  and  after  the  Texan  accepted  his  prize 
received  one  of  the  Chief  Executive's  celebrate 
hugs.  "Then  he  went  down  and  shook  hands  wi 
our  employees  and  knelt  down  and  talked  to  my 
year-old.  It  was  kind  of  electrifying,"  said  Crownov* 
So  what  does  he  do  for  an  encore?  The  victo: 
has  made  Crownover  a  hot  property  as  a  consu 
tant  to  other  aspiring  Baldrige  contestants.  He  h 
self-published  a  book  about  his  Baldrige  que; 
titled  Take  it  to  the  Next  Level,  that  has  sold  abo 
1,000  copies.  He  has  already  served  as  a  jud 
for  Arthur  Andersen  and  the  Texas  Chamber 
Commerce  competitions  and  has  aspirations 
becoming  a  Baldrige  examiner  himself.  Befo 
long,  Crownover  himself  will  be  one  of  the 
professional  quality  geeks. 


Find  contests,  links,  and  an  interview 
with  a  former  Baldrige  judge  at 
frontier.businessweek.com. 
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Connect  with  your  Intel 
Authorized  Solution  Provider 


independent  Reseller 


If  you're  scratching  \oiir  head  about  hariiware  and  soltware, 
ttiriitoan  Intel'  Autliori/cd  Solution  Provider  (ASP).  Intel  ASPs 
can  offer  your  business  a  broad  array  of  computing  solutions  and 
products.  And  with  trained,  certified  professionals  on  staff,  each 
Intel  ASP  can  design  and  iniplenient  a  solution  specific  to  your  business  needs  — present  and  future  So  when 
you  have  PCs.  servers  or  networking  on  your  niind.  contact  an  Intel  Authorized  Solution  Provider  To  find 
the  one  nearest  vou,  visit  our  Web  site  at  vvww.intel.coni/lntelASP  or  call  toll-free  1-877-24-INTEL. 
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An  upstart  makes 
a  national  name  for 
itself  by  swatting 
computer  bugs 

by  Edith  Updike 


Killer 

Applications^ 


SWAT  TEAM: 

Bruce  Brown 
(wearing  hat) 
and  his  crew  of 
exterminators 


ON  A  SUMMER  afternoon  in  1994,  Bruce  Brown 
was  sipping  microbrews  on  a  Seattle  patio  with  a 
bunch  of  techies,  hstening  to  the  buzz  about 
Win9  5.  It  was  already  late  to  launch,  and,  despite 
the  now-historic  hype,  his  Microsoft  Corp.  pals 
were  calling  it  "the  mother  of  all  bugs."  Brown  had 
an  epiphany:  He  could  turn  the  growmg  fmstration 
of  computer  users  into  an  opportunity.  So  m  No- 
vember, he  launched  BugNet,  a  newsletter  on  com- 
puter bugs  and  how  to  squash  them. 

It  was  glorious  timmg.  Days  after  the  debut  issue, 
a  major  flaw  in  the  Pentium  chip  focused  national 
attention  on  bugs.  Soon,  the  tiny  newsletter  had 


deals  with  newspapers  and  online  services 
such  as  the  Sail  Jose  Mercury  News  and  Com- 
puServe, putting  Brown's  snappy  tech 
columns  in  front  of  millions.  The  broad  in- 
terest surprised  the  experienced  journalist 
and  writer,  who  had  only  a  hobbyist's 
knowledge  of  computers  himself  He  had 
seen  his  audience  as  techies.  "We  did  not 
anticipate  people  sitting  on  the  toilet  reading 
us,"  he  says. 

Since  then,  bugs  have  only  become  more 
numerous  and  good  tech  help  harder  to 
find.  The  dreaded  Win95  did  indeed  over- 
whelm Microsoft  tech  support,  for  exam- 
ple. "The  average  American  would  never 
buy  an  electric  razor  that  was  as  buggy  and 
unreliable  as  a  PC,"  Brown  scoffs.  And  with 
joe  Average  now  getting  wired,  bugs  con- 
cern a  wider  audience.  BugNet  subscriptions, 
which  range  from  $65  annually  for  an  in- 
dividual consumer  to  $75,000  for  a  corpo- 
ration, continue  to  grow.  Last  year  the  com- 
pany created  special  rates  for  small  business, 
to  meet  hefty  demand. 

Robert  Johnston,  information  officer  at 
the  World  Bank  m  Washington,  D.C.,  and  a 
computer  professional  since  1966,  is  a  typ- 
ical subscriber.  He  recently  signed  up  the 
bank's  it  department  after  finding  the  Web 
site  comprehensive  and  helpful.  "It  warns  us  of 
potential  problems,"  he  says.  "And  the  fact  that 
they  lighten  it  up  is  nice." 

Clearly,  BugNet  makes  the  most  of  the  Net's  free- 
wheeling culture.  It  doesn't  stmt  on  free  content 
and  relies  on  word-of-mouth  advertising  among 
Web  cognoscenti.  Research  efforts  are  substantially 
aided  by  a  passionate  army  of  tech-smart  volunteers 
who  love  to  find  and  fix  bugs.  A  handful  of  staffers 
toil  at  headquarters  in  Sumas  (Wash.),  in  a  six- 
bedroom  house  near  the  Canadian  border  that 
Brown's  grandfather  bought  in  1917.  But  most 
work  at  home,  from  as  far  away  as  London.  Tliey're 


BUSINESS  WEEK  FRONTIER 


APRIL  26,  1999 


IDENTIFIED  BOGS.   


profits 


anaged  through  an  intranet,  which 
intains  editorial  guidelines,  dead- 
les,  contact  information,  and  pho- 
s  of  all  the  staff 

Revenues  come  from  subscript 
Dns,  syndication,  and  licensing 
;aJs — all  for  the  same  core  product 

editorial  content  on  bugs  and  fix- 
.  Yearly  sales  are  still  less  than  $1 
illion,  according  to  Brown,  but 
>98  sales  were  five  times  1995's — and 
ipled  in  1998. 

Actually,  Brown's  company  has  always  been  in 
e  black,  if  just  barely  at  first.  Starting  as  a  one- 
an  show.  Brown  trawled  online  forums  for  user 
)mplaints,  researched  solutions,  and  wrote  the 
ail-mail  newsletter  himself  Marketing  to  an  up- 
arkei  cohort  of  sophisticated  users  in  large  cor- 
)rate  and  government  entities,  the  company  picked 
D  visibility-boosting  subscribers  such  as  Hewlett- 
ckard  Co.  and  Bear,  Stearns  &  Co.  early  on. 
Word  spread,  bringing  in  newspaper  and  on- 
le  deals.  When  Brown  got  a  contract  to  write  a 
'in95  bug-fix  book,  he  made  his  first  hire:  Bruce 
■atofil,  a  business  consultant  based  in  Cleveland 
id  a  BugNet  senior  editor.  (In  five  years  of  collab- 
ation.  Brown  has  never  met  Kratofil  face  to  face. 
/Ve're  thinking  we're  going  to  have  to  meet  some 
ly,"  Kratofil  says.) 

By  late  1995,  the  company  had  axed  the  mail 
;rsion  and  launched  www.bugnet.com.  That 
•ought  in  ad  dollars  from  big  spenders  such  as  Mi- 


crosoft and  Intel  Corp.,  while  elimi- 
nating print  costs.  More  recently, 
BugNet  has  licensed  its  growing  data- 
base of  bug  info  to  msnbc,  ZDNet, 
and  idg's  Infoworld. 

Each  week,  BugNet  editors  wade 
through  some  500  complaints  from 
stymied  users,  described  in  a  recent 
BugNet  editorial  as  coming  "like  suf- 
ferers to  Lourdes  in  an  endless 
river  of  sorrow."  The  roughly  10%  of  prob- 
lems that  are  judged  most  serious  or  wide- 
spread are  researched.  BugNet  first  checks 
whether  the  vendor  is  aware  of  the  problem 
and  has  any  patches.  Sometimes,  the  makers 
are  grateful,  since  a  proliferation  of  programs  and 
platforms  makes  it  impossible  to  plan  for  every 
contingency. 

Of  course,  manufacturers  sometimes  balk.  In 
these  instances,  BugNet  calls  on  its  own  tech  ex- 
perts and  independent  testing  lab  partners  to  pro- 
vide solutions.  Or  it  may  get  help  from  a  sub- 
scriber like  Brent  Kellogg,  a  47 -year-old  dentist  in 
Everett,  Wash.,  who  spends  a  couple  of  hours  a  day 
"playing"  on  a  network  of  six  computers  in  his 
home.  Each  month  he  looks  through  the  BugNet 
database  of  problems  for  things  he  can  fix.  Now 
what  would  you  give  for  customers  like  that? 


For  more  bug-fix  resources  and  info  on 
business  software,  click  Online  Extras  at 
frontier.businessweek.com 


Preventive  Pesticides  For  Your  PC 


)ftware  flaws  and  incompatibilities  affect  all  businesses,  but 
nail  companies  suffer  most.  "They  don't  fiave  big  service 
contracts  or  law  firms,  so  they  don't  have  leverage,"  says 
BugNet  President  Bruce  Brown.  "And  they  don't  have  it 
yi      departments  either." 

Ly    With  that  in  mind,  BugNet  and  business  week  offer 

some  tips  to  help  entrepreneurs  keep  the  little 
^  buggers  at  bay. 

^  Version  1.0?  No  Thanks    New  and  im 

oved"  may  be  fine  for  soap,  but  not  for 
ftware.  Too  many  initial  releases  and  up- 
ades  are  forced  onto  the  market  before  they're 
Uy  tested.   In   fact,   savvy   buyers  have 
come  so  wary  that  software  publishers 
e  moving  away  from  easy-to-under- 
3nd  numerical  sequences.  Windows  nt 
3,   for   example,   will   be   sold  as 
ndows  2000. 

ware  of  the  Buggy  Fix  Any  modification 
your  system  can  bring  bugs  out  of  the 
lodwork.  Even  patches— small  bits  of 
Dgramming  intended  to  fix  bugs— can 
j  itain  more  bugs.  So  don't  do  it  casually:  Before  you  install 
(A/  programs  or  drivers,  make  sure  you  know  what  clear, 
?cific  benefit  to  expect.  Even  a  program  that  runs  flawlessly 
itself  may  be  incompatible  with  other  programs,  and  seek- 
:  a  fix  may  leave  you  caught  between  two  vendors.  One 


BugNet  subscriber  couldn't  install  Corel  Quat- 
tro  Pro  7  on  her  new  Windows  95  PC  because  it  conflicted 
with  pre-installed  Microsoft  Explorer.  Neither  company  would 
take  responsibility  for  the  mismatch— but  both  were  happy  to 
sell  compatible  upgrades. 
Do  Your  Due  Diligence  Before  you  buy  any  software,  talk  to 
other  users  and  consult  BugNet  or  another  online  forum 
for  known  problems.  (There  are  helpful  links  under 
"Bug  Jumps"  on  BugNet's  site.)  Brown  says  the 
Mac  sites  are  comprehensible  to  lay  users, 
but  PC  bug  forums  are  usually  technical  or 
specialized.  Also  check  the  vendor's  site  to  see  if 
patches  are  already  being  offered. 

Bug  Your  Software  Vendor  Before  you  buy 
a  program,  find  out  who  provides 
support.  Often,  it's  not  the  software  pub- 
lisher, especially  with  Microsoft  Corp. 
products.  Support  for  pre-installed  Mi- 
crosoft software,  for  example,  falls  to  PC 
manufacturers,  such  as  Dell  Computer 
Corp.  or  Gateway  2000  Inc.  Insist  that  the 
provider  help  you.  When  talking  with 
techies,  take  names  and  badge  numbers.  If  you  don't  get 
satisfaction,  ask  for  a  supervisor  and  keep  working  your  way 
up  the  chain  of  command.  It's  a  radical  idea  in  the  software 
world,  but  you  do  have  a  right  to  demand  that  products  you 
pay  for  perform  as  advertised. 


?IL  26,  1999 


BUSINESS  WEEK  FRONTIER 


FRONTIER 


Partnerships 

Don't  have  the  skills  you  need  in-house? 
Form  an  alliance  to  fill  the  gap. 


•  LI/SALTZMAN  ARCHITECTS  PC  IS  A  PUNY  COMPANY  by  most  mea- 
sures. Principals  Roz  Li  and  Judith  Saltzman,  who  specialize  in  his- 
toric restoration,  have  just  six  full-time  architects  working  with  them  in 
their  trendy  loft  offices  in  Lower  Manhattan.  Even  so,  the  firm  manages 
to  compete  against  firms  many  times  its  size.  How  do  they  do  it?  By  of- 
fering, like  the  bigger  players,  everything  their  clients  need — from  his- 
torians to  paint  conservators  to  engineering  services.  The  company 
bulks  up  (without  getting  fat)  by  creating  teams  with  other  companies, 
both  large  and  small,  on  a  project-by-project  basis.  "The  key  to  success 
is  having  the  right  people  in  place,"  says  Li.  And  these  days,  thanks  to 
the  Internet,  it  doesn't  much  matter  where  that  place  is.  "We  were 
working  with  one  partner  from  New  York  who  happened  to  be  in 
Malaysia,  and  we  still  put  an  entire  proposal  together  immediately," 
says  Saltzman. 

•  FOR  AUSTIN-BASED  SMART  TECHNOLOGIES  INC.,  having  a  good  product 
wasn't  enough.  An  Internet  software  company  with  130  employees,  Smart 
had  to  convince  a  potential  customer,  a  large  pc  maker,  that  it  could  install 
and  integrate  its  Web-based  customer-support  software  product.  The  client 
urged  Smart  to  hook  up  with  a  partner  Approaches  to  several  consulting 
firms  eventually  led  to  a  deal  with  PricewaterhouseCoopers.  Smart  provided 
the  software,  pwc  installed  it.  Smart  s  founders  are  now  so  smitten  with  the 
alliance  concept  that  it's  an  essential  part  of  their  strategy.  Partnerships 
have  put  the  company  into  "hypergrowth, "  says  Jason  M.  Parrish,  co- 
founder  and  vice-president  of  business  development. 


AS  THESE  TWO  TALES  from  the  trenches  show, 
when  you  team  up  with  another  business,  one 
plus  one  can  often  equal  more  than  two.  While 
companies  of  all  sizes  are  now  nishing  out  to  form 
strategic  alliances,  the  appeal  to  small  outfits  is 
particularly  compelling.  You  can  look  and  act  bigger 
than  you  are  and  accomplish  what  you  can't 
alone — often  more  quickly  and  profitably. 

Parmerships  can  be  an  effective  way  ^mm.jmm^m* 
to  pool  resources  and  cut  costs,  as 


some  networks  of  U.  S 
manufacturers  have  founc 
by  sharing  training  costs 
for  example,  or  bidding 
joindy  on  contracts.  Coop 
erative  arrangements  witt 
suppliers  or  distributor: 
can  help  your  product  ge 
to  market  more  quickly. 

And  sometimes,  by  pro- 
viding different  pieces  o; 
the  puzzle,  a  group  o 
companies  can  offer  up  ar 
entirely  new  package  o: 
products  or  services.  Th( 
advantages?  You  don't  have 
to  hire  more  people  thar 
you  need  or  develop  cosd) 
in-hoase  expertise.  Parmer 
ships  let  you  stay  nimblt 
and  flexible,  bringing  ir 
tlie  right  players  for  die  jot 
at  hand. 

"These  days,  you  neec 
to  be  too  good  at  toe 
many  things  to  do  it  al 
yourself,"  says  J.  Trent  Williams,  a  principal  at  Re- 
gional Technology  Strategies  Inc.,  a  Chapel  Hil 
(N.  C.) -based  research  finn  that  advises  companies 
and  local  governments  on  how  to  set  up  partner- 
ships between  businesses.  In  a  survey  last  year  o 
eight  states.  Regional  Technology  found  that  tht| 
number  of  manufacturing  companies  participatinj! 
in  cooperative  "networks"  (another  commonly  usee 
^^^^^  term  for  such  partnerships)  triplet 
I *7iTTIT?TiIt5    from  1994  to  1997,  to  more  thai 
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,300.    On  a 
lational  level, 
irthur  Andersen  re- 
lorts  that  almost  one 
lut  of  five  small  busincss- 

s  has  used  strategic  alliances  as  a  way  to  expand. 

The  bottom-line  argument  for  such  teamwork 
5  particularly  striking  for  high-growth  companies. 
Consider  the  results  of  a  just-released  survey  by 
ticewaterhouseCoopers  of  436  chief  executive  of- 
icers  of  "trendsetter"  companies  with  up  to  $50 
nillion  in  sales.  The  study  showed  that  43%  of 
lie  companies  that  launched  breakthrough  services 
nd  products  did  so  with  outside  collaboration, 
liey  were  a  litde  smaller  than  their  counterparts 
vho  didn't,  but  they  experienced  31%  more  rev- 
nue  growth  than  the  other  businesses  and  pro- 
jcted  28%  more  growth  for  the  next  12  months. 

They  churned  out  more  innovative  products, 
DO — 79%  more  than  the  companies  that  developed 
verything  internally — and  they  recouped  their  in- 
esmients  faster — in  15.6  months,  vs.  17.8  months. 
It's  a  very  lopsided  picture  in  favor  of  companies 
vith  one  or  more  strategic  partners,"  says  Pete 
Collins,  director  of  Barometer  Siu^eys  for  Pricewa- 
erhouseCoopers. 

ITiB  More  the  Merrier.  Indeed.  "A  good  rule  of 
humb  is  diat  a  good  strategic  parmei-  can  double  the 
'alue  of  your  company,"  says  James  Atwell,  a  global 
nanaging  partoer  at  Private  Equity /Venture  Capital, 
"ricewaterhouseCoopers,  who  works  with  venture 


capitahsts  and  emerging  companies  Ln 
Silicon  Valley. 

While  such  relationships  can  pay  off,  no 
business  should  form  parmerships  just  because 
they're  trendy.  In  particular,  Atwell  cautions,  small 
companies  should  not  pin  all  their  hopes  on  any  one 
alliance — particularly  when  it's  with  a  large  corporate 
partner  whose  interest  in  your  smaller  company 
may  be  fickle  and  fleeting. 

But  don't  underestimate  the  value  of  teaming  up 
with  a  big  company,  even 
if  it's  your  former  employ- 
er.    Consider  Knoxville 
(Term.) -based  American  Se- 
cure Care.  It  was  foimded 
in  1996  by  three  former 
executives  of  Philips  Con- 
sumer Electronics  to  dis- 
tribute a  $399  "plug  and 
play"  Magnavox-brand 
home-security  product  that  Phihps  was  having  trou- 
ble selling  tlirough  its  traditional  network  of  elec- 
tronics retailers. 

Convinced  that  they  could  do  a  better  job,  the 
foimders  first  struck  a  deal  with  their  former  em- 
ployer, securing  a  licensing  agreement  to  sell  the 
product,  which  was  produced  for  Philips  by  a  Hong 
Kong  company.  Then  Asc's  owners  set  out  to  form 
odier  alliances  to  help  them  fmd  ways  to  distribute 
the  security  product — and  create  new  products,  too. 

For  example,  co-founder  Brian  Boling  networked 
his  way  into  the  marketing  department  of  home- 


''These  days,  you 
need  to  be  too  good 
at  too  many  things 
to  do  it  all  yourself  ^ 
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builder  Oakwood  Homes  Corp.  of  Greensboro, 
N.  C.  Boling  pitched  the  security  system  as  a  way 
to  differentiate  Oakwood  Homes  from  its  com- 
petitors. "Two  weeks  later,  we  inked  a  deal  to 
add  security  to  their  new  Dreamline  homes,"  Bol- 
ing said.  American  Secure  Care's  sales  increased 
tenfold  from  its  alliance  with  Oakwood,  and  Oak- 
wood  found  a  new  sales  hook.  Jim  Steinmeyer, 
senior  vice-president  of  mar- 
keting and  product  develop- 
ment at  Oakwood  Homes, 
says  he  had  some  concern 
at  first  about  fonTiing  a  part- 
nership with  a  small  com- 
pany, but  that  Asc  has  always 
delivered.  "They're  a  plea- 
sure to  work  with,  and  I 
trust  them — and  that's  what 
I  look  for  in  a  strategic  part- 
ner," he  says. 

First  Steps.  If  you've  never 
tried  to  form  an  aUiance  with 
an  outside  company,  how  do 
you  get  started?  First,  figure 
out  what  capabihties  you  lack 
internally  and  the  sort  of 
partner  who  could  help. 
Your  network  of  business 
contacts  can  help  you  find 
referrals.  "Don't  just  grab 
anyone,"  cautions  says  Jessi- 
ca Lipnack,  co-author  of  Vir- 
tual Teams  and  chief  executive  of  NetAge  Inc.,  a 
consulting  firm  in  West  Newton,  Mass.,  that  helps 
companies  form  teams.  The  process  should  begin 
with  mutual  visits  between  prospective  partners, 
where  you  share  a  limited  amount  of  informa- 
tion— "not  your  crown  jewels" — and  carefully  de- 
fine the  areas  of  cooperation  (table).  Determine 
how  revenues,  profits,  and  costs  will  be  shared 
from  the  outset. 

Richard  T.  Horan  Jr.,  a  partner  in  the  McLean 
(Va.)  office  of  law  firm  Hogan  &  Hartson,  also 
advises  chents  to  spell  out  the  relationship  in  writ- 
ing. "A  small  or  emerging  company  might  not 


THEY  MIGHT  BE  GIANTS:  With  40  poten 
tial  partners  to  draw  on,  Judith  Saltzman 
can  compete  with  much  larger  rivals 


Grab  Your  Partner 


Following  these  steps  will  help  you  and  your  partners  get  off  on 
the  right  foot. 

Analyze  .  .  .  where  a  partner  might  help.  Are  you  shut  out  of  cer- 
tain markets  or  contracts?  Do  you  need  a  specific  skill? 
Explore  .  .  .  the  relationship  carefully.  Make  sure  capabilities  and 
strengths  are  complementary,  and  that  your  company  cultures 
mesh. 

Structure  .  .  .  the  arrangement  clearly  and  consult  a  lawyer  How 
will  you  divide  authority,  responsibilities,  and  costs?  Articulate 
your  goals  and  expectations— and  create  measurable  plans  for 
meeting  them. 

Defend  .  .  .  your  own  turf.  Your  intellectual  property  and  proprietary 
information  need  protection— even  in  a  partnership. 


want  to  run  up  legal  fees,  but  tliere  is  always  more 
risk  if  you,  don't  formalize  the  business  relation- 
ship," he  says.  Plus,  if  you  ever  need  to  raise  mon- 
ey, whedier  in  equity  or  debt,  a  backer  wiU  want  to 
to  see  those  terms  spelled  out. 

Even  if  you  have  a  contract,  you  can  run  into 
problems  if  you're  not  specific  enough.  Raj  Khera, 
co-owner  of  the  Rockville  (Md.)  Web  site  gov- 
con.com  for  government 
contractors,  wanted  to  ex- 
pand to  serve  government 
purchasing  agents.  So  Khera 
teamed  up  with  a  search  en- 
gine company  and  a  third 
partner  with  access  to  150 
different  catalogs  to  offer 
products  to  the  agents.  But 
his  contract  didn't  specify 
how  many  catalogs  the  part- 
ner would  supply. 

As  it  turned  out,  only  40 
were  available  in  electronic 
form.  As  a  result,  that  portion 
of  the  Web  site  didn't  atuact 
enough  visitors,  and  Khera 
had  to  shut  it  down,  kissing 
his  $50,000  investment 
goodbye.  "h\  retrospect,"  he 
says,  "we  should  have  done  a 
Htde  more  due  dihgence." 

In  other  words,  know  thy 
partners.  Architects  Li  and 
Saltzman  make  a  point  of  it. 
They  work  regularly  with  about  20  odier  businesses 
on  the  East  Coast  and  count  more  than  40  in  their 
informal  network.  Ln  the  most  recent  phase  of  a 
10-year  multimillion-dollar  project  restoring  a  Na- 
tional Historic  Landmark — the  Lower  East  Side  Ten- 
ement Museum  in  New  York — the  firm  brought  in  a 
structural  engineer,  a  Ughting  consultant,  a  historian, 
materials  specialist,  and  architectural  photograph- 
er— all  from  companies  they've  worked  widi  time 
and  again.  The  arcliitects  view  these  parmers  as  in-- 
tegral  members  of  their  specialized  team,  rather  than 
mere  subcontractors.  Everyone  knows  and  trusts, 
each  other;  they  even  share  contract  leads.  And  if  al 
problem  arises,  the  client  knows  they  can  talk  widi 
the  principals. 

Evideiidy,  they're  doing  something  right.  "We've 
been  approaclied  by  larger  funis  that  offer  exceUeni 
architectural  services,"  says  Renee  Epps,  vice-presi- 
dent of  the  Tenement  Museum.  "But  because  we 
have  such  particular  needs,  I  don't  know  wheref 
we  would  get  all  these  specialized  services."  f 
In  short,  Li/Saltzman  manages  to  be  a  giant  for  IL'I 
chents  without  losing  what  it  considers  its  best  sell-l 
ing  point — its  smaU-ftrm  feel  and  personal  touch 
Not  only  that,  the  arcliitects  say,  working  with  part- 
ners inspires  creativity.  That's  team  spirit  at  its  best 


For  more  about  forming  strategic  alliances, 
click  on  Online  Extras  at 
frontier.businessweek.com 
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Get  one,  you've  got  them  all 


Five  utilities  in  one  comprehensive  suite. 

Why  buy  your  PC  utilities  piecemeal  when  you  can 
get  five  award-winning  programs  for  Windows'*  95 
and  Windows®  98  in  one  integrated  suite'?  Norton 
SystemWorks  "  2.0  from  Symantec'"  brings  you  the 
latest  complete  versions  of  Norton  Utilities',"  Norton 
Antivirus,"  Norton  CleanSweep,"  Norton  CrashGuardi' 
and  Norton  Web  Services,"  all  on  one  disk. 

Enjoy  full  integration  among  all 
Norton  SystemWorks  programs. 

Best  of  all,  Norton  Integration  Technology  ensures 
that  all  SystemWorks  programs  will  work  with  each 
other,  with  no  conflicts  and  no  incompatibilities. 
We've  put  1 5  years  of  experience  into  this 
automated,  comprehensive  suite  of  utilities  - 
and  it  shows. 


One  installation.  One  manual.  No  hassles. 

Unlike  other  utility  suites,  Norton  SystemWorks 
gives  you  one-click  installation  for  all  five  programs, 
with  no  duplication  of  program  components  to  hog 
your  computer's  memory.  You  get  one  manual  and 
one  technical  support  number  to  cover  your  needs 
for  all  five  programs. 

Get  a  FREE  Bonus  Pack,  too! 

When  you  purchase  Norton  SystemWorks,  you  also 
get  a  free  software  Bonus  Pack  to  help  you  keep  it 
together  now  and  into  the  millennium.  This  includes 
Norton  Secret  Stuff,"  WinFax"  Basic  Edition, 
Symantec  Visual  Page,"  Norton  2000  "  BIOS  Test 
and  Fix,  and  Zip-It."  We  thought  of  everything  to 
keep  your  computer  humming  along. 


What  are  you  waiting  for?  Get  the  smartest  way  to  keep  your  computer  working  for 
one  great  low  price.  Visit  your  local  reseller  and  ask  for  Norton  SystemWorks  today! 


SYMANTEC^ 


lantec,  the  Symantec  logo.  Norton  AntiVirus.  Norton  CrashGuard.  Norton  Utilities.  Norton  CleanSweep,  and  WinFax  are  registered  U  S-  trademarks  of  Symantec  Corporation  and  its 
sidiaries  Norton  SystemWorks.  Norton  Web  Services.  Norton  2000.  Norton  Secret  Stuff,  Symantec  Visual  Page,  and  Zip-It  are  trademarks  of  Symantec  Corporation  and  its  subsidiaries, 
rosoft  and  Windows  are  registered  trademarks  of  Microsoft  Corporation  in  the  United  States  and  other  countnes.  Other  brands  and  products  are  trademarks  of  their  respective  holder/s. 
J99  Symantec  Corporation  All  nghts  reserved 
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As  Far  As  You  Can  G  a 


She  hardly  saw  herself  in  her 
father's  business.  Now,  she's 
preparing  to  become  CEO 

BY  ROBIN  D.  SCHATZ 


A  LITTLE  OVER  seven  years  ago,  Alan 
Bresslcr  first  popped  the  question  to  a 
yoimg  woman  he  cared  about  deeply. 
No,  it  wasn't  that  kind  of  proposal — 
but  diis  is  a  story  about  love  all  the 
same.  For  iJie  woman  was  his  daugh- 
ter, BCaren  Bressler,  then  30.  A:id  while 
neither  can  remember  which  restau- 
rant they  lunched  at,  diey  clearly  recall 
their  mutual  surprise  after 
he  asked  her  to  come  work 
at  his  business,  Agar  Supply 
Co.,  a  wholesale  distributor 
of  meat,  poultry,  seafood, 
and  groceries  in  Boston. 

Karen,  who  had  a  masters 
degree  in  international  man- 
agement and  several  years' 
experience  in  the  toy  indus- 
try, had  been  contemplating 
a  job  change.  She  was  flat- 
tered— yet  flabbergasted.  "It 
wasn't  on  my  mind,"  sht 
says.  The  furthest  thought 
from  her  mind  was  more 
like  it.  And  her  father,  al- 
ways statmchly  opposed  to 
family  dynasties,  was  so 
worried  his  decision  could 
cause  family  strife  that  hi 
neglected  to  consider  thai 
Karen  might  say  no.  "I 
thought  Karen  would  say. 
'That's  great.'  To  my  deep 
surprise,  she  started  asking 
me  a  series  of  questions.  And  then 
said,  'Let  me  think  about  it.'" 

Well,  Karen  finally  did  say  "Yes" — 
after  a  month  of  soul-searching,  join- 
ing what  experts  say  is  a  wave  of 
women  joining  family  businesses,  of- 
ten in  key  roles.  Before  long,  father 
and  daughter  discovered  a  new  rela- 
tionship— as  boss  and  employee.  They 
vowed  to  never  discuss  business  at 
family  gatherings  with  her  mother  and 
two  sisters.  But  as  boss,  Alan  (as  Karen 
calls  him  during  office  hours)  wanted 
her  to  devote  more  time  to  work.  As 
father  and  grandfather,  however,  it 
htirt  him  to  see  Karen  in  the  tliroes  of 


a  divorce  and  struggling  to  balance 
work  and  motherhood.  Even  as  he 
urged  her  to  get  a  naimy  for  her  litde 
girl,  he  felt  somewhat  selfish. 

For  Karen,  die  biggest  challenge  was 
proving  herself  worthy.  "When  I  first 
walked  in  the  door,  I  took  a  deep 
breadi.  I  felt  like  everybody  was  staring 
at  me.  I  thought,  'They  don't  know 


anything  about  me.  They  just  know 
I'm  his  daughter.'" 

Alan  also  expected  Karen  to  prove 
herself.  "He  said,  'You'll  gc  as  far  as 
you  can  go.  I'm  not  going  to  promise 
ycni  anydiing,'"  recalls  Karen.  Yet  Karen 
has  gone  far,  prodding  her  father  to 
clearly  define  her  role — and  her  fu- 
ture— at  this  $275  million  concern. 

And  somewhere  along  die  way,  she 
fell  in  love  with  this  unladylike  busi- 
ness, where  the  product,  as  she  so  in- 
elegandy  puts  it,  "is  leaking  and  bleed- 
ing all  over  die  floor."  She  derives  her 
pleasure  from  the  people  she  meets 
and  the  creative,  strategic  thinking  she 


does.  "I  diink  I'm  an  unlikely  charact( 
in  diis  play,"  she  concedes.  "It's  nc 
just  being  female.  It's  because  I  don 
try  to  be  male."  Karen,  who  is  wearin 
silver  naU  polish,  used  to  have  a  bin 
streak  in  her  hair  as  a  reminder  not  t 
take  herself  too  seriously. 

Conventionahty  isn't  exactly  a  fan 
ily  trait.  On  a  rainy  spring  day  ; 
Boston's  Foirr  Seasons  Hotel,  Alan's  f; 
vorite  lunch  spot,  I'm  learning  llo^ 
Karen's  immigrant  grandfather,  Ka 
Bressler,  a  onetime  kosher  butcher  an 
a  compulsive  gambler,  started  out  sel 
ing  pork  scraps  to  Boston's  Chines 
community  in  1939.  How  he  late 
gambled  his  company  int 
receivership  in  the  1950; 
and  finally  paid  back  all  h 
debt.  And  how  liis  son  Alai 
with  a  history  degree  froi 
Boston  University,  decide 
over  his  father's  objectior 
to  join  the  business. 

It's  apparent  that  fathe 
and  daughter  have  reache 
yet  another  turning  pouit  i 
this  family  saga.  Alan,  6 
who  vaguely  remembei 
inviting  Karen  in  because  h 
thought  she  would  be  goo 
at  die  business,  yearns  to  re 
move  liimself  from  die  da) 
to-day  operations;  Kare 
wants  a  defmed  career  pad 
To  that  end,  Alan  just  hire 
Agar's  very  first  chief  opei 
ating  officer.  Indeed,  ju; 
one  day  after  our  meeting 
at  the  Four  Seasons  one 
again,  Alan  takes  Karen  t 
lunch.  He  pops  yet  anothe 
serious  question.  And,  this  time,  nei 
ther  father  nor  daughter  are  terribl 
surprised.  "He  asked  me,  do  I  war 
to  be  CEO,  do  I  understand  what  it  in 
volves  and  means,"  says  Karen. 

Karen  hopes  she's  up  to  the  tas 
and  worries  about  shortchanging  he 
daughter.  It's  also  true,  as  she  foUow 
her  fadier's  two-year  tunetable  to  reac 
the  top,  she'll  have  to  prove  she' 
ready.  Still,  she  now  clearly  know 
what  she  wants.  The  answer  is  "Yes.' 

Schatz,  an  editor  at  Business  Week, 

can  be  reached  at 

robin  schatz(3businessweek.com 
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egal  Affairs 


COIVIIVIENTARY 

By  Susan  B.  Garland 


PROTECTING  THE  DISABLED  WON'T  CRIPPLE  BUSINESS 


In  1992,  United  Airlines  Inc. 
rejected  Karen  Sutton  and  Kim- 
berly  Hinton  for  pilots'  jobs 
because  they  failed  to  pass  a  routine 
vision  test.  The  identical  twin  sis- 
ters, both  of  whom  are  severely 
nearsighted,  responded  by  suing  the 
airline  under  the  Americans  with 
Disabilities  Act  (ADA),  charging  that 
they  were  victims  of  discrimination. 
An  absurd  application  of  the  law, 
right? 

That's  certainly  what  employei's 
would  tell  you.  Across  Coii3orate 
America,  this  case  is  a  symbol  of 
what  many  executives  see  as  a  del- 
uge of  frivolous  claims  by  workers 
and  job  applicants  that  has  driven 
up  costs  and  forced  safety  and  quali- 
ty to  be  sacrificed  in  the  name  of 
disability  rights.  And  now  that  the 
U.  S.  Supreme  Court  is  hearing 
three  ADA  cases  in  coming  weeks,  in- 
cluding Sutton  vs.  United  Air  Linen, 
Inc.  on  Apr.  28,  companies  are  wor- 
ried that  their  responsibilities  under 
the  1990  law  may  be  about  to  in- 
crease dramatically. 

Many  judges  cun-ently  limit  the 
ADA  to  people  with  severe  disabili- 
ties, such  as  dyslexia,  heart  disease, 
Dr  dwarfism.  But  employers  fear  that 
che  Supreme  Court  wants  to  expand 


The  law,  which  many  judges 
interpret  as  covering  only 
major  handicaps,  excludes 
those  with  mild  disabilities 


MURPHY:  UNFAIRLY  FIRED  BY  UPS? 

the  scope  of  the  law  to  include  com- 
mon ailments  such  as  poor  vision, 
arthiitis,  asthma,  diabetes,  and  hear- 
ing loss.  If  the  plaintiffs  win  before 
the  high  court,  "it  would  extend  cov- 
erage of  the  ADA  in  ways  that  Con- 
gress couldn't  conceivably  have  had 
in  mind,"  says  Timothy  S.  Bishop,  a 
Chicago  attorney  who  represents  the 
National  Association  of  Manufactur- 
ers, one  of  several  business  gi-oups 
that  has  bairaged  the  Supreme 
Coml  with  fiiend  of  the  court  bi-iefs 
on  the  ADA  cases. 

Although  the  law  is  often  blasted 
as  an  idealistic  social  policy  gone 
awi'y,  the  ADA  hasn't  become  the  liti- 
gation nightmare  that  employers  had 
predicted.  Rather  than  balloon,  the 
number  of  cases  has  actually  declined 
in  recent  years  (table,  page  73). 
What's  more,  employers  win  in  court 


92%  of  the  time,  accord- 
ing to  a  1998  study  by 
the  American  Bar  Assn. 
If  anything,  the  law  of- 
ten tilts  unfairly  against 
job  applicants  and  em- 
ployees with  treatable 
disabilities. 

And  the  Sutton 
case — as  weak  as  it  may 
appear — provides  a  good 
illustration  of  why  the 
Supreme  Court  should 
extend  the  scope  of  the 
ADA.  Although  Karen 
Sutton  and  her  sister 
are  myopic,  their  vision 
can  be  fully  corrected 
with  glasses.  And  as  pi- 
lots with  commuter  air- 
lines, their  flight  expeii- 
ence  far  exceeded  that 
required  by  United. 
Nonetheless,  the  airline, 
which  claims  the  vision 
standards  help  ensure 
passenger  safety,  reject- 
ed the  two  sisters  vdth- 
out  giving  them  any 
chance  to  prove  they 
could  do  the  job. 
CATCH-22.  That's  exactly 
the  type  of  employment 
discrimination  that  the 
ADA  is  supposed  to  pre- 
vent. But  in  recent 
years,  many  courts  have  refused  to 
assist  people  without  serious  disabili- 
ties. The  reason  is  the  language  of 
the  ADA,  which  only  covers  disabili- 
ties that  "substantially  limit"  impor- 
tant activities  such  as  work.  Often, 
judges  have  inteipreted  it  to  exclude 
anybody  whose  impairments  can  be 
connected. 

That  nan'ow  legal  reasoning  has 
put  many  people  with  treatable  dis- 
abilities in  a  Catch-22.  Just  because 
someone  can  lead  a  relatively  normal 
life  doesn't  mean  they  don't  face 
workplace  disciimination  as  a  result 
of  their  disability.  "A  person  is  judged 
too  disabled  to  qualify  for  work  but 
not  disabled  enough  to  be  covered  by 
the  act,"  says  Catherine  A.  Hanssens, 
dii-ector  of  the  Lambda  Legal  Defense 
&  Education  Fund.  Taken  to  its  ex- 
treme, the  employers'  position  would 
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Employers  fear  the  Supreme  Court  will 
dramatically  expand  the  scope  of  the  ADA 


have  the  law  cover  only  persons  with 
disabilities  so  severe  they  can  barely 
work,  thereby  rendering  the  law  al- 
most meaningless. 

Employers  also  insist  that  the  fi- 
nancial burden  of  making  special  ac- 
commodations for  individuals  with 
treatable  conditions  is  onerous.  But 
how  costly  is  it,  really?  A  1998  sur- 
vey by  the  Job  Accommodation  Net- 
work, sponsored  by  the  President's 
Committee  on  Employment  of  People 
with  Disabilities,  determined  that  the 
mean  cost  of  helping  disabled  work- 
ers to  overcome  their  impainnents 
was  a  mere  $935  per  person. 
OFF  THE  ROAD.  By  narrowly  constra- 
ing  the  ADA,  the  courts  are  prevent- 
ing many  able-bodied  people  from 
pm-suing  productive  cai-eers.  Consider 
the  case  of  Vaughn  Murphy,  who  sued 
Atlanta-based  United  Parcel  Sei-vice 
Inc.  after  the  company  fired  him  as  a 
truck  mechanic  in  1994.  The  Supreme 
Court  will  hear  his  case  on  Apr.  27. 


His  job  included  road  tests  of  the 
trucks  he  fixed,  and  UPS  said  Mur- 
phy's blood  pressui'e  exceeded  federal 
standards  for  driving.  Murphy  coun- 
ters that  chiving  took  up  only  1%  of 
his  time,  so  it  would  not  have  been 
expensive  to  hire  another  driver. 

WHAT  LITIGATION 
EXPLOSION? 

The  number  of  cases  filed  with  the  EEOC  under 
the  Americans  with  Disabilities  Act  has  actually 
begun  to  decline,  contrary  to  popular  belief 

20  
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DATA  EQUAL  EMPLOYMENT  OPPORTUNITY  COMMISSION 


"Truck  work  has  been  my  life. 
When  you've  dedicated  23  years,  it's 
hard  to  up  and  change  your  occupa- 
tion," says  Murphy,  who  eventually 
found  another  mechanic  job.  UPS  at- 
torney William  Kilberg  says  that 
Murphy  understates  the  amount  of 
driving  that  his  old  job  required, 
and  that  if  the  Supreme  Court  rules 
against  the  company,  it  "would  be  a 
blow  to  a  company's  ability  to  set 
quahty  standards." 

That's  not  to  say  that  expanding 
the  Americans  with  Disabilities 
Act  won't  spawn  more  lawsuits. 
But  fear  of  litigation  is  no  reason  to 
upend  the  ideals  the  ADA  stands 
for.  The  Supreme  Court  needs  to  af- 
fii*m  the  principle  that  the  law  pro- 
tects all  disabled  workers,  not  just 
the  small  minority  with  serious 
handicaps. 

Garland  covers  legal  issues  frovi 
Washington,  D.  C. 


Microeconomics. 


This  little  bull  owns  the  market.  Introducing  the  Ericsson  788 -The  Smallest,  Go-Everywhere  digital  phone. 
It  works  in  all  50  states  and  tits  in  a  shirt  pocket- so  you  can  take  it  anywhere.  It's  got  voice  mail,  paging,  stores  20(1  numbers 
and  can  discreetly  vibrare  when  you  have  a  call.  Now,  no  matter  where  you  are,  you  can  make  yourself  heard. 


Digital 


t  www.ericsson.com/us/phones 
78H  rtfefs  to  KF  7HH  .md  LX  7SH  mudeK  only  OI999  nricsson  and  the  Encison  lo^u  dr 


ERICSSON 
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Star  Wars 
ick  completes 
George  Lucas'  rettirii 
from  the  dark  side 


George  Lucas  has  worked  for  this 
moment  with  the  endurance  and 
(hscipline  of  a  Jedi  wanioi'.  It  has 
been  22  years  since  Lucas  mes- 
meiized  moviegoei-s  with  the  ftrst  film  in 
his  initial  Siar  Wars  trilogy,  and  16 
years  since  the  last  flick  in  the  series 
came  out.  But  Lucas  is  back,  and  in  a 
big  way.  Star  Wars:  Episode  I — The 
fhatitoni  Menace,  the  fourth  install- 
ment of  Lucas'  science  fiction  epic,  will 
hit  theaters  on  May  19.  And  if  early 
sightings  of  Star  Wars  crazies,  including 
a  group  already  camped  out  in  front  of 
the  Los  Angeles  theater  where  the 
movie  will  open,  are  any  indication,  this 
may  be  the  biggest  Star  Wars  yet. 

For  the  benefit  of  tliose  few  who  still 
don't  know,  Lucas'  new  movie  is  about 
the  early  life  of  Dailh  Vader,  long  be- 
fore he  became  the  shadowy,  dark-hel- 
meted  evildoer  knowm  to  millions.  For 


privately  held  Lucasfilm  Ltd.,  the  new 
film  is  Hkely  to  double  the  company's 
revenues  to  $1  billion.  Last  year,  the 
company,  famously  tight-lipped  about 
its  operations,  earned  about  $140  million, 
according  to  a  Lucasfilm  insider. 

But  for  George  Lucas,  whose  net 
worth  is  estimated  at  $2.5  billion,  the 
film  is  more  than  a  potential  blockbuster. 
It  also  marks  the  end  of  his  personal 
and  professional  journey  to  the  dark 
side  and  back.  In  the  early  '80s,  Lucas' 
empire  was  just  catching  fli'e.  In  addi- 
tion to  the  Star  Wars  movies,  he  had 
produced  two  of  the  tliree  hugely  suc- 
cessful Indiana  Jones  movies.  Mean- 
while, he  was  pouring  money  into  com- 
puter technology  for  what  was  then  his 
small  special-effects  house.  Industrial 
Light  &  Magic  (ILM).  Then  came  a 
painful  divorce  in  1985.  Lucas,  who 
turns  55  the  week  before  The  Phantom 


Me)iace  is  released,  basically  check( 
out  of  the  movie-making  industry  in  tl 
years  that  followed. 

When  his  maiiiage  of  16  yeai's  ende 
Lucas  was  "just  devastated,"  says  c( 
league  and  longtime  fiiend  Steven  Spi( 
berg.  Lucas  paid  $500  million  to  sett 
the  divorce,  according  to  Dale  Polloc 
author  of  the  Lucas  biography  Sk 
walking.  Detennined  to  raise  his  adop 
ed  daugliter,  Lucas  spent  more  ai 
more  time  at  home  and  eventual 
adopted  two  more  children. 
TAILSPIN.  But  as  Lucas  tended  to  t! 
daily  routine  of  family  life,  the  perfo 
mance  of  his  movie  production  ur 
deteriorated.  Among  its  credits  wel 
such  big-budget  flops  as  Howard  t 
Duck.  Three  of  his  top  execs  quit 
1992.  "The  companies,  because  of  tl 
divorce,  were  in  shaky  conditior 
Lucas    said    recentlv    in  Premie 


Lucasfilm  produces  Star  Wars 
movies  and  other  films,  includ- 
ing the  Indiana  Jones  trilogy. 

Industrial  Light  &  Magic  and 
Skywalker  Sound  units  create 
visual  and  sound  effects  for 
some  15  to  20  films  a  year, 
mcludmg  hits  like  Saving 
Private  Ryan  and  Jurassic  Park. 


Also  create  effects  for  some  60 
commercials  a  year. 

LucasArts  Entertainment 

Produces  Star  Wars  and 
Indiana  Jones  computer  games. 

Lucas  Learning  Produces 
Star  l4<3/-s-based  educational 
CD-ROMs. 


Lucasfilm  THX  Provides  consul 
tation  on  sound  systems  for 
3,000  movie  theaters. 

Lucas  Licensing  Licenses  toys 
and  other  merchandise.  Will 
get  about  $660  million  over 
eight  years  from  Hasbro. 

DATA:  LUCASFILM  LTD  ,  HASBRO  INC  .  BUSINESS  WEEK 


Okay  everyone, 

ready  for  the  first  annual 

Intemet 


We  know  that  you  know  a  lot 
about  the  Internet.  But  if  you  find 
yourself  stumped  by  the  following 
questions,  it  s  possible  there  are 
still  a  few  things  about  the  'Net 
that  you  didn't  know.  Care  to  find 
out?  Then  let  s  get  started. 

1.  Who  provides  for  the  Internet 
Service  Providers?  For  six  out  of 
the  eight  largest  ISPs,  it's  Compaq. 
Fact  is,  hundreds  of  ISPs  look  to 
us  for  all  sorts  of  things.  From  our 
affordable,  scalable  ProLiant 
webservers  (the  most  popular  on 
the  market,  outselling  Sun  by 
almost  2  to  1 )  to  our  blisteringly 

fast,  clustered  AlphaServers  (the 
fastest  webservers  in  the  universe] 
running  Compaq  Tru64 

UNIX: 

2.  Who 

developed 
the  first  Internet 
firewall?  It  took 
some  very  smart 
people  at  our 
labs  in  Palo  Alto  to 
come  up  with  this  vita 
technology.  Today,  ^ 
our  firewalls  protect 
critical  information  in 


thousands  of  businesses  and 
government  agencies.  Our 
firewall  technologies  make  it 
possible  for  you  to  safely 
connect  your  private  network 
to  the  Internet,  and  enable 
you  to  turn  the  coldest  of 
shoulders  to  vandals  and 
thieves,  while  extending  the 
warmest  of  welcomes  to 
employees  and  customers. 


3.  Who  helps  MSN.com  and 
barnesandnoble.com  have  an 
Internet  presence  worthy  of 
Microsoft  and  Barnes  &  Noble? 

These  companies  know  how  crucial 
it  is  to  make  a  good  impression 
on  the  Internet.  Not  coincidentally, 
they  came  to  us  for  help  with 

infrastructure  and  systems 

support.  Today,  their 
sites  are  among 
the  busiest 
on  the  Web, 
with  users 
dropping 
in  for 
millions  of 
page-views 

VV  /;o  helps  busmesses,  each  day, 

frnm  the  smallest  to  the 
largest,  use  the  Web  to  entice, 
lure  and  hntl  more  customers^' 


but  they're  just  two  of  the  thous£ 
of  Web  sites  that  our  people  an 
products  help  enable.  (Can  w( 
enable  one  for  you}) 


Microsorr 

0 


who  helps  Microsoft 
and  Netscape  help  millions 
of  people  explore,  nai  'igate 
Intfirnet         and  lore  the  Intcrnetf 
Explorer 


4.  Who's  doing  more  to  help  th 
Internet  really  (and  literally)  hit 
home?  We  are.  Here's  a  small  : 
sample  of  our  home  Internet  te 
nologies:  simple,  one-touch  Inte 
access;  affordable  Presario'  PC' 
that  you  can  order  broadband-re 
for  ultra-fast  access  many  time; 
that  of  conventional  56K  mod( 
and  easy  home  networking  solut 
that  let  you  connect  multiple  P 
using  existing  phone  lines,  and 
allow  multiple  users  to  access  t 
Internet  at  the  same  time. 

5.  Who's  using  the  Web  to  get 
more,  much  more,  out  of  ATA 

With  Compaq's  NonStop  misi 
critical  systems  and  solutions 
behind  almost  two-thirds  of  th 
world's  ATM  machines,  what  j 
more  is  there  to  get?  Well,  hov  ; 
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ut  airline  tickets.  Postage 
nps.  Virtually  every  kind  of 
ncial  transaction.  And  more, 
he  near  future.  Compaq's 
3-enabled  ATM  technologies, 
sloped  in  partnership  with 
C,  will  dramatically  expand 
r  notion  of  what  you  can  get 
of  an  ATM  machine. 

Vho  runs  the  most  powerful 
useful  guide  to  the  Internet? 

Vista*  which  set  the  standard 
learch  engines  by  finding 
/ant  results  as  ^ 
has  100  to  200 
s  faster  than  its 
petition,  is  apart 
ompaq.  It's  also  a 
;  part  of  our  core 
met  strategy — 
iding  us  with  a 
5,  breathing  connection  to  the 
net  and  its  users  every  second 
ery  day.  What  we  learn  there 
;ry  bit  as  important  as 
1:hing  else  we  do  there.  (And 
traffic  exceeding  one  billion 
net  searches  a  month,  we 
a  lot.) 


t  n  t  e  r  n  e  t 


7.  Who's  got  thousands  of 
human  guides  to  the  Internet, 
to  help  you  make  it  as  simple 
as  humanly  possible?  Right  now, 
in  1 14  countries,  the  27,000  people 
of  Compaq  Services  are  solving 
some  of  the  toughest  problems 
imaginable.  With  flexible,  scalable, 
manageable  solutions.  Solutions 
for  Internet/intranet/extranet.  For 
network  security.  For  e-commerce. 
For  large  companies  and  small. 
Fact  is,  as  complexity  grows,  the 
number  of  reasons  you  need  a 
great  partner  grows,  too.  And 
that's  why  we're  here.  To  help  you 
make  the  right  choices, 
^  and  chart  the  right 

path,  today  and  in 
the  years  ahead. 


winch  smgle  button  uii 
a  computer  keyboard, 
and  from  it'hicb  company, 
has  introduced  more 
people  to  the  Internet 
than  ayiv  other^ 


How'd  you  do?  If 

you  got  most  of  the 
questions  right,  you're 
probably  one  of  our 
customers.  If  not,  we're  more 
than  willing  to  work  with  you  to 
help  bring  up  your  score.  Call 
1-800-AT-COMPAQ  or  visit 
www.compaq.com/betteranswers. 
Where  you'll  find  some  very 
good  answers  to  some  very 
tough  questions. 


\V7)i)  helps  the  leadnii;  aerospace 
companies  use  the  Internet  lo  lake 
their  businesses  to  new  heightsf 


irt  the  best  course  through 
unense  complexities 
ntless  opportunities  of 
lu'orked  coniputingf 


COMPAa 

Better  answers: 


www.compaq.com/betteranswers 
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GUNNING 
FOR  TIE-INS: 

Lucas  gets  the 
best  merclimi- 
dising  deals  i)i 
the  industry 


magazine.  He 
declined  to  com- 
ment for  tliis  article 

The  more  Lucas 
receded  from  the  lime- 
light, though,  the  more 
his  mystique  in  Holly- 
wood and  among  his 
fans  seemed  to  gi-ow. 
Lucas  had  already  be- 
come the  most  success- 
ful entrepreneiu'  in  the 
movie  business.  After 
he  hit  it  big  with  the 
first  Star  Wars  movie  in  1977,  Lucas 
shocked  the  Hollywood  Establishment 
when  he  refused  to  take  a  $500,000  fee  to 
direct  a  sec}uel.  Instead,  he  took  just 
$50,000,  but  demanded  that  Fox  give  liiiri 
the  rights  to  the  film's  merchandise  and 
any  secjuels.  "With  George  it  is  always  an 
issue  of  control,"  says  fonner  MCA  studio 
chief  Tom  Pollock,  who  as  Lucas'  lawyer 
negotiated  the  deal. 

To  help  bring  order  to  his  business, 
Lucas  hired  R.  Douglas  Norby,  a  vetei-an 
of  sevei^aJ  Silicon  Valley  startups,  in  1985. 
Norby  began  a  top-to-bottom  overhaul 
of  the  empii'e.  Among  the  fh-st  companies 
to  go  that  same  year  was  Pixar.  then  a 
tiny  staitup  that  made  haixlwai-e  for  com- 


puter graphics.  Lucas  un- 
aaded  it  for  $10  million  to 
Apple  Computer  Inc. 
rounder  Steven  P.  Jobs.  Bad 
move,  in  retrospect.  But 
Morby  also  sold  off  two  oth- 
er small  technical  operations 
that  were  sopping  up  cash. 
In  the  units  Lucas  retained, 
Norby  ordered  managers  to 
run  their  companies  as  if  they 
were  separate  businesses,  re- 
warding them  with  hefty  bonuses 
for  meeting  financial  tai'gets.  "We  ran  it 
like  a  Silicon  Valley  company,"  says  Nor- 
by, "and  it  got  results." 
JURASSIC  EFFECT.  Lucas'  largest  com- 
pany, ILM,  needed  the  most  work.  De- 
spite its  prowess  in  chiuTiing  out  spe- 
cial effects,  ilm's  profits  were  en-atic. 
To  generate  more  consistent  revenues, 
Norby  aggi-essively  mai'keted  ilm's  com- 
puter-generated special  effects  to  Hol- 
lywood studios.  ILM  also  began  making 
commercials,  using  some  of  the  whiz- 
bang  tricks  it  had  developed  for  films. 
Today,  according  to  Lucas  Digital  Ltd. 
cliief  Jim  Monis,  a  longtime  producer  of 
commercials  who  joined  ilm  in  1987, 
commercials  make  up  one-third  of  the 
company's  business.  Then,  in  1993,  ILM 


came  into  its  own  when  its  compute 
gave  life  to  realistic-looking  dinosau 
for  Spielberg's  Jurassic  Park. 

The  success  of  ilm's  special  effec 
in  Jurassic  Park  convinced  Lucas 
was  time  to  get  back  into  the  Star  Wa 
business.  For  the  eight  yeai's  since  the 
Lucasfilm  has  been  systematically  cul 
vating  eveiy  aspect  of  the  Star  Wa 
franchise,  carefully  building  toward  tl 
yeai-'s  release  of  the  newest  installmei 
First  came  the  rerelease  of  the  Sti 
Wars  trilogy,  which  scored  $475  milli( 
in  box  office  sales. 

The  huge  popularity  of  those  filr 
built  a  new  audience  for  The  Phanto 
Menace.  Just  as  important,  proceei 
fi'om  the  earlier  films  helped  bankri 
its  $115  million  p)-oduction  cost.  Indee 
Lucasfilm  President  Gordon  Radley  sa 
the  film's  budget  was  financed  entire 
from  operating  revenue. 

That's  key.  By  paying  for  his  ov 
movies,  Lucas  can  demand — and  get 
the  best  deals  in  the  industiy.  He  no 
takes  a  staggering  90%  of  the  mon( 
that  Twentieth  Centiuy  Fox  Film  Cor 
collects  from  box  office  and  video  sale 
Toymaker  Hasbro  Inc.,  which  h; 
agi'eed  to  pay  Lucas  $250  milHon  in 
censing  fees  by  the  time  The  Phanto 


SAID,  PEPSI!":  A  deal  with  PepsiCo  secures  free  advertising  for  Menace 


mace  opens,  has  also  given  him  war- 
its  for  5.7  million  shares  of  the  toy 
npany's  stock,  worth  $140  million,  on 
)  of  a  20%  royalty — the  highest  rate 
the  industiy. 

And  in  the  biggest  movie  tie-in  deal 
PepsiCo  Inc.  agi-eed  to  spend  an  es- 
lated  $2  billion  to  promote  The  Plum- 
n  Menace  and  two  future  Star  Wars 
ivies  along  with  its  soft-drink  brands 


and  its  recently  spun-off  fast-food  chains. 
Some  8  million  Pepsi  and  Mountain  Dew 
cans  will  depict  series  characters,  while 
chains  like  Taco  Bell  and  Pizza  Hut  will 
hand  out  28  different  Star  Wars  toys. 
Lucas  will  receive  a  royalty  on  eveiy 
toy  given  away,  but  more  importantly, 
the  campaign  amounts  to  a  massive  ad- 
vertising bUtz  for  the  films. 

Now,  in  the  months  preceding  the  re- 


lease, Lucas  has  proven  himself  a  mas-  ' 
ter  of  managing  the  Star  Wars  brand  to 
maximize  hype.  Last  month,  60 
Minutes  devoted  a  half  hour  to  a  profile 
of  Lucas.  Lucas  is  also  carefully  orches- 
trating the  film's  release.  The  number  of 
screens  will  be  held  to  a  modest  3,000  to 
stretch  out  the  movie's  theater  ran,  pro- 
viding a  longer  period  in  which  to  sell 
toys  and  merchandise. 
NEW  STUDIO.  Even  befoi-e  The  Pfiantom 
Menace  liits  the  screens,  Lucas  has  been 
pushing  to  expand  his  studios  for  fu- 
ture Star  Wars  films.  He  recently  won 
approval  to  build  two  new  complexes 
on  a  3,300-acre  spread  adjacent  to  his 
Skywalker  Ranch  studios.  Lucas  is  also 
hoping  to  build  a  new  digital  studio  for 
ILM  on  a  23-acre  parcel  of  the  fomier 
Presidio  Army  base  in  San  Francisco. 

For  now,  though,  Lucas  is  still  hard 
at  work  in  ilm's  complex  of  a  dozen 
onetime  warehouses  spread  over  a  15- 
acre  site  just  north  of  San  Francisco. 
For  weeks,  Lucas  has  been  making  the 
drive  from  Skywalker  Ranch  to  ilm. 
There,  each  Thm'sday,  he  sits  in  Screen- 
ing Room  C,  reviewing  the  week's 
progi'ess.  Finally  making  a  movie  again, 
Lucas  is  like  a  pop-culture  messiah 
about  to  descend  from  the  mountain. 
For  his  fans,  his  reemergence  couldn't 
come  soon  enough. 

By  Ronald  Grover  in  Los  Angeles 


TO  US,  THERE'S  ONLY  ONE  WAY  TO 
LOOK  AT  ANY  VEHICLE. 


i 


All  the  same.  Completely  identical  First  it  was  sheep,  now  it's  tax  advice. 
Isn't  this  cloning  thing  going  a  bit  too  far? 


developments  to  Watch 


CATHERINE  ARNST 


enty-five  years  into  the  war  on  cancer,  scientists  are  de- 
hering  tfie  genetic  and  molecular  tactics  used  by  emmy  tu- 
r  cells.  Here  are  highlights  froyn  the  annual  meeting  of  tlie 
lerican  Association  for  Cancer  Research  in  Philadelphia: 


;YOND 

lEMOTHERAPY: 
IWBILE 


RLY  CLINICAL  TRIALS  ON  A 

ig  for  pancreatic  cancer 
:gest  that  it  can  extend  pa- 
rts' lives  as  effectively  as 
ndard  chemotherapy  but 
hout  debilitating  side  ef- 
ts. The  drug,  called  Vir- 
an,  is  one  of  an  emerging 
ss  of  cancer  drags  that 
)st  the  body's  immune  de- 
ses.  Based  on  a  molecule 
ated  from  the  bile  of  covins, 
'  drug  is  made  by  Loms 
jrapeutics  Inc.  of  Mai'kham, 
ario.  In  a  clinical  tiial  of  19 
/anced  pancreatic  cancer 
ients  who  did  not  respond 
chemotherapy,  the  median 
'vival  rate  with  Virulizin 
3  6.7  months — double  the 
dian  with  chemo. 
Phat  compares  well  with 
vival  rates  for  patients  on 
Lilly  &  Co.'s  Gemzar,  a 
motherapy  di-ug  that  has 


been  on  the  niarkel  since  the 
early  1990s.  And  the  trial 
yielded  other  intriguing  re- 
sults. One  patient  whose  tu- 
mors had  spread  to  the  liver 
experienced  complete  regi'es- 
sion,  a  veiy  rare  occuiTence 
in  pancreatic  cancer  patients. 
Dr.  Donald  P.  Braim  of  Rush- 
Presbyterian-St.  Luke's  Med- 
ical Center  in  Chicago,  where 
the  trial  was  conducted,  said 
Vuiilizin  would  likely  be  used 
in  conjunction  with  Gemzar. 
It  may  also  be  effective 
against  colorectal  and  ovarian 
cancers,  he  said.  Virulizin  is 
ah'eady  licensed  in  Mexico  for 
the  treatment  of  malignant 
melanoma. 


TOPPING  TWO  KiLLERS  WITH  ONE  DRUG 

EOPLE  BEING  TREATED  FOR  HIGH  RISK  OF  HEART 

isease  may  have  one  small  comfort:  The  medication 
ley  are  taking  to  lower  their  cholesterol  could  also  be 
rotecting  them  from  colon  cancer,  the  second  leading 
luse  of  cancer  death.  The  results  seem  even  better 
hen  the  specific  drug  used  is  lovastatin — sold  by 
[erck  &  Co.  under  the  brand  name  Mevacor — taken  in 
)mbination  with  either  aspirin  or  with  nonsteroidal 
iti-inflammatories  (nsaids)  such  as  ibuprofen. 

Dr.  Banke  Agarwal  and  colleagues  at  St.  Luke's- 
oosevelt  Hospital  Center  in  New  York  noticed  that  in 
vo  large  clinical  trials  of  lovastatin  in  heart  patients, 
le  incidence  of  colon  cancer  dropped  by  43%.  Fmther- 
oi-e,  Agarwal  found  that  patients  who  took  lovastatin 

combination  with  aspiiin  cut  then*  colon  cancer  risk  by 
'<%.  In  tests  on  colon  cancer  cells  grown  in  culture  and 
en  in  rats,  the  researchers  found  that  both  lovastatin 
id  the  NSAID  sulindac  prompted  natural  cell  death  in 
e  tumor  cells.  When  the  two  di-ugs  were  combined,  the 
feet  was  even  more  pronounced.  Evidence  suggests 
at  lovastatin's  success  may  stem  from  its  ability  to 
ock  a  protein  associated  with  the  cancer  cells,  not  from 
;  knack  for  reducing  cholesterol  in  the  patients'  blood. 


CAN  SECONDHAND 

SMOKE  HARM 

A  FETUS?  

RESEARCHERS  RECENTLY 

warned  that  heavy  smoking 
by  teenagers  can  cause 
genetic  mutations  in  the 
lungs,  forever  predisposing 
them  to  lung  cancer — even  if 
they  quit.  Secondhand  smoke 
may  prove  just  as  bad.  In  a 
study  at  the  University  of 
Louisville,  associate 
professor  Steven 
Myers  and  his  team 
measured  the  levels 
of  4-ABP,  a  cancer- 
causing  agent  in 
tobacco  smoke,  in  the 
blood  of  475  preg- 
nant women  and 
their  fetuses.  As 
expected,  4-abp  lev- 
els were  significantly 
elevated  in  mothers  who 
smoked,  compared  with  non- 
smokers,  and  in  their  fetuses. 
The  unpleasant  surprise: 
Levels  were  also  high  in 
nonsmoking  mothers 
exposed  to  secondhand 


smoke  for  eight  or  more 
hours  a  day  at  home  or  work. 

A  second  study  has  linked 
this  insidious  effect  with  fetal 
damage.  Researchers  at  the 
University  of  Essen  in  Ger- 
many exposed  pregnant  lab 
rats  to  secondhand  smoke 
and  found  several  changes  in 
the  lungs  of  their  newborn 
pups  similar  to  those  that 
precede  lung  cancel'.  "Passive 
smoking  can  indeed  pass 
tlu-ough  the  placenta,  damage 


the  lung,  and  induce  precan- 
cerous lesions"  in  the  fetus, 
said  Essen  toxicology  profes- 
sor Ed  Nelson.  He  said  fetal 
damage  could  raise  risks  of 
lung  cancer,  even  if  the  chil- 
dren don't  become  smokers. 


AN  EARLY  WARNING 
SYSTEM  FOR 
OVARIAN  CANCER 

ABOUT   90%    OF  OVARIAN 

cancer  patients  survive 
when  the  disease  is  detected 
early  on.  Ti-agically,  because 
the  tumors  are  fast-spread- 
ing and  asymptomatic  until 
late  stages,  doctors  often 
fail  to  catch  the  illness.  As  a 
result,  more  than  15,000 
women  die  of  ovarian  cancer 
each  year  in  the  U.S.,  and 
only  20%  of  all  patients  are 
still  alive  five  years  after 
diagnosis. 

Now,  a  study  of  22,000 
postmenopausal  women  fol- 
lowed over  a  10-year  period 
concludes  that  annual  screen- 
ing with  blood  tests  and 
ultrasound  could  save  4,500 
to  5,000  lives  each  year  in 
the  U.  S.  The  women  in  the 
test,  which  was  conducted 
by  researchers  at  St.  Bar- 


tholomew's Hospital  in  Lon- 
don, were  initially  tested  for 
blood  levels  of  the  protein 
CA-125,  which  is  ovei-produced 
by  ovarian  tumors.  If  a  pa- 
tient's CA-125  level  was  high- 
er than  the  statistical  aver- 
age, she  was  recalled  for  a 
pelvic  ultrasound  test  and 
given  additional  blood  tests 
every  three  months  for  a 
year.  Ultimately,  67  women 
were  diagnosed  with  ovari- 
an cancer,  and  for  28,  the  ill- 
ness was  detected  within  one 
year  of  their  last  normal 
blood  test. 

General  screening  based 
on  such  tests  may  be  feasible 
witMn  five  years.  Dr.  Robert 
C.  Bast,  chief  of  medicine  at 
the  University  of  Texas 
M.  D.  Anderson  Cancer  Cen- 
ter in  Houston  estimates  the 
cost  at  about  $40,000  to 
$50,000  per  year  per  life 
saved,  compared  with  about 
$30,000  in  the  case  of 
mammogi'ams. 
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Canon  Takes  Presentation  Technology 
From  The  Dark  Ages  To  The  Digital  Age. 


Introducing  "Digital  OHP." 


Digital  OHP  Presentations:  A  Canon  Exclusive. 

The  "Digital  Overiiead  Projector,"  available  only  from 
Canon,  combines  the  first  affordable  hi-res.  (1900  x1424 
pixels)  Digital  Document  Camera,  with  Canon's  first  opti- 
cally-advanced LV-series  projector  to  give  you  text  clarity 
(to  8pt.  on  a  full  8  1/2"  x  11"  document)  without  trans- 
parencies, plus  a  whole  lot  more. 

Patented  Technology  Means  Breakthrough  Pricing|. 


Enhance  Your  PowerPoint®  Presentations. 

Within  seconds.  The  Digital  OHP  allows  you  to  access  ■ 
crisp  type  and  incredible  detail  from  documents,  charts; 
graphs,  even  3-D  objects  and  integrate  them  into  your  ■ 
PowerPoint  presentation  for  maximum  flexibility. 

The  Missina  Link  To  Videoconferencina. 

Unlil< 


n  ni-^-  'V/  :_ui_  o_x  rv_*:- 


Patented  Technology  Means  Breakthrough  Pricing. 

;,Canon's  patented  Parallel  Plate  'Variable  Refraction  Optical 
Wstem'  is  a  unique  technology  that  allows  one  CCD  to 
g$||.you  the  quality  of  nine,  without  the  high  cost. 


The  Missing  Link  To  Videoconferencing. 

Unlike  conventional  document  cameras,  the  Digital  OHP 
optimizes  your  videoconferencing  system,  allowing  you  to 
share  full  document  text  and  detailed  images  much  like 
you  would  during  a  face-to-face  meeting. 


FOR  MORE  INFORMATION,  PLEASE  CAU  (516)  328  5960. 
E-mail  us  at  vcsd@cusa.canon.com  Website:  www.usa.canon.com 


Canon 
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>TECHNOLOGY 


LAYING  GOD 
N  THE  LAB 

ne  pioneers  are  on  the  threshold  of  creating  life 


l^ometime  in  the  next  few  years, 
^  gene  pioneer  J.  Craig  Venter 
^  hopes  to  be  the  first  to  turn  inan- 
^imate  chemicals  in  a  test  tube 

a  living  organism.  The  result  will  be 
T  a  primitive  microbe,  but  its  cre- 
n  will  represent  "a  huge  technical 
ance"  in  humans'  ability  to  manipu- 

the  natural  world,  says  University 
Pennsylvania  ethicist  David  C.  Mag- 
— a  bigger  story,  some  bioethicists 

than  the  cloning  of  Dolly, 
loreover,  the  achievement  would 
e  myriad  practical  and  commercial 
lications.  "We  could  design  custom 
robes  to  clean  up  toxic  messes  or 
ineer  a  life  form  to  create  renew- 
;  energy  by  sphtting  water  into  hy- 
gen  and  oxygen,"  explains  Venter, 
sident  and  chief  scientific  officer  of 
era  Genomics  Corp.  in  Rockville, 
,  a  unit  of  Perkin-Elmer  Corp. 
fet  creating  life  in  the  test  tube  is 
r  part  of  what  Venter  hopes  to  ac- 
iplish.  He's  also  after  a  big  scientific 


payoff.  Indeed,  he  and  colleagues  will 
soon  pubhsh  a  paper  describing  their 
efforts  to  identify  the  smallest  possible 
number  of  genes  necessary  to  make  a 
living  organism.  That  promises  a  major 
leap  in  our  understanding  of  biology 
and  evolution — with  benefits  for  drug 
development  and  medicine. 

For  the  past  few  years,  genes  have 
been  decoded  at  an  astounding  rate,  but 
scientists  are  only  scratching  the  suiface 
in  figuring  out  how  they  work.  Venter's 
project  will  enable  scientists  to  finally 
understand  how  a  few  hundred  genes 
can  work  together  to  lay  the  ground- 
work for  life. 

HUMBLING  DISCOVERY.  The  roots  of  the 
project  to  create  synthetic  life  go  back 
to  1995.  Venter  and  a  team  at  the  In- 
stitute for  Genomic  Research  (tigr,  pro- 
nounced "tiger"),  had  just  become  the 
first  to  decipher  the  entire  genetic  code, 
or  genome,  of  an  organism.  The  organ- 
ism, a  microbe  called  Haemophilus  in- 
fluenzae, has  only  2,000  genes,  yet  the 


functions  of  many  were  completely  un- 
known— and  no  one  had  a  clue  how  they 
all  worked  in  concert.  To  begin  to  ad- 
dress those  questions,  the  tigr  scien- 
tists looked  for  an  organism  with  fewer 
genes.  "We  thought,  'There  has  to  be  a 
simpler  genome  out  there,' "  recalls 
Venter. 

There  was.  Microbiologist  Clyde  A. 
Hutchison  of  the  University  of  North 
Carolina,  Chapel  HOI,  had  been  claiming 
that  natm"e's  smallest  genome  belonged 
to  a  tiny  microbe  called  Mycoplasma 
genitalium.  tigr  gene  sleuths  read  its 
genetic  code  in  thi-ee  months,  discover- 
ing that  it  has  a  mere  470  genes. 

But  which  are  essential  for  life?  To 
find  out,  Hutchison  and  tigr's  Scott  Pe- 
terson spent  a  year  and  half  painstak- 
ingly disabling  individual  genes,  search- 
ing for  those  the  microbe  could  do 
without.  Peterson  was  able  to  show  that 
the  organism  can  survive  without  at 
least  150  of  its  genes.  And  of  the  300 
apparently  essential  ones,  "what's  most 
exciting  to  us  is  that  one-third  of  them 
ai'e  of  unknown  function,"  says  Peterson. 
"That  says  that  we  know  a  lot  less 
about  the  fundamental  biology  of  the 
cell  than  we  beheved." 

The  microbe  also  displayed  an  unex- 
pected ability  to  cope  with  the  loss  of 
some  genes  that  previously  were 
thought  to  be  essential.  Conventional 
biological  dogma  holds,  for  example,  that 
each  cell  must  possess  20  varieties  of  an 
enzyme  called  tRNA  synthetase.  These 
enzymes  help  the  cell  build  the  proteins 
it  needs.  But  Mycoplasma  genitalium  is 


DO  WE  HAVE  ALL  THE  PIECES? 


Scientists  are  hoping  to  me  what  they  learn  from  a  tiny  bacterium  to  not  only  better  understand  biology  but  also 

to  fashion  the  world's  first  manmade  organism.  Here's  how: 


Scientists  read  the  genetic  code 
of  Mycoplasma  genitalium,  with 

ewer  genes  than  any  other  organ- 

sm — about  470. 


2 The  scientists  disable  one  gene 
at  a  time  to  see  if  the  bacterium 
can  live  without  it.  About  300  genes 
seem  essential. 


3 They  synthesize  these  300j^nes 
and  put  them  into  the  hol^lOwed 
shell  of  a  bacterium  to  see  whether 
it  comes  to  life. 


Media 


FINALLY,  GOOD  NEWS 
AT  DOW  JONES 

Profits  and  stock  are  up,  but  long-term  prospects  are  murk; 


missing  one  of  the  expected  tRNA  syn- 
thetase genes,  and  Peterson  was  able  to 
knock  out  another  of  the  genes  with- 
out kilhng  the  microbe.  "It's  causing  us 
to  reexamine  a  lot  of  the  basic  funda- 
mentals of  biology,"  says  Venter. 

Meanwhile,  Venter  and  Hutchison 
conceived  a  bold  plan.  To  prove  whether 
those  300  genes  really  are  enough  to 
produce  a  living  organism,  they  asked, 
why  not  tiy  to  build  an  oi'ganism  fi-om 
the  gi'ound  up?  The  idea  would  be  to 
synthesize  all  300  genes  and  combine 
them  into  what's  called  an  aitificial  clxro- 
mosome.  That  in  turn  would  then  be 
put  into  the  hollowed  shell  of  a  bacteri- 
um. If  all  goes  as  planned,  the  bacterial 
shell  with  its  synthesized  genes  should 
come  to  life. 

"SLIPPERY  SLOPE."  The  prospect  was 
thrilling — and  scaiy,  so  Venter  put  on 
the  brakes.  "We  saw  we  were  sitting 
on  the  classic  shppeiy  slope,"  he  says. 
"We're  just  tiying  to  understand  what  is 
the  molecular  basis  of  life,  but  I  wony 
that,  to  the  public,  tliis  just  looks  like  a 
mad  scientist  gone  astray." 

He  asked  Aithm'  L.  Caplan,  director 
of  the  University  of  Pennsylvania's 
Center  for  Bioethics,  to  explore  the 
ethical  and  religious  dimensions  of  the 
experiment.  Explains  Caplan:  "We  want 
to  avoid  the  cloning  fiasco"  in  which 
ethicists  were  caught  unprepared,  lead- 
ing to  such  uninformed  speculation  as 
the  idea  of  cloning  people  for  spare 
paits.  Caplan  and  Magnus  put  together 
a  panel  that  included  a  rabbi,  a  Ro- 
man Catholic  priest,  and  Protestant 
theologians. 

In  a  forthcoming  paper,  they  identity 
obvious  perils  such  as  the  possibility  of 
creating  deadly  new  biological  weapons. 
However,  they  also  conclude  that  creat- 
ing life  in  a  test  tube  doesn't  usurp 
God's  role  as  creator.  "God  is  a  pres- 
ence who  continues  in  the  marvelous 
creative  process,  and  we  participate  in 
that,"  explains  Baylor  University  the- 
ologian Daniel  B.  McGee.  As  long  as 
humans  take  full  responsibility  for  new 
life  they  may  fashion,  and  don't  claim 
that  genes  are  all  that's  needed  to  have 
a  soul,  "I  see  no  reason  why  not  to  pro- 
ceed," he  says. 

To  the  scientists,  the  prospect  of  cre- 
ating a  primitive  cell  in  the  lab  is  an  in- 
dication of  the  awesome  progi'ess  in  bi- 
ology— ,  :nd  a  humbling  i-eminder  of  how 
far  they  ;  lill  have  to  go.  Nearly  a  half- 
century  Mtter  the  discoveiy  of  the  stnic- 
ture  of  UN  A,  biologists  still  don't  under- 
stand the  woiidngs  of  the  simplest  cells. 
But  over  the  next  few  years,  those  300 
essential  genes  in  Mycoplasma  may 
yield  their  secrets,  paving  the  way  for 
science  to  begin  to  fathom  the  complex 
biology  of  life. 

By  Jolih  Carey  in  Rockville,  Md. 


News  flash:  There's  a  glimmer  of 
good  news  at  Dow  Jones  &  Co. 
On  Apr.  12,  not  only  did  its  flag- 
ship Wall  Street  Jounial  pocket 
two  Pulitzer  Prizes  but  the  company 
also  smprised  investoi-s  with  better-than- 
expected  earnings  for  the  quarter  ended 
Mar.  31.  The  earnings  sent  Dow  Jones 
stock  up  11%  over  thi-ee  days,  and  the 
timing  couldn't  be  better  for  Chaimnan 
and  CEO  Peter  R.  Kann.  At  Dow  Jones's 
Apr.  21  annual  meeting,  he  must  face 
shareholders  who  are  painfully  aware 
that  the  stock  has  undeipeifonned  the 
mai'ket  bellwether  named  after  it  duiing 
the  biggest  nmup  in  histoiy. 

Even  with  the  stock's  recent  jump, 
some  investors  might  be  tempted  to  ask 
Dow  Jones  du-ectors  why  Kann  is  still 
ixinning  the  place.  They  haven't  forgotten 
that  a  year  ago  the  former  journalist 
was  in  the  midst  of  unloading  Dow  Jones 
Markets,  the  blundering  Bloomberg  com- 
petitor foiTnerly  knovm  as  Telerate  that 
cost  the  company  $1  billion  on  his  watch. 


Yet  from  the  looks  of  it,  shareholde 
wiW  be  gi'eeted  by  a  sanguine  ceo,  d 
livering  a  message  of  stable  if  unr 
markable  growth   while  building 
promising  Net  business.  And  despi 
the  rumors  swirhng  about  the  compar 
Kann  insists  that  there  are  no  b 
changes  in  the  works.  He  has  no  pla 
to  vacate  the  ceo  post  he  has  held  sin 
1991,  he  says,  nor  are  there  big  acquii 
tions  or  divestitures  on  the  hoiizon.  "T 
still  reasonably  young,  so  no  big  ma 
agement  changes  in  store  here,"  sa: 
Kann,  56.  "At  a  piu-ely  personal  level  i 
look  forward  to  a  place  not  far  (b 
where  everything  here  is  runni 
smoothly  enough  that  I  can  go  off 
few  times  a  year  and  write  a  stor; 
Can  life  be  this  serene  at  Dow  Jones 

For  the  moment,  perhaps.  Certain 
there  have  been  wrenching  chang( 
from  the  departure  last  October  of  f( 
mer  President  Kenneth  L.  Burenga 
the  company's  recent  cancellation  of 
long-standing  employee  profit-shari 
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Says  William  Cox  III,  a  dissident  member  of  the  Bancrofi 
family:  "Peter  is  living,  probably,  in  a  dream  world" 


plan.  But  Kann  appears  to  have  bought 
himself  time.  With  the  help  of  Jerome 
H.  Bailey,  foiTnerly  of  Salomon  Inc.,  who 
joined  Dow  Jones  as  chief  financial  offi- 
cer last  April,  the  two  have  spearhead- 
ed a  three-year  strategic  plan  unveiled 
in  October  that  calls  for  a  10%  increase 
in  earnings  per  share  each  year.  "They 
have  gi'eat  assets  and  now  they  seem  to 
be  tiying  to  make  them  sweat  harder," 
says  David  J.  Winters,  senior-vice  pres- 
ident of  Franklin  Mutual  Advisors  Inc., 
which  owns  5.2%  of  the  company's  stock. 
RESTIVE.  Tlie  plan  hasn't  ignited  much  in- 
vestor enthusiasm  so  far  But  Kann  has 
gained  some  cover  fi-om  the  malaise  in 
the  newspaper  industry;  though  Dow 
Jones  stock  is  lower  than  it  was  last 
summer,  it  has  been  trading  slightly 
higher  than  its  peers.  Moreover,  Kann 
may  be  benefiting  fi'om  the  belief  among 
Dow  Jones's  controlling  shai'eholdei-s,  the 
Bancroft  family,  that  theii"  stewai'dship 
has  a  price.  "If  somebody  is  measming 
what  they  want  to  get  out  of  Dow  Jones 
by  what  they  would  get  out  of  eBay," 
says  Roy  A.  Hammer,  the  family's 
tiTistee  and  senior  paitner  at  Boston  law 
fii'm  Hemenway  &  Bames,  "they  should 
sell  Dow  Jones  and  buy  eBay." 

Still,  I'estive  family  members  think 
there  is  a  happy  medium  between  eBay 
Inc.  and  a  company  that  missed  the  bull 
market.  Says  WiUiam  Cox  III,  the  out- 
spoken dissident  member  of  the  Ban- 
croft family:  "Peter  is  living,  probably,  in 
a  dream  world."  He  predicts  Kann  will 
soon  leave  and  says  there  ai'e  rambUngs 
among  his  family  of  funding  a  chair  for 
Kann  at  Hai^vard  University.  And  one 
analyst  notes  that  at  its  Januaiy  board 
meeting  the  company  adopted  a  "sepa- 
ration plan  for  senior  management."  If 
Kann  were  to  leave, 
there  is  no  obvious 
internal  successor, 
though  one  observer 
among  several  depicts 


performance,  which  in  turn 
relates  to  the  implementation 
of  the  thi'ee-year  plan,"  says 
Hammer.  That  plan  calls  for 
Dow  Jones  to  knit  its  collec- 
tion of  business  infomiation 
assets  into  a  steady  profit 
engine  generating  26%'  mar- 
gins fi'om  earnings  before  in- 
terest, tax,  depreciation,  and 
amortization.  Although  a  Bai- 
ley-led restmcturing  exercise 

has  cut  some  costs  at  the  BMLEY:  Spearheadhig 
Journal,  Barron's,  The  Far  the  three-year  plan 
Eastern  Economic  Review, 
and  half-owned  SmartMoney,  analyst 
Michael  Beebe  at  Goldman,  Sachs  &  Co. 
says  the  Telerate  fiasco  obsciu'ed  the  fact 
that  "the  underlying  businesses  are  ac- 
tually nm  e.xtremely  well." 

The  Journal,  vrith  a  daily  U.  S.  cir- 
culation of  1.74  million,  has  expanded 
into  various  overseas  markets  and  has 
283,000  paying  online  subscribers.  The 
problem,  Beebe  says,  is  that  the  U.  S. 
Journal,  the  biggest  single  piece  of  Dow 
Jones  print  business,  hit  the  wall  after 
tliree  yeai's  of  robust  advertising  growth 
leading  up  to  1998.  "After  a  while,  you 
just  nan  out  of  upside,"  says  Beebe. 

Tlie  company  has  also  been  hampered 
by  heavy  startup  costs  expanding  the 
Journal  electronically  and  in  its  Eui'o- 
pean  piint  edition.  It  also  made  a  disas- 
trous foi*ay  into  TV,  which  it  managed  to 
parlay  into  an  improving  but  still  loss- 
making  relationship  with  cnbc.  Bailey 
says  he  aims  to  get  investoi-s  to  focus  on 
gi'owlh  at  electronic  businesses  such  as 
the  Dow  Jones  Newswire  and  Wall 
Street  Journal  Interactive  Edition,  the 
most  successftil  subscription-based  busi- 
ness on  the  Web.  Bailey  is  keen  to  push 

KANN'S  REDEMPTION? 

Steps  Dow  Jones  CEO  Peter  Kann  could 
take  to  exorcise  the  ghost  of  Telerate: 


Dow  Jones  Interactive, 
Web-based  news-retrie\ 
system  that  could  emerge 
a  strong  rival  to  Lexis-Ne> 
What's  not  in  the  offing  ne 
term,  he  says,  is  a  mmor 
IPO  or  tracking  stock  of  W 
assets.  "  We're  not  rejecting 
forever,  we're  just  saying  i 
not  imminent,"  says  Baile; 

Kann's  and  Bailey's  grow 
strategy  got  a  shot  in  t 
ann  with  its  quaitei'ly  eai 
ings  surprise,  fueled  by  i: 
proving  results  at  communi 
newspapers  group  Ottaway  Newspapt 
Inc.  and  an  unexpected  ad  boost  at  t 
Joimml.  For  the  year,  Laui'en  Rich  Fi 
of  Menill  L\Tich  &  Co.  expects  the  co: 
pany  to  earn  $197  million  on  revenues 
$1.93  billion. 

Still,  there  is  much  ground  to  ma 
up:  According  to  Dow  Jones's  pro: 
statement,  $100  invested  in  its  stock 
yearend  1993  would  have  been  wor 
$152  at  yearend  1998;  $100  invested 
an  index  of  its  peers  would  have  reap 
$269.  "We're  certainly  not  satisfied 
this  point,"  says  Kann. 
DISTANT?  Ultimately,  family  dynam; 
will  play  a  huge  role  in  the  compan 
future.  Despite  the  much-publicized 
saults  on  Kann  and  Telerate  by  C 
and  a  cousin  two  years  ago,  the  Bi 
crofts  have  proved  to  be  either  < 
tremely  benevolent — or  complace 
Hammer  bristles  at  Cox's  contenti 
that  the  family's  older  generation  i 
gleets  stock  performance  because  t\ 
live  well  solely  on  dividend  income.  I 
selling  the  company,  he  contends,  is  i 
an  option.  "There  is  a  strong  desire 
maintaining  the  independence  of  2 
Wall  Street  Journc 
says  Hammer. 

Of  coiu'se,  the  Ja 
naTs  independence  I 
never  been  a  drag 


Bailey  as  "ranning  the    Dow  Jones's  bott 


place,"  and  he  and  Se 
nior  Vice-President  L. 
Gordon  Crovitz  are 
considered  possibilities. 

Hammer,  who  be- 
came a  Dow  director 
late  last  year,  insists 


►  Hits  Bailey's  modest  target  of  10%  growth  in  earnings  per  share 

►  Sells  Dow  Jones's  community  newspapers  and  buys  back  more  stock 

►  issues  an  IPO  or  tracking  stock  of  Internet  assets 

►  Gets  Dow  Jones  Interactive  to  emerge  as  a  solid  rival  to  Lexis-Nexis 


fine.  The  real  quest 
is  whether  stu| 
shareholders  can  ff 
give  the  past  and  hii 
in  to  see  Dow  JoiS 
perform  at  least 
well  as  the  soar| 


,                        ►  Continues  to  extend  the  brand  of  the  core  IVa// S^ree?  Joc/z-na/  „      t       t  j 

the  board  is  behmd    Dow  Jones  Indust. 

Kann  and  the  plan — for    ►  Stays  away  from  acquisitions  that  spook  investors  Average. 

By  Richard  Sik\ 

in  Neiv  Y 


now.  "His  future  is  de- 
pendent on  his  futui'e 


DATA;  BUSINESS  WEEK 


receive  a 

^mail  a  reply  before  anyone  arrives  at  the  office. 

ages  to  look  buttoned-up 
and  he's  still  in  his  bathrobe. 


who  is  he  sleeping  with? 


Westin 

HOTELS  RESORTS" 


Staying  with  Westin  earns  you  points  in  the  Starwood  Preferred  Guest"  program, 
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Information  Technology 


INTERNET 


THE  RISE  AND  FALL 
OF  AN  INTERNET  STAR 

PointCast's  saga  tells  of  hope  and  hubris  in  a  high-risk  business 


On  Apr.  9,  Christopher 
R.  Hassett  settled 
into  his  home  office 
overlooking  the  Hud- 
son River  on  New  York's 
West  Side.  The  37-year-old 
co-founder  and  ex-CEO  of 
PointCast  Inc.,  once  the  hot- 
test Internet  staitup  around, 
poiu'ed  a  glass  of  white  wine 
and  slipped  a  sheaf  of  paper 
into  his  fax  machine.  At  10 
p.m.,  Hassett  dialed  the  Sil- 
icon Valley  home  of  Point- 
Cast's new  CEO,  Phil  Koen. 
Within  minutes,  a  tentative 
$20  million  bid  to  retake 
control  of  PointCast,  now  a 
debt-laden  shadow  of  its  for- 
mer self,  was  offered.  Says 
Hassett,  who  was  pushed 
out  of  the  company  two 
years  ago:  "With  the  right 
capital  and  right  manage- 
ment team,  PointCast  has  a 
bright  future.  It's  just  a 
matter  of  making  those 
things  happen." 

The  precariousness  of 
PointCast's  future  demon- 
strates more  than  anything 
just  how  unforgiving  the 
ever  mutating  Internet 
world  can  be.  In  an  envi- 
ronment where  revenues 
and  profits  seem  to  be 
afterthoughts,  it  sei"ves  as  a 
sad  but  haiTowing  reminder 
that  not  eveiy  Internet  deal 
or  visionary  concept  blos- 
soms into  an  Amazon.com 
or  Yahoo!  Inc. 
MOBBED  EXHIBIT.  Just  thr  ee 
years  ago,  PointCast  was  all  the  rage. 
Media  and  technology  titans  alike,  from 
Rupert  Murdoch  to  William  H.  Gates 
III,  wanted  a  piece  of  the  hot  little 
startup  with  its  so-called  push  technol- 
ogy. But  its  product  fell  victim  to  man- 
agement missteps,  poor  execution,  and 
fi'enetic  technological  changes.  Now,  the 
company  is  iimning  out  of  money  fast. 


laying  off  one-third  of  its  workforce, 
and  praying  for  fresh  capital.  "We  had  a 
lot  of  luck  and  no  luck  at  the  same 
time,"  says  Hassett.  "We  just  never  had 
enough  luck  to  get  us  over  the  top." 

Such  is  the  tale  of  PointCast's  slide. 
In  1996,  before  Yahoo!,  Excite  Inc.,  and 
others,  PointCast  recognized  the  power 
of  delivering  personalized  information 


over  the  Net.  Its  softwj 
allowed  consumers  to  ci 
tomize  news  automatica 
through  the  push  techno 
gy.  Selected  content  woi 
be  culled  fi'om  the  Web  a 
deHvered  to  an  individu; 
computer  screen — all  1 
free.  PointCast  made 
money  fi'om  advertisers. 

The  idea  caught  fti'e. 
the  end  of  1996,  PointCas 
network  boasted  1.5  milli 
users,  $5  milhon  in  anni 
revenue,  and  a  list  of  m; 
quee  advertisers.  The  co 
pany  had  attracted  mc 
than  $48  million  in  fandi 
ft'om  ventm'e  capitalists  a 
corporations  such  as  Sc 
bank,  Compacj  Comput 
and  General  Electric  Capi 
Services.  On  paper,  Poi 
Cast  had  achieved  a  val 
t.ion  of  $240  million. 

As  if  that  wasn't  enou 
Microsoft  Corp.  added 
muscle  in  December,  19 
by    agreeing    to  bun 
PointCast  with  its  Inter 
Explorer  browser.  Not  1( 
after,  at  PointCast's  fi 
trade        show — Inter 
World — in  the  spring 
1997  in  Los  Angeles,  bu 
ing  inspectors  almost  s' 
down  the  company's  exh 
because  they  feared 
crowds  surrounding 
booth  presented  a  danj 
"We  sat  around  the  ta 
and  worried  a  lot  ab 
PointCast  and  push  te, 
nology,"  i-ecalls  Timothy  A.  Koogle, 
of  Yahoo!,  then  a  PointCast  rival. 

That's  when  News  Corp.  decidec 
give  PointCast  the  once-over.  Disc 
sions  got  under  way  between  Hasi 
and  Rupert  Murdoch's  son  James,  ^ 
was  in  charge  of  News  Corp.'s  n^ 
media  strategy.  Hassett  flew  dowx 
Los  Angeles  and  first  met  with 
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We  know  a  service  provider 
that  delivers  global  financial  news 
to  16,000  places  every  minute. 
In  the  New  World, 
information  never  sleeps. 
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The  sun  never  sets  on  the  global  marketplace.  Especially 
for  a  ma|or  business  news  wire  that  reports  the  latest  breaking 
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Network  service  providers  are  changing  the  way  people  share 
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mto  the  21st  century.  And  beyond.  Internet  generation  - 
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Information  Technology 


THE  POINTCAST  SAGA 


GREG  AND  CHRIS  HASSETT 


1992  Chris  and  Greg  Hassett  form 
PED  Software  to  make  software 
allowing  users  to  personalize  con- 
tent and  data  offered  online. 

FEBRUARY,  1996  Service  is 
launched  as  PointCast.  Users  down- 
load software  and  use  it  to  cus- 
tomize information  from  the  Net. 

FEBRUARY,  1997  PointCast  reach - 

young  Murdoch  on  the  set  of  a  pohce 
show  at  Fox  Studios  in  Januaiy,  1997. 
Insiders  say  a  tentative  deal  was  stiuck 
in  which  News  Corp.  would  acquire 
PointCast  for  $450  million.  But  before 
the  papers  could  be  di'afted,  issues  siu'- 
faced  over  PointCast's  revenue  projec- 
tions and  the  price  tag,  insiders  say. 
The  offer  simply  went  away.  James 
Murdoch,  president  of  News  America 
Digital  Publishing,  denies  that  the  offer 
evai)orated.  Instead,  he  says  PointCast 
didn't  gi'ab  it  fast  enough.  "We  wouldn't 
let  our  offei'  sit  out  there  indefinitely," 
says  Mui'doch.  "They  did  have  an  op- 
portunity to  take  an  offer,  and  they  did- 
n't take  it." 

"POOR  BET."  Either  way.  the  failed  pact 
was  a  blow,  particularly  as  problems 
began  to  arise  with  PointCast's  tech- 
nology. Customers  had  begim  to  com- 
plain that  the  sei^vice  was  slow.  It  also 
was  causing  traffic  jams  on  corporate 
networks  because  bandwidth  was  not 
big  enough  to  cany  all  the  infonnation 
that  users  wanted.  Customers  began  to 
abandon  the  sei"vice  in  favor  of  new  of- 
ferings from  the  likes  of  Yahoo!  and 
Excite.  "The  market  is  pretty  unforgiv- 
ing of  missteps,"  says  Jonathan  D. 
Feiber,  a  PointCast  investor  and  board 
member.  "We  just  fell  off  the  curve." 

The  gTOwing  popularity  of  Web-based 
competitors  put  PointCast  in  a  pickle — 
and  illustrated  why  its  entry  to  the 
market  may  have  been  premature.  The 


es  a  tentative  agree- 
ment to  be  acquired 
by  News  Corp.  for 
$450  million.  But  the 
deal  dies  by  March. 

JUNE,  1997  Chris 
Hassett  is  pushed  out, 
and  a  search  for  a  new 
CEO  is  launched.  PointCast's  tech- 
nology is  losing  momentum  because 
of  poor  performance. 

OCTOBER,  1997  David  Dorman,  the 
CEO  of  Pacific  Bell,  becomes  Point- 
Cast's chairman  and  CEO.  He  imme- 
diately begins  work  on 
the  technical  and 
image  problems. 


consortium's  goal:  a  high-speed, 
broadband  service  to  compete  with 
At  Home. 

DECEMBER,  1998  A 

letter  of  intent  is 
signed  by  all  parties. 
The  consortium  would 
put  up  some  $400 
million  for  the  new 
venture  and  buy  Point- 
Cast for  about  $100 
million. 


AUGUST,  1998  Dor 

man  begins  negotiat- 
ing to  sell  PointCast  to 
a  group  of  Baby  Bells 
and  Microsoft.  The 


company  had  already  spent  millions  es- 
tablishing a  proprietary  network  and 
infrastructure  to  support  its  product. 
Sliifting  to  the  more  efficient  Web  made 
sense  strategically. 

But  the  task  seemed  nearly  impossi- 
ble. PointCast  had  built  its  entire  busi- 
ness around  proprietary  software.  "We 
placed  a  bet,"  says  a  former  executive. 
"In  hindsight,  it  was  a  poor  bet  be- 
cause the  Web  allowed  people  to  inno- 
vate more  quickly  than  we  could." 
Another  insider  says  that  the  issue  of 
moving  to  a  Web-based  service  was  di- 
visive: "It  became  a  religious  war,"  re- 
calls Jason  B.  Douglas,  PointCast's  for- 
mer vice-president  of  products  and 
progT'amming. 

Still,  PointCast  had  a  solid  following 
and  was  on  its  way  to  tripling  its  rev- 
enue by  the  end  of  1997.  But  investors 
worried  about  Hassett's  leadership  and 
ability  to  expand  the  company.  Over  his 
vehement  objections,  and  those  of  his 
co-founder  and  brother  Gregory,  the 
boai'd  stalled  looking  in  June  for  a  high- 
profile  executive  to  replace  Hassett.  "It 
was  time  to  bring  in  more  seasoned 
leaders  who  could  pi'ovide  the  right  lev- 
el of  management  for  PointCast,"  says 
fomier  board  membei'  Chai'les  Geschke, 
president  and  chairman  of  software 
maker  Adobe  Systems  Inc. 

For  five  months,  no  seasoned  leader 
materialized.  Insiders  say  the  company, 
out  to  land  only  a  star-studded  media 


MARCH,  1999  Frustrated  by  end- 
less delays,  Dorman  resigns  to  head 
AT&T/British  Telecom  venture. 
Two  weeks  later,  the  consortium 
notifies  PointCast  that  their  venture 
is  dead. 

APRIL,  1999  PointCast  lays  off 
nearly  a  third  of  its  220  employees, 
and  Chris  Hassett,  among  others, 
launches  a  bid  to  take  control  of  the 
company. 

executive,  overshot.  "From  the  begi 
ning,  we  were  high  on  our  own  fumes 
says  a  former  employee. 

Being  nidder'less  for  so  long  cost  t' 
company  deai'ly.  When  a  CEO  did  suifa 
in  October,  it  was  not  a  media  bigwi 
Instead,  it  was  David  W.  Dorman,  tl 
former  CEO  of  Pacific  Bell.  Donnan  w 
gi'eeted  enthusiastically  by  the  Poir 
Cast  troops.  His  fii'st  companywi( 
meeting  gave  many  hope  about  the  f 
ture  as  he  expressed  unbridled  con 
dence  in  the  company's  mission. 
WINDOW  SHOPPERS.  That  was  befo 
Dorman  had  a  handle  on  PointCas 
problems.  Dorman  says  he  soon  rei 
ized  that  the  troubles  went  beyond  tec 
nology.  Management  was  in  tiu-moO,  a 
spending  was  out  of  control.  The  coi 
pany  at  times  was  blowing  through 
much  as  $2  million  a  month.  "I  was 
fii-efight  mode  fi-om  the  minute  I  walk 
in  the  door,"  Donnan  says.  In  additi 
to  addressing  the  software  problen 
PointCast  needed  to  raise  more  capit 
So  the  company  filed  to  go  public 
May,  1998,  at  a  "valuation  of  about  $2 
million.  PointCast  quickly  abandon 
that  plan  in  July,  however,  explaini 
that  it  needed  to  pursue  strategic  pa 
nerships  instead. 

PointCast  spoke  to  scores  of  potent 
partners  or  acquirers,  including  Til 
Wamer,  Yahoo!,  NBC,  and  Softbank. 
had   no  trouble  getting  people 
look,"  says  Dorman.  "But  people  w< 
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I  finally  crushed  my  urge  to  smoke 
with  the  helpofZYBANr 


"I  smoked  for  16  years  straight  with 
just  a  couple  of  interruptions.  No 
matter  how  hard  I  tried  to  quit,  I  still 
had  this  hunger  to  smoke.  Then  along 
came  ZYBAN.  It's  prescription  medicine. 
My  doctor  said  to  take  one  pill  twice  a 
day  as  part  of  my  stop-smoking  program. 
I  did.  And  for  the  first  time,  I  started 
feeling  less  like  smoking.  One  day,  my 
urge  to  smoke  wasn't  there.  So  I  didn't 
light  up  a  cigarette.  And  I  haven't  ever 
since.  It's  been  over  a  year. " 

Dave  L. 

Smoker:  16  years 
Smoke  free:  18  months 


SEE  YOUR  HEALTHCARE  PROFESSIONAL 
ABOUT  ZYBAN,  ZYBAN  and  the  ZYBAN 
Advantage  Plan™,  a  free  counseling  and 
personalized  support  program,  are  part  of 
an  overall  plan  recommended  by 
your  healthcare  professional  to 
help  you  quit  smoking.  For 
more  information,  call 
l-888-959-ST0P(7867) 
or  visit  our  web  site  at 
www.zyban.com. 


*Individual  results 
may  vary. 


AT  YOU  NEED  TO  KNOW  ABOUT  ZYBAN 
!  most  common  side  effects  with  ZYBAN  include  dry  mouth 
I  difficulty  sleeping.  Although  uncommon,  there  is  a  risk  of 
zure  associated  with  ZYBAN  (see  "Important  Warning"  section  in 
ormation  for  the  Patient  on  following  page).  So  it  is  important  to 
<  to  your  healthcare  professional  to  see  whether  ZYBAN  is  right 
you. 

should  not  take  ZYBAN  if  you  have  a  seizure  disorder;  are  already 
ng  WELLBUTRIN®,  WELLBUTRIN  SR®,  or  any  other  medicines  that  contain 
ropion  HCl;  have  or  have  had  an  eating  disorder;  or  are  currently  taking 
ave  recently  taken  a  monoamine  oxidase  (MAO)  inhibitor.  It  is  important 
et  your  healthcare  professional  know  about  any  other  prescription  or 
-the-counter  medications  you  are  taking.  ZYBAN  is  not  recommended  for 
en  who  are  pregnant  or  breast-feeding. 


_  NICOTINE-FREE 

bupropion  HCISS? 

BREAK  FREE  FROM  NICOTINE 
BREAK  FREE   FROM  SMOKING 

Please  consult  Information  for  the 
.   Patient  on  the  following  page. 


Information  for  the  Patient 
ZYBAN'^  (bupropion  hydrochloride)  Sustained-Release  Tablets 

Please  read  this  information  before  you  start  taking  ZYBAN.' 
Also  read  this  leaflet  each  time  you  renew  your  prescription,  in  case 
anything  has  changed.  This  information  is  not  intended  to  take  the 
place  of  discussions  between  you  and  your  doctor.  You  and  your 
doctor  should  discuss  ZYBAN  as  part  of  your  plan  to  stop  smoking. 
Your  doctor  has  prescribed  ZYBAN  for  your  use  only.  Do  not  let 
anyone  else  use  your  ZYBAN. 

IMPORTANT  WARNING: 

There  is  a  chance  that  approximately  1  out  of  every  1000  people 
taking  bupropion  hydrochloride,  the  active  ingredient  in  ZYBAN,  will 
have  a  seizure.  The  chance  of  this  happening  increases  if  you: 

•  have  a  seizure  disorder  (for  example,  epilepsy): 

•  have  or  have  had  an  eating  disorder  (for  example,  bulimia  or 
anorexia  nervosa): 

•  take  more  than  the  recommended  amount  of  ZYBAN;  or 

•  take  other  medicines  with  the  same  active  ingredient  that  is  in 
ZYBAN,  such  as  WELLBUTRIN  (bupropion  hydrochloride) 
Tablets  and  WELLBUTRIN  SR  (bupropion  hydrochloride) 
Sustained-Release  Tablets.  (Both  of  these  medicines  are  used  to 
treat  depression.) 

You  can  reduce  the  chance  of  experiencing  a  seizure  by  following 
your  doctor's  directions  on  how  to  take  ZYBAN.  You  should  also 
discuss  with  your  doctor  whether  ZYBAN  is  right  for  you. 

1.  What  is  ZYBAN? 

ZYBAN  is  a  prescription  medicine  to  help  people  quit  smoking. 
Studies  have  shown  that  more  than  one  third  of  people  quit  smoking 
for  at  least  1  month  while  taking  ZYBAN  and  participating  in  a  patient 
support  program.  For  many  patients.  ZYBAN  reduces  withdrawal 
symptoms  and  the  urge  to  smoke.  ZYBAN  should  be  used  with  a 
patient  support  program.  It  is  important  to  participate  in  the 
behavioral  program,  counseling,  or  other  support  program  your 
health  care  professional  recommends. 

2.  Who  should  not  take  ZYBAN? 

You  should  not  take  ZYBAN  if  you: 

•  have  a  seizure  disorder  (for  example,  epilepsy). 

•  are  already  taking  WELLBUTRIN,  WELLBUTRIN  SR.  or  any  other 
medicines  that  contain  bupropion  hydrochloride. 

•  have  or  have  had  an  eating  disorder  (for  example,  bulimia  or 
anorexia  nervosa). 

•  are  currently  taking  or  have  recently  taken  a  monoamine  oxidase 
inhibitor  (MAOl). 

•  are  allergic  to  bupropion. 

3.  Are  there  special  concerns  for  women? 

ZYBAN  is  not  recommended  for  women  who  are  pregnant 
or  breast-feeding.  Women  should  notify  their  doctor  if  they  become 
pregnant  or  intend  to  become  pregnant  while  taking  ZYBAN. 

4.  How  should  I  take  ZYBAN? 

•  You  should  take  ZYBAN  as  directed  by  your  doctor.  The  usual 
recommended  dosing  is  to  take  one  150-mg  tablet  in  the  morning 
for  the  first  3  days.  On  the  fourth  day,  begin  taking  one  150-mg 
tablet  in  the  morning  and  one  150-mg  tablet  in  the  early  evening. 
Doses  should  be  taken  at  least  8  hours  apart. 

•  Never  take  an  "extra"  dose  of  ZYBAN.  If  you  forget  to  take 
a  dose,  do  not  take  an  extra  tablet  to  'catch  up"  for  the  dose  you 
forgot.  Wait  and  take  your  next  tablet  at  the  regular  time.  Do  not 
take  more  tablets  than  your  doctor  prescribed.  This  is  important  so 
you  do  not  increase  your  chance  of  having  a  seizure. 

•  It  is  important  to  swallow  ZYBAN  Tablets  whole.  Do  not  chew, 
divide,  or  crush  tablets. 

5.  How  long  should  I  take  ZYBAN? 

Most  people  should  take  ZYBAN  for  7  to  12  weeks.  Follow  your 
doctor's  instructions. 

6.  When  should  I  stop  smoking? 

It  takes  about  1  week  for  ZYBAN  to  reach  the  right  levels  in 
your  body  to  be  effective.  So,  to  maximize  your  chance  of  quitting, 
you  should  not  stop  smoking  until  you  have  been  taking  ZYBAN  for 
1  week.  You  should  set  a  date  to  stop  smoking  during  the  second 
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week  you're  taking  ZYBAN  (bupropion  hydrochloride)  Sustain« 
Release  Tablets. 

7.  Can  I  smoke  while  taking  ZYBAN? 

It  is  not  physically  dangerous  to  smoke  and  use  ZYBAN  at  t 
same  time.  However,  continuing  to  smoke  after  the  date  you  set 
stop  smoking  will  seriously  reduce  your  chance  of  breaking  yc 
smoking  habit. 

8.  Can  ZYBAN  be  used  at  the  same  time  as  nicotine  patches' 

Yes,  ZYBAN  and  nicotine  patches  can  be  used  at  the  same  tii 
but  should  only  be  used  together  under  the  supervision  of  yc 
doctor.  Using  ZYBAN  and  nicotine  patches  together  may  raise  yc 
blood  pressure.  Your  doctor  will  probably  want  to  check  your  bio 
pressure  regularly  to  make  sure  that  it  stays  within  acceptable  leve 

DO  NOT  SMOKE  AT  ANY  TIME  if  you  are  using  a  nicotine  patch 
any  other  nicotine  product  along  with  ZYBAN.  It  is  possible  to  get  I 
much  nicotine  and  have  serious  side  effects. 

9.  What  are  possible  side  effects  of  ZYBAN? 

Like  all  medicines.  ZYBAN  may  cause  side  effects.  ■ 

•  The  most  common  side  effects  include  dry  mouth  and  diffiCL 
sleeping.  These  side  effects  are  generally  mild  and  oft 
disappear  after  a  few  weeks.  If  you  have  difficulty  sleeping,  av( 
taking  your  medicine  too  close  to  bedtime. 

•  The  most  common  side  effects  that  caused  people  to  stop  taki 
ZYBAN  during  clinical  studies  were  shakiness  and  skin  rash. 

•  Contact  your  doctor  or  health  care  professional  if  you  have  a  ra 
or  other  troublesome  side  effects. 

•  Use  caution  before  driving  a  car  or  operating  complex,  hazardc 
machinery  until  you  know  if  ZYBAN  affects  your  ability  to  perfo 
these  tasks. 

10.  Can  I  drink  alcohol  while  I  am  taking  ZYBAN? 

It  is  best  to  not  drink  alcohol  at  all  or  to  dnnk  very  little  while  taki 
ZYBAN.  If  you  drink  a  lot  of  alcohol  and  suddenly  stop,  you  rr 
increase  your  chance  of  having  a  seizure.  Therefore,  it  is  important 
discuss  your  use  of  alcohol  with  your  doctor  before  you  begin  taki 
ZYBAN.  ^ 

11.  Will  ZYBAN  affect  other  medicines  I  am  taking? 

ZYBAN  may  affect  other  medicines  you're  taking.  It  is  important  nol 
take  medicines  that  may  increase  the  chance  for  you  to  have  a  seizL 
Therefore,  you  should  make  sure  that  your  doctor  knows  about  all  me 
cines — prescription  or  over-the-counter — you  are  taking  or  plan  to  tak( 

12.  Do  ZYBAN  Tablets  have  a  characteristic  odor? 

ZYBAN  Tablets  may  have  a  characteristic  odor.  If  present,  this  ot 
is  normal. 

13.  How  should  I  store  ZYBAN? 

•  Store  ZYBAN  at  room  temperature,  out  of  direct  sunlight. 

•  Keep  ZYBAN  in  a  tightly  closed  container. 

•  Keep  ZYBAN  out  of  the  reach  of  children. 

This  summary  provides  important  information  about  ZYB/ 
This  summary  cannot  replace  the  more  detailed  information  that ) 
need  from  your  doctor.  If  you  have  any  questions  or  concerns  ab 
either  ZYBAN  or  smoking  cessation,  talk  to  your  doctor  or  ot 
health  care  professional. 
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red  off  by  the  negative  stigma." 
)ne  group  of  lookers  that  wasn't 
red  was  a  consortium  of  the  Baby 
Is — with  which  Dorman  had  close 
;.  In  August,  Dorman  flew  to  his 
letown  of  Atlanta  for  vacation  and 
;  with  BellSouth  Corp.  executives, 
•man  believed  that  Internet  service 
viders  could  use  PointCast  to  cre- 

a  high-speed  broadband  portal  to 

Web  to  compete  with  At  Home 
p.  PointCast  showed  a  prototype  of 
ii  a  service  to  BellSouth. 
H  HOPES.  The  timing  seemed  perfect. 
ISouth  and  some  other  Baby  Bells 

been  gTappling  with  ways  to  pro- 
;e  the  use  of  digital  subscriber  lines 
as  an  alternative  to  high-speed  ca- 
modems  used  by  At  Home.  So  Bell- 
th,  joined  by  Microsoft,  Bell  Atlantic, 
.  West,  and  Bell  Canada,  launched  a 
f-et  project,  dubbed  Newnet. 
According  to  several  soui'ces,  the  plan 
3d  for  the  gr-oup  to  invest  some  $400 
ion  to  launch  the  venture.  On  top 
;hat,  they  would  buy  PointCast  for 
ut  $100  million  and  use  it  as  the  en- 
point  for  the  new  consumer-  service. 
■  telecom  companies  would  provide 

wiring,  billing,  and  customer  sup- 
while  Microsoft  provided  capital. 


technology,  and  online 
content.  "This  was  go- 
ing to  be  the  third  on- 
line network  competing 
with  AOL  and  At 
Home,"  says  one  insid- 
er. "This  was  going  to 
be  huge."  BellSouth, 
U  S  West,  Bell  Canada, 
and  Microsoft  declined 
comment. 

The  partners  signed 
a  letter  of  intent  on 
Dec.  16  and  set  a  tar- 
get launch  date  of 
April,  1999.  The  Baby 
Bells  also  sank  $15  mil- 
lion into  PointCast, 
which  was  iTinning  dangerously  low  on 
cash.  Marketing  teams  met  and  came 
up  with  a  new  name.  Sources  say  the 
leading  contender  was  Corazon,  the 
Spanish  word  for  heait.  Domian  says  he 
preferred  the  name  Macrame. 

PointCast  and  Donnan  had  so  much 
faith  in  then-  negotiations  that  the  com- 
pany signed  an  agreement  preventing  it 
from  pursuing  any  other  opportunities, 
at  least  until  the  end  of  January.  It  also 
requii-ed  PointCast  to  retain  90%  of  its 
workforce,  which  kept  the  company 


Potential 
investors  such  as 
Microsoft  and 
Softbank  shied 
away-but  Hassett 
is  still  trying  to 
cut  a  deal 


from  easing  its  cash 
cmnch. 

But  when  the  Jan- 
uary date  came  and 
went,  PointCast  grew 
nervous.  Microsoft, 
which  was  at  odds 
over  some  of  the 
technology  and  was 
frustrated  by  the 
slow  pace  of  the  deal, 
soon  dropped  out. 
Without  a  heavy- 
weight partner,  the 
Baby  Bells  worried 
about  their  ability  to 
compete  effectively. 
They  tried  unsuccess- 
fully to  add  heft  to  their  team  by  re- 
cruiting SBt:  Communications  Inc. 

Dorman's  patience  wore  thin.  Fnis- 
trated  by  seemingly  endless  delays,  he 
amioimced  liis  resignation  on  Mar.  4  and 
his  intention  to  head  a  new  joint  ven- 
ture between  at&t  and  Bi-itish  Telecom- 
munications PLC.  "I  just  couldn't  go  on 
any  longer,"  he  says.  To  many,  Donnan's 
depaitiu'e  deep-sLxed  any  hopes  of  keep- 
ing Project  Newnet  aUve.  Despite  as- 
surances that  a  deal  was  still  on  track, 
PointCast  executives  began  crafting 
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ogent,  honest,  and  hard-hitting — 
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— Warren  E.  Buffett 
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'This  is  an  outstanding  investment 
book. ..A  rare  achievement." 
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an  alternate  strategy.  Good  thing  they 
(lid:  On  Mai-.  17,  the  Bells  notified  Point- 
Cast that  their  plan  was  dead. 

Left  at  the  altai;  PointCast  has  begun 
the  painstaking  task  of  reconftguiing  its 
business.  It  has  laid  off  neai-ly  a  thii'd  of 
its  220  employees  and  is  pui'siiing  a  nar- 
rower strategy.  "PointCast  intends  to 
refocus  itself  and  leverage  its  assets," 
says  spokeswoman  Wendy  McCarthy. 
What  are  those  assets?  McCarthy  says 
PointCast  still  has  1.2  million  users,  6 
million  unique  E-mail  addresses,  and 
700  content  partners. 

What  it  doesn't  have  is  cash.  Point- 
Cast is  seeking  at  least  $15  milhon  to 


stay  alive.  Hassett,  Microsoft,  and  Soft- 
bank, among  others,  have  looked  over 
the  company.  But  the  majority  of  shop- 
pers have  been  wary.  PointCast's  tar- 
nished image  and  a  serious  drop  in  ad 
revenue — ft'om  $18  million  for  all  of  1998 
to  just  $2  million  in  the  most  recent 
quarter — are  turnoffs.  Says  Softbank 
Technology'  Ventures  Managing  Pailner 
Gaiy  Rieschel:  "It's  going  to  take  a  gi"eat 
amount  of  effoit  to  tm-n  the  company 
around,  and  we  didn't  feel  it  was  the 
best  use  of  our  time." 

Still,  along  with  Hasett's  bid,  sources 
say  multiple  offers  for  the  company  are 
being  considered.  Should  Hassett  pre- 


vail, he  says  he  has  no  intention  of  r 
ning  the  company  himself,  a  la  Ap 
Computer  Inc.'s  Steven  P.  Jobs.  P 
too  busy  with  his  new  Web  start 
PiizePoint  Entertainment  Coi-p.  Rati 
Hassett  hopes  to  bring  in  new  mana 
ment  and  do  what  he  says  the  comp; 
should  have  done  long  ago:  becomi 
Web-based  service.  "I  believe  we  i 
come  to  terms  one  way  or  anoth( 
predicts  Hassett.  For  the  sake  of  the 
ternet's  latest  fallen  star,  one  of  th 
deals  may  be  the  only  way  to  keej: 
fi'om  fading  away  altogether. 

By  Linda  Himelstein  in  Silicon  \ 
ley,  with  Richard  Siklos  in  New  Ym 


THE  INTERNET 


SOMETHING  FOR 
NOTHING 

No-fee  service  providers  may  finally  be  getting  it  right 

The  allure  was  almost  irresistible: 
"Free  Internet  Access  for  Life,"  the 
ads  promised.  What  it  didn't  say 
was  that  they  meant  the  "life"  of  the 
company.  Such  free  Internet  service 
providers  (iSPs)  as  BOSnet,  uSFreeway, 
and  CyberFreeway,  have  all  folded,  leav- 
ing tens  of  thousands  of  Americans 
stranded  with  a  bum  E-mail  address. 

Now,  a  couple  of  new  companies  are 
tiying  again — and  this  time,  they  may 
get  it  right.  NetZero  Inc.,  a  Westlake 
Village  (Calif.)  startup,  has  reeled  in 
more  than  700,000  customers  since  it 
began  offering  free  Net  access  six 
months  ago.  And  in  July,  Dallas-based 
Net  Access  Exchange  Inc.  plans  to 
launch  a  similar  sei^vice,  Y-Pay. 

Unlike  the  earlier  tries,  NetZero  is 
outsoui'cing  its  network  to  Level  3,  agis, 
and  GTE,  saving  millions  on  infr-astnac- 
tiu'e  costs.  And  it  isn't  chai'ging  a  $2.5  to 
$50  startup  fee,  making  the 
service  virtually  risk-free 
for   subscribers.    In  ex- 
change, they  must  view  a 
baiTage  of  ads  in  a  banner- 
size  box  that  floats  on  top  of 
their  Web  browser  "It's 
only  free  from  the  con- 
sumers' perspective,"  says  ceo  Ronald 
T.  BuiT.  "We've  just  had  to  find  some 
other  way  to  generate  r<n'enues." 

NetZero  is  betting  it  can  charge  a 
premium  for  ads  because  it  knows  its 
subscribers.  To  sign  up,  c  «nsumers  are 
asked  such  details  as  age  .md  income. 


BUDDING  TRUST 

Pederson  likes 
the  senice-but 
keeps  a  for-pay 
account  in  case 


NetZero  also  knows  the 
phone  number  they  use  to 
connect,  allowing  it  to  tar- 
get ads  geogTaphically.  And 
because  NetZero 's  technolo- 
gy tracks  every  Web  site 
that  its  customers  visit,  it 
qiuckly  leams  then-  cbuthers. 
The  ads  don't  bother  Diana  Peder- 
son of  Lansing,  Mich.  She  nms  a  gar- 
dening Web  site  for  the  disabled  called 
the  Enabhng  Garden  at  Suitel01.com. 
She  signed  up  because  she  was  frus- 
trated with  the  busy  signals  she  got 
from  Toast.net,  her  for-pay  i.SP.  "I  tune 


out  the  ads,"  she  says.  But  she  li] 
the  "back"  button  so  that,  when  an 
catches  her  eye,  she  can  find  it  agi 
What  she  and  other  users  don't  lik( 
NetZero's  gi-owing  pains:  "It  disconne 
quite  frequently,"  she  says.  "That's  v 
I  keep  an  isP  that  I  pay  for" 

Will  NetZero  be  a  success?  Venti 
capital  backers  ai"e  sold  and  expect  it 
go  public  this  year  But  most  say 
jui-y  is  still  out:  "There's  enough  c 
dence  to  support  the  fact  that  free 
ternet  access  hasn't  worked 
the  U.S.,"  says  Abhi  Chaki 
director  at  market  researcl 
Jupiter  Communications.  "Bu 
looks  like  NetZero  can  eas 
reach  a  1  million  market,  wh 
the  point  [at  which]  adver 
i  Ts  start  taking  them  serio 
ly."  So  fai',  advertisers  have 
hesitated.  All  of  its  bann< 
were  sold  out  to  50  advertis 
in  Febraaiy. 

CHAGRIN.  NetZero  ah-eady  is 
initant  to  classic  ISPs.  "Our  c 
grin  is  we  don't  know  how  tl 
can  afford  it,"  says  William 
Heys,  senior  vice-president 
ISP  EarthLink  Network  Inc 
Pasadena.  Heys  says  EarthL 
pays  on  average  $8.50  a  mo 
in  phone  charges  for  each  c 
tomer  and  an  additional 
support  costs  for  its  800  number. 

Swedish  telecommunications  gi 
L.  M.  Ericsson  has  come  up  with  a  t( 
nology  for  delivering  ads  or  messa 
that  mimics  NetZero's,  and  that's  w 
Y-Pay  will  ase  for  its  free  Intemet  aci 
this  .June.  But  Ericsson  is  tiying  to  se 
to  existing  for-pay  iSPs.  But  custon 
who  pay  $19.9.5  a  month  are  likelj 
balk  at  getting  ads.  NetZero,  up  fl 
about  the  trade-off,  can  get  away  wit 
Just  as  on  TV,  you  get  what  you 
for — and  that  includes  the  commerci 
By  Larry  Armstrong  in  Westl 
Village,  Calif. 


2,500,000,000 


When  America  Online's  Web  traFFic 
more  than  doubled  From  1  bilhon  to  2.5  bilhon 
requests  a  day,  an  amazing  thing  happened. 
Nobody  noticed. 


America  Online  more  than  doubled  their  Web  traffic  without  their  customers  even  feeling  so  much  as  a  ripple.  In  fact, 
in  the  process,  they  earned  an  A»,  the  highest  rating  possible,  from  Inverse  Network  Technology,  the  leading  provider 
»f  Internet  measurement  services.  How?  By  partnering  with  the  company  that  offers  the  most  scalable  technology  on  the 
Web.  Inktomi.  In  addition  to  improving  response  times,  our  Traffic  Server  software  provides  a  network  cache  platform 
hat  handles  streammg  video  and  audio  as  well  as  a  host  of  other  capabilities  with  ease.  So,  for  scalable  technology  that 
isn't  just  seamless  it's  transparent,  visit  us  at  www.inktomi.com/traffic  or  call  us  at  1-888-INKTOMI. 


Inktomi® 

Scaling       the  Internet 


CORPORATIOH.  AH  Rxfhts  R^smwI  IdcttMni.  Traffic  Sww.  Scalinq  tKe  lntwn*t  and  the  tri-colorwl  ciAe  toqo  are  alt  tra<lrmaHfs  af  Inlrtofni  CorporatiOA.  America  Online  «nd  AOL  are  metered  trademarks  of  Amenca  Online.  Inc. 
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The  American  Stock  Exchange 


ON  WALL  STREET 


By  Gary  Weiss 


In  the  April  issue  of  the  New 
York  Stock  Exchange  monthly 
newsletter,  Chairman  Richard  A. 
Grasso  made  a  rare  and  embar- 
rassing admission.  The  Securities 
&  Exchange  Commission  had 
commenced  an  investigation  at 
the  NYSE.  And  the  target  was 
not  a  rogue  broker,  insider  trader, 
or  some  other  transgressor,  but 

rather  the  xvsb:  itself.  Under  scintiny  is  a  subject  that  could 
not  have  been  more  fundamental  to  the  operations  of  the  na- 
tion's ]jremier  stock  exchange:  Has  the  NYSE  adeciuately  reg- 
ulated the  brokers  who  execute  trades  on  the  exchange  floor? 

With  word  of  the  sec  probe,  the  scandal  scorecard  for 
U.  S.  stock  markets  became  a  decisive,  and  apparently  defin- 
itive, score  of  2-1:  two  stock  markets  taired  by  scandals  at 
the  millennium's  close,  and  one  untouched  for  the  gTeater  pait 
of  two  decades.  The  NYSE,  which  pledged  cooperation  with  the 


SEC,  has  had  to  cope  with  the  aftenT,ath  of  a  federal  comt 
dictment  last  yeai*  alleging  improper  trading  by  floor  broke 
Its  ai'chiival,  NASDAQ,  has  been  binised  by  incessant  micro-c 
scandals  and  by  accusations,  in  lawsuits  and  in  an  sec  repo 
that  NASDAQ  mai'ket  makers  were  conspiiing  to  fix  prices.  1 
exception,  the  apparent  island  of  relative  tranquility,  w 
that  venerable  Wall  Street  institution,  the  American  Stc 
Exchange. 

NO  PROBES.  To  be  sure,  the  Amex  has  had  its  troubles — 
tably  a  longtime  weakness  in  liuing  and  holding  top-notch 
uity  listings.  Five  years  ago,  it  WTestled  wdth  concerns  ab( 
the  cjuality  of  some  of  the  smaller  companies  listing  on  the 
change.  And  the  Amex  is  in  transition.  In  a  few  weeks,  i 
exchange  will  be  losing  its  chief  executive  oflicer,  respect 
economist  Richard  F.  Syron,  and  it  has  entered  a  potentit 
rocky  partnership  v/ith  NASDAQ.  But  the  Amex  brings  to 
merger  a  fast-gi'owing  options  business  and  sometliing 
NASDAQ  is  striving  to  attain — a  reputation  for  integiity  that 
second  to  none.  Amex  officials  note 
with  pride  that  its  floor  member- 
sliip  has  not  been  subject  to  a  single 
criminal  indictment  or  major  SEC 
investigation  since  the  late  1970s. 
As  Syron  takes  his  leave,  the 
Amex's  public  image  has  never  been 
better.  "Before  he  leaves  June  1," 
Barroifs  observes  in  its  Apr  12  is- 
sue, "Dick  Syi-on  could  be  forgiven 
if  he  took  a  victory  lap  around  the  old  Curb  floor." 

But  on  the  "old  Curb  floor,"  not  everyone  feels  much 
cheering,  f^or  there  is  another  Amex  that  has  remained  in 
background — and  is  considerably  darker  than  the  one  in 
public  eye.  This  Amex  was  the  subject  of  a  six-month  in^ 
ligation  by  BUSINESS  week.  And  what  emerged  was,  in 
own  way,  more  troublesome  than  the  difficulties  encounte 
by  its  two  competitors.  Unlike  the  scandals  that  roc 
NASDAQ  and  the  nyse  in  recent  years,  the  troubles  that  h 


FALL  FROM  GMCl 


The  Aiiiex's  clea 
wallflower  image 
conceals  a  clima 
rife  with  fear  of 
retribution 
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beset  the  Amex  have  had  absokitely  no 
publicity.  But  they  have  not  been  secret 
by  a  long  shot.  For  the  difficulties  be- 
setting the  Aniex  have  taken  place  under  the  noses  of  the 
Amex  officials  chai'ged  with  enforcing  the  mles  of  conduct  on 
the  Amex  floor 

BUSINESS  WEEK  interviewed  traders,  floor  brokers,  spe- 
cialists, and  clerks,  as  well  as  ciu-rent  and  foiTner  Amex  offi- 
cials and  current  and  former  federal  and  local  regulator's. 
We  also  reviewed  thousands  of  pages  of  documents,  most 
not  publicly  available.  Wliat  emerged  was  a  multifaceted,  of- 
ten complex  stoiy  with  but  one  common  theme:  The  Ameri- 
can Stock  Exchange  has  failed  to  adequately  j^oUce  itself.  It  is 
a  failing  that  seems  most  vividly  appai'ent  when  its  most  pow- 
erful and  influential  fii'ms  and  personalities  are  involved. 

The  key  findings: 

■  Amex  options  specialists  and  traders  are  said  to  regularly 
engage  in  piice-fixing.  The  aim  is  to  keep  as  wide  as  possible 
the  "spread"  between  the  bid — what  the  public  can  get  to  sell 
an  option — and  the  ask,  which  is  what  the  public  must  pay  to 
buy  an  option.  Because  the  prices  are  allegedly  skewed  to  fa- 
vor the  denizens  of  the  Amex  floor,  the  public  is  hurt  each 
year,  business  week  estimates,  to  the  tune  of  $150  million. 
The  Amex  denies  knowledge  of  improper  options  pricing 
(page  99). 

■  Amex  sources  maintain   

that  a  host  of  other  trading 
improprieties  are  common- 
place. Cliief  among  these  are 
what  they  describe  as  illegal 
trading  by  floor  brokers  and 
specialists,  similar  to  the  ac- 
cusations in  the  indictments 
of  the  NYSE  floor  brokers. 
But  Amex  officials  say  that 
there  is  no  broad  SEC  in- 
quiry— of  the  kind  just  an- 
nounced at  the  NYSE — into 
how  the  Amex  regulates  its 
floor  personnel, 
a  With  the  SEC's  tacit  con- 
cuiTence,  the  Amex  routinely 
doles  out  light  punishment 

when  it  uncovers  wi'ongdoing  on  the  floor.  In  contrast  to  its 
merger  paitnei's  at  nasdaq,  who  work  closely  with  the  sec  and 
federal  and  state  prosecutors,  the  Amex  deals  with  most  alle- 
gations of  even  serious  wi'ongdoing  "in  the  family"  (page  108). 

■  The  American  Stock  Exchange's  scandal-free  reputation  is 
a  mirage.  Since  1995,  the  Amex  floor  has  been  rocked  by  a 
major-  floor-ti'ading  scandal  involving  alleged  improper  ti'ading 
by  Pasquale  Schettino,  a  top  official  of  its  most  powerful 
specialist  fiiTn,  Speai;  Leads  &  Kellogg.  The  Amex  appai'ently 
did  not  follow  up  on  testimony  indicating  knowledge  and  ap- 
proval of  Schettino's  activities  by  top  Spear  officials — includ- 
ing its  foiTner  senior  partner,  Peter  R.  Kellogg.  Spear  and 
Kellogg,  who  were  not  charged  by  the  Amex,  declined  to 
comment,  as  did  Schettino's  lawyer  (page  102). 

■  Allegations  have  l)een  made  regarding  another  influential 
foi'ce  on  the  Amex  floor,  specialist  Joseph  Giamanco,  who 
heads  the  specialist  firm  OHM  Inc.  Persons  familiar  with  Gia- 
manco's  operations  mauitain  that  he  has,  foi-  years,  timled  for 
his  personal  profit  in  stocks  of  companies  in  which  his  fiiTn 
specializes.  If  so,  that  would  be  a  serious  violation  of  ex- 
change niles  and  would  faO  afoul  of  the  federal  securities  laws 
if  nonpublic  infoiTnation  was  exploited.  Giamanco's  attorney 
denies  that  the  veteran  specialist  has  committed  wi'ongdoing 
(page  104). 

■  Specialists  are  permitted  !>y  the  Amex  to  obtain  cut-rate 
"cheap"  stock  in  publicly  traded,  chiefly  micro-cap  compa- 
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SCANDAL  ON  WALL  STREET 


Price-fixing,  illegal 
trading,  and  corer-nps 
are  among  the  more 
serious  charges.  The 
lack  of  policing  may 
be  the  most  worrisome 


nies.  This  practice — which  is  legal  ar 
sanctioned  by  the  exchange — raises  tl 
danger  that  companies  may  give  influe 
tial  Amex  specialists  cheap  stock  to  get  their  support  for  lis 
ing  company  stock  on  the  Amex. 

■  The  Amex,  the  SEC,  and  law  enforcement  have  failed  to  a 
equately  investigate  numerous  allegations  of  improprieti( 
at  the  Amex  that  were  made  in  recent  yeai's  by  an  optioi 
trader  tui'ned  wliistle-blower,  Edward  R.  Manfi-edonia  (paj 
110).  The  Amex  maintains  that  Manfredonia's  allegatioi 
were  investigated  and  dismissed  as  vrithout  merit,  and  tl 
SEC  says  his  letters  wei'e  foi^warded  to  the  appropriate  of 
cials.  But  olScials  privately  concede  that  little  weight  was  gi 
en  to  his  allegations — important  aspects  of  which  were  su 
stantiated  by  business  week's  investigation. 
PROBLEMS  FIXED.  To  be  sure,  none  of  the  Amex's  hidd( 
troubles  necessarily  overshadow  the  many  positive  develo 
ments  at  the  Amex  in  I'ecent  yeai's,  particularly  since  the  a 
pointment  of  Syron,  its  chairman  since  1994,  who  previous 
was  CEO  of  the  Federal  Reserve  Bank  of  Boston.  There's  r 
denying  that  the  Amex  has  made  headway  against  its  na: 
ging  pr-oblems — lagging  listings  and  weak  equity  tradir 
volume.  In  recent  weeks,  the  Amex  lost  its  lar'gest  stock  lis 
ing — Viacom,  which  accounted  for  some  4%  of  all  volume  c 
the  floor  of  the  exchange.  But  for  every  such  pr-oblem  in  r 

  cent  year's,  there  has  been 

solution  in  the  for"m  of 
new  product — such  as  i' 
series  of  well-receiv€ 
index-linked  equities  bast 
on  the  Standard  &  Poor 
500-stock  index.  The  S&P  ii 
dex  products  are  issued  ui 
der  an  agreement  with  Tl 
McGr'aw-Hill  Companie 
which  publishes  BUSINES 
week  and  owns  s&p. 

In  an  inter-view  wit 
BUSINESS  WEEK,  SyTon  vij 
or-ously  defended  the  Amex 
recor-d  as  a  r-egulator.  He  e: 
pr-essed  surpr-ise  and  concer 
about  the  allegations  coi 
cerning  the  options  mar-ket — but  also  dismissed  them  as  roi 
tine  grousing.  "I  think  over  the  last  several  year-s . . .  there 
always  r-oom  for  improvement,  but  [we  have  done]  a  pretl 
good  job  hei-e  in  the  r-eg-ulator-y  climate  at  the  Amex,"  asser, 
Syi-on.  Another  high  Amex  official,  speaking  pr-ivately 
business  week,  also  expr-essed  siupi-ise  at  the  allegations  ar 
the  hope  that  floor-  personnel  would  bring  any  allegations 
impropr-ieties  to  his  attention. 

But  on  the  floor  of  the  exchange,  such  sentiments  would 
viewed  with  disdain.  Indeed,  the  broker-age  officials  ai 
Amex  floor  per'sonnel,  current  and  for-mer,  of  all  levels 
senior-ity,  who  were  inter-viewed  by  business  week  did  so  < 
condition  of  confidentiality — in  the  belief  that  their  liveji 
hoods  would  be  ruined  if  they  wer-e  known  to  be  talking  \ 
the  pr-ess.  ji 
For  the  National  Association  of  Securities  Dealers,  whif 
now  rTins  both  NASDAQ  and  the  Amex,  the  implications  of  t* 
Amex's  hidden  troubles  are  serious.  The  Amex  will  contin 
to  reg-ulate  itself  despite  the  merger,  albeit  under  the  nasi 
general  aegis,  because  the  mer-ger  leaves  intact  the  Ame: 
enfor-cement  and  surveillance  appar-atus.  But  what  becomes 
a  corpor-ate  cultiu'e  that,  people  on  the  floor-  maintain,  tiuTii 
blind  eye  to  impr-oper  conduct? 

In  the  articles  that  follow,  business  week  examines 
detail  the  scandals  that  have  simmered  under  the  surface 
the  American  Stock  Exchange. 
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^rice-fixing, 
lie  Amex  way 

)o4ier  pricing  can 
arantee  a  tidy  profit 


ptions  have  never  been  more  crucial  for  the  American 
Stock  Exchange.  In  the  first  quarter  of  1999,  the  Amex 
reported  a  30%  gi'owth  in  options  volume  over  the  year 
re — vs.  a  mere  5%  gain  in  stock-trading  volume.  But 
;ath  the  cheeiy  statistics  is  one  of  the  dirty  little  se- 
i  of  the  Amex  floor:  two-tiered  options  pricing  that,  as  de- 
)ed  by  people  familiar  with  the  pi-actice,  amounts  to  a 
1  of  price-fixing. 

arly  this  year,  the  U.  S.  Justice  Dept.  initiated  an  anti- 
;  investigation  into  how  options  ai'e  traded  at  all  foiu-  ma- 


DIFFERENT  TINES 


The  alleged 
price-fixing  may 
cost  nonpro 
investors  $150 
million  a  year 


jor  options  exchanges,  and  nine 
class  actions  alleging  anticompetitive 
practices  wei-e  filed  against  the  ex- 
changes in  federal  couit  in  Manhat- 
tan. The  Chicago  Board  of  Options 
declined  comment,  and  the  Pacific 
Exchange  pledged  cooperation  with 
the  probe. 

Tlie  investigation  was  spai'ked  by 
the  exchanges'  reluctance  to  list  options  ah-eady  listed  by  oth- 
er exchanges.  Critics  have  long  maintained  that  this  practice 
keeps  customers  fi'om  getting  the  best  possible  prices.  That 
may  be  so.  But  cuirent  and  former  Amex  floor  personnel 
point  to  another,  more  direct  reason. 

BIG  MONEY.  According  to  these  sources,  investors  often  pay 
too  much  when  they  buy  an  option  and  get  too  little  when 
they  sell.  It  means  they  put  in  "limit  orders" — orders  speci- 
fying prices — based  on  incorrect  information.  If  just  one- 
tenth  of  options  trades,  now  about  120  miUion  a  year,  are 
skewed  against  the  public  by  merely  an  eighth  of  a  point,  in- 
vestors are  hurt  to  the  tune  of  $150  million  a  year. 

Here's  how  Amex  options  price-fixing  is  said  to  work: 
The  specialist  establishes  the  option's  publicly  quoted  price. 

Specialists  ai'e  traders  wlio  buy  and  sell  options  but  with 
special  responsibilities — and  power.  And  that  includes  the 
power  to  establish  the  prices  that  appear  on  trading  screens 


COMPANY 

TYPE  OF  OPTION 

BID 

ASK 

SPREAD 

AMAZON.COM 

APRIL  '99  190  CALLS 

5 

8% 

BELLSOUTH 

APRIL  '99  42!^  CALLS 

2 

2K 

13 

ELI  LILLY 

APRIL  '99  85  CALLS 

SA 

55^ 

10 

INTEL 

APRIL  '99  55  CALLS 

8 

LUCENT 

APRIL '99  52K  CALLS 

6K 

7K 

7 

COMPANY 

TYPE  OF  OPTION 

BID 

ASK 

SPREAD 

MERRILL  LYNCH 

APRIL  '99  95  CALLS 

5'X 

5K 

10% 

MOTOROLA 

APRIL  '99  80  CALLS 

2% 

9 

PFIZER 

APRIL  '99  145  CALLS 

yA 

by, 

7 

PHILIP  MORRIS 

APRIL  '99  35  CALLS 

VA 

18 

DATA:  BLOOMBERG  FINANCIAL  MARKETS 
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THE  SMALL  IIXVESTOR 
10:00  A.M. 

A  small  investor  places  an  order 

An  investor  wants  to  buy  ten 
options  contracts  in  XYZ  Corp.  Tine 
price,  per  contract,  on  the  trading 
screen  is  6  bid,  6'/  ask.  That 
means  investors  who  buy  options  at 
the  "market"  pay  $550  per  con- 
tract and  if  they  want  to  sell  that 
option  they  get  $600.  The  investor 
puts  in  a  "market  order"  at  the  pre- 
vailing price  or  a  "limit  order"  at 
6'/.  He  assumes  that  is  the  best 
price  available  for  investors  who 
want  to  buy. 

10:01  A.M. 


worldwide.  Prices  of  both  stocks  and  op- 
tions are  expressed  by  two  numbers — a 
"bid"  and  an  "ask."  The  bid  price  is  the 
price  a  member  of  the  pubhc  can  get  when  selHng  an  option. 
The  ask  price,  which  is  higher,  is  the  price  an  investor  will 
have  to  pay  when  buying  the  option.  The  difference  between 
the  bid  and  ask  is  the  "spread." 

At  the  same  time  the  specialist  establishes  the  official  bid- 
ask  prices  of 
the  option — the 
prices  disseminated 
on  trading  screens — 
the  options  market 
makers  establish 
their  own  price,  of- 
ten with  narrower 
spreads. 

In  the  example 
described  on  this 
page,  based  on  the 
recent  pricing  of  a 
widely  traded  op- 
tion, the  trader 
was  able  to  offer  a 
spread  of  4% — ver- 
sus the  8%  spread 
set  by  the  special- 
ist. Market-maker 
firms  frequently 
can  meet  their  ex- 
penses, and  tui'n  a 
handsome  profit, 
while  offering 
more  modest 
spreads  to  traders 
on  the  floor.  By  of- 
f  e  r  i  n  g  better 
prices,  they  can 
draw  business 
from  professional 
investors  who  use 
floor  brokers  to 
negotiate  better 
prices. 

Ordinary  investors 
pay  the  prices  set 
by  the  specialists — 
and  not  the  better 
prices  available  from 
the  market  makers. 

That's  because 
they  don't  know 
that  better  prices — 
naiTowei'  spreads — 
are  available.  The 
trading  screens 
show  the  wider 
bid-ask  spreads  set 
by  the  specialists. 
Floor  traders  can 
insist  that  special- 
ists display  their  better  prices  on  the  trading  screens.  But 
they  don't.  One  reason  is  fear.  As  one  trader  points  out,  "it  is 
well  laiown  that  specialists  don't  like  it" — and  can  retaliate  by 
excluding  traders  from  getting  a  share  of  large  trades  that 
come  in  to  the  floor.  But  fear  is  not  the  only  reason  traders 
don't  insist. 

Traders  and  specialists  alike  benefit  from  wide  spreads. 
"Market  orders" — at  the  prevailing  bid-ask  price — are  usual- 
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HOW  THE  TWO-TIER  SYSTEM 
HIRTS  THE  PUBLIC 


The  order  is 

automatically  executed... 

The  investor's  brokerage,  to  save 
money,  does  not  use  floor  brokers. 
Instead,  the  order  is  automatically 
routed  to  the  option's  specialist 
post  on  the  Amex  floor,  via  the 
exchange's  Auto-Ex  order-execution 
system. 

10:01  A.M 
...at  a  bad  price 

Seconds  later,  the  order  is  automat- 
ically executed  by  the  specialist,  or 
a  trader  on  the  floor,  at  the  price  on 
the  screen— 6'/^.  The  investor  pays 
$6,500,  plus  commissions. 

Meanwhile... 

A  professional  trader  is  buying  the 
exact  same  option  at  a  lower  price. 

DATA.  BUSINESS  WEEK 


THE  PRO 

10:00  A.M. 


A  professional  investor 
places  an  order 

A  professional  investor  places  an 
order  to  buy  10  contracts  in  the 
same  option.  The  bid-ask  prices  on 
the  screen  are  the  same  prices  seen 
by  the  small  investor— 6  bid,  6'/?  ask. 


10:02  A.M. 


ly  executed  at  the  prevailing  bid-a 
spread  set  by  the  specialists.  And 
vestors  base  their  limit  orders  on  t 
same  artificially  wide  bid-ask  spreads.  One  trader  notes  tl 
the  gTowth  of  automatic  execution  of  trades  means  that  mc 
and  more  trading  is  at  prices  set  by  the  specialists. 

There  are  exceptions  to  the  dual-pricing  scheme.  The  vi 
majority  of  Amex  options  ai-e  veiy  tliinly  traded.  For  such  ( 

tions,  the  bid-a 
spreads  quoted 
everybody — sf 
cialists  and  trad( 
alike — are  wic 
But  the  practice 
described  by  flc 
sources  as 
everyday  occi 
rence  for  mc 
widely  traded  ( 
tions.  "All  the  pi 
lie  sees  is  tf 
their  trade  is  e; 
cuted  instant 
They  have  no  ic 
what's  going  oi 
says  one  trader. 

How  widespre 
is  this  practi( 
Well,  the  class  : 
tions,  filed  in  ea 
February  in  t 
wake  of  the  an 
trust  probe,  alle 
that  impropei 
wide  spreads  a; 
price-fixing  oc( 
on  all  four  optic 
exchanges  becai 
of  their  suppos 
"conspirac 
against  multi 
listings.  Each 
the  suits  contei 
that  market  m; 
ers  and  speciali 
"agreed  not  i 
compete  by  sei:« 
ing  to  offer  n? 
rower  spreads.'' 
But  at  t! 
largest  options 
change,  the  ri; 
the  form  of  \)r 
fixing  allegedly  .' 
curring  at  i 
Amex  seems  I 
likely.  At  u 
OBOE,  maj'ket  n: 
ers  shout  at  e  i 
other  to  compK 
for  business,  ' 
this  fashion  exchanging  bid-ask  quotes  that  are  written  do 
by  exchange  employees  and  then  shown  on  trading  scre(s 
By  contrast,  at  the  Amex,  prices  are  set  by  the  specialis 
and  floor  price  "reporters"  do  not  play  the  active  rok 
their  counterparts  at  the  CBOE. 

Resolving  this  problem  would  requii'e  a  change  in  the  'i 
prices  are  reported — wliich  SEt;  Chauinan  Ailhui"  Levitt 
proposed  in  a  letter  to  the  options  exchanges  on  Feb.  10. 1 


The  floor  broker 
announces  the  order 

The  pro  uses  a  brokerage  firm  that 
employs  an  experienced  floor  bro- 
ker. The  broker  walks  to  the  special- 
ist post  on  the  Amex  floor  and 
announces  he  wants  to  buy  10  con- 
tracts in  the  option. 

10:02  A.M. 

A  market  maker  takes  the  order 

A  trader  in  the  "crowd"  at  the  post 
consults  his  pricing  data — not  pub- 
licly available — and  sees  that  his 
firm's  market  in  the  option  is  6'/s 
bid,  6%  ask.  He  tells  that  to  the 
floor  broker. 


10:02  A.M. 


The  order  is  executed- 
at  a  better  price 

The  floor  broker  buys  the  10  con- 
tracts for  the  pro  at  6%.,  or  $6,375, 
plus  commissions. The  better  price 
offered  by  the  market  maker — 6% 
bid,  SYb  ask — is  not  reported  on  the 
trading  screen,  which  shows  that 
the  price  for  this  option  is  still  5 
bid,  6/2  ask. 
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(  With  an  IBM  Web  Self-Service  solution,  tfiey'd  all  be  at  the  front  of  the  line  for  ticket 
I  purchases,  reservations,  seat  changes,  flight  availability  or  frequent  flyer  questions. 


IBM  thee-business  logo  and  Solutions  !of  a  small  planelareiradpr  v-   ■      r  '^i  Business  Machines  Corporalion  in  the  Uniled  Stales  ar'1'  "    '1^9  IBM  Coip  All  nghls  reserved 


YouVe  got  a  Web  site.  So  why  are  they  still  standing  in  line?  New  generation 

IBM  Web  software  gets  sites  beyond  puJilisliing,  improving  customers'  satisfaction  by  giving  tliem  tools  to 
serve  themselves  on  their  schedule,  while  increasing  profits  by  freeing  stafl  from  routine  tasl'^.  Our 
Web  Selt-Service  solutions  \c{  you  start  basic  and  add  lunctionality  as  you  go.  The  result:  highly  interactive 
apps  that  link  to  core  data  and  'nisiness  functions-and  move  you  to  "E~  — -" 

the  front  ol  die  Line.  See  how  at  \\  Hu.software.ibm.com/webselfscrvice.  Solutions  for  a  small  planet  " 


e-business 


obsei-v'ed:  "It  is  now  feasible  for  each  com- 
peting mai'ket  maker  to  publish  its  owti 
quote" — an  innovation  that  would  do  away 
with  any  two-tiered  pricing  at  the  exchanges,  the  Amex  in- 
cluded. With  that  proposal,  Levitt  appeai-ed  to  acknowledge  at 
least  the  potential  for  disciiminatoiy  pricing  at  the  exchanges. 

Amex  Chaii'man  Richard  F.  S>Ton  expressed  sm-prise  and 
chagrin  when  told  of  the  alleged  two-tier  pricing.  Syi'on  says 
even  the  most  informal  price-fixing  arrangements  are  simply 
not  acceptable  at  the  exchange.  "That  would  be  wTong.  That 

should  not  happen  Tliere  can't  be  tacit  agreements."  S>Ton, 

however,  does  not  believe  the  allegations.  "It  is  not  at  all  in- 
fi'equent  to  have  one  group  [the  traders]  complaining  about 
the  other  gi'oup  [the  specialists],"  he  says. 
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Syron  believes  that  such  allegatioi 
imderscore — rather  than  undennine — tl 
importance  of  the  system  of  self-regul 
toi-y  organizations.  "The  reason  you  have  SROs  is,  these  thinj 
ai'e  so  complex  that  the  only  people  who  really  imdei-stand  ; 
of  the  details  of  this  i)i  toto  ai'e  the  people  who  ai'e  there,  e 
gaged  in  it,  on  a  mo'ment-to-moment  basis,"  says  Syron.  Tl 
complexity  and  speed  of  the  options  market,  he  notes,  pot 
up  "the  degree  of  responsibility  and  the  importance  of  SR( 
doing  a  good  job." 

That's  precisely  the  point.  But  just  how  well  does  tl 
Amex  regulate  itself?  If  the  allegations  concerning  optioi 
pricing  have  any  validity,  they  indicate  a  deep  malaise — oi 
that  permeates  the  Amex. 


A  Double  Life 
at  Spear  Leeds? 

The  Amex  may  have  dragged  its 
feet  investigating  Pat  Schettino 


Until  his  last  day  on  the  floor  of  the  American  Stock  Ex- 
change, in  the  fall  of  1998,  Pasquale  "Pat"  Schettino 
was  one  of  the  most  powerful  people  on  the  Amex  floor. 
For  yeai's,  he  held  a  key  position  at  Speai;  Leeds  &  Kellogg, 
the  largest  specialist  finn  at  both  the  Amex  and  the  New 
York  Stock  Exchange.  On  the  Amex,  Schettino  was  in  chai'ge 
of  "professional  dealing,"  meaning  that  he  rode  herd  over  the 
300  specialists,  traders,  and  floor  brokers  who  have  accounts 
at  Spear.  If  "Spear  Leeds  is  the  Amex,"  as  one  veteran 
trader  puts  it,  Schettino  was  Spear  Leeds. 

With  that  power  came  access  to  immensely  sensitive  infor- 
mation. For  many  of  liis  final  yeai-s  at  the  Amex,  Schettino  was 
a  Speai"  managing  du'ector  and  paitner.  And  that  gave  him  ac- 
cess to  a  trove  of  trading  data — in- 
side infoiTnation  showing  Speai-'s  po- 
sitions in  the  huncbeds  of  stocks  and 
options  it  traded  as  a  specialist. 

Schettino's  position  of  tnast  and 
power  went  well  beyond  his  role  at 
Speai-  Leeds.  In  1992  and  1993,  and 
again  from  1994  through  1996,  he 
was  a  "floor  ofticial" — one  of  the  60 
or  so  Amex  traders  and  specialists 
who  ai'e  the  fu"st  line  of  defense  in  the  self-regulatoiy  system. 
But  according  to  a  small  mountain  of  documentation  in  the 
files  of  the  American  Stock  Exchange — none  of  which  has 
been  made  public — Pat  Schettino  allegedly  had  intimate, 
fii'st-hand  knowledge  of  a  whole  range  of  things  traders  and 
floor  brokers  and  specialists  are  not  supposed  to  do. 
MAJOR  TRADER?  As  outlir  d  in  still-ura'eleased  Amex  chai'ges 
filed  in  November,  1996,  .  _ainst  Schettino — charges  that  re- 
main unresolved  after  ne;i  ]y  two  and  a  half  years — the  50- 
yeai-old  Stat  en  Island  resi  ^nt  led  a  double  life.  At  the  same 
time  that  he  was  the  top  Spear  official  on  the  exchange 
floor,  he  allegedly  violated  A  ex  mles  by  having  a  major  role 
at  a  now-defunct  trafling  fun.  on  the  Amex  floor  called  Bulls- 
eye  Secmities  Inc.,  which  clea  ed  its  trades  thi'ough  Spear.  He 


COVERT  ACTION 


The  Amex  says 
Schettino  traded  at 
a  small  firm  while 
running  Spear  floor 
operations 


allegedly  liii-ed  and  fu-ed  tradei*s,  "provided  investment  ail\- 
and  trading  instinction" — and,  above  all,  allegedly  tradtd 
if  it  was  going  out  of  style.  As  set  forth  in  the  Amex  charg . 
this  is  what  he  did  fi-om  Januaiy,  1994,  to  July,  1995: 

■  Ti-aded  in  some  130  stocks  and  options  for  BuUseye,  up  ti 
million  shai'es  a  month.  Among  them  were  40  stocks  and  an  i 
specified  number  of  options  in  wliich  Speai-  was  the  special", 
including  Digital  Equipment  Corp.  and  Intel  Coi-p.  options 

■  Made  fictitious  trades  to  bolster  Bullseye's  net  capital  lev  3 

■  Opened  an  account  at  Bullseye  to  allow  a  floor  broker) 
impro{)eiiy  trade  for  the  broker's  own  profit 

■  Made  a  covert  loan  to  Bullseye,  passing  the  money  tlu-oui 
the  bank  account  of  a  fiiend 

■  Opened  an  account  in  the  name  of  a  fictitious  person 
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^lade  false  statements  in  swom  testimony  before  an  ex- 
,nge  official 

Diverted  money  to  Bullseye  from  two  floor  brokers — 
1  allegedly  altered  a  Spear  account  statement  to  mis- 
d  one  of  the  brokers  into  thinking  the  money  went  to 
;ar  after  all. 

vieither  Spear,  Schettino's  attorney  Ei-ic  R.  Levine,  nor  the 
lex  would  comment  on  the  case.  In  his  answer  to  the 
rges,  Levine  denied  Schettino  ever  traded  on  nonpublic  in- 
nation.  He  conceded  that  Schettino  traded  for  Bullseye  but 
1  it  was  "for  no  personal  gain"  and  as  a  favor  to  Bullseye 
ler  Joseph  Roffler — which  Roffler  has  emphatically  denied, 
some  of  the  allegations  against  Schettino  are  as  gi'ave  as 
allegations  made  in  the  indictments  of  eight  nyse  floor 


;ers  last  year.  And  elements  in  his  case  have  troubling  im- 

itions  for  the  Amex,  which  declined  to  discuss  any  aspect 

le  Schettino  affau-.  business  week  examined  thousands  of 

is  of  never-released  testimony  and  trading  records  in 

Schettino  case.  Among  the  questions  they  raise: 

the  Amex  deliberately  delay  resolving  this  case? 

He  Amex  often  takes  several  yeai's  to  resolve  disciplinai-y 


charges.  But  the  Schettino  case  seemed  unusually  protract- 
ed— raising  the  possibility  that  the  Amex  dragged  its  feet  to 
put  off  resolution  of  a  potentially  explosive  case.  The  case 
emerged  in  July,  199.5.  Charges  were  not  brought  against 
Schettino  until  16  months  later  and  were  only  acted  upon  by 
an  Amex  panel  about  two  years  after  that,  in  the  fall  of 
1998.  Schettino  appealed,  and  that,  too,  has  not  been  re- 
solved after  half  a  year.  Because  the  Amex  does  not  an- 
nounce disciplinary  actions  vmtO  final  action,  the  Schettino  case 
remains  under  wi'aps — as  it  has  been  for  almost  four  years. 
Indeed,  no  documentation  from  the  Schettino  case  would 
have  emerged  were  it  not  for  a  libel  suit  Schettino  brought 
against  a  whistle-blower,  Edward  R.  Manfi-edonia  (page  110), 
and  Bullseye  owner  Roffler,  as  well  as  an  arbitration  brought 
against  Spear  Leeds  and  Schettino  by  Roffler. 
Did  the  Amex  disregard  evidence  that  Spear  Leeds  officials — in- 
cluding senior  partner  Peter  R.  Kellogg — knew  and  approved  of 
Schettino's  activities? 

Spear  Leeds  was  not  charged  by  the  Amex,  even  for  fail- 
ui'e  to  supervise  Schettino.  In  its  charges  against  Schettino, 
the  Amex  cleared  the  poweiful  fii-m,  saying  that  at  no  time 
before  July,  1995,  had  Spear  been  "aware  of,  or  approved, 
Schettino's  trading  for  accounts  at  Bullseye."  But  testimony 
before  the  Amex  and  other  accounts  of  Schettino's  activities 
obtained  by  business  week  indicate  that  Spear  knew  of  and 
appears  to  have  condoned  Schettino's  conduct — and  that  the 
Amex  was  aware  of  that  and  failed  to  penalize  Spear. 

Schettino's  trading  for  Bullseye  was  an  open  secret  on 
the  Amex  floor,  where  Spear  is  a  dominant  presence.  "He'd 
just  walk  up  to  the  specialist  booths  and  put  in  orders," 
says  one  former  Bullseye  trader.  "That  was  the  amazing 
part.  He'd  just  do  it,  and  nobody  would  question  him."  Ac- 
cording to  testimony  received  by  the  Amex,  Schettino's  role 
at  Bullseye  was  known  to  Spear  officials,  including  a  super- 
vising specialist  charged  with  improperly  having  a  Bullseye 
account  and  two  officials  in  charge  of  margin  lending.  In  ad- 
dition, Bullseye  principal  Roffler — a  former  Spear  managing 
director — has  told  friends  that  a  Spear  Leeds  senior  spe- 
cialist on  the  Amex  floor,  Arthur  Rafkind,  was  aware  of 
Schettino's  trading.  Roffler  and  Spear  general  coimsel  Carl  H. 
Hewitt  declined  comment,  and  Rafkind  denied  that  he  had 
been  aware  of  Schettino's  trading. 

Even  more  damaging  evidence  against  Spear  came  from 
Schettino  himself.  In  his  Febi-uaiy,  1996,  testimony  before  an 
Amex  enforcement  official,  Schettino  recounted  an  August, 
1995,  conversation  between  himself  and  Spear  counsel  He- 
witt. According  to  Schettino,  Hewitt  said  that  an  Amex 
official  "asked  to  have  me  removed  from  the  exchange." 
Schettino  testified  that  Hevdtt  said  that  "[Spear  senior 
partner]  Peter  Kellogg  said,  'No,  we  are  not  going  to  re- 
move him  from  the  Exchange.  He  hasn't  done  anything 
that  we  feel  was  anything  bad.' "  Kellogg  and  Hewitt  both 
declined  comment. 

Speai-'s  actions  also  indicate  that  the  fiiTn's  management  cUd 
not  find  fault  with  Schettino's  conduct — even  after  it  was 
revealed  and  the  Amex  probe  was  under  way.  Wlien  the 
Bullseye  allegations  emerged  in  July,  1995,  Schettino  was 
retained  in  his  job  on  the  floor— after,  according  to  Schettino, 
Spear  rebuffed  the  Amex'  request  to  remove  him.  He  re- 
mained managing  director  and  paitner  imtil  December,  1995 — 
five  months  after  the  scandal  smfaced.  Speai-  kept  laim  on  the 
Amex  floor  until  the  fall  of  1998,  removing  liim  only  when  a 


3oth  Spear  Leeds  and  people  on  the  floor  appear 
to  have  known  of  Schettino's  irregularities 
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disciplinaiy  panel  imposed  a  peniianent 
bar — a  decision  that,  like  the  charges, 
has  never  been  made  public. 
Did  the  Amex  conduct  an  adequate  investigation? 

The  scandal  was  apparently  much  wider — and  more  em- 
barrassing for  Spear  and  the  Amex — than  has  been  por- 
ti'ayed  even  in  the  Amex'  closed-door  proceedings.  According 
to  persons  with  fii'st-hand  knowledge  of  his  activities,  Schet- 
tino  secretly  traded  for  and  backed  yet  another  trading  firm. 
Viking  Securities  LP,  even  after  he  was  charged  by  the 
Amex.  Schettino's  involvement  was  alleged  in  a  letter  that 
was  sent  in  mid- 1997  by  Vildng's  nsk  manager.  Gene  Weiss- 
man,  to  Viking's  clearing  agent.  Sage  Clearing. 

In  the  letter,  Weissman  maintained  that  Schettino  told 
him  on  June  6,  1997,  that  "he  is  the  'backer'  of  Viking  Secu- 
rities through  a  subordinated  loan  agi'eement  under  another 
name."  The  letter  was  addressed  to  a  Sage  senior  vice-pres- 
ident, C.  Curtis  Richmond.  Richmond  did  not  return  phone 
calls.  Weissman,  who  has  not 
been  contacted  by  investiga- 
tors, declined  comment,  say- 
ing: "I'm  not  going  to  admit 
or  deny  I  had  any  type  of 
correspondence  with  any 
clearing  firm,  or  anything 
like  that." 

Did  the  Amex  fail  to  refer  the 
Schettino  case  to  prosecutors 
to  spare  Spear — and  itself — 
an  embarrassing  scandal? 

According  to  j^ei-sons  close 
to  Bullseye  and  Viking,  in- 
cluding essential  witnesses 
in  any  probe,  there  has  been 
no  Securities  &  Exchange 
Commission  or  law-enforce- 
ment investigation  of  Bulls- 
eye  or  Viking  since  the  scan- 
dal erupted  nearly  four 
years  ago — even  though  the 
whistle-blower,  Manfi'edonia, 
wi'ote  a  series  of  letters  caU- 
ing  the  case  to  the  attention 
of  authorities. 

One  former  New  York 
law-enforcement  official,  not 
contacted  by  Manfredonia 

regarding  Schettino,  expressed  surprise  when  told  of  the 
case — which  he  had  never  heard  of,  even  though  it  arose  on 
his  watch.  He  observed  that  the  charges  brought  against 
Schettino  by  the  Amex  appeared  similar  to  the  kinds  of  al- 
legations that  had  been  the  subject  of  criminal  prosecutions 
of  microcap  scamsters — including  falsification  of  business 
records,  false  testimony,  and  fictitious  trades.  "That  is  the 
kind  of  case  that  I  would  think  you'd  want  to  take  criminal- 
ly," he  notes. 

But  a  foiTner  high  Amex  official  says  that  such  a  refen-al  to 
prosecutors  would  have  been  unlikely  at  the  Amex  because  of 
Spear  Leeds's  clout.  "That  could  be  where  the  politics  come 
into  play,"  he  adds.  Arriex  ChaiiTnan  and  ceo  Richard  F.  Sy- 
ron  scoffs  at  the  assertion  that  Spear  was  given  any  special 
treatment  by  the  Amex.  While  declining  to  comment  on  the 
Schettino  case,  because  it  is  still  ongoing,  Syron  was  more 
willing  than  Spear  Leeds  i  >elf  to  defend  the  fii-m.  He  noted 
that  "they're  a  pretty  big,  ;  cessful  company,  and  I'd  be  sui'- 
prised — I  don't  see  what  ti  ir  motivation  would  be"  to  ap- 
prove of  Schettino's  activiti'  at  Bullseye.  Says  Syron:  "I 
don't  think  Spear  Leeds  hat-  been  treated  any  differently 
than  anyone  else  down  here."  □ 
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Did  a  Specialist 
Break  the  Rules ! 

A  honcho  at  GHM  may  have 
traded  covertly 


THERE<;t]LATOR 


Giamanco,  as  a 
floor  official,  is 
bound  to  enforce 
rules  he  alleged!; 
broke 


A Philadelphia-based  company  by 
the  name  of  Hemispherx  Bio- 
phaiTna  Inc.  is  the  center  of  the 
perennial  stniggle  between  'longs," 
who  favor  its  stock,  and  "shorts," 
who  wager  on  the  shares'  decline. 
But  there  has  been  an  intriguing, 
covert  element  to  the  often  dreary 
Hemispherx  controversy — one  un- 
known to  longs  and  shorts  alike. 

At  issue  is  ghm  Inc.,  the  specialist  in  charge  of  trading 
Hemisphei'x  stock.  According  to  ciurent  and  fomier  associa 
intimately  familial"  with  liis  acti\ities,  the  head  of  GHM,  Jos< 
Giamanco,  has  for  years  traded  for  his  own  profit  in  shares 
stocks  in  which  liis  firm  specializes — including  Hemispherx. 
stopped  only  recently,  these  people  say. 

These  ai'e  gi-ave  allegations.  As  a  speciaUst  fiiTn,  GHM  h£ 
duty  to  make  a  "fan-  and  oi-derly  market"  in  stocks  traded 
the  floor  of  the  Amex.  Specialists  have  imique  access  to  on 
flow  information  via  the  "limit  order  book,"  which  sh( 
outstanding  orders  to  pui'chase  the  stock  at  a  specific  pr 
Thus,  Amex  and  New  York  Stock  Exchange  lules  proh 
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le  new  Land  Rover  now  gets  eontinvious  weather  reports. 

From  its  wheels. 


oduciiig  the  most  teohnolofiically 
meed  Land  Rcn  er  e\'er. 

Tiether  you're  expecting  niin, 

sleet,  or  even  sunshine,  there's 
:hing  the  forecast  ahvays  calls  for. 
he  all-new  Land  Rover  Discovery 
;s  II. 

now  comes  with  electronic 
;  force  distribution.  A  featiu-e  that 
signed  to  balance  front  and  rear 
ing  for  increased  driver  control. 


i\nd  with  its  permanent  four-wheel 
drive  and  foiu^-wheel  electronic 
traction  control,  it  makes  the  whole 
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idea  of  canceling  school  because  of  the 
weather  seem  completely  unnccessarv'. 

Altogether,  it's  been  totally  rcengi- 
neered  from  top  to  bottom.  It  even 
has  some  1,^,500  new  parts.  Not  to 
mention  another  remarkable  feature: 
a  starting  MSRP  of  834,775: 

So  call  1-<S()()-FINE  4WD  or  visit 
us  at  w\vw. Best4x4.LandRover.com. 
Because  there's  no  better  way  to  ride 
out  a  storm. 
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specialists  from  short-term  trading  for 
their  personal  profit  in  the  stocks  in 
which  their  fu'ms  are  specialists.  If  non- 
public infonnation  is  used,  such  trades  could  violate  federal  se- 
curities laws. 

Responding  to  questions  from  business  week  regarding 
Giamanco,  his  attorney,  Gaiy  Naftalis,  released  a  statement 
that  did  not  directly  respond  to  the  allegations.  It  noted 
that  "Mr.  Giamanco  is  a  respected  member  of  the  American 
Stock  Exchange  who  enjoys  a  well-earned  reputation  for  in- 
teginty  in  all  of  his  business  dealings.  He  has  fully  complied 
with  all  applicable  regulations  and  rules." 

The  53-yeai'-old  Giamanco  is  siu'ely  one  of  the  most  promi- 
nent specialists  at  the  exchange.  Wlien  the  Amex  appointed 
a  "blue  ribbon"  panel  in  1991  to  select  companies  for  its 
Emerging  Company  Marketplace  of  small  companies,  Gia- 
manco was  one  of  the  "ventui'e-capital  and  gi'owth-company 
experts"  selected.  Indeed,  Giamanco's  prestige  in  recent  years 
has  grown  to  the  point  that  he — and  his  partner  Ronald 
Menello — have  become  floor  officials,  charged  with  enforc- 
ing securities  rules  on  the  exchange  floor. 

But  it  Ls  just  those  nxles  that  Giamanco  is  alleged  to  have  vi- 
olated. One  longtiine  fonrier  employee  maintains  that  Giaman- 
co's trading  was  widely  known  among  Giamanco's  employees 
and  that  Giamanco  would  "move  money  out  of  the  company" 
into  a  trading  account  that  he   
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covertly  owned  and  con- 
trolled— something  that  ap- 
parently caused  some  ani- 
mosity among  the  people  who 
worked  for  him.  "Then  they 
tell  you  how  broke  they  ai"e," 
says  one  former  employee. 

According  to  these 
soiu'ces,  Giamanco  traded  for 
"upstairs"  accounts — off  the 
Amex  floor — using  names 
other  than  his  own.  A  cur- 
rent Giamanco  associate  says 
that  the  trading  in  Hemi- 
spherx  ended  only  recently. 
The  identity  of  other  stocks 
in  which  Giamanco  allegedly 
traded  could  not  be  detennined. 

WINDFALL.  Another  connection  between  Giamanco  and  Hemi- 
spherx  is  also  troubling,  though  it  is  perfectly  legal.  For 
years,  he  has  been  a  recipient  of  lucrative  private-placement 
shares,  beginning  in  November,  1995,  when  the  company 
was  brought  public  by  Stratton  Oakmont  Inc.,  the  notorious 
penny-stock  fii'm.  While  the  tenns  of  all  the  private  place- 
ments could  not  be  detennined,  at  least  one  was  extremely 
profitable  for  Giamanco. 

According  to  SEC'  filings,  in  March,  1997,  Giamanco  was 
among  a  small  gi'oup  of  people  allowed  to  purchase  pre- 
feired  stock  in  Hemispherx.  Giamanco  purchased  275  pre- 
fen-ed  shares  at  a  cost  of  $1,000  each,  or  $275,000.  Each  was 
convertible  into  500  shares  of  common  stock,  meaning  that 
Giamanco's  preferred  stake  translated  into  137,500  shares  of 
Hemispherx  common  stock,  at  a  cost  of  $2  a  share.  In  addi- 
tion to  Giamanco,  Ws  close  Mend  Joseph  Roselle  received  the 
convertible  prefeiTed  shares — in  Roselle's  case,  convertible  to 
25,000  shares  of  Hemispherx — all  in  the  months  before  Gia- 
manco's fiiTn  was  selected  by  Hemisjihei'x  to  be  its  specialist 
on  the  Amex  floor.  Efforts  to  reach  Roselle,  whose  phone 
number  is  unlisted,  were  unsuccessful. 

Giamanco's  purchase  proved  propitious.  In  October,  1997, 
Hemisphei-x  was  listed  on  the  Amex — and  selected  Giamanco's 
(iHM  as  its  specialist  unit.  Tlie  company's  shares  were  trading 
at  $4  by  the  end  of  1997.  During  1998,  Hemispherx  shares — 


traded  out  of  Giamanco's  post  on  t 
main  trading  floor  of  the  Amex — trad 
at  an  average  price  of  $5.50  a  share,  r 
ing  to  as  high  as  $12  and  never  falling  under  $2.75  a  sha 
Thus,  Giamanco's  prefen-ed-stock  windfall  is  likely  to  ha 
reaped  him  a  gain  of  more  than  $400,000,  while  his  frie 
Roselle  would  have  received  a  smaller  chunk  of  change,  pi 
haps  $75,000  or  so. 

As  time  went  on,  Giamanco  and  Roselle's  holdings  in  p 
vate-issue  stock  swelled — and  other  Giamanco  associat 
joined  in.  A  February,  1998,  sec  filing  registered  for  s; 
yet  another  110,000  shai'es  for  Giamanco  and  240,000  more 
Roselle.  It  also  registered  shares  for  Giamanco's  partne 
10,000  for  Menello  and  40.000  for  Gary  Hennan.  Many 
these  were  shares  underlying  convertible  secmities.  The  ( 
gi-ee  to  which  the  foui*  men  stood  to  profit,  if  at  all,  from  t 
private  placements  was  unclear  from  sec  filings.  Calls 
Hemispherx  Chief  Financial  Officer  Robert  E.  Peterson  w( 
not  returned.  Menello  declined  comment  on  his  stake 
Hemispherx,  and  Hennan  did  not  return  phone  calls. 
FULL  DISCLOSURE?  According  to  SEC  filings,  Roselle  recen 
participated  in  the  private  placement  of  two  other  compan 
in  which  ghm  is  a  specialist:  Fortune  Natural  Resourc 
Coip.  and  Trinitech  Systems  Inc.  A  Foitune  attorney  said  t 
company  was  not  involved  in  Roselle  obtaining  the  shar 

  and  Tiinitech  Chief  Exe( 

tive  Peter  Hansen  said 
was  unacquainted  wi 
Roselle.  Roselle  also  join 
Giamanco  in  obtaining  p 
vate-issue  shares  in  thr 
other  small  companies,  : 
eluding  one  whose  shai 
trade  on  the  OTC  Bulle' 
Board,  Automotive  Perf 
mance  Group  Inc. 

The  presence  of  Giam; 
CO,  Roselle,  and  Herman 
the  Automotive  filings  is 
triguing.  According  to  t 
December,  1998,  sec  fil: 
registeiing  the  shai-es,  Au 
motive  disclosed  that  it  1 
filed  for  hsting  on  the  Amex.  But  Automotive's  income  st£ 
ment  shows  that  it  does  not  appear  to  meet  Amex  list 
guidelines,  because  of  operating  losses.  Does  the  involvement 
Giamanco,  his  paitner,  and  liis  fiiend  bode  well  for  Automoti' 
overcoming  these  obstacles?  Automotive,  at  least,  is  silent 
the  subject.  Its  top  executives  did  not  return  phone  calls. 

Giamanco  is  not  the  only  specialist  to  receive  shares  i 
company  prior  to  being  named  as  a  speciahst.  Another  h 
eficiary  was  Spear,  Leeds  &  Kellogg,  which,  along  with  ( 
manco,  recently  was  included  in  the  private  placement  ( 
company  called  Endorex  Corp. — not  long  before  the  firm 
lected  Spear  as  its  Amex  speciahst. 

Amex  Chau-man  Richard  F.  Syron  says  that  there  is  nc 
ing  WTong  with  specialists'  participating  in  often  lucrat 
private  placements  by  companies  in  which  they  later  becc 
specialists — so  long  as  the  exchange  knows  about  it.  "Th 
guys,  they're  independent  businessmen,  they're  entrej: 
neiu's,  they're  risk-takers,"  notes  Syi'on.  He  notes  that  t 
may  take  a  stake  in  a  company  before  it  goes  public  "and  : 
ui'ally,  as  it  gets  to  the  stage  of  becoming  public,  they'd  h 
an  interest  in  where  it  ti-ades."  He  sees  notliing  wi-ong  thei 
as  long  as  the  exchange  is  infonned.  But  the  Amex  did  not 
spond  to  queries  on  whether  it  was,  in  fact,  infonned. 

Other  people  familiar  with  the  Amex  are  not  so  sangi 
and  believe  that  Giamanco  may  be  getting  the  benefit  of 
doubt  for  a  questionable  practice.  They  note  that  he 


The  practice  of  baying 
shares  in  a  company 
then  advising  that  the 
Amex  list  it^  raises 

the  specter  of 
conflict  of  interest 
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been  actively  involved  in  recruiting  oTC 
and  NASDAQ  companies  for  the  Amex. 
One  former  Amex  official  who  had  com- 
pliance responsibilities  expressed  surprise  at  learning  of 
Amex  specialists'  obtaining  pnvate-issue  shares  prior  to  be- 
coming specialists  in  those  companies'  shares.  "I  don't  recall 
it  being  coinmonplace  at  all,"  he  asserts.  "Yet  it  appears  to  be 
somewhat  commonplace  now." 

APPARENTLY  LEGAL.  Another  former  regulator  agi-ees  that 
the  practice,  wliile  legal,  is  dubious.  "I'm  pretty  siuprised  that 
the  American  would  allow  you  to  have  accumulated  a  posi- 
tion" in  cheap  stock,  he  observes.  Tlie  practice  is  troubling  for 
several  reasons.  For  one  thing,  an  Amex  listing  holds  con- 
siderable cachet  for  small,  micro-cap  companies,  particularly 
(m:  Bulletin  Board  stocks.  Specialists  play  a  major  role  in  re- 
ciniting  small  companies  to  the  Amex  and  in  recommending 
that  such  listings  be  accepted.  A  grant  of  cut-rate  stock  to 
Amex  specialists  can  have  the  appearance  of  being  an  in- 
ducement to  get  a  stock  listed.  That  question  aiises  fi'om  the 


Giamanco  involvement  in  Automot: 
Performance. 

But  at  the  Amex,  potential  confli 
of  interest  such  as  this  are  overshadowed  by  even  more 
rious  issues.  There  is,  for  example,  the  stance  of  the  Am( 
can  Stock  Exchange  and  law  enforcement  toward  Giaman 
As  was  the  case  with  Pasquale  "Pat"  Schettino  (page  102),  1 
Amex  whistle-blowei-  Edward  R.  Manfi*edonia  wrote  num 
ous  letters  to  the  sec  and  the  U.  S.  Attorney's  office  in  M: 
hattan  alleging  that  Giamanco  had  been  trading  shares  for 
own  benefit.  A  spokesman  for  the  U.  S.  Attorney  declii 
comment,  citing  office  policy,  and  an  sec  spokesman  s 
that  the  charges  were  taken  seriously.  But  Giamanco's  att 
ney  Naftalis  says  he  knows  of  no  SEC  or  law-enforcem( 
probe  of  his  client — and  floor  sources  concur. 

All  this  raises  yet  another  discomfiting  question.  If  i 
Amex  is  not  demonstrating  sufficient  will  to  police  itself  v 
orously,  are  other  regulators,  or  law  enforcement,  taking 
the  slack? 
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The  Flaws 
in  Self-Policing 

Both  the  Amex  and  the  feds 
turned  a  blind  eye  to  big  trouble 


LI(,IIT  TOICII 


In  December,  1997,  an  Amex  dis- 
ciplinaiy  panel  alleged  that  a  spe- 
cialist named  Sol  Reischer  made 
phony  options  trades  to  benefit  the 
fii"m  he  works  for,  Joseph  Giaman- 
co's GHM  Inc.  Reischer,  who  declined 
comment  on  the  case,  paid  a  $35,000 
fine,  neither  admitting  nor  denying 
the  charges.  As  is  usual  in  such  in- 
stances, Reischer's  alleged  ti  ansgi-ession  received  no  pub 
ty.  For  all  intents  and  purposes,  it  was  a  nonevent. 

Twenty  yeai's  before,  nine  Amex  specialists  were  accuse 
the  same  alleged  offense  as  Reischei" — phony  options  tra» 
They  allegedly  performed  those  trades  not  for  profit  but 


Time  and  time 
again,  the  Amex, 
lias  punished 
offenders  with  a 
slap  on  the  wrist 
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exactly. 


the  innocuous  puiijose  of  biinging  thinly 
traded  options  in  line  with  the  prices  of 
more  actively  traded  ones.  But  the  penal- 
ty was  dramatically  different.  The  nine  were  indicted  by  a 
New  York  gi-and  jmy  in  a  widely  publicized  case.  The  spe- 
cialists settled  the  charges  without  admitting  or  denying 
wi'ongdoing. 

Similar  allegations,  two  dramatically  different  responses. 
Whichever  was  the  more  appropriate,  this  much  is  for  sure: 
Time  and  again,  when 
alleged  transgressors 
are  penalized  by  the 
Ame.x,  they  are  let  go 
with  a  fine  or  a  brief 
suspension.  And  that 
routinely  happens  for 
the  same  magnitude  of 
wi'ongdoing  that  led  to 
indictments  at  the 
Amex  in  1978  and  again 
last  year  at  the  New 
York  Stock  Exchange. 
Amex  officials  feel  they 
have  been  tough,  how- 
ever. "If  you  ask  people 
on  the  floor,  I  think  a 
lot  of  them  would  tell 
you  that  we're  Attila 
the  Hun,"  says  Amex 
Chairman  Richard  F. 
Syron. 

Asked  for  a  specific  instance  of  a  tough  penalty,  Amex 
officials  cite  a  decision  released  in  1996  involving  the  pun- 
ishment of  alleged  improper  trading  by  ags  Specialist  Part- 
ners, i-un,  they  note,  by  Amex  Governor  Andrew  Schwarz. 
Without  admitting  or  denying  the  allegations,  the  finn  agi-eed 
to  penalties  that  included  a  $75,000  fine  and  suspension  of  one 
of  its  specialists  for  six  months.  But  an  Amex  disciplinaiy 
committee — without  being  asked,  says  Schwarz — cut  the  fine 
to  $50,000  and  the  suspension  to  three  months,  calling  them 
"too  severe."  Schwarz  says  the  public  was  not  hurt  by  his 
fiiTn  and  the  penalties  imposed  were  tough.  But  did  liis  status 
as  a  governor  affect  the  panel's  decision?  "I  would  like  to 
think  that  it  didn't,  but  I  think  it's  possible,"  he  concedes. 
NO  PROBLEM.  Syi'on  defends  the  Amex'  commitment  to  root- 
ing out  transgi-essors.  Amex  officials  note  that  the  Amex 
has  suspended  three  specialists  and  nine  traders  within  the 
past  tliree  yeai's.  Syi'on  and  other  Amex  officials  say  that  the 
Amex'  vigOance  has  long  passed  muster  with  the  sec  and  now 
vdth  the  Amex'  new  owners,  the  National  Association  of  Se- 
curities Dealers  Inc.  At  no  time,  he  says,  have  the  sec  or 
NASD  indicated  that  they  have  any  problem  with  the  Amex  as 
a  regulator.  "I  think  [the  sec]  would  tell  that  there's  been  a 
real  uptrend  in  how  we  handle  regulation." 

But  SEC  and  nasd  officials  are  mum  on  the  subject,  nasd 
Regulation  Chief  Executive  Mary  L.  Schapiro  declined  com- 
ment on  the  Amex'  track  record  as  a  regulator;  as  did  sec  en- 
forcement chief  Richard  Walker  and  the  sec'  official  in  chai-ge 
of  overseeing  enforcement  activities  at  the  Amex,  Lori 
Richards.  Still,  the  SEC's  inaction  at  the  Amex  speaks  for  it- 
self. Although  the  Amex  is  a  self-regulatory  organization,  it 
operates  under  the  scrutiny  of  the  sec.  And  there  is  troubling 
evidence  that,  time  and  again,  the  SEC'  has  disregarded  alle- 
gations of  trouble  on  the  exchange  floor. 

A  good  example  can  be  found  in  the  case  of  Amex  special- 
ist Giamanco,  who  is  described  by  pei-sons  with  knowledge  of 
his  activities  as  allegedly  trading  in  GHM  Inc.  stocks  for  his 
own  benefit  (page  104).  Amex  whistle-blower  Edward  R. 
Manfredorda  sent,  by  certified  mail,  no  fewer  than  50  letters  to 


Cover  Story 


SCANDAL  ON  WALL  STREET 


the  SEC  and  law  enforcement  fi'om  Se 
tember,  1995,  to  August.  1998,  maintaini 
that  Giamanco  was  engaged  in  such  co 
duct.  "We  do  take  any  kind  of  claims  of  pmported  fraud  se: 
ously,"  says  an  sec  spokesman,  adding  that  lettei-s  of  that  kii 
were  refeiTed  to  Richards.  However,  Manfi-edonia  says  1 
was  never  contacted  for  additional  infonnation,  and  peof 
close  to  Giamanco  say  that  no  sec  inquiry  has  taken  place. 
Likewise,  Manfi-edonia  told  sec  officials  and  law  enforc 

ment  of  Pasquale  "Pa 
Schettino's  alleged  1 
volvement  in  Viking  S 
cuiities  (page  102).  Agai 
the  allegations  were  su 
stantiated  by  busine 
WEEK.  But  officials 
Viking  and  Bullseye  S 
curities  Inc.,  the  oth' 
firm  in  which  Schettii 
was  involved,  were  nev 
contacted  by  regulator: 
Recipients  of  Manfr 
donia's  many  letters  no 
that  theii"  volume  and  ( 
ten  oveTOTOught  tone  u 
dercut  his  credibility.  B 
such  excuses  are  unco 
vincing.  The  malaise 
the  Amex  has  persist( 
too  long  to  go  unnotice 
Indeed,  the  true  fla 
may  lie  at  the  vei-y  heart  of  tl 
system  of  self-regulation  at  tl 
Amex.  The  evidence  is  clear  th 
the  exchange  has  been  too  insuli 
too  secretive,  and  too  intent  on  pi 
tecting  the  status  quo.  Howevi 
the  exchange's  new  owners  at 
NASD  have  an  impressive  tra 
record  for  cleaning  up  their  o\ 
house  and  may  well  be  ready  to  do  the  same  for  their  n( 
partners.  There  is  an  old  Chinese  proverb:  "The  laws  son 
times  sleep,  but  never  die."  At  the  American  Stock  Exchanj 
the  laws  have  been  slumbering  for  a  veiy  long  time. 


The  Gadfly 
of  Trinity  Place 

Edward  Manfredonia  has  been 
crying  in  the  Amex  wilderness 


His  fiiends  had  warned  him  to  stay  away.  But  on  Feb 
1999,  Edward  R.  Manfi-edonia  decided  to  take  a  char 
For  the  fii-st  time  in  eight  years,  he  walked  throi 
the  fi-ont  door  of  86  Trinity  Place,  headquai-ters  of  the  Am 
ican  Stock  Exchange  Inc..  and  asked  to  use  the  library  on 
fifth  floor. 

The  Amex  library  is  open  to  the  public.  Anybody  v| 


NOT CONCERNED 


iVinex  President 
Syi'on  says  the  SEC 
is  happy  with  the 
exchange's  self- 
regulation 
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OUR  REWARDS  PROGRAM  OFFERS 
23  MAJOR  ADVANTAGES  OVER  THE 
COMPETITIOiy. 

THEY'RE  CALLED  AIRLINES. 


iB  '.l«uS               :'9*       6:5»  "Sill  ,  M 
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Some  card  rewards  programs  allow  you  to  earn  miles  on  one  airline  or  just 
a  few.  But  only  our  award-winning  rewards  program  gives  you  the  freedom 
to  use  your  miles  on  every  maior  U.S.  airline,  with  no  mileage  cap  and 
no  expiration  date.  So  now  you  can  earn  free  travel  in  more  frequent  flyer 
programs  faster  And  the  difference  doesn't  end  there.  There's  always  a  real 
person  to  answer  your  calls  and  help  you,  24  hours  a  day.  Should  your  business 
trip  run  longer  than  expected,  don't  worry,  we  give  you  the  convenience  of 
an  extra  billing  period  to  pay  when  you  need  it,  interest-free.  And,  of  course, 
the  Diners  Club  Card  is  welcomed  by  airlines,  hotels,  car  rental  companies 
and  millions  of  other  places  you  go.  Give  us  a  call  at  1  800  2  DINERS. 
You'll  find  the  conversation,  like  the  Card,  very  rewarding 


liner. 

Intematiorml 


(^llj^  Diners  Club 
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BREAKING  THE  PLASTIC  MOLD. 
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walks  in  off  the  street  can  just  drop  by 
and  use  it  without  even  calling  ahead. 
The  visitor  standing  dii'ectly  beliind  Man- 
fredonia  had  no  trouble  getting  a  visitor's  pass  to  use  the  li- 
braiy.  But  not  Manfi'edonia.  After  waiting  20  minutes,  the  an- 
swer came  down  from  an  Amex  managei':  No.  Manfredonia 
could  use  the  libraiy  only  if  he  were  accompanied  by  a  se- 
curity guard,  who  would  watch  him  while  he  was  there.  No 
one  was  available  to  keep  an  eye  on  him,  so  he  had  to  leave. 
"They  let  all  kinds  into  this  building,"  said  one  of  the  guards. 
"I  don't  see  why  you  should  be  the  exception." 

But  the  real  reason  was  made  plain  in  the  lobby  of  the 
Amex  building.  While 
Manfredonia  was  kept 
waiting,  a  trader  on  the 
floor  of  the  exchange 
came  by  and  said  hello. 
Then  another.  And  then 
others.  Some  were 
merely  acquaintances. 
But  others  were  con- 
tacts who  had  provided 
Manfredonia,  at  consid- 
erable risk  to  them- 
selves, sensitive  infor- 
mation about  the 
inner  workings  of  the 
exchange. 

VOCAL  THORN.  That  is 
what  makes  the  diminu- 
tive, 51-year-old  Man- 
fredonia persona  non 
grata  at  the  American 
Stock  Exchange.  For 
the  past  eight  years  he 
has  become  a  familiar 
figure  in  the  vicinity  of 
the  Amex  building. 
Talldng  to  people.  And 
then  going  home  and 
writing  letter's.  This  for- 
mer    Amex  trader 

works  full-time  with  one  aim  in  mind — to  feiret  out  wrong- 
doing on  the  American  Stock  Exchange  and  pass  it  on  to  any- 
one who  will  listen. 

Amex  ChaiiTnan  Richard  F.  Syi'on  says  that  Manfredonia 
has  made  "wild"  accusations  and  that  the  volume  and  extreme 
tone  of  his  letters  have  huit  his  credibility.  And  other  Amex 
officials  had  little  to  say  about  Manfredonia  on  the  record, 
though  privately  they  sought  to  discredit  him.  But  some 
Amex  members  piivately  take  a  far  different  view.  "Over  the 
past  couple  of  months,  we've  talked  about  a  whole  bunch  of 
subjects,  and  I've  taken  a  liking  to  the  guy,"  says  one  fomier 
high  Amex  official.  "I  think  he's  trying  to  do  what  he  thinks 
is  right  and  deal  with  things  he  thinks  were  unfair." 

Manfredonia  fii'st  came  to  the  Amex  floor  as  a  clerk  in  the 
early  1980s  and  then  worked  his  way  up  to  trader  in  1984. 
Occasionally  he  would  quietly  go  to  the  media  with  tips.  In 

1988  it  came  to  his  attention  that  certain  brokerages  were  in- 
volved in  "index  ft-ont-ranning" — trying  to  make  a  killing  in 
index  options  by  manipulating  the  price  of  the  underlying  in- 
dex. Manfredonia  learned  his  fii'st  lesson  as  a  wliistle-blower — 
some  people  just  don't  want  to  listen.  One  prominent  financial 
journalist;  "wanted  trading  records,  wliich  was  just  impossible. 
When  1  couldn't  get  them,  he  lost  interest,"  he  recalls. 

Manl /edonia  became  a  permanent,  vocal  thorn  in  the  side 
of  the  e  A  change  after  distui'bing  infonnation  came  his  way  in 

1989  and  1990.  He  learned  that  employees  of  a  specialist 
firm,  run  by  a  highly  placed  figure  at  the  exchange,  had  al- 
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legedly  been  sexually  assaulted  by  t 
official.  The  women  would  not  come  f( 
wai'd — but  Manfi-edonia  did,  in  complair 
to  the  authorities  that,  evidently,  did  not  endear  him  to  e 
change  officials.  A  year  later  he  was  fii-ed  from  the  now-c 
fimct  trading  fii-m  that  employed  hmi  at  the  time — at  the  t 
hest  of  the  Amex,  he  insists,  for  "spreading  inmors." 

Manfredonia  says  he  was  blackballed — ban-ed  from  ei 
ployment  with  any  finn  doing  business  on  the  exchange.  ] 
has  been  miemployed  since  leaving  the  Amex  floor,  subsist! 
on  savings  and  help  fi-om  fiiends — and  spending  a  good  pait 
his  time  fighting  the  Amex,  and  losing.  Manfredonia  has  wr 

ten  himdreds  of  letters 
regulators,  law  enforc 
ment,  and  the  med 
leaving  him  with  liti 
more  than  piles  of  gi-e 
certified-mail  receipt 
"We  ai'e  weD  aware  of  t 
infonnation  you've  giv 
us,  and  we  are  in  fs 
looking  into  it,"  o 
prominent  newspaper  e 
ecutive  assiu-ed  Manfi 
donia  back  in  1993  aft 
getting  a  series  of  lette 
about  alleged  transgr'f 
sions  at  the  Amex.  "A 
know  how  to  reach  yoi 
the  exec  continued,  "a 
there's  no  need  to  ke 
sending  letter's."  Manfij 
donia  stopped  sending  li 
ter's — and  the  newspap 
he  notes  r'uefully, 
notliing. 

Among  the  subjects 
his  letters  was  forrr 
Spear',  Leeds  &  Kello 
Managing  Director  P; 
quale    "Pat"  Schetti 
(page  102).  Manfredoi 
wi'ote  letter's  to,  among  others,  o 
cials  of  companies  whose  sto( 
were  allegedly  tr'aded  by  Schetti 
That  led  to  a  "libel  suit  by  Schetti 
Manfi'edonia,  who  is  strTiggling 
fight  the  case  without  an  attorr 
says  the  suit  was  an  effort  to 
lence  liim  and  for'ce  liim  to  rev 
his  contacts.  He  maintains  the 
was  inspired  by  the  Amex,  which  the  exchange's  head 
member'-fii'm  r'egulation,  Stephen  Lister,  vigorously  den 
Schettino's  attorney,  Eric  Levine,  declined  comment  on  the  s 
Manfr'edonia's  letter'-writing  campaign  has  har'dly  been 
example  of  eff'ective  business  communication.  His  letters 
often  filled  with  tr-ading-floor  jar'gon  and  accusations 
scr'eaming-headline  boldface.  "We  got  letter's.  I  think 
looked  into  it  or  r'eferred  to  it  to  someone  else.  I  didn't  g 
it  much  merit  or  cr'edibility.  I  never'  r'eally  looked  into  his 
legations,"  says  one  for'mer'  r'egulator'  who  has  r'eceived  lett 
fi'om  Manfi'edonia.  "That's  the  pr'oblem  with  whistle-bl 
ers.  They  may  have  a  ver-y  meritorious  claim,  but  they  di 
convey  it  well." 

Manfi'edonia  has  become  a  figirr'e  of  ftin,  sometimes  opt 
taunted  by  Amex  tr'ader-s  and  cler'ks.  But  one  tiling  is  cert 
Regulators  and  law  enforcement  cannot  claim  that  they  cc 
not  have  known  what's  been  going  on  at  the  American  St 
Exchange.  Ed  Manfi'edonia  has  been  telling  them  for  years 


SILENCED  VOICE? 


Manfredonia 
claims  a  libel  suit 
by  Schettino  is  an 
attempt  to 
shut  him  up 
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By  powering 
the  Net,  we're  bringing  newborn 
companies  into  the  world  every  day.  As  you  may 
have  noticed,  their  stock  prices  are  kicking  and  screaming. 

While  a  baby  might  have  a  mother's  eyes  or  a  fathers  nose, 
over  half  of  the  world's  leading  Internet  businesses  come  into 
this  world  with  a  Sun  Microsystems  brain.  From  online  bookstores 
to  brokerage  firms  to  news  sources  to  portals.  Consider  it  a  matter 
of  good  breeding.  After  all,  75%  of  Internet  backbone  traffic  already 
runs  on  our  Net-based  technologies,  not  to  mention  15  of  the  top  20  ISPs. 
That's  because  we  help  build  e-commerce  solutions  that  work.  Whether 
it's  our  high-performance  systems,  universal  lava"  software  platform, 
or  robust  Solaris'  operating  environment,  Sun  powers  business  in 
the  Network  Economy.  We  even  have  all  the  services  that  help 
keep  your  systems  up  and  running.  In  the  end,  the  most 


compelling  reason  can  easily  be  found  any  day  on 
your  nearest  stock  page.  Perhaps  we  should  be 
passing  out  cigars.  THE  NETWORK  IS 


We're  the  dot  in  .com." 


THE  COMPUTER." 


microsystems 
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BY  GENE  G.  MARCIAL 

THE  WEB  COULD  BE 
STARTEK'S  OYSTER 

How  would  you  like  to  fuid  an  inex- 
pensive Internet  play  whose  earn- 
ings in  1998  gi-ew  an  impressive  45% 
and  revenues  58%,  and  whose  clients 
include  Microsoft,  America  Online, 
AT&T,  and  Hewlett-Packard? 

Some  pros  think  they  have  found 
such  a  gem  in  StarTek  (srt) — not  to  be 
confused  with  Star  Trek,  the  TV  series. 
Stai-Tek  provides  clients  with  one-stop, 
fully  integrated  outsoiux-ing,  providing 
clients  with  ser- 
'UNDISCOVERED,      vices  from  sup- 
UNDERVALUEO'      port  for  their  E- 
commerce  and 
Internet  ventures 
to  inventory  man- 
agement, order 
processing,  and 
distribution. 

The  stock,  cur- 
rently at  11/s, 
trades  at  14.9 
times  analysts' 
1999  earnings  es- 
timate of  75(2  a 
share,  and  11.7 
times  95(2  for 
2000. 

"StarTek  is  definitely  an  undiscov- 
ered and  undei-valued  Internet  play," 
says  James  Awad,  chainnan  of  Awad 
Asset  Management,  which  has  accu- 
mulated a  stake  of  more  than  4%  of 
the  stock.  StarTek  has  $36.4  million  in 
cash,  or  .$2.60  a  share,  net  of  all  debt. 
Based  on  its  strong  growth  and  the 
potential  for  an  "explosion  in  its  Net 
business,"  the  stock  is  sure  to  double 
this  year,  says  Awad. 

Indeed,  Adam  Waldo,  an  analyst  at 
cs  First  Boston,  thinks  opportunities 
abound  for  StarTek  in  E -trade  and  on- 
line business.  "StarTek  is  seeing  ex- 
plosive gi-owth,"  he  notes,  in  provid- 
ing such  varied  sei-vices  as  designing 
and  hosting  Web  sites,  collecting  trans- 
action and  marketing  data,  and  con- 
sti-ucting  databases. 

"StarTek  will  be  the  prime  benefi- 
ciary of  its  high-tech  clients'  drive  into 
E-commerce,  in  both  the  consumer 
and  business-to-business  markets," 
says  Waldo.  Last  year,  for  example, 
Microsoft  provided  some  72%  of 
StarTek's  revenues. 

Another  bull  on  StarTek  is  Arnold 
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Ursaner,  an  analyst  at  CJS  Securities 
in  White  Plains,  N.  Y.,  who  says  the 
stock  "is  an  attractive  way  to  play 
the  gi'owth  in  E-commerce,  telecom, 
and  technology."  It's  a  "strong  buy," 
he  says. 


PREVIEW  TRAVEL  IS 
SET  TO  GO  PLACES 

The  departure  in  February-  of  several 
members  of  the  management  team 
at  Preview  Travel  (ptvl),  including  the 
CEO  and  the  chief  financial  officer, 
looked  as  if  it  would  speO  trouble  for 
the  online  travel  agency.  The  stock, 
which  hit  30  in  early  February,  fell  to 
17  in  mid-March,  but  it  has  since  edged 
back  up,  to  20X  on  Apr  14.  Several 
analysts  saw  the  ch'op  as  a  chance  to 
snap  up  shares  on  the  cheap. 

Investors  should  "take  advantage  of 
any  weakness  as  a  buying  opportunity," 
says  Lauren  Cooks  Levitan,  an  ana- 
lyst at  BancBoston  Robertson 
Stephens.  Preview  is  "well  positioned 
to  be  a  leading  travel  service  provider 
on  the  Intemet."  With  its  modest  mai- 
ket  cap  of  $276  million,  relative  to  the 
"substantial  online  travel  opportunity, 
we  rate  the  stock  a  buy,"  says  Levitan. 
The  company  offers  one-stop  shopping 
for  air  tickets,  vacation  packages,  car 
rentals,  hotels,  and  cniises. 
Preview  Ti-avel, 


WILL  IT  TAKE  OFF 
ON  THE  NET? 


which  has  three 
Web  sites,  with 
more  than  7  mil- 
lion registered 
members,  is  the 
primary  travel 
service  on  AOL, 
which  owns  some 
7%  of  the  compa- 
ny. Adding  that  to 
aol's  large  base  of 
about  38  million 
users.  Preview 
Travel's  potential 
for  growth  is 
huge,  notes  Steve 
Weinstein,  an  an- 
alyst at  Pacific  Crest  Securities.  Pre- 
view Ti'avel  is  also  a  co-branded  travel 
site  for  Excite,  Lycos,  and  usA  Today. 

Weinstein  believes  that  Preview 
Travel's  big  subscriber  base  and  its 
lead  position  as  provider  of  travel  ser- 
vices online,  makes  the  company  "a 
prime  acquisition  target  for  an  E-com- 
merce" company.  Weinstein  says  a  buy- 
er could  pay  three  times  its  stock's 
market  value. 
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BARR  LABS,  FOR 
A  CHEAP  DRUG  BUY 

Although  things  are  looking  up  f< 
BaiT  Laboratories  (brl),  two  forci 
are  working  against  its  stock:  It  is 
small-cap  issue,  and  the  company  is 
generic  drugs.  Both  have  been  out 
favor  for  some  time.  No  matter,  sa; 
money  manager  Michael  Connor,  wl 
runs  c-B  Partnei's,  a  New  York  hedj 
fund.  He  sees  small  caps  picking  i 
soon  and  Barr  shining  as  drug  stoc] 
emerge  fi'om  the 


ITS  GENERICS 
MAY  SHINE  AGAIN 
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shadows 

The  immediate 
boost,  he  says, 
will  come  on  Apr. 
21  when  BaiT  re- 
ports fiscal-third- 
quarter  earnings. 
Analysts'  consen- 
sus forecast  is 
53^  a  share,  vs. 
1998's  31(2.  Con- 
nor thinks  Barr 
will  beat  the  esti- 
mate. He  thinks 
Barr  stock,  now 
at  31^,  will  hit  50 
this  year. 

David  Saks  of  Gnmtal,  a  New  Yoi 
investment  bank,  is  high  on  Bai 
which  he  describes  as  "one  of  t\ 
fastest-growing  and  most  undervalu< 
issues  among  mid-cap  drugs."  He  not 
that  Barr  has  staged  a  turnaroun 
based  on  new  products  and  a  sti'atej 
of  challenging  patents  of  top-sellii 
branded  dinags.  Ban-'s  leading  produ 
is  tamoxifen,  a  top-selling  estrogen  f 
breast  cancer.  Barr  also  makes  wa 
farin,  a  generic  version  of  Coumadi 
the  leading  anticoagulant  therapy. 

Saks  notes  that,  at  31!^,  the  stock 
trading  at  11  times  his  estimated  20 
earnings  of  $2.85  and  14.6  times 
1999  forecast  of  $2.15.  The  stock  is  at 
depressed  price-earnings  ratio  ev 
though  Barr's  "earnings  outlook  h 
never  been  brighter,"  says  Saks. 

Salomon  Smith  Barney  analj 
Michael  Tong  says  that  Barr  is  w 
undei-valued  compared  with  special 
(bug  films,  whose  stocks  trade  at  22 
25  times  current-year  earnings.  "Th 
Barr's  valuation  represents  a  40%  d 
count  to  the  peer  group,"  notes  Ton 
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For  more  coverage  of  the  markets, 
visit  our  Web  site  at  businessweek.co 
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IE  HOUSE  SPEAKER 
PEAKS 

eart-to-heart  with  the  hard-to-pin-down  Denny  Hastert 


100  days  on  the  job,  and  it's  still 
'Denny  Who?"  Unlike  his  mercuiial 
aredecessor,  Newt  Gingi'ich,  House 
ker  J.  Dennis  Hastert  (R-Ill.)  re- 
s  invisible  to  most  Americans.  The 
1  former  westling  coach  shuns  the 
ight  and  doesn't  claim  to  be  the 
iblican  Paity's  visionaiy.  He  is  try- 

0  restore  order  to  the  umnily  House 
unite  GOP  law- 
5rs  behind  a 
ted  agenda, 
's  a  tall  order: 
ibhcans  are  di- 

1  on  eveiything 
tax  policy  to 

ivo,  and  their 
sat  edge  in  the 
56  looks  to  be 
Dpardy  in  2000. 
me  see  a  strat- 
in  Hastert's 
ling.  By  win- 
bipartisan 
ng  for  a  nevv? 
lissile  defense 
m  and  passing 
'  budget  plan, 
example,  he 
s  it  hard  for  Democrats  to  brand 
bhcans  as  extremists.  "Denny 
irt  is  quietly  bombing  the  Demo- 
ammunition  dumps,"  says  Califor- 
)litical  scientist  John  J.  Pitney  Jr. 
'listically,  Hastert,  57,  is  a  tlirow- 
to  his  mentor,  affable  former  GOP 
e  Minority  Leader  Robert  H. 
il  of  Illinois,  who  presided  over 
epubhcans'  long  march  in  oblivion 
i  the  Gingi-ich  takeover  in  1994. 
Hastert  occasionally  brokers  com- 
ses,  he  doesn't  dictate  legislation. 
Ginginch,  it  was  his  way  or  the 
'ay,"  says  Representative  John 
:us  (R-Ill.).  "Denny's  putting  us 
)us.  He's  driving  it,  but  we're  all 
ig  out  the  direction." 
advice,  Hastert  rehes  on  an  in- 
rcle  that  includes  fellow  Illinois 
ilican  Representative  Thomas  Ew- 
ajority  Whip  Tom  DeLay  (R-Tex.), 
,  foi-mer  New  York  Representative 
ixon,  and  BellSouth  Coi-p.  lobbyist 
J.  Mattoon,  another  home-state 


pal.  With  Mattoon's  help,  Hastert  has 
been  forging  ties  to — and  pocketing 
checks  ii'om — K  Street  business  lobbyists. 
In  the  first  three  months  of  1999,  his 
leadersliip  pac,  Keep  Our  Majority,  took 
in  $540,000  fi'om  15  fund-raisers.  "That's 
six  times  the  $85,000  it  garnered  in  1998. 

Hastert  is  getting  two  cheers  for 
making  fiiends  in  Wasliington,  but  fi'om 


here  on,  the  victories  may  be  few  and 
far  between.  He  must  rally  the  GOP 
around  a  tax-cutting  plan,  prevent  the 
party  from  busting  federal  spending 
caps,  and  bolster  Social  Security. 

Is  Hastert  solidifying  ajp  gains  or  chi- 
ving a  bus  to  nowhere?  business  week 
Congi-essional  Con-espondent  Amy  Boi- 
i-us  and  Washington  Bui-eau  Cliief  Lee 
Walczak  recently  sat  down  with  the  cau- 
tious Speaker  and  tried  to  ch'aw  him  out. 

Q:  Wiai's  your  view  of  President  Clin- 
ton's handling  of  the  Kosovo  crisis? 
A:  The  Administration  was  so  focused, 
especially  the  Secretaiy  of  State,  on  the 
whole  peace  issue  that  they  never 
thought  that  they  could  get  stuck  in  a 


[war]  situation.  They  never  really 
thought  this  thing  through. 

Q:  Should  U.  S.  troops  be  used? 
A:  At  this  point,  we  need  to  see  how 
this  [bombing]  progi'am  goes  and  play  it 
out  a  little  more. 

Q:  WJiaVs  happened  to  the  big  gop  tax 
cut?  Is  it  vanishing  under  the  weight  of 
budgetary  concerns  ? 
A:  We  decided  to  take  the  siu-plus  and 
set  it  aside  for  Social  Security.  [But] 
we  tliink  that  there's  going  to  be  a  little 
more  money  available — maybe  $10  bil- 
Uon  or  $15  billion — for  a  "downpayinent" 
on  a  tax  cut. 

Q:  So  you  would  phase  in  cuts? 
A:  If  you  start  with  a  1%  across-the- 
board  cut  in  marginal  rates,  in  10  years 
you  could  have  a  10%  cut.  Any 
plan  will  have  to  be  signed  by 
the  President,  and  he  says  he's 
not  going  to  do  a  bill.  But  he 
changes  his  mind.  He  wants 
targeted  cuts.  A  lot  of  our 
lolks  want  the  mariiage  penal- 
ty eased.  He  wants  the  Social 
Security  earnings  test  eased. 
So  do  I.  [In  the  end]  thei'e  wiU 
be  a  mix — a  smaller  tax  cut 
[packaged]  as  a  downpayment 
on  the  future. 


Q:  Did  the  Administration  bungle  its 
bid  to  get  China  into  the  World  Trade 
Organization? 

A:  We  should  not  lose  opportunities  to 
make  [trade]  deals,  whether  it's  wto  or 
fast-track  legislation.  I'm  fmstrated  that 
the  Administration  hasn't  gi"asped  the 
[opportunities]  that  have  come. 

Q:  Unlike  Newt  Gingrich,  you're  not 
comfortable  as  the  party's  Great  Com- 
tnunicator.  Doesn't  this  abandon  the 
field  to  the  President? 
A:  I  don't  think  the  Speaker  has  to  play 
out  his  opinions  on  eveiy  issue.  My  job, 
as  I  see  it,  is  to  mn  this  House  and  to 
get  things  done.  That's  what  I'm  going 
to  be  about. 


ON  KOSOVO 

44The  Adminis- 
tration... never 
thought  that  they  could  get  stuck  in  a 
[war]  situation.  They  never  really  thought 
this  thing  through  IP  7 
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YOU  CALL  THIS 
THE  FAMILY  CAR? 

Pickups  with  roomy  cabs  become  a  status  accessory 


AUTOS 

Pickups 


FORD  F-250 SUPER 
DUTYSUPERCAB 

$21,670 

It's  the  beefier  big 
brother  of  the 
F-150hght-duty 
pickup 


When  famihes  hit  the  road  this  summer 
for  vacation,  more  of  them  wiW  be  pil- 
ing into  tracks.  Not  sport-utiUty  ve- 
hicles, mind  you.  Pickup  trucks. 
The  workhorse  that  farmers,  ranch- 
ers, and  constraction  workers  have  long  made  the 
top-selling  vehicle  in  the  U.  S.  is  now  a  status  ac- 
cessory in  the  suburbs.  The  change  in  image  has 
led  to  a  surge  in  sales.  In  the  past  five  years, 
pickups  have  gained  two  additional  jioints  of  mar- 
ket share — a  huge  gain  in  Detroit  terms — hitting 
19%  of  total  light  velucle  sales  in  1998,  when  near- 
ly 3  million  pickups  were  sold.  Notes  Toyota  Motor 
Sales  USA  Senior  Vice-President  James  Press:  "The 
gi'owth  in  the  tiiick  market  isn't  because  of  a  sud- 
den increase  in  the  number  of  fanners." 

To  accommodate  families,  pickups  now  boast  ex- 
tended cabs  that  can  transport  yoiu'  entire  house- 
hold. But  Dad  is  still  the  prime  buyer,  says  Dave 
Bostwick,  DaimlerChiysler's  director  of  corporate 
market  research.  He's  the  guy  who  yearns  for  a 
macho  track  and  can  now  rationalize  that  by  get- 
ting a  people-hauler,  too.  "If  [a  car]  doesn't  fit  the 
family,  it  becomes  a  self-indulgence,"  Bostwick 
says.  "But  this  lets  you  be  a  family  person  and  a 
cowboy,  too." 

A  truck  can  certainly  be  a  practical  choice.  An 
extended  cab  pickup  can  carry  six.  There's  plenty 
of  room  in  the  track  bed  for  cargo,  from  hockey 
equipment  to  an  amioire  from  the  antiques  mai'ket. 
And  you  can  get  all  this  with  such  sedan-style 
amenities  as  heated  leathei'  seats,  a 
top-of-the-line  audio  sys- 
tem, and  even  a  console 


that  holds  a  laptop  and 
cell  phone.  Of  course, 
many  of  these  goodies 
are  also  available  on 
suvs,  which  remain  a 
popular  family  choice. 
Because  pickups  and 
suvs  share  the  same 
track  chassis,  theii"  ride 
and  handling  are  simi- 
lar, suvs  hold  the  ad- 
vantage for  secm'e,  en-  .  ^ 
closed  storage.  Until 
pickup  cabins  grew 
larger,  suvs  also  had 
roomier,  more  comfort- 
able seating. 
TRENDY.  But  practicali- 
ty isn't  everything. 
Pickups,  like  suvs,  are 

selling  because  they're  trendy.  Witness  the  n 
bers  of  leather-  and  chi'ome-trimmed  pickups  li 
up  for  valet  parking  from  Beverly  Hills  to  Bog 
"It's  cool  to  pull  up  in  this  massive  veh: 
whether  it's  to  a  top-class  restaiu'ant  or  the  loai 
dock."  says  Wesley  Brown,  an  analyst  for  ; 
consultants  Nextrend  in  Thousand  Oaks,  Cali) 
The  pickup  is  making  inroads  in  the  burb 
the  expense  of  sedans  and  minivans.  "It's  ama 
the  number  of  moms  vrith  a  couple  of  kids  who 
up  taking  home  a  supercab  pickup,"  says  Rob  ] 
aby,  sales  manager  of  Flemington  Car  &  Tl 
Country  in  Plemington,  N.J.  "Cars  have  bee 
obsolete,  as  far  as  families  are  concerned." 

Price  is  also  a  draw.  For  around  $20,000, 
same  as  a  prosaic  Ford  Taurus  or  Honda  Ac( 
Brown  notes  "you  get  rear-wheel-drive,  a  V-l 
gine,  and  a  vehicle  that's  fun  to  drive — with  b< 
features,  options,  and  quality."  But  if  you  wa 
four-wheel-drive  model  with  maximum 
ing  power  and  all  the  trimmings,  the 
can  climb  past  $36,000.  Luxury  sport-uti 
can  top  $65,000,  though  loaded-up  mi( 
suvs  run  about  $35,000. 

Buyers  ai-e  also  drawTi  to  pickups  bee 
they  feel  safe}-.  Although  high-riding  tn 
like  suvs,  ai-e  more  prone  to  roll  over 
accident  or  sudden  tui-n,  drivers  sit  hi 
for  a  cleai'er  view  of  the  road.  In  a  crasi 
cupants  are  protected  by  more  steel. 
The  pickups  do  have  drawbacks.  Their  se. 
area  is  less  generous  than  that  of  a  minivf 
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bo  suvs  like  tlie  Chevy  Suburban  or  the  Ford 
)edition.  And  in  ui'ban  areas,  cargo  stored  in  a 
;up  bed  without  pricey  covers  is  a  sitting  duck 
thieves.  "In  New  York,  if  you  put  things  in  the 
<  and  stop  at  a  Ught,  it's  not  there  any  more," 
5  Long  Island  City,  N.Y.,  Chevy  dealer  Bince 
dell.  That's  why  his  customers  prefer  suvs 
1  enclosed  cargo  spaces. 
CH  DOORS.  It  has  taken  a  decade  for  the 
up  to  evolve  into  a  family  vehicle.  First,  car- 
:ers  began  building  enlarged  cabs  offering  a 
i  seat.  Crude  at  first,  with  buckboard-hard 
•jh  seats  that  could  only  be  reached  by  crawl- 
in  from  the  front,  these  extended  cabs  were 
jtheless  a  hit.  The  big  breakthrough  came 
e  years  ago,  when  manufacturers  added  a 
.enger-side  rear  door,  making  back-seat  ac- 
easier.  Unlike  the  front  door,  the  rear 
has  liinges  at  the  back,  so  the  two  to- 
ler  open  like  Dutch  doors.  "The 
1  door  expanded  the  mar 


ITA 

IRA  2000 


\ 

ket  to  more  buyers,"  especially  to  former  car 
owners,  says  Ford  Motor  brand  strategy  manag- 
er Paul  Morel. 

But  why  stop  there?  Ford's  F-series  and 
DaimlerChrysler's  Dodge  Ram  full-size  pickups 
now  offer  four-door  cabs — the  better  for  carting 
around  the  kids  or  for  the  driver  to  toss  a  brief- 
ease  into  the  back.  Wildly  popular,  the  Ram's 
four-door  Club  Cab  starts  at  .$20,680— .$795  more 
than  the  two-door  Club  Cab.  In  November,  Dodge 
will  launch  a  version  of  its  midsize  Dakota  pickup 
with  fom-  doors,  all  front-hinged,  that  open  sedan- 
style.  Ford  made  the  four  doors  standard  on  its 
SuperCab  pickups,  which  start  at  $18,480  for  the 


CHEVROLET 
SILVERADO 

$20,240 

This  model,  which 
arrived  last  fall, 
offers  a  sturdier 
frame  and  a  roomier 
interior  than  its 
predecessor,  the  C/K 


),000* 

)ut  this  fall, 
I  have  a  32- 
:V-8  engine 
our  doors 

ited 
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F-150 — $2,685  more  than  the  two-door  standard 
cab. 

Other  manufacturers  plan  to  capitalize  on  the 
four-door  craze.  When  Toyota's  big  Tundra  pickup 
hits  showi'ooms  this  summer,  it,  too,  will  sport  a 
full  complement  of  doors.  Even  gm,  whose  new 
full-size  Chevy  Silverado  and  GMC  Sieira  have  just 
three  doors,  says  a  fourth  is  coming  soon. 

Once  they  could  reach  the  back  seat  handily,  cus- 
tomers began  to  look  for  more  comfort  there.  The 
new  Silverado  and  Sierra  models  boast  rear  seats 
vdth  backs  that  recline  slightly  and  more  padding 
and  leg  support — a  featiu'e  gm  dealers  say  is 


proving  popular.  Ovei-all,  even  the  best  reai-  legi'oo 
in  a  pickup  is  a  couple  of  inches  shorter  than  ; 
suv's,  but  that  gap  is  nan-owing  fast. 

If  this  airay  of  "king  cabs,"  "super  cabs,"  "ere 
cabs,"  arid  "quad  cabs"  still  isn't  big  enough  f 
you,  hold  on.  Detroit  is  gearing  up  to  supersi 
them.  Prepare  for  track  cabs  that  are  essential 
sport-utility  bodies  with  pickup  beds  attached. 

Where  will  the  track  go  next?  Experts  say  tl 
next  trend  will  be  pickups  and  suvs  based  on  c 
chassis.  If  that  comes  to  pass,  the  family  trai 
will  again  become  the  family  car.  Kathleen  Kerw 


AUTOS 


ickups 


SUV  IN  FRONT, 
PICKUP  IN  BACK 


Can't  decide  whether  you  want  a 
sport-utUity  veliicle  or  a  piclaip? 
Not  to  woiTy.  Cannakers  are  de- 
signing hybrids  that  gTaft  the  fi'ont  of  an 
SUV  onto  a  pickup  bed.  Expected  in  show- 
rooms within  the  year,  these  crossovers 
will  offer  the  ultimate  in  versatility — a 
sport-ute's  roomy  seating  with  the  cargo- 
hauling  space  of  a  short  track  bed.  "This  is  the 
biith  of  a  new  segment,"  says  Ford  design  chief  J 
Mays. 

Then  again,  versatihty  is  in  the  eye  of  the  be- 
holder. The  trucks  will  take  up  about  as  much 
parking  space  as  a  pickup  without  the  room  in 
back  for  the  standard  4-by-8-foot  plywood  sheet. 
Still,  track  makers  think  they  can  woo  jaded  suv 
customers  by  offering  them  something  different. 

Cleverest  of  the  new  categoiy-busters  is  Nissan's 
suT  (for  sport  utility  truck)  concept  vehicle.  A 
hatch  in  the  back  of  the  cabin  opens  onto  the  track 
bed,  allowing  for  longer  cargo,  say,  two-by-foiu's,  a 
palm  tree,  or  skis.  Nissan  hasn't  committed  to 
building  a  production  version,  but  industiy  insiders 
are  betting  it  will  soon.  That's  because  the  bright 
yellow  SUT  was  so  well  received  at  auto  shows,  and 
because  it's  based  on  Nissan's  Frontier  compact 


NISSAN  SUT 
CONCEPT  VEHICLE 

A  hatch  in  the  rear 
of  the  cabin  leads  to 
the  truck  bed, 
allowing  cargo  to 
span  both  sections 


LINCOLN 
BLACKWOd 
CONCEPT 
TRUCK 


At  up  to  $50,000, 
will  have  leather  a 
chrome  galore — 
and  a  satellite 
navigation  systen" 


pickup  antl  new  Xterra  sr\". 

Catching  the  same  wave. 
Ford  is  showing  off  the  Ex- 
plorer Sport  Ti-ac,  which  fas- 
tens a  pickup  bed  on  its  pop- 
ular SUV.  Ford  hopes  its 
radical,  edgy  front  design  will 
attract  Gen  Xers  who  need  a 
place  to  store  then-  smiboai'ds. 
Expect  to  see  it  in  Ford  showi'ooms  by  early  20 
The  toniest  entiy,  and  undoubtedly  the  pricie 
is  the  Lincoln  Blackwood.  It  has  the  body  of 
Navigator  suv  attached  to  a  short,  wood-panel 
bed.  Gussied  up  with  plenty  of  clu'ome  and  leath 
Blackwood  also  featiu'es  a  global  positioning  sat 
lite  navigation  system.  The  track  bed  is  tiimmed 
exotic  Afiican  hardwood  and  covered  with  a  1 
draulically  controlled  cover  to  protect  the  contei 
Wlien  the  Blackwood  anives  in  dealer  she 
i-ooms  early  next  year,  analysts  say  its  sti 
er  price  could  reach  .$50,000. 
CAMINO  REDUX.  Not  eveiyone  in  Detroit 
|i lining  the  suv-pickup  trend.  Daiml 
<  hiysler  hasn't  annoimced  plans  to  build  o 
'We  don't  believe  in  mixing  things,"  si 
market-research  director  Dave  Bostwick. 
(Iiin't  think  anybody  is  screaming  to  hi 
I  he  top  of  their  suv  ripped  off." 

Wliat's  next?  "An  El  Camino  for  the  n 
millennium,"  suggests  Wesley  Brown  of  a 
consultants  Nextrend  in  Thousand  Oa 
Calif.  He's  imagining  an  update  to  the  '6 
era  Chevrolet  El  Camino,  a  sedan  vdtl 
pickup  bed.  As  camiakers  dream  up 
jjossible  combo  of  truck  and  car,  everyth 
old  is  new  again.  Kathleen  Ken 
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2000  FORD 
TAURUS 


ENTER  THE 
MILLENNIUM  M^^ 

Spring  is  ivhen  a  car  fancier's  attention  turns  to  dealer  show- 
rooms. But  if  you  can  wait,  some  iyiteresting  new  models  will  be 
arnving  starting  later  this  year  Detroit  Bureau  Chief  Kathleen 
Kerwin  ynade  the  rounds  of  recent  auto  shoivs  and  found  debuts 
ranging  from  practical  midsize  sedans  to  wagons  to  mammoth 
spmi-ntility  vehicles  that  dwarf  this  year's  newest  roadsters. 


AUTOS 


New  Models 


2000  SATURN 
LW  WAGON 


After  nine  years,  General  Motors' 
Saturn  division  gets  a  second  mod- 
el to  sell  with  the  an-ival  of  the 
L-Series  in  July,  gm  hopes  its  consei'vatively  styled 
LS  sedan  will  win  back  Satuni  loyalists  who  have 
been  defecting  to  other  makes  as  they  outgi'ow 
their  subcompacts.  But  it  is  the  stylish  LW  wagon 
that  could  be  Saturn's  real  smash  among  minivan- 

weary  parents. 
The  new  midsize 
Saturn,  powered 
by  a  standard  V-6 
engine,  shares  its 
chassis  with  gm's 
German-made  Opel  Vectra  and  will  be  built  in 
Wilmington,  Del.,  I'ather  than  Spring  Hill,  Tenn., 
home  of  the  original  Satum. 


NISSAN  T 
ROADSTER 


Although  auto  enthusiasts  have 
loved  the  "Z"  cars  since  the  Datsun 
240Z  hit  U.  S.  shores  in  1969,  the 
last  one,  the  Nissan  oOOZX,  disappeared  from  the 
market  in  1996.  Now,  Nissan,  beset  by  bland  mod- 
els and  sales,  is  reviving  its  flagship  sports  cai'.  The 
new  "Z,"  as  it  is  affectionately  loiown,  will  arrive  in 
showT'ooms  in  spring  2002.  Nissan  won't  give  de- 
tails, but  the  concept  car  seen  at  recent  shows 
offers  clues.  The  show  car  is  a  two-seater  vrith 
a  long,  sweeping 
hood.  It's  a  rear- 
wheel-drive  coupe 
powered  by  a  200- 
hp,  four-cylinder 
engine. 


Ford's  crowd-pleasing  fam 
sedan  lost  its  status  as  No.  1 
car  sales  in  1997,  after  a  IS 
redesign  that  took  its  styling  oval  and 
l)ri'ce  skyward.  For  the  revamped  Taur 
that  hits  showi-ooms  this  fall.  Ford's  designe 
ditched  the  elhptical  radio  controls,  squar 
( ifl"  the  rear*  window,  and  cut  costs.  They  ho 
the  new  cai-'s  more  consei"vative  looks,  sofl 
ride,  and  increased  headroom  and  tnmk  sp£ 
wUl  vrin  back  customers.  The  updated  Tarn 
also  features  a  host  of  new  safety  features, 
eluding  dual-stage  air  bags  that  adjust  t 
force  of  their  deployment  based  on  seat-b 
use,  seating  position,  and  severity  of  a  craj 
The  car  also  has  optional  side  air  bags  a 
adjustable  accelerator  and  brake  pedals, 
shorter  chivers  need  not  sit  too  close  to  the  stei 
ing  wheel  air  bag. 


2000  CHEVROLET 
SUBURBAN 


Late  this  year,  cm  will  bri 
out  an  all-new  edition  of  t 
granddaddy  of  giant  spoj 
utes,  the  Suburban.  The  company  increased  t 
new  truck's  headroom,  legroom,  and  hip  roc 
without  adding  to  the  suv's  overall  length.  St: 
the  Suburban  remains  a  leviathan.  At  more  th 
18  feet  long  and  614  feet  tall,  the  jumbo  suv  to 
ers  above  anything  on  the  road  smaller  than 
Mack  truck.  Tr"ue, 
Ford's  even  bigger 
Excursion  mega- 
suv  vrill  steal  Sub- 
urban's biggest 
on-the-block 
thunder  when  it  debuts  in  late  Si  pifmber*.  B 
Gener'al  Motors  executives  say  their  suv — whi 
comfortably  seats  nine — fits  in  most  garages,  u 
like  the  Excursion,  which  is  seven  inches  long( 
The  new  troick  also  offers  a  fold-dovm.  stowaw 
r-ear  seat  and  improved  handling.  Chevy  and  Gl 
versions  of  the  Subur*ban  are  expected  to  go 
sale  by  December-.  ; 


HONDA  S2000 
ROADSTER 


Ever  since  German  auto  makci 
revived  the  roadster-  a  couple 
year-s  ago  with  the  BMW  Z3,  M( 
cedes  slk,  and  Por-sche  Boxster,  competitors  ha 
been  scr-ambling  to  tap  into  the  trend  for  zip 
two-seaters.  Honda's  jaunty  entry,  aniving  in  li 
September,  is  the  high-tech  S2000.  Its  rigid  bo 
construction  and  advanced  suspension  systf,: 
promise  road-hug-  ■■■m^^^^^HPr^pipBlilf 
ging  performance 
With  its  race-car 
style  push-button 
starter,  six-speed 
manual  tr-ansmis- 

sion,  and  r-ear-wheel  drive,  Honda's  roadster 
targeting  driving  enthusiasts.  The  lightweight  ci' 
vertible's  four-cylinder-  engine  produces  240  hp  Iji 
still  meets  CaliforTiia's  strict  r-eciuir-ements  to  qi; 
ify  as  a  low-emissions  vehicle.  Designed  in  Jap^ 
the  roadster  has  a  digital  instrument  panel  ami 
power  soft  top.  The  S2000  is  expected  to  sell  J 
about  $30,000.  i, 
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WEDES  WITH 
EX  APPEAL 


was  a  balmy  morning  m  New  Jersey,  perfect 
)r  a  run  to  horse  country  in  the  shiny  red 
^olvo  C70  convertible  sitting  in  my  driveway. 
;e  it  was  Saturday,  however,  my  first  stop  was 
-he  dry  cleaner.  As  I  was  preparing  to  drive 
y,  one  of  the  owners,  Kenny  Frenchman,  ran 
;o  me  in  the  parking  lot.  "Hey,"  he  exclaimed, 
ally  nice  cai-.  Go  ahead — put  the  top  down."  So 
Ti  came  the  top  and  off  I  went, 
hat  day,  I  had  an  embarrassment  of  riches, 
liting  its  tm-n  for  a  spin  when  I  had  my  fill  of 
Volvo  was  a  cosmic  blue  Saab  9-3  hot  (for 
i-output  turbo).  Together,  the  two  Swedish 
)tops  make  an  impressive  pair.  Both  were  fun 
rive  on  twisting  back  roads.  They're  also  nice- 
ppointed,  with  back  seats  roomy  enough  to 
my  two  long-legged  sons.  Priced  in  the  mid- 
000  range,  neither  car  is  cheap.  But  either 
Id  be  an  attractive  alternative  to  the  rear- 
el-drive  BMW  328i  (ai-ound  $46,000,  fully  loaded) 
lercedes-Benz  CLK320  (about  $53,000). 
espite  their  Nordic  heritage  (the  Saab  is  as- 
bled  in  Finland,  the  Volvo  in  Sweden),  the 
cars  have  little  in  common  beyond  retractable 
and  fi-ont-wheel  drive.  The  9-3  shouts  power 
speed.  The  C70  exudes  refinement.  Its  heated 
ler  seats  ai'e  cushy,  and  in  an  accident,  rollbai's 
up  from  behind  the  back  headrests.  There's  a 
Ibag  shelf  beneath  the  glove  compartment, 
the  10-speaker  CD  system  did  justice  to  fugues 
the  Fugees  alike.  An  optional  Dolby  Surround 
iOgic  version  adjusts  its  volimie  to  compensate 
rind  noise  when  the  top  is  down. 
.  OOMPH.  Rather  than  offer  a  choice  of 
rt"  or  "normal"  settings,  the 
5  computerized  four- 
1  automatic  trans- 
ion     tries  to 
h  its  shifting  to 
driver's  style. 
,  fou  regularly 
sport-utes  on 
interstate  with  a 


1999  SAAB  9-3  HOT 


surge  of  speed,  the  computer  is  supposed  to  re- 
spond with  a  sudden  kick  each  time  you  press  the 
gas  pedal  hard.  I  found  the  feature  flawed,  how- 
ever. The  transmission  takes  10  miles  to  learn 
your  style  but  constantly  readjusts  itself.  As  a 
result,  the  car  poked  along  when  I  tried  to  make  a 
quick  getaway  after  a  spell  in  slow-moving  traffic. 

Wliile  powerful  enough,  the 
C70's  190-hp  five-cylinder  tm-bo 
provides  less  oomph  than  the 
247-hp  tui'bo-charged  five  pow- 
ering the  C70  hardtop  coupe. 
Acceleration  is  hardly  an  issue 
in  the  9-3.  It's  shaped  like  a 
bullet — and  flies  like  one.  The 
five-speed  manual  transmission, 
coupled  with  a  200-hp  turbo 
four,  made  for  such  a  rapid 
takeoff  that  I  was  doing  70  out 
of  a  tmiipike  tollbooth  before  I 
had  shifted  into  fifth. 

The  9-3  also  offers  ameni- 
ties aplenty,  and  I  loaded  nine 
grocery  bags  into  the  trunk 
with  room  to  spare.  But  the 
Saab's  shifting  could  have  been  more  precise,  and 
the  steering  tended  to  pull  to  one  side  when  I 
accelerated — a  common  trait  of  Mgh-powered  fi"ont- 
wheel  drive  cai's  with  transverse-mounted  engines. 
The  Volvo's  frame  could 
have  been  stiffer;  on 
bumpy  roads  the  shaky 
front  end  made  steering  a 
chore.  The  C70's  automatic 
folding  top  also  gave  me 
problems.  Much  of  last 
year's  C70  shipment  re- 
quired repairs  on  a  balky 
locking  mechanism.  Many 
'99s  have  required  similar 
work.  Although  Volvo 
maintains  it  has  fixed  the 
defect,  my  test  car  some- 
times needed  several  tries 
to  lock  the  top  down. 

If  you  like  the  look  of 
the  Swedes  but  crave 
more  power,  Saab  recently 
rolled  out  the  9-3  Viggen 
derbolt" — a  high-performance  coupe  named  after 
its  jet  fighter.  A  convertible  version  debuts  this 
fall.  Volvo  will  unveil  a  236-hp  C70  ragtop  soon. 
Either  way,  these  Swedes  offer  plenty  of  brio. 

William  Glasgall 


AUTOS 


Convertibles 


TWO  RACY  RAGTOPS 


SAAB  9-3  HOT 

VOLVO  C70 

$44,215 

$45,870 

Powerful  acceleration, 
confident  handling, 
spacious  trunk 

Luxurious  appointments, 
superb  sound  system, 

roomy  back  seat 

Wind  noise,  balky 
shifter,  depreciation 
predicted  to  be  higher 
than  average 


Body  not  stiff  enough, 
rear  view  restricted, 
questions  on  reliability 
of  convertible  top 


'Suggested  retail  price,  comparably  equipped  models  including  most  options 
DATA:  BW,  KELLEY  BLUE  BOOK.  CONSUMER  REPORTS 


-Swedish  for  "thun- 


1999  VOLVO  C70 
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Investment  Services 


Trade  Online  w/Signal 

the  real-time  money-making  maehine! 


Delivery     .pager/ceii     Sigfl-up  onNne  today  at: 

>  Free  Nasdaq    phone  alerts  WWW.llllC.eOin/bW 
Level  II  orcall888.ZD0.1016xi40L 


Computer  Equipment 


HEWLETT-PACKARD 

Buy-Sell-Trade 

Laserjet       Colurpro       Draft  I  Master 
DeskJet       Draftpro  DesignJet 
Electrostatic  Plotters  Ruggedwriter 

HP  9000  Workstations  &  Vectras 
Demo  &  Refurbished  Equipment 
Ted  Dasher  &  Associates 

PO  Box  131269  Birrningtiam,  AL  35213-6269 
Phone  205/263-4747  Fax  205/263- 1 1 08 
800/638-4833  •  E-mail  sales  ©dasher  com 


Golf 


IMPROVE  YOUR 
GOLF  GAME 


Take  a  PRO  along  every  time  you  play 

Bag  Tag  Golf  Tips 

•  Illustrated  quiets  tlip 
leterence  for  any  situation 

•  Helptull  tips  wttile  you're  on  Ihe 
course  or  range 

•  Easy  to  read  &  undeptand 

Only  S11  95 

Send  check  of  mone/  order  lo  Club  Products  6691 
Jimmy  Carlef  Boulevard  •  Norcro&s  GA  30071 
770  242-6101 


Internet  Services 


BACKUP  YOUR  DATA 


over  the  Internet! 
FAST  •  SAFE  •  EASY 


I  One  FREE  Month  | 
www.we  savedata.com 
www.imacbackup.com 
877-We-Save-Data 


www.atronics.com 


Only  One  Line  Connection 
E-IVIail  for  Everyone  and 
Internet-Intranet  for  Networks 

.  CMe  ami  XDSL 
-s^^^—  ■  S6KA'90.  ISDN 
s  •    .  Starring  al  $550 

Contact  U.S  for  the  Dealer  nearest  You 
It 800 1  488-7776  -  »»w. alronics.com 


WEB  SOLUTIONS 


Web  Design  Strategic  Planning 
Web  Hosting  Shopping  Cart 
Web  Advertising  E-Commerce 
On-Llne  Consulting  Re-Design 
Promotion  &  Marketing  Database 

800.518.9505 

www.yellowzone.com 


Aviation/Fractional  Ownership 


WORK  IN  NEW  YORK. 
LIVE  IN  NANTUCKET. 

With  access  to  over  5,000  airports  and  schedules  designed  around 
your  specific  needs,  our  Learjet^  and  Challenger-  business  jet  owners 
can  operate  from  virtually  anywhere  on  earth.  For  more  information 
regarding  the  many  affordable  benefits  of  being  a  Flexjet®  fractional 
owner,  call  1-800-FLEXJET. 

FLEXJ^ 

we  build  the  aircraft 


Business  Services 


Corporate  Investo 
Seeking  To  invest 

in  emerging  companies  in  ne 
media,  consumer  products 
and  branded  services. 
Please  fax  summary  descriptio 
to  203-328-2394  or  e  mai 
bussplan@ix.netcom.cor 


Capital  Available 

Financial  Professionals' 

HARD  TO  BORROW 

Use  Collateralized  Loans 
Training  Program  Available 

We  Locate  Funders 
for  Business  &  Real  Estate 
Tony  Abraham,  Esq.  -  Real  Est 
Eric  A.  Klein,  Esq.-Atty/Fiduci 

International  Developing 
Enterprises  Agency  iIDEA) 

Tel  -hi -21 2-751 -0800 
Fax  -1-1-212-688-4442 

Worldphone:  -i-l  500-367-60C 
E-maii  panglob@aol.com 
V         Website:  panglobal.net 


Career  Guidance/Consult! 


SemtiFAX 


We  FAX  Your  Resume  to  j 
Executive  Search  Firms  1 
Results  Begin  Within  24  hi 

cALL800-429-002j 

Confidential  •  Save  Time  •  Save  Moil 


Publishing  Services 
Publish  Your  Book 

7.S-year  tradition  of  quality.  Subs 
book  publistier  offers  publishir 
services  for  books  of  all  types.  I 
free  Author's  Guide  write  Dorrani 
BW,  643  Smilhfield,  Pittsburgh, 
or  call  l-K()()-69.5-9.599 
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Educational/Instruction 


@ 


COLUMBIA 
BUSINESS 
SCHOOL 


Columbia  Executive  Education 
Learning  that  powers  performance.  " 


UPCOMING  COURSES 


Finance  and  Accounting  for  the  Nonfinancial  Executive 

(Mar  21  ■  26)    (Jun  13  -  18) 

The  Transition  to  General  IVIanagement 

(Apr  18  -  30)    (Oct  31  -  Nov  12) 

Emerging  Leader  Development  Program 

(Mar  14 -11)    (Dec  12  -  17) 


For  more  information  on  these  and  other  programs: 

Call  212-854-3395  ext.  64 

Visit  Qur  web  site  at:  www.columbia.edu/cu/business/execed 


SOLUTELY  FREE 
EVALUATION 


chelor's  ~  Master's  - 
Ph.D.  Degrees 

■d  on  life  and  work  experience, 
jnfidential  -  Fast  -  Student 
Loans,  www.arrc.org 

800-951-1203 


m 


m 


Practitioner's  MBA  &  JD 
'rograms.  Accredited 
ictor,  Master,  Bachelor. 
irw.moiiticello.edu 
ax  913-661-9414 
800-405-7935 


ow  Your  Customer 

ify  l<ey  managers  at  over 
)  chemical  plants  and  oil 
eries,  a  $26  Billion  market! 

fho's  Who  at  U.S. 
Chemical  Plants 

e  editors  of  CHEMICAL 
NEERING  and  Utility 
Institute 

>k  $195 

ik  and  Data  Disk  $995 

lore  information: 

e:  202-942-8788 

102-942-8789 

I:  info@udidata.com 

/www.ud  idata.inter.net 


Rushmore  Ikil^^A 
University  IVIDA 

International  MBA  by  Distance 
Learning.  Flexible  curriculum. 
Bachelors  not  always  required. 
370  Anchor  Drive  Ste  250,  Dakota  Dunes 

SD  57049  US,  Phone  605-232-6039 
Fax  605-232-6011  bw@dislancemba  com 

www.distancemba.com 


The  Leader  in  Distance 
Learning  for  20  Years 


•Associate«Bachelor«Master«  Doctor 

Business  (Mgml,  HRM,  Health  Care) 
f\/lanagement  of  Technology, 
Pschology,  Law 
Southern  California  University 
for  Professional  Studies 

1840  E  17th  St  BW,  Santa  Ana.  CA  92705 

800-477-2254     www, scups.edu 


www.GraduateBusiness.com 

MBA  -   EMBA  -   MIR  -  MPA 

...and  specialized  programs 


Internet  guide  to 
Graduate  Management  Programs 

-  Get  the  facts  on  programs,  admissions, 
tuitions  and  more 

-  Link  directly  to  schools  of  your  choice 

-  Request  application  forms  online 

Published  in  rooperdlion  wnh 

AACSB  ;^M."s?m.';i'.'J3;^.',"'°" 


I  education  international 

Ph  250-658-6283  Fax  250-658-6285 
educate@ei  worldwide,  com 


Business  Software 


MAIL  ORDERS  WEB  ORDERS 


( Irdcr  entry,  credit  card  protming.  shipping,  A/R,  Al?. 
itmua  management  wjdi  miegrju'd  miernct  c-mail  opiion.s, 

inventory  management,  awrting,  list  management  and 
mailing — everything  ynu  need  for  order  taking  by  phone,  mail 
e\'en  the  World  Wide  Web  In  one  simple  easy-to-Uic  and 

aHiirdable  Windows  program  from  Dvdacomp, 
Call  1-800-858-3666  or  visit  www.dvdacomp.com/bwk 

Mail  OrderManager 


SAVE  TIME  &  MONEY! 

FREE  Trial 
UCC  Lien  Software 
&  Searcli  Information 
http://www.librasoft.com 
or  call  800-922-4988 


MS  OFFICE  97  PRO 


Full  Professional  Edition 

Brand  New  Sealed  Retail  Box 
Version.  Includes  All  Office 
Application  Programs,  Documentation, 
Licensing  &  Registration  Materials. 

70%  Off  Retail,  Only  $159 


212)  439-8183 


Health/Fitness 


DUKE 

Safe,  serious  weight  loss 

through  lifestyle  change. 

Personalized  care 
from  Duke  physicians  and 
health  professionals  in 
Durham.  NC. 

HTTP://(Jmi-www.nic.duke,edu/ 
dfc/home,htrnl 

800-362-8446 


Duke  Diet  and  l-itiics>  Comer 


Luxury  Travel 

RENT  YOUR  OWN 

IRISH  CASTLE 

Fully  staffed,  private 
40  ACRE  ILLXURY  ESTATE 

available  a  few  weeks  each  year 
for  families  or  groups  of  8-24. 
Great  golf,  fishing.  From  $12,500PW. 

202-547-7849 
Fax  011-353-224-2132 


Education/Instruction 


No  8  a.m.  lectures. 
Mo  pop  quizzes. 
Mo  all-nigliters  cranking  out  a  tliesis. 

(MaL-s  you  wonder  wLy  everyone  woiildnt  cLoose 
to  earn  an  MBA  til  IS  way.' 


I  he  Heriot-Watt  MBA 
by  distance  learning  program 
IS  the  nnost  flexible  way  to 
earn  an  internationally 
renowned  MBA. 

Heriot-Watt  University 
in  Edinburgh,  Scotland  dates 
back  to  1821,  and  is  regard- 
ed as  one  of  Britain's  leading 
business  and  technical 
universities.  For  the  tenth 
year  in  a  row,  its  distance- 


learning  program  has  been 
rated  one  of  the  finest  MBA 
programs  in  the  world  by 
The  Economist  Intelligence 
Unit 

Study  according  to  your 
own  schedule,  pass  nine 
course  exams,  and  the  presti- 
gious Henot-Watt  MBA  is 
yours.  For  a  free  prospectus 
call  I -800-622-966 1, ext.  2 1,  or 
e-mail  us  at  info@hwmba.net. 


The  Heriot-Watt  University  MBA 

by  distance  learninjj 
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Corporate  Gifts 


Corporate  Gifts/Premiums 


Business  Opportunities 


Business  Services 


Logo  Tattoos! 


leOO  Temporary  Tattoos  with  your  Logo, 

JustS189.00!! 
plus  S10.00  S&H  (CA  add  7.25%  sales  tax) 
CuHonned!  FulColori  rxr 

Calico 

3000 Mano  Drive.  Ste  201  •  Vacavie.  CA 95687 
Tel:  707/448-7072  •  Fax:  707/446«73 


NO  time  to 
wait  for  a 
cataiog?^  .  , 


Order 
thousands 
of  imprintable 
business  gifts  online 
...  24  hours  a  dav. 


PROMOMART' 

www.promomart.coin/bw 

Enter  monthly  to  win  $1,000  in  gifts! 


Logo  Apparel 


Publishing  Services 


12  Denim  Shirts  only  S297 
12  Golf  Shirts  only  S225 
Order  24-^  and  Save  SSS 

-►  800-670-3050 

www.sierrainills.com 


Business  Opportunities 


Enter  one  of  the  fastest  growing  fields  todav... 

TRAINING  &  DEVELOPMENT 


Resource  .Associates  Corporation  otTers  you  a  unique  opportunity  in 
this  exciting  field. ..helping  businesses  meet  the  challenges  of 

tomorrow  by  developing  their  people  today. 
As  a  member  of  our  network,  you  can  achieve  success  as  an 
entrepreneur  while  enjoying  the  immediate  support  and  security  of 
a  nationallv  recognized  organization. 

RAC  offers: 

'  E.xtensive  training  &  support       •  Proven  techniques  for  attaining  clients 
•  Outstanding  products  &  processes  that  pro\ide  measurable  results  &  much  more 

To  learn  more  call  800.799.6227  ext.  12 

Fax  resume  to  610.775.9686  Email  resume  to  ractqi@fast.net 


Boarding/Prep  Schools 


RIVERSIDE 

MILITARY  ACADEMY 

EXCELLESCE  IS  COLLEGE  PREP 
SINCE  1907 

-  Honor  JROTC  school  with  distinction 

-  Safe,  structured,  all  boys  boarding 

Env:r!jnment 

-  Grades  7  12  full  accredited,  small  classes. 

Weekly  report  cards. 
•  Promotes  leadership,  self-confidence,  and 
Manners 


■  Computer  m  every  dorm  room 

■  Full  athletic  program 

•  Band,  Fine  Arts,  and  Aviation 
-  .Aflbrdable  Tuition 

■  Located  on  Lake  Lanier  in  Xorth  G.A 

■  ww\v. cadet. com 


FOR  MORE  INFORMATION  CALL  1-800-GO-CADET 


brokenng.  Work  directly  with  NatiorL^ 
Lenders.  Unlimited  earnings  potential  an  j 
resid'jal  income 
FREE  45  minute 
video  seminar  and 
information  packet 

CALL  1-800-336-3933 


SHORE 


❖Companies  "»  D«nand 

♦Banl^  (800)551-9105 
♦Credit  Cards       for^  'i:?^' 
❖Pri\ao  cS^"^' 

(800)  551-2141  Umversad  

Visa  NIC  Amex       wwpf.'ucs enice s . co m 


Franchising 


AIE  YOU  SnriNG  ON  A  GOlO  MINE? 


CAU  1  -800-373-6344 


T'Li  .;a:er  .z  trjiict.-e  deveicpment 
and  ccLiulting  Worldwide 


Employee  Selection 


WHY  HIRE  LOSERS? 


Pre-Test  for  Sales  Winners 
SalesMax  delivers  a  detailed, 
predictive  selection  report 

1-800-416-9570 

For  your  FREE  preview 


Trademarks 


TRADEMARKS 


•  Registrations  and  Searches 

•  Protect  your  logo,  slogan. 
Domain  or  Business  name 

•  Lowest  fixed  fees 


800-67-TRADEMARK 


European  Business 


Unified  Europe  in  the  place  to  go! 


Haungove' 
Tech  Cofnpa' 
vouv,  r- 

\ou'  ■ 
V\e  J 
le^al  ;i;.,>r  -^-.zv 
recrjitTen:  and  rruch 


• -erceuittiLSHigrv 
are  vour  partner  if 
-  n  Europe  Of  reshape 

on. 

ASis.  office  set-up.  tax  and 
■5  ien,  ices  Tanase"---' 


vi.efaC'llsa.coni  •  EBC  <LSAi  INC.  •  TH/Fn  1441 1 49>3ia2 


CALL  NO> 

SAVE  30%  to  50 


BUSINESS  AND 
COMPUTER  CHECK 


O'Cer      ,s  easy' 
J-st  D'ck  j:;  the  phone  and  CAl 
De;  3NER  Checks 

I  800-239.4087ext 

Fax  I  •800-774- I  I  18 
WW^V.designerchecks.com 


1 00%  Satisfaction  Cuarant 


INCORPORHTE 


•  FREE  l-'c-ra-.::- 

•  Ail  U.S.  Slates  and  Offshore 
'  Attorney  owned  and  operate 

www  .corpcreations.con 

1-800-672-9110 


TRRDEMRRK 


Are  you  p.wing  toc 
much  for  your  medl 

We  sell  TV  and  Radio  .Airtin 
and  Print  Space  at  a  discoua 
Local  and  National 
Metromark  Media  Brokf 
1-800-767-1998 


OFFSHORE  &  NEVAC 
CORPORATIONS 


♦  Asset  Protection,  Privacy.  Tax-j 

♦  Lie.  Offices:  Las  Vegas  -  NassI 

♦  Fiat  Rate  Fees.  Nevada  Corps.  I 


Financial  Services 


$30,000  :o  $500.01 

Start  or  expand  >our  busii. 
with  a  business  loan  thali 
Guaranteed  b\  theGo\ij 
\\  w  w.business-capitai.oi 

1-888-745-6756  Ext  8(i 


FOR  AD  RATES  AND  INFORMATION 

PHONE:  (312)  464-0500 
FAX:  (312)  464-0512  OR  WRITE: 


restment  Opportunities 


Retire  Now 

you  have  $250,000  you  can 
re  safely  on  $75,000  per  year, 
dav  liquidity/same  return  on 
multiples  of  $250,000.) 
For  more  information  call 

888-930-5300 


Financial  Services 


us  your  accounts  receivable  today. 
Call  Jeff  Farkas 

LL  FREE:  1-800-241 -CASH 
IC  ADVANTAGE  FUNDING  CORP 


7 500  to  $95,000J 
LoSTlZOOVJ 


redit  Check  -  72  hr  Svce.  -  EZ  approval 
to  S  mil.  5.5%  -  Borrowing  Made  Easier 
iti)  compensating  lulance  deposits. 


388-745-6752  ext.  1005  J 


EARN  13.5% 

Trust  Deeds  -  from  $31 ,000  up 
Prime  Arizona  SFR  Lots 
Principals  Only 

,111-800-832-1771 

TON  FINANCIAL  CORP 

ona  Mortgage  Banker  #15047 
vww.hiltoncorp.com 


BusinessWeek 


MARKETpLACEi 


BUSINESS  WEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE.  SUITE  2010 
CHICAGO.  IL  6061  1 


Catalogs/IVIarl(eting 


GET  YOUR  PRODUCTS 
INTO  MILLIONS  OF  MAIL 
ORDER  CATALOGS! 

We're  a  commissioned  manufacturer's 
rep  firm  specializing  in  selling  to  this 
growing  market.  Please  call: 

Direct  To  Catalogs,  Inc. 

23  W  Walnut  St,  Hanover  PA  17331 
717-633-1850 


Educational/instruction 


A  Winning  Strategy 
to  Take  You  to  the  next  Level 


jclure  your  study  lo  fit 
ir  schedule  location  SfcL^"=^55§r 
I  budget  while  earning 
ir  MBA. 


:^=r 


You  profit  from  the  ^— ^  ■■n.^t,,.,,. 
experience  and  knowledge 
offered  by  the  wor1d<lass  faculty  at  Leicester 
University's  Management  Centre— a  world  leader 
In  providing  distance  learning. 

■  No  GMAT  required 

■  Local  support  center 

■  Work  experience  &  qualifications  considered 
Member  of  the  Association  of  Business  Schools 

■  Accredited  with  the  Association  of  MBAs 
-  Offered  under  Royal  Charter 

For  more  Information  and  a  free  brochure, 
call  us  at  800-874-5844  or  e  mail 


Kdi 


Luxury  Shaving  Products 


The  Ultimate 
Shaving 
Experience. 

Enjoy  tine  ^ha\  inj;  products 

lr(^ni  England.  Brushes. 
razorSj  shaving  creams,  soaps, 
attershaves  6i  more 

Green  Pond 

\u\'\\;greenp  md.c^mi 


Catalogs 


Call  for  a_FREE  KINGSIZE  Catalog  today 

1-800-846-1600  (ask  tor  oper  #29) 
Every  Item  in  Kingsize  is  designed  and  tai- 
lored specifically  for  tall  and  big  men  Sizes 
range  from  XL  -  9XL  and  LT  -  6XLT  Ttie  cata- 
log has  an  assortment  of  blazers,  slacks,  jeans, 
shorts,  shirts,  outenwear,  underwear,  shoes, 
and  pajamas  including  famous  brands 


KINQSIZE 
TALL  &  BIG 


Men's  Footwear 


MEN: 

BE  TALLER!! 

Tired   ot  being 
short?    Try  our 
quality  footwear 
HIDDEN  height- 
increasing  feature 
INSIDE  shoe  No 
OVERSIZED 

HEELS!  Will  make 

vou  T'-r  TALLER  deoendtno  on  sfvte  OVER  1 00  STYLES  AVAILABLE 

Extremely  comlortable  Sues  5-12WidIhs  B-EEE  In  business 
over  55  veare  MONEY-BACK  GUARANTEE.  Call  or  wnle  lor 
FBEE  colof  catalog 

ELEVATORS*  Q 

RICHLEE  SHOE  COMPANY  DEPT  BW94 
PO  BOX  3566  FREDERICK  MD2f705 

1-800-290-TALL 

MEN  SWiDE  SHOES 

EEE-EEEEEE,  SIZES  5-13 

FREE  catalog  •  High  quality  •  160  styles 


HITCHCOCK  SHOES,  INC. 

Dept.  55D  Hingham,  MA  02043 
1-800-992-wiDE  WWW  wideshoes.com 


Audio  Books 


Read  all  the  books 
you  said  you  would! 

Recorded  Books  audiobooks  allow  you  lo 
read  while  driving,  cooking,  exercising  ••• 

•  2,500  complete  and  unabridged 

titles  on  cassette  including  Best-seDers, 
Self-help,  Mystery,  Suspense,  Classics, 
Business  &  more. 

•  Not  available  in  bookstores 

•  Easy,  money-saving  rentals  by  mail 
Call  for  a  Free  Brochure: 

1 -800-638- 130Ht 


Recorded  Books,  Inc. 

www.recordedbooks.com  , 


Luxury  Bedding 


H'PEDIC 


Dt\n()i'KD  K)R  NASA...PrRFtc  rru  H\  Tempi  r-Pf.(>I(  . 
DcsitNEU  K)  Fn  Y(HR  Boi)^... 


PBESSUPE  RELIEVING 
SWEDISH  MAT'TBESS  AND  PILiOW 


You  gotta  feel  it 
to  believe  it! 


SWEDISH  SCIENTISTS  GO  UNDERCOVER 
TO  CREATE  THE  WORLD'S  BEST  BED! 


-Pedic's  new  Swedish  Sleep  System  i  ■  l;i.ii;;;iiv_; 
Americans  sleep.  Our  amazing  bed  is  ihe  future, 
rings  and  air-beds  are  the  past. 

mattresses  are  fancy  on  the  outside.  Ours  is  a 
fon  the  inside!  Trillions  of  viscoelastic  MEMO- 
LS  work  as  "molecular  springs"  (see  cut  away 
0  conform  exactly  to  your  body. 

We  Promise  83%  Better  Sleep! 
k  pad  thai  covers  other  matlresses  protects  you 
e  steel  springs  insuk.  but  creates  a  hammock 
itsnie  that  actually  causes  pressure  points.  Tests 
:mpur-Pedic  cuts  tossing  and  turning  hy  an 
mg  S3%! 


Adjusts  to  Fit  You  and  Your  Spouse. 

Our  exclusive  Tempur"*'  material  uses  mass  and  temper- 
ature to  form  a  "body  mold"  thai  scUwtiycly  adjusts  to 
your  shape  and  weight.  This  sleep  matrix  is  soft  yet  gives 
tlrin  support.  Its  micropowscopic  structure  is  .SELF-VKN- 
TILATING  for  cool,  perspiration -tree  sleep,  No  switches, 
motors,  or  pumps  to  go  wrong! 

Winner  of  NASA's  Mission  Home  Award! 
Swedish  scientists  started  where  NASA's  spacecraft  seat- 
ing expenmenls  ended  to  pcrfai  this  unique  (pal-eni 
pending)  produci.  Their  achievement  is  hig  news. 
We're  Getting  Rave  Reviews  on  TV. 
Also  on  ladio,  m  magazines,  newspapers,  medical  pub- 


America  about  our  high-tech  bed.  Other  news  sources, 
too.  like  Lou  Dobbs'  Business  Vintitial  on  CNN... Wall 
Street  lournal. . .Associated  Press. . .Discovery  Channel 
Online... and  more.,  have  featured  Tempur-Pedic. 

25,000  Doctors  &  Sleep  Clinics  Say  Yes! 
Tempur-Pedic  fans  love  the  feeling  of  weightless 
sleep.  ,  and  the  way  our  bed  eases  aches,  pains,  back 
problems.  Over  25.0O()  doctors,  chiropractors,  hospitals, 
sleep  clinics,  and  rehab  facilities  recommend  our 
Swedish  Sleep  System! 


Call  now  for  Tempiir-Pedic's  FREE  DEMO  KIT 
and  a  90-Day  h'-HoME  Tryout  certificate. 

Free  Lab  Sample! 
Free  Video!  Free  Info! 

CALL  TEMPUR-PEDIC  NOW 

1 -800-886-6466 

Fa.\-  to  /-^)/y6-j'5,M-.9rS*4;; 
Visit  our  website  at  www.tempurpedic.com 

Tempur-Pedic,  Inc.  H4HG  Nandmo  Blvd..  Lexington.  K> 

CunHUiHT  I'm  liV  Tf-^lll^R  I'KUlC,  IM.  ,  VlL  HK.HlS  Hh.smvHi 
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Reach  these  Business  Week  advertisers  on  the  Web: 


A  Division  ofTlieMcGratp  HiUComfmnie 


address 
directory 


Amorip^n  F vnrocc          II  Ri ici n^cc 

nun  IL  Rr;)Hctrppt 

www.americanexpress.com/smallbiz 

www.dnb.com 

1  lie  HIIIcriLdll  IllblllUlc  Ul 

Architects 

www.eloan.com 

www.aia.com 

Ericsson  Mobile  Phones 

American  Power  Conversion 

www.ericsson.com/us/phones 

www.apcc.com 

General  Cigar 

APL  Limited 

www.generalcigar.com 

www.apl.com 

Great  Plains  Software 

Audi  Asia  Pacific 

www.greatplams.com 

www.audi.com 

Hewlett-Packard 

MAM 

www.hp.com 

www.axa.com 

Hewlett-Packard  E-Services 

Bayer  Corporation 

www.hp.com/go/nclass 

www.BayerUs.com 

Honda  Odyssey 

www.honda.com 

www.chryslercorp.com 

Iberia  Airlines 

www.iberia.com 

www.cisco.com 

Iberia  Group 

CNF  Transportation,  Inc. 

www.iberia.com 

www.cnf.com 

IBM 

Compaq 

www.ibm.com 

www.compaq.com 

IMR  Global 

Conrad  International 

www.imr.com 

www.conrad.com.hk 

Intel 

Datek  Online 

www.intel.com/ 

www.datek.com 

Iomega 

Deloitte  &  louche  Consulting 

www.iomega.com 

Group 

J.D.  Edwards  &  Company 

www.dtcg.com 

www.jdedwards.com 

Diners  Club  US 

Kinko's  Corporate 

www.dmersclub.com 

www.kmkos.com 

Land  Rover 

www.landrover.com 

Lawson  Software 

www.Lawson.com 

Lucent  Technologies 

www.lucent.com/bcs_apac 

Mercury 

www.mercuryvehicles.com 

Microsoft 

www.microsoft.com 

NEC  Technologies 

www.nectech.com 

Network  Associates 

www.nai.com 

Northwest  Airlines 

www.nwa.com 

Office  Furniture  USA 

www.ofusa.comi 

oneworld  Airline  Alliance 

oneworldalliance.com 

Onsale 

www.onsale.com 

Oracle  Corporation 

www.oracle.com 

Orlando/Orange  County  Visitors  & 
Convention  Bureau 

v«vw.go2orlando.com/cvb 

The  Prudential  Insurance 
Company  of  America 

www.prudential.com 

Saab  Cars,  USA 

www.saabusa.com 


Sprint 

www.sprint.com 

Star  Alliance 

www.star-alliance.com 

Storage  Tek 

www.storagetek.com 

Sun  Microsystems 

www.sun.com 

Symantec  Corporation 

www.symantec.com 

Tiffany  &  Co. 

www.tiffany.com 

Toyota  in  America 

www.toyota.com/usa 

United  Airlines 

www.ual.com 

Tyco  International 

www.tycoint.com 

U.S.  Postal  Services 

www.usps.com 

Williams 

vmw.williams.com 

Zurich  Financial  Services 

www.zurich.com 


BusinessWeek 


Most  Read    Beat  Read,  Worldwldf 


BusinessWeek  IoInIlIiINIEI 


BusinessWeek  Index 


lODUCTION  INDEX 


Change  from  last  week:  0. 1% 
Change  from  last  year:  5.5% 


PRODUCTION  INDEX 

  Apr.  3=142  9   

1992=100 


Apr.  Aug.  Dec.  Apr 

1998  1998  1998  1999 

fhe  index  is  a  4-week  moving  average 

production  index  was  up  fractionally  in  the  week  ended  Apr.  3.  The 
veraged  index  dipped  1%,  to  141.8,  from  143.2  in  the  previous  week.  The 
ithly  index  tor  March  was  142.6,  a  0.4%  increase  over  February's  figure  of 

.0.  After  seasonal  adjustment,  steel  production  advanced  6.1%.  and  crude- 
refining  was  up  2.9%.  Output  levels  of  autos,  trucks,  electricity,  coal, 
ber,  and  rail-freight  traffic  all  declined. 

reduction  index  copyright  1999  by  Ttie  f^rtcGraw-Hill  Companies 


ADING  INDICATORS 


LATEST 

WEEK 

YEARLY 

WEEK 

AGO 

%  OHG 

II  LEADING  INDEX  (4/2)  1992=100 

121.7 

121.5 

0.1 

ICK  PRICES  (4/9)  S&P  500 

1348.35 

1293.72 

21.5 

IPORATE  BOND  YIELD.  Aaa  (4/9) 

6.54% 

6.68% 

-1.5 

<EY  SUPPLY.  M2  (3/29)  billions 

$4,472.6  $4,463. 8r 

8.2 

lAL  CLAIMS.  UNEMPLOYMENT  (4/2)  thous 

299 

288r 

-3.2 

ITGAGE  APPLICATIONS,  PURCHASE  (4/9) 

251.2 

269.0 

-12.6 

ITGAGE  APPLICATIONS.  REFINANCE  (4/9)     1.203  9   1  086  2     28  5 

xes:  Economic  Cycle  Research  Institute.  Standard  &  Poor's,  Moody's.  Federal 
rve,  Labor  Dept.,  Mortgage  Bankers  Assn   (Index:  March  16.  1990=100) 


BREST  RATES 


LATEST 

WEEK 

YEAR 

WEEK 

AGO 

AGO 

ERAL  FUNDS  (4/13) 

4.66% 

4.70% 

5.47% 

MERCIAL  PAPER  (4/13)  3-month 

4.79 

4.82 

5.47 

TIFICATES  OF  DEPOSIT  (4/14)  3  month 

4.88 

4.88 

5.58 

D  MORTGAGE  (4/9)  30-year 

7.01 

7.09 

7.12 

JSTABLE  MORTGAGE  (4/9)  one  year 

5.74 

5.75 

5.76 

IE  (4/9) 

7.75 

7.75 

8.50 

:es:   Federal  Reserve,  HSH  Associates,  Bloomberg  Financial  Markets 


PRODUCTION  INDICATORS 


LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  OHG 

STEEL  (4/10)  thous.  of  net  tons 

1,960 

2,051# 

-10-1 

AUTOS  (4/10)  units 

106,665 

98,075r# 

13.5 

TRUCKS  (4/10)  units 

138,555 

123.042r# 

22.2 

ELECTRIC  POWER  (4/10)  millions  of  kilowatt-hrs 

58,742 

58,622# 

4-4 

CRUDE-OIL  REFINING  (4/10)  thous.  of  bbl./day 

14,996 

14.599# 

0.3 

COAL  (4/3)  thous,  of  net  tons 

19,520# 

21,597 

-8.1 

LUMBER  (4/3)  millions  of  ft. 

507.4# 

535.3 

5.4 

RAIL  FREIGHT  (4/3)  bilhons  of  ton-miles 

24. 8# 

27.2 

4.2 

Sources:  American  Iron  &  Steel  Institute,   Waid's  Automotive  Repoils,  Edison  Electric 
Institute,  American  Petroleum  Institute,   Energy  Dept  ,  WWPAi,  SFPA2,  Association  of 
American  Railroads 

PRICES 

LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%CHG 

GOLD  (4/14)  $/troy  oz. 

283.400 

280.150 

-7.7 

STEEL  SCRAP  (4/13)  #1  heavy,  $/ton 

77.00 

76.80 

-42.3 

COPPER  (4/9)  e/ib. 

67,1 

64.6 

-17-9 

ALUMINUM  (4/9)  iz/ib 

61.0 

58.7 

-10.3 

COTTON  (4/9)  strict  low  middling  M/16  in.,  iz/lb 

61,47 

59.98 

2.5 

OIL  (4/13)  $/bbl. 

16,54 

16.62 

11.6 

CRB  FOODSTUFFS  (4/13)  1967=100 

188.74 

186.11 

-17.3 

CRB  RAW  INDUSTRIALS  (4/13)  1957=100 

255.28 

255.85 

-14.2 

Sources:  London  Wednesday  final  setting,  Chicago  market.  Metals 
market,   NYMEX.  Commodity  Research  Bureau 

Week.  Memphis 

FOREIGN  EXCHANGE 

BRAZILIAN  REAL  (4/14) 

LATEST 
WEEK 

1.6650 

WEEK 
AGO 

1.7325  1 

YEAR 
AGO 

.1403 

BRITISH  POUND  (4/14) 

1  61 

1.60 

1.68 

CANADIAN  DOLLAR  (4/14) 

1.49 

1.50 

1.44 

EUROPEAN  EURO  (4/14) 

1.0783 

1.0775 

NA 

JAPANESE  YEN  (4/14) 

118-88 

121-38  130.35 

KOREAN  WON  (4/14) 

1212.5 

1222.6  1396.5 

MEXICAN  PESO  (4  14) 

9.513 

9-470 

8.465 

TRADE-WEIGHTED  DOLLAR  INDEX  (4/14) 

109.2 

110.1 

109.9 

Sources:  Major  New  York  banks.  Currencies  expressed  m  units  per  U.S.  dollar,  except 
for  British   Pound  and   European   Euro  in  dollars.  Trade-weighted  dollar  via  J, P.  Morgan 


data  in  the  production  indicators  are  seasonally  adjusted  in  computmg  the  BW  index  (chart);  other  components  (estimated  and  not  hsted)  include  machinery  and  defense 
Tient.   l=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA^Not  available       r=revised       NM^Not  meaningful 


THE  WEEK  AHEAD 


tNATIONAL  TRADE 

'ay,  Apr.  20,  8:30  a.m.EDT^  The 
trade  deficit  for  goods  and  services 
bly  narrowed  slightly  in  February,  to 
billion  from  a  large  $17  billion  in 
ry.  That's  according  to  the  median 
St  of  economists  surveyed  by  Stan- 
<  Poor's  MMS,  a  division  of  The 
iw-Hill  Companies.  Exports  in  Febru- 
)bably  rebounded  after  falling  for 
:onsecutive  months.  How/ever, 
:s  likely  grew  at  a  faster  pace  lifted 
her  crude-oil  prices.  Imports  rose  2% 
uary.  An  unexpected  narrowing  in  the 
1  trade  deficit  contributed  to  econom- 
vth  in  the  fourth  quarter,  but  the  gap 
rack  to  subtract,  perhaps  substantial- 


ly, from  growth  m  the  first  quarter.  The 
weakness  in  merchandise  exports  has  con- 
tributed to  layoffs  in  the  factory  sector.  But 
cheaper  imports,  a  result  of  the  stronger 
dollar,  has  kept  inflation  low  in  the  U.  S. 

FEDERAL  BUDGET 

Wednesday,  Apr.  21,  2  p.m.EDT^  The  s&p 
MMS  survey  expects  that  the  U.  S.  Treasury 
will  report  a  budget  deficit  of  $18.9  billion 
for  the  month  of  March.  That  would  be 
slightly  worse  than  the  $13.8  billion  gap  of 
March,  1998.  The  expected  wider  deficit  is 
probably  the  result  of  increased  tax  refunds, 
which  show  up  as  a  government  expense.  As 
of  late  March,  refunds  were  running  about 
18%  ahead  of  year-ago  totals.  One  reason 


for  the  refund  acceleration  is  electronic  fil- 
ing. Still,  the  federal  budget  surplus  for  all 
of  fiscal  1999,  which  ends  in  September,  is 
expected  to  be  about  $100  billion.  The  sur- 
plus in  1998  was  $70  billion. 

UNEMPLOYMENT  CLAIMS 

Thursday,  Apr.  22,  8:30  a.m.EDT^  New  fil- 
ings for  state  unemployment  benefits  in  the 
week  ended  Apr.  17  will  likely  remain 
below  300,000.  Claims  have  been  below 
that  mark  since  late  January,  a  sign  that 
labor  markets  remain  tight.  Nonfarm  jobs 
rose  46,000  in  March,  but  that  small  num- 
ber reflects  a  return  to  more  wintry  weather 
last  month  rather  than  any  suggestion  that 
businesses  need  fewer  workers. 
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This 

Week, 

Online 

Business  Week  presents 
frequent  live  conferences 
and  chats  on  America 
Online-your  opportunity 
to  ask  questions  about 
timely  topics. 


§ 


Sunday  <- 

Jim  Aspinwall.  author  of 
Troubleshooting  Your  PC.  will 
have  advice  for  you  on 
exactly  that — in  a  chat 
presented  by  Business  Week 
Frontier  Apr.  18 
9  p.m.  EDT 

Tuesday 

What's  the  latest  on  small- 
cap  stocks  and  IPOs?  Ask 
S&P  analyst  Mark  Basham 
for  his  views.  S&P  Personal 
Wealth  is  our  co-sponsor. 
Apr.  20 

4:30  p.m.  EDT 

Thursday 

3.;"f::  van  I'.agoner  of  the 
■-..T.al  funds  that  bear  his 
name  will  be  the  resident 
expert — with  special  stress 
on  growlh  stocks  and 
:5:Mology  Apr.  22 
9  p.m.  EDT 

AOl  '.i..'.;-:.  SWTalk 

'rs'scripts  of  all  conferences 
3'z  Sisiisble  for  ijcnvlctading 

-he  8W  Online  area  on  AOL 
5.V-"  afie'  each  ei'snt 


For  2  free  trial  diskette 
including  50  free  hours  on 
AOL.  call  1-800-&4 1-484-8 
and  mention  Business  Week. 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


Able  One's  Moving  30 

ABN  Amro-Sage  Securities  102 

Acer  38 

Adobe  Systems  (ADBE)  88 
AltaVista  (CPQ)  36 
Amazon  con  (AMZN)  88 
Amencan  Home  Products 
(AHP)  63 

Amencan  International  Group 
(AIG)  32 

America  Online  (AOL)  114 
America  West  Airlines  (AWA)  12 
Apple  Computer  (AAPL)  74.88 
AtHQme(ATHM)  88 
AT&T(T)  44.88.114 
Automotive  Performance 
Group  104 

Awad  Asset  Management  114 

B 


BancBoston  Robertson  Stephens 
(BKB)  114 
Bank  One  (ONE)  35 
BankAmenca  (BAC)  32 
Barr  Labonatones  (BRL)  114 
BCPSecunties  54 
Bell  Atlantic  (BEL)  58.88 
Bell  Canada  88 
BellSouth  (BLS)  88.115 
BEAM  Solutions  32 
Bloomberg  Financial  Markets  84 
BMW  120. 121 
Boston  Properties  (RXP)  40 
Bradesco  54 

British  Telecommunications 
(BTY)  88 

Broadcastcom  (BCSD  1 
Burger  King  (DEO)  30  44 


I    Cadburj  Sctiireppes  1 
I    C-e  Partners  114 
!    Celera  Genomics  (PKN)  83 
I    Cessna  Aitciatt  (TXT)  30 
'    C.EL  Untertjefg  Tmstiin  6 

Che\m  (CW  32 

ChildrsJiFirst  32 

CIBC  Oppenhamef  36 

Cisco  S>stems  (CSCO)  8.44 

Citigroup  (C)  54 

IS  Securities  1 14 

CNBC  :GE  84 
,    Cobaftfteworta  16 

:=(i)  16.36. 

CRA  Realty  40 
I    C-JBdrt  Suisse  First  Boston  114 
!   Ciscsnt  Real  Esate  Eauties 
(CEj-  40 


DaimlerChiysler  (OCX)  12.116 
Dallas  Cowboys  58 
Deerfield  Management  63 
Dell  Computer  (DELL)  36, 38 
Delphi  Automotive  (GM)  44 
Diebold(DBD)  8 
Digital  Equipment  (CPQ)  36. 102 
Dow  Jones  (DJ)  84 


EarthUnk  Network  94 
EcoLab  30 
Ell  Lilly  (LLY)  81 
Encanto  Networks  16 
Endesa  54 
Endorex(DOR)  104 
Equities  Office  Properties  Trust 
(EOP)  40 

Encsson  (ERICY)  94 
Ernst  &  Young  32 
Excite  (XCm  88.114 


Federal  Express  (FDX)  32 
First  International  Computer  38 
Remington  Car  &  Truck 
Country  116 
Flextronics  38 
Flonda  Banks  (FLBK)  44 
Ford(F)  116,118.120 
Forest  Laboratones  (FRX)  63 
Forrester  Research  (FORR)  36 
Fortune  Natural  Resources  104 
Four  Seasons  (FS)  8 
Franklin  Mutual  Advisers  84 


Gatftvay  2000  (GTW)  36 
General  Dynamics  (GD)  44 
General  Electric  (GE)  12,35,88 
General  Motors  (GM)  44,48,116, 
120 

GeoTel  Communications 
(GEOC)  44 
GHM  104,108 
Goldman  Sachs  84 
Green  Street  Advisors  40 
Greytiound  (BUS)  8 
Grantal  114 
GVC  38 


Harman  Management  30 
Hasbro  (HAS)  74 
Hemispherx  BioPharma 
(HEB)  104 

HevsTtt  Associates  32 
HeAi^-Packard  (HW;  36,38 

114 

Hilton  Hotels  -HLP  8 


IBI.1ilBl.r'  8,36,38,44,58 
ICFKaisafdCn  33 
:ndusip.al  LjgtS  s '.'2gc  7i 


Institutional  Real  Estate  40 
Intel  (INTO  36,102 
International  Data  36 
Irvine  Apartment  Communities 
(lAC)  40 
Itau  54 


Janus  Funds  12, 63 
Japan  Tobacco  63 
Jerusalem  Global  8 
Jupiter  Communications  94 

K 


Kearney (A,T)  63 

Kraft  Foods  International  (MO)  44 


Lazard  Freres  32 
Leo  Computer  38 
Lexis-Nexis  84 
Lockheed  Martin  (UVTT)  6 
Lorus  Therapeutics  81 
Lucasfilm  74 

Lucent  Technologies  (LU)  44 
Lukoil  50 
Lycos  (LCDS)  114 

M 


Mamott  International  (MAR)  3D 
McDonald's  (MCD)  44 
McGraw-Hill  (MHP)  96,127 
MDRC  30 

Mercedes-Benz  (DCX)  121 
Merck  (MRK)  81 

Memll  Lynch  (MER)  26, 35, 36, 44, 

58,84 

Microsoft  (MSFD  16, 88, 114 
Midwest  Express  Aidines 
(MEH)  12 

Miller  Brewing  (MO)  44 
Mitac  International  38 
Mitsubishi  Electnc  35 
Morgan  Stanley  Dean  Witter 
(MWD)  40.44 

N 


NatWest(NW)  34 
NBC  (GE)  88 
NEC  (NIPNY)  35 
Net  Access  Exchange  94 
NelBank  44 
NetZero  94 

New  Dimension  Software 
(BMCS)  8 

Newport  News  Shipbuilding 
(NNS)  44 

News  Corp,  (NWS)  88 

New  Yori(  Daily  News  58 

NexTrend  116,118 

Nikko  Securities  International  35 

Nissan  118,120 

".:.?  -'O'/l)  16 


I  Osna:  ' 


Pacific  Bell  (PAC)  88 
Pacifc  Crest  Sect!  nties  114 
PepsiCo  (PEP)  74 
Pertgn-Elmer  (^i  83 

o'e-  ?^  63 


Pharmacia  &  Upjohn  (PNU) 
Philip  Moms  (MO)  44 
Pinkerton's  (PKT)  1 
Pixar  74 
PointCast  88 
Preview  Travel  (PTVL)  114 
Pnmark  Decision  Economics 
PrizePoint  Entertainment  88 


Quanta  38 


Rite  Aid  (RAO)  1 


Saab  121 
Safra  54 
Sakura  Bank  52 
Salomon  Smith  Barney  (C)  4 
114 

Sandoz  Pharmaceuticals  63 

SBC  (SBC)  88 

SCI  Systems  (SCI)  38 

SGCowen  63 

Snyder  Communications 

(SNC)  58 
Softbank  88 
Solectron  (SLR)  38 
Sony(SNE)  35 
Space  Imaging  6 
Spear  Leeds  &  Kellogg  96.1 

108 

Standard  &  Poor's  (MHP)  12 
Staples  (SPLS)  30,32 
StarTek(SRT)  114 
Starwood  Hotels  &  Resorts 
(HOT)  40 

Sun  Microsystems  (SUNW) 
SunGard  Data  8 
Sunstone  Hotel  Investors  (S! 
Symantec  (SYMC)  44 


Telecom  54 
Time  Warner  (TWX)  88 
Toyota  (TOYOY)  17,52,116 
Transamerica  (TA)  i 
Tnnitech  Systems  (TSI)  104 
Twentieth  Century  Fox  (NWS, 

U 


Union  Federal  Savings  8 
United  Airlines  (UAL)  71 
UPS  58.71 
USWest(USW)  88 


Vetta  50 
Veiibanc  12 
Viacom  (VIA.B)  32.44 
Viking  Securities  102 
Volvo  (VOLVY)  121 

W 


Wachovia  Securities  44 
Wachs  (E  H.)  32 
Walt  Disney  (DIS)  12 
Wartiurg  Dillon  Read  36 
Warner-Lambert  (WLA)  63 
Washington  Redskins  58 
Western  Wireless  44 
Whistie  Communications  1 

X  

Xerox  0(RX)  12 

Y  

Yahoo!  rYHOO)  1,88 

z  

Ziff-Davis  36 
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ivestment  Figures  of  the  Week 


i&P  500 

pr.    Oct.    Apr.  Apr.  8-14 


1328,44 


-week  change  1 -week  change 
18.7%  +0.1% 


MMENTARY 

know  you're  in  one  powerful 
i  when  tech  leaders  Compaq 
nputer  and  Intel  deliver  bad 
nings  news  and  the  Dow 
kes  three  new  highs.  The  Dow 
5hed  the  week  at  10,411.7,  up 
Yo — the  second  week  in  a  row 
)etter-than-3%  advances.  That 
gs  the  Dew's  year-to-date  gain 
13.4%.  The  weakness  in  the 
1  stocks,  though,  did  show  up 
:he  NASDAQ  Composite,  which 
1.5%  for  the  week.  The  S&P 
was  barely  in  the  black,  but 
-cap  and  small-cap  stocks 
3  up  3.3%  and  3.5%,  respec- 
ly.  Market  breadth  may  finally 
mproving. 


U.S.  MARKETS 


Latest 


%  change 
Week  Year 


Dow  Jones  Industrials 

10,411.7 

3.2 

13.6 

NASDAQ  Combined  Composite 

2507.3 

-1.5 

34.6 

S&P  MIdCap  400 

374.3 

3.3 

-0.7 

COD  CmnllPtn  Cnfl 

b&r  bmaiiLap  duu 

164.3 

3.5 

-19.5 

S&P  SuperComposlte  1500 

277.2 

0.4 

15.5 

%  change 

SECTORS 

Latest 

Week 

Year 

Bloomberg  Information  Age 

519.0 

-4.4 

52.8 

S&P  Financials 

147.9 

2.1 

5.5 

S&P  Utilities 

238.3 

1.0 

-3.8 

P^F  Tprhnnlnffv 

1  «JL    1  CUI II  lUlUg  J 

503.7 

-2.7 

43.3 

%  change 

FOREIGN  MARKETS 

Latest 

Week 

Year 

London  (FT-SE  100) 

6493.6 

0.3 

6.9 

Frankfurt  (DAX) 

5182.2 

2.6 

-3.8 

Tokyo  (NIKKEI  225) 

16,764.7 

1.3 

2.9 

Hong  Kong  (Hang  Seng) 

11,834.1 

1.9 

4.1 

Toronto  (TSE  300) 

6948.9 

2.4 

-11.1 

Mexico  City  (IPC) 

5297.4 

3.4 

6.1 

Week 

Year 

FUNDAMENTALS 

Latest 

ago 

ago 

S&P  500  Dividend  Yield  1.19% 

S&P  500  P/E  Ratio  (Last  1 2  mos.)  35.4 

S&P  500  P/E  Ratio  (Next  1 2  mos.)*  25.3 
First  Call  Earnings  Surprise* 

TECHNICAL  INDICATORS  Latest 


1.21  % 

34.9 

24.5 


1.45% 

27.7 

21.9 


5.90%  12.03%  2.88% 


Week 
ago 


Reading 


S&P  500  200-day  average  1160.9  1155.2  Positive 

Stocks  above  200-day  average       36.0%    32.0%  Positive 

Options:  Put/call  ratio                0.47       0.47  Negative 

Insiders:  Vickers  Sell/buy  ratio       0.96       1.05  Positive 

Data:  Bloomberg  Financial  Markets;  *First  Call  Corp. 


BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


Aluminum 

Invest.  Banking/Brkrge. 
Diversified  Machinery 
Instrumentation 
Forest  Products 


35.2  Specialty  Appar  Retailers  1 00.9 

31.5  Communications  Equip.  81.9 

26.4  Broadcasting  76.7 

25.2  Computer  Systems  69.4 

19.9  Computer  Software  68.3 


WORST-PERFORMING  Last 


GROUPS 


month  % 


Last  12 
months  % 


Cosmetics 
Tobacco 
Savings  &  Loans 
HMOs 

Gold  Mining 


-13.1 
-11.2 
-10.2 
-9.6 
-9.1 


Oil  &  Gas  Drilling 
Macbine  Tools 
HMOs 

Manufactured  Housing 
Engineering  &  Constr. 


^7.8 
-47.6 
-37.6 
-37.6 
-37.4 


BLOOMBERG  MONEY  FLOW  ANALYSIS 


Rebound  ahead?  Stocks  with  most 
significant  buying  on  price  weakness 

Price 

1-month 
change 

Micron  Technology 

44^4 

-5^8 

Gillette 

52 'A 

-9^4 

Warner-Lambert 

71  '/4 

-1  Vl6 

Coca-Cola 

60^4 

-8'Vl6 

Ameritech 

63  V2 

-3'/8 

Chase  Manhattan 

85^16 

-2'/l6 

Decline  ahead?  Stocks  with  most 
significant  selling  on  price  strength 

Price 

1-month 
change 

Microsoft 

94 'A 

14^32 

Dell  Computer 

43^16 

1% 

MCI  WorldCom 

93% 

7 '^16 

Amgen 

78ViB 

3Vl6 

Pfizer 

146 

5^8 

Sun  Microsystems 

67  ^'4 

15^^32 

REST  RATES 


tEASURY  BOND  INDEX 

r.    Oct.    Apr.  Apr.  8-14 


;  1665 
:  1646.05 


week  change       1  -week  change 
.3%  +0.2% 

Bloomberg  Financial  Markets 

m 


AL  FUNDS 


I  U  S-  Diversified  MB  All  Equity 
1        52-week  total  return 


KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


MONEY  MARKET  FUNDS 

4.46 

4.47 

5.10 

90-DAY  TREASURY  BILLS 

4.27 

4.42 

5.08 

6-MONTH  BANK  CDS 

4.33 

4.33 

5.08 

1-YEAR  TREASURY  BILLS 

4.62 

4.69 

5.38 

10-YEAR  TREASURY  NOTES 

5.12 

5.14 

5.60 

30-YEAR  TREASURY  BONDS 

5.51 

5.51 

5.89 

LONG-TERM  AA  INDUSTRIALS 

6.43 

6.46 

6.47 

LONG-TERM  BBB  INDUSTRIALS 

7.09 

7.12 

6.92 

LONG-TERM  AA  TELEPHONES 

6.66 

6.67 

6.73 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 
assuming  a  31%  federal  tax  rate 


lO-yr.  bond 
Latest  Last 
week  week 


30-yr.  bond 
Latest  Last 
week  week 


GENERAL  OBLIGATIONS 

4.24% 

4.27% 

4.95% 

4.96% 

PERCENT  OF  TREASURIES 

82.74 

83.37 

89.91 

90.12 

TAXABLE  EQUIVALENT 

6.14 

6.19 

7.17 

7.19 

INSURED  REVENUE  BONDS 

4.35 

4.35 

5.17 

5.19 

PERCENT  OF  TREASURIES 

84.89 

84.93 

93.90 

94.30 

TAXABLE  EQUIVALENT 

6.30 

6.30 

7.49 

7.52 

EQUITY  FUNDS 
Leaders 

Four-week  total  return 


% 


Morningstar,  Inc. 


Apex  Mid  Cap  Growth  53.2 

Monument  Internet  49.1 

Nich.-Applegate  Gl.  Tech.  I  43.9 

Van  Wagoner  Emerging  Gr.  39. 1 

Van  Wagoner  Micro-Cap  38.7 

Leaders 

S2-week  total  return  % 

Internet  401.2 

Amerlndo  Technology  D  207.0 

Munder  NetNet  A  174.6 

ProFunds  UltraOTC  Investor  161.8 

Grand  Prix  152.7 


Laggards 

Four-week  total  return  % 

ProFunds  Ultrashort  OTC  Inv.  -1 1 .2 
Eaton  Vance  Grtr.  India  B  -10.3 
Crabbe  Huson  Small  Cap  A  -8.9 
Flag  Investors  Emerg.  Gr.  B  -7.0 
Schwartz  Value  -7.0 


EQUITY  FUND  CATEGORIES 
Leaders 

Four-week  total  return  % 


Laggards 

Four-week  total  return  % 


Laggards 

52-week  total  return 


% 


Latin  America 
Communications 
Technology 
Pacific/Asia  ex-Japan 
Japan 

Leaders 

52-week  total  return 


12.5  Health 

11.7  Precious  Metals 

10.3  Small-cap  Value 

9.3  Real  Estate 

8.8  Europe 


% 


Laggards 

52-week  total  return 


-1.5 
-0.8 
0.0 
0.8 
1.5 

% 


Lex.Troika  Dialog  Russia 
American  Heritage 
Potomac  OTC/Short 
Vontobel  Eastern  Europ.  Eq. 
Crabbe  Huson  Special  A 


-75.0 
-65.1 
-52.0 
-50.6 
-49.5 


Technology  64.5  Latin  America  -28.5 

Communications  50.5  Precious  Metals  -25.2 

Large-cap  Growth  32.8  Small-cap  Value  -22.8 

Japan  26.3  Diversified  Emerging  Mkts.  -22.8 

Large-cap  Blend  16.1  Natural  Resources  -21.7 


are  as  of  market  close  Wednesday,  Apr.  14,  1999,  unless  ottierwise  indicated.  Industry 
nclude  S&P  500  companies  only.  Fundamentals,  tectinica!  indicators,  Bloomberg  mon- 


ey flow  analysis,  and  mutual  fund  returns  are  as  of  Apr.  13,  For  a  more  detailed  explanation,  write 
to  us  or  E-mail  figures@businessweek.com.  NA=Not  available  **Vanguard  Index  500  Fund 
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Editorials 


LET'S  MAKE  A  CHOICE  IN  KOSOVO-NOW 


Clausewitz  said  that  war  has  its  own  grammar  but  its  log- 
ic is  the  logic  of  politics.  The  gi'owing  tragedy  of  Ameiica's 
intei-vention  in  Kosovo  is  that  neither  its  militaiy  grammai'  nor 
its  poKtical  logic  makes  much  sense.  The  cost  of  the  Kosovo  im- 
brogho  is  rising  with  each  passing  day.  A  queasy  feeling  is 
spreading  as  diift  displaces  leadereliip  in  foreign  policy  and  the 
wai'  escalates  gi'adually  without  dii'ection.  All  the  lessons  of  the 
Persian  Gulf  wai' — applying  ovei-whelming  militaiy  foi'ce  with 
specific  strategic  objectives — appear  forgotten.  All  the  mis- 
takes of  Vietnam — misreading  enemy  motivations,  military 
gi'adualism,  ambiguous  political  goals — are  being  repeated. 

Unless  the  U.  S.  and  NATO  change  coui-se  quickly,  this  lat- 
est Balkan  wai'  will  come  to  haunt  the  fii'st  decade  of  the  21st 
century.  The  cost  is  already  immense.  In  the  fii'st  week  of 
combat,  President  Clinton's  public  rejection  of  the  use  of 
ground  troops  in  favor  of  Umited  bombing  opened  the  dooi-  to 
the  Serbian  slaughter  of  Kosovai's  and  created  a  tidal  wave  of 
refugees.  The  bombing  solidified  domestic  political  support  for 
Slobodan  Milosevic.  Perhaps  most  tlu-eatening  of  all,  the  at- 
tack on  Serbia  has  bolstered  atavistic,  nationalistic  forces  in 
Russia,  damaging  America's  relations  with  the  one  country 
that  can  still  seriously  threaten  its  safety. 

The  drift  must  end  now.  The  President  and  Congress 
must  decide  to  either  win  or  settle  and  accept  the  conse- 
quences. Milosevic  has  already  achieved  victory  on  the 
ground,  and  it  becomes  harder  to  roll  it  back  with  each 


passing  day.  Leaders  from  Clinton  to  Senator  John  McC 
must  be  honest  about  what  winning  may  take  and  se 
there  is  popular  support  for  what  would  be  a  major  c 
mitment:  assembling  a  force  of  several  hundred  thous 
troops  over  three  to  six  months  to  fight  a  gi'ound  war  1 
could  easily  take  up  to  a  year  and  cost  thousands  of  cas 
ties.  It  would  mean  the  occupation  of  Serbia  and  Kosovo, 
ousting  of  Milosevic,  and  the  installation  of  a  pro-West 
government.  And  it  would  all  have  to  take  place  within 
context  of  some  kind  of  Balkan  Economic  Development  I 
modeled  along  the  lines  of  the  Marshall  Plan. 

The  alternative  choice  is  a  diplomatic  settlement, 
fight  not  to  win  but  to  punish  just  enough  to  negotiate  a 
tlement.  The  outcome  would  be  painful  for  the  U.  S. 
would  require  bringing  in  the  Russians  to  broker  a  d 
leaving  Milosevic  in  power,  partitioning  Kosovo,  and  enc 
America's  pretensions  to  a  foreign  policy  based  solely 
moral  principles.  But  it  would  retiuTi  most  of  the  refugee 
what's  left  of  their  homes.  Not  a  satisfying  endgamt 
most  Americans,  but  perhaps  a  prudent  course  given  the 
tory  of  the  Balkans  to  punish  great  powers  who  inter! 
with  good  intentions. 

The  illusion  of  an  easy  resolution  to  this  conflict  has  ah-e 
been  shattered.  The  failure  of  the  Clinton  foreign  po 
team  in  Kosovo  is  appaUing.  Congress  is  now  back  in  sess 
It  should  debate  the  two  choices — and  make  one. 


AN  OFFER  FROM  CHINA  WE  SHOULDN'T  REFUSI 


President  Clinton's  bungling  of  a  critical  deal  on  China's 
entry  into  the  World  Tt-ade  Organization  is  a  lesson  in  in- 
decisiveness.  By  reversing  liimself  not  once  but  twice,  Clinton 
is  making  a  mockeiy  of  the  veiy  notion  of  leadership.  In 
refusing  to  risk  political  capital  to  push  the  agreement 
through  Congress,  Clinton  betrays  his  own  free-trade  princi- 
ples, hurts  U.  S.  exports  and  gi'owth,  and  undennines  the 
champion  of  open  markets  in  China — Premier  Zhu  Rongji. 

Zhu  went  over  the  heads  of  Communist  Party  hacks,  bu- 
reaucrats, and  managers  of  state-owned  entei"prises  to  nego- 
tiate a  bold  agi'eement  with  the  U.  S.  that  would  open  China's 
markets  as  never  before.  To  the  astonishment  of  America's 
CEOS,  Zhu  dehvered  on  nearly  all  of  their  requests:  U.  S. 
banks  could  lend  in  local  cmi-ency;  manufactm-ers  could  set  up 
their  own  distribution  systems;  foreigners  could  own  up  to 
49%  in  telecommunications  services;  tariffs  for  farm  products 
would  be  sharply  reduced;  insurance  companies  could  do 
business  all  over  China.  The  deal  cut  between  Zhu  and  U.  S. 
Trade  Representative  Charlene  Barshefsky  should  have  paved 
the  way  for  China's  entry  into  the  wro.  It  would  have  been  a 
major  win  for  the  U.  S.  and  pro-market  groups  inside  China. 
That's  the  rub.  Clinton's  waffling  is  undermining  Zhu  and 


the  economic  reformers  in  China  by  giving  conservati' 
led  by  Li  Peng,  a  chance  to  counterattack.  Zhu's  exubei 
tour  of  American  cities  is  going  unnoticed  back  home.  Sti 
controlled  TV,  instead,  is  giving  billing  to  Li  and  his  wai'nj 
about  globalization.  Managers  of  state-owned  companies, 
der  tremendous  pressure  from  Zhu  to  shape  up  or  f 
down,  are  complaining  that  Zhu  went  too  far  in  negotiat 
Even  if  he  succeeded  in  getting  his  audacious  wro  deal  a 
the  U.  S.,  Zhu  would  have  had  a  difficult  time  selling  it  1 
home.  Now  it's  worse. 

The  U.  S.  business  community  shares  responsibility.  > 
as  it  failed  to  push  the  Republican  Party  to  back  fast-ti 
trade  authority  last  year.  Corporate  America  has  not  stroi 
supported  China's  entiy  into  the  wro.  Fearful  of  the  G 
isolationist  wing,  the  business  community  has  proved  too  ti 

The  amazing  deal  negotiated  by  Zhu  and  Barshefsk 
changing  that.  CEOs  ai'e  now  clamoiing  for  Clinton  to  sign 
pact  and  for  Congress  to  pass  it.  This  is  precisely  v 
should  be  done  and  soon.  The  longer  things  drag  on, 
more  time  China's  i-eactionaries  have  to  undeiTnine  Zhu.  ' 
is  an  opportunity  to  lock  China  into  the  global  market  e 
omy.  It's  time  for  some  leadership  in  Washington. 
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IN  CASE  OF  DISCOMFORT 
BREAK  GLASS 


spacious  interior  •  PrecisionTrac™  suspension  system  •  All-Speed  Traction  Control* 
•  5-star  government  crash  test  rating**  •  800  446-8888  •  www.mercuryvehicteiGsxmi 


BBHiMUat 


PROFITS    &  PRINCIP 


The  issue  of  global  warming 
has  given  rise  to  heated  debate. 

Is  the  burning  of  fossil  fuels 
and  increased  concentration  of 
carbon  dioxide  in  the  air  a  serious 
threat  or  just  a  lot  of  hot  air?. 


(Each, Shell  company  is  a  sgpargte  and  distinct  entity.  ,ln  this  advertisement,  the  words  "Shell"  "we"  "us"  and  "our"  refer,  in  some  places,  to  the  Royal  Dutch/Shell  Group 
OS  0  whole;  and  in  others  to  an  ind^idyal.  Shell  comjDany  or  companies,  vyhere  no  useful  purpose  is  served  by  identifying  the  specific  cpmpany  or  companies.J 


